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FOREWORD 

 

This issue of the PATHFINDER is published principally, in response to a growing 

demand for an aid to:  

 

(i)  Candidates preparing to write future examinations of the Institute of 

Chartered Accountants of Nigeria (ICAN); 

 

(ii)  Unsuccessful candidates in the identification of those areas in which they 

lost marks and need to improve their knowledge and presentation ; 

 

(iii)  Lecturers and students interested in acquisition of knowledge in the relevant 

subjects contained herein ; and 

 

(iv)  The profession; in improving pre-examinations and screening processes, and 

thus the professional performance of candidates.  

 

The answers provided in this publication do not exhaust all possible alternative 

approaches to solving these questions.  Efforts had been made to use the methods, 

which will save much of the scarce examination time.  Also, in order to facilitate 

teaching, questions may be altered slightly so that some principles or application of 

them may be more clearly demonstrated.  

 

It is hoped that the suggested answers will prove to be of tremendous assistance to 

students and those who assist them in their preparations for the Instituteõs 

Examinations. 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

                NOTES 

Although these suggested solutions have been published 

under the Instituteõs name, they do not represent the views of 

the Council of the Institute.  The suggested solutions are 

entirely the responsibility of th eir authors and the Institute 

will not enter into any correspondence on them.  
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ICAN/101/F/1       EXAMINATION NO................................... 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA 

FOUNDATION EXAMINATION ð MAY 2010 

FUNDAMENTALS OF FINANCIAL ACCOUNTING  

  

Time allowed ð 3 hours 

   

SECTION A:  Attempt All Questions 

 

PART I MULTIPLE CHOICE QUESTIONS   (20 Marks) 

 

1.  In a not-for-profit organisation, the excess of income over expenditure is  

 

A.  added to cash balance. 

B.  added to reserve. 

C.  deducted from accumulated fund . 

D.  added to accumulated fund . 

E.  added to capital . 

 

2.  Which of the following will NOT affect the agreement of the cash book 

balance with  the bank statement balance?  

 

A.  Bank charges 

B.  Standing order  

C.  Dishonoured cheques 

D.  Unpresented cheques 

E.  Cash payment to creditors. 

 

3.  PAKO Limited has authorized share capital of 3,000,000 ordinary shares of 

N1 each. 2,500,000 shares were issued at N1.30 and fully paid. Dividend of 

5% is declared. How much is the dividend? 

 

A.  N162,500 

B.  N312,500 

C.  N275,000 

D.  N125,000 

E.  N150,000. 
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4.  An excess of the value of the assets over the purchase consideration for 

acquisition of a business is credited to  

 

A.  general reserve. 

B.  capital reserve. 

C.  goodwill . 

D.  current asset. 

E.  share capital . 

 

5.  Which of the following is NOT  a form of debenture? 

 

A.  Secured 

B.  Bearer 

C.  Preference 

D.  Registered 

E.  Naked. 

 

6.  A provision for bad debt is created in the profit and loss account  

 

A.  when debtors become bankrupt . 

B.  when debtors cease to be in business. 

C.  to provide for possible bad debt . 

D.  to write -off bad debt . 

E.   to decrease turnover. 

 

7.  Capital reserve can be used in any of the following ways EXCEPT: 

 

A.  Issuing bonus shares. 

B.  Writing -off fictitious assets. 

C.  Writing -off intangible assets . 

D.  Distribution of cash dividend to shareholders . 

E.  Writing -off or writing down over -valued tangible assets . 

 

8.  Mark-up on goods sent to branch offic es are recorded in the books by 

 

A.  Debiting t he Branch Stock Account and crediting Stock Adjustment 

Account. 

B.  Debiting the Branch Stock Account and crediting Goods sent to Branch 

Account. 

C.  Debiting Stock Adjustment Account and crediting Branch Stock 

Account. 
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D.  Debiting Cash Account and crediting Branch Stock Account . 

E.  Debiting Branch Stock Account and Crediting Defalcation Account . 

 

9.  Which of the following is NOT true of a partnership without written 

agreement? 

 

A.  Profit and losses will be shared equally.  

B.  Interest not to be paid  on capital .  

C.  Interest on drawings is to be at the rate of 5% per annum . 

D.  Salaries are not allowed to partners . 

E.  Money in excess of capital agreed to subscribe is to attract an interest 

of 5% per annum. 

 

10.  The issued share capital of a company is 

 

A.  always the same as the authorised share capital if it is fully issued 

and paid for . 

B.  the same as preference share capital. 

C.  equal to the capital reserve of the company . 

D.  the same as revenue reserve. 

E.  the capital reserve of the company . 

 

11.  A trial balance is a proof of accuracy of  

 

A.  transactions. 

B.  final accounts . 

C.  double entry in the ledgers . 

D.  trading account . 

E.  balance sheet. 

 

12.  The following organizations are members of Nigerian Accounti ng Standards 

Board (NASB) EXCEPT: 

 

A.  Central Bank of Nigeria  

B.  Federal Ministry of Commerce 

C.  Federal Inland Revenue Service 

D.  Federal Board of Inland Revenue 

E.  Federal Ministry of Finance . 
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13.  Dele and Debo are partners sharing profits and losses in the ratio 2:1  

 

   Capital         N 

   Dele     300,000 

   Debo     200,000 

   Drawings for the year  

   Dele       30,000 

   Debo       40,000 

 

Interest on capital - 2% per annum, interest on drawings ð 10% per annum, 

profit before appropriation N150,000. What is Deleõs share of profit?  

 

A.  N112,000 

B.  N88,000 

C.  N98,000 

D.  N33,000  

E.  N22,000. 

 

14.  A suspense account is used to 

 

A.  agree the trial balance .  

B.  record sales. 

C.  record purchases. 

D.  correct errors. 

E.  prepare balance sheet. 

 

15. In preparing a Ma nufacturing Account, which of the following is a        

production overhead? 

 

A.  Discount allowed  

B.  Carriage inwards 

C.  Factory rent 

D.  Carriage outwards 

E.  Depreciation of office equipment . 

 

16.  A share sold at a price above its nominal value is sa id to be issued at  

 

A.  a premium . 

B.  par. 

C.  profits . 

D.  a discount. 

E.  a loss. 
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17.  Profit made prior to incorporation is credited to  

 

A.  General reserve. 

B.  Capital reserve. 

C.  Appropriation Account . 

D.  Profit and loss Account. 

E.  Revaluation reserve. 

 

18.  Which of the following recommends the maximum dividend that can be paid 

to shareholders of a public limited company?  

 

A.  Securities and Exchange Commission (SEC) 

B.  Corporate Affairs Commission (CAC) 

C.  Directors of the company 

D.  Shareholders of the company 

E.  The Nigerian Stock Exchange (NSE). 

 

19.  Depreciation is the  

 

A.   amount spent to improve a fixed asset . 

B.   salvage value of fixed asset. 

C.   part of the cost of fixed asset consumed during a period . 

D.   wear and tear of fi xed assets. 

E.   value of the fixed asset after use. 

 

20.  The purchase of a computer for office use was debited to purchases account. 

This is an error of 

 

A.  commission. 

B.  omission. 

C.  original entry . 

D.  principle . 

E.  compensation. 
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PART II  :  SHORT ANSWER QUESTIONS  (20  MARKS) 

 

1.  Assets whose values become exhausted or consumed as a result of being 

used are referred to as éééééé.. 

 

2. Expenses which have been incurred, but are yet to be paid for are known as 

éééé. 

 

3.  What is the major difference between a debenture holder and an ordinary 

shareholder? 

 

4.  State the major difference between a bonus issue and a rights issue.  

 

5.  The Companies and Allied Matters Act, LFN 2004 requires the Statutory 

Books and Returns of a company to be kept at éééééééééé.. 

 

6.  In line with Statement of Accounting Standard 6 (SAS 6), define òOrdinary 

Activitiesó 

 

7.  State the first legislation that  established the centralisation and 

standardization of the accounting profession in Nigeria.  

 

8.  What is the effect of undervalued closing stock on the profit of an 

 organisation? 

 

9.  What is the objective of preparing income and expenditure account?  

 

10.  An account which contains the summary or total entries in the individual 

accounts in each ledger is called ééééééééééééééé 

 

11.  Fadeke Plc issued 100,000 ordinary shares of N1 each at N1.50 per share. 

What is the share premium? 

 

12.  A type of reserve which has formed part of the permanent funds of the 

business is éééééé. 

 

13.  A class of preference shares in which dividend rights are carried forward  is 

éééé.. 
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14.  The price to be paid to acquire a company is éééééééééé. 

 

15.  In relation to partnership business, in which of the firmõs financial 

statements does the partnersõ drawing  appear? 

 

16.  What is the basis of valuing stock in a limited liability company?  

 

17.  The difference between the assets and liabilities of a not -for-profit 

organisation is called éééééé.. 

 

18.  The account prepared to determine the cost of converting raw materials to 

finished goods is éééé.. 

 

19.  The accounting term used to describe the excess of current assets over 

current liabilities is  ééééééé 

 

20.  In 1494, the first known text on double entry system of book -keeping was 

written byéééééééééééé..  
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SECTION B ð ATTEMPT ANY FOUR QUESTIONS  (60 Marks) 

 

QUESTION 1 

 

Write short note on each of the following terms:  

 

(a)  Accounting bases             (3 Marks) 

(b)  Extraordinary items                       (3 Marks) 

(c)  Exceptional items            (3 Marks) 

(d)  Prior year adjustments            (3 Marks) 

(e)  Accounting policies             (3 Marks) 

             (Total 15 Marks) 

QUESTION 2   

 

DADA Enterprises Limited, a Lagos based general merchandising company, decided 

to open a branch in Warri with effect  from 1 January, 2009. During the month of 

July 2009, the Head Office recorded the following transactions in respect of the 

Warri branch, as the Head office maintains the financial accounts of its branch 

along with those of its own operations.  

 

              N 

Opening balance (1 July  2009)       

           Branch stock (at cost)       93,000 

 Branch Debtors        81,000 

Branch bank balance       71,790 

Transactions of branch during the month of July:  

 Goods transferred to branch (at cost)             270,000 

Goods returned from branch to head office (at cost)                9,000 

Cash sales paid into bank        63,000 

Credit sales                  390,000 

Goods returned to branch by credit customers (at selling prices)        10,800 

Cheques received from credit customers              414,000 

Cash transferred from bank; back to HO bank account            408,000 

Salaries and wages for the branch      27,000 

Discount allowed to credit customers         7,800 

Bad debts written off           1,200 

Dishonoured cheques of branch credit customers    21,000 

Rent and rates for the branch        18,000 

General Expenses           9,000 

Branch ð stock (31 July 2009)       45,000 
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You are required to prepare the following accounts from the above information:  

 

(i)  Goods sent to branch 

(ii)  Branch stock 

(iii)  Branch debtors 

(iv)  Branch bank            (15 Marks) 

 

QUESTION 3 

 

The following is the Receipts and Payments Account of Excellent Club in respect of 

the year ended 31 December 2009: 

 

  Receipts    Payments 

        N         N 

Balance b/d      20,500 Dance Concert   12,500 

Subscriptions:    Salaries / Wages   40,000 

- 2008         8,000 Stationery    15,000 

- 2009               422,000 Rent & Rates      7,500 

- 2010       16,000 Telephone      1,250 

Grant / Subscriptions  100,000 Investment            125,000 

Dance Concert     60,000 General Expenses     5,000 

Dividend on Investment     37,500 Repairs           150,000 

      Balance c/d           307,750 

     -----------            -----  ------  

              664,000             664,000 

            ======            ======  

 

You are given the following additional information:  

 

(i)  There are 1000 members each paying annual subscriptions of N500. 

 N9,000 being in arrears for 2008 at the beginning of 2009. Balance of 

 2008 subscriptions which was unc ollected at the end of 2009 is to be 

 written off as bad.  

 

(ii  Stock of stationery at 31 December, 2008 was N12,500 and N20,000 at 31 

December 2009. 

 

(iii)  At 31 December 2009, the rent and rates were prepaid to the following 31 

March, the yearly charge be ing N6,000. 
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(iv)  Telephone bill of N750 was outstanding as at 31 December, 2009. 

 

(v) General expenses accruing at 31 December 2008 was N1,250. 

 

(vi)  At 31 December, 2008 the building was valued at N425,000. Included in  the 

cost of building was N100,000 for land. I t is required to write -off  building 

at 2% per annum, as depreciation. 

 

(vii)  Included in the repairs was N100,000 incurred on building repairs which 

 must be capitalized.  

 

(viii)  Grants/Subscriptions to be written off at 1/5
th

 of the amount collected 

 every year, starting from 2009.  

 

You are required:  

 

To prepare Income and Expenditure Account and Balance Sheet for the year ended 

31 December 2009 in vertical form.  

(Show your workings)            (15 Marks) 

 

 

QUESTION 4 

 

(a)  Define Suspense Account and briefly explain its uses.               (3 Marks) 

 

(b)  State the type of error  contained in each of the following statements:  

(i)  Plant that was acquired at a cost of N75,000 has been credited in the 

cash book but debited to the purchases account. 

(ii)  The purchase of consumable tools for N2,500 had been debited to 

repairs account. 

(iii)  Bank charges of N2,750 shown on the bank statement has not been 

entered in the cash book. 

(iv)  A purchase invoice received from creditor for N50,000 has been 

entered in purchase day book as N5,000.              (4 Marks) 

 

(c)  Prepare Journal entries to correct the above errors and state the narration. 

                 (8 Marks) 

                              (Total 15 Marks) 
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QUESTION 5 

 

The following tria l balance was extracted from the books of Kila Limited as at 30 

September, 2009. The authorized capital consists of 6,000,000 ordinary shares of 

N1 each and 1,200,000 5 per cent preference shares of N1 each. 

 

        N                    N 

Ordinary share capital      -   6,000,000 

Preference share capital     -   1,200,000 

Sales        -   9,648,000 

Purchases                6,640,200 

Stock of goods, 30 September 2008  1,748,700 

Preference dividend paid March 2009        30,000 

Provision for bad debts 30 September 2009  -        36,000 

Investment Income      -        60,000 

Wages & Salaries       979,680 

Motor Expenses       353,700 

Motor Vehicles (cost N1,080,000)     554,400                      

Debtors and Creditors             1,702,200  1,539,000 

Rates and Insurance        73,020 

Freehold properties (at cost)            5,280,000 

Profit & Loss Account, Retained Earnings  

30 September, 2008              417,240 

Directorsõ Remuneration    180,000 

Bad Debts        46,200 

Unquoted Investment (at cost)    348,000 

General Expenses     473,400 

Balance at bank     490,740 

       ----------   ------------  

             18,900,240         18,900,240 

            =======   =======  

 

You are given the following information:  

 

(i)  Stock of goods, 30 September, 2009, N1,957,800. 

(ii)  Provision for bad debts is to be increased to N45,000. 

(iii)  The Directors have decided to recommend a dividend of 10% on the 

ordinary share capital . 

(iv)  Provide depreciation on motor vehicle at 20 per cent on cost.  

(v) Insurance paid in advance 30 September , 2009, was N4,680. 

(vi)  Wages outstanding on 30 September, 2009, were N13,200. 

(vii)  N180,000 to be transferred from the profit to general reserve.  
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(viii)  An extension to the office block was built during the year by the 

companyõs own workmen; the cost of their labour, N25,200 is inclu ded in 

wages account. Materials costing N70,800 used for the office extension 

were from the companyõs stock; no entry has however been made in the 

books. 

 

You are required to: 

 

(a) Prepare a Trading and Profit and Loss Account for the year ended 30 

September, 2009; and  

(b)           A Balance Sheet as at 30 September, 2009 in vertical form.          

          (15 Marks) 

 

QUESTION 6 

 

(a)  In any partnership business, the Partnership Deed should contain all the 

points of agreement that would regulate the activities o f the partnership.  

 

List any TWO important points that a Partnership Deed should contain.  

            (2 Marks) 

 

(b)  Omolola and Omolayo started a partnership business on 1 January , 2009. 

The following are extracts from their accounts for the year e nded 31 

December, 2009: 

 

(i)  Omolola and Omolayo were to contribute N1,000,000 each.  

(ii)  Omolola was to provide additional fund in form of loan for N400,000 

which attracts 8% interest per annum.  

(iii)  Personal drawing  for each of the partners was N100,000.  

(iv)  Drawings were to attract 10% interest charge per annum and capital 

5% only.  

(v) N10,000 salary was payable to each partner per month.  

 

Other information was that the profit for the year was N400,000 and profits are 

shared equally . 

 

You are required to prepare: 

 

(i)  The Appropriation Account  

(ii)  The Individual Partnerõs Current Account 

(iii)  The individual partnerõs Capital Account 

(iv)  The Loan Account.                (13 Marks) 

                      (Total 15 Marks) 
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SOLUTIONS TO SECTION A 

 

PART I    MULTIPLE CHOICE QUESTIONS 

 

1.  D 

 

2.  E 

 

3.  D 

 

4.  B 

 

5.  C 

 

6.  C 

 

7.  D 

 

8.  A 

 

9.  C 

 

10.  A 

 

11.  C 

 

12.  D 

 

13.  C 

 

14.  A 

 

15.  C 

 

16.  A 

 

17.  B 

 

18.  C 

 

19.  C 

 

20.  D 

 



 

 

PATHFINDER 
 

 

FOUNDATION EXAMINATION ï MAY 2010 
 

 

     16 

 

 

Workings               

   3. 5% of N2,500,000 = N125,000 

     N 

13. Profit      150,000 

 Add: Interest on Drawings  

         10% of N70,000       7,000 

      157,000 

 Less: Interest on Capital  

2% of N500,000  _ 10,000 

      147,000 

      ======  

 Deleõs Share = 2/3 x N147, 000 =   98,000 

 

 

EXAMINERSõ REPORT 

 

The questions cover various aspects of the syllabus and were attempted by all the 

candidates. The performance was good. 
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PART II  -  SHORT ANSWER QUESTIONS  

 

1.  Non-current assets or fixed assets 

 

2.  Accruals 

 

3.  Debenture holder is a creditor of a company, while t he ordinary shareholder 

is a member of the company. Debenture holder receives interest while the 

shareholder receives dividend, if there is profit.  

 

4.  Rights issues are paid for while bonus issue is not paid for by the 

shareholder. 

 

5.  Registered Office 

 

6.  Normal product lines or day -to-day activities of an enterprise  

 

7.  Act of Parliament No. 15 of 1/9/65  

 

8.  It  understates profit  

 

9.  Determination of surplus/deficit  

 

10.  Control account 

 

11.  N50,000 

 

12.  Capital Reserve 

 

13.  Cumulative preference shares 

 

14.  Purchase consideration 

 

15.  Balance Sheet / Partnersõ Current account 

 

16.  Lower of Cost and Net Realisable Value 

 

17.  Accumulated Fund 

 

18.  Manufacturing Account . 
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19. Working Capital or Net Current Assets 

 

20. Luca Pacioli 

 

EXAMINERSõ REPORT 

 

The questions cover all sections of the syllabus, testing candidatesõ knowledge of 

basic accounting principles and practice.  

 

The questions were attempted by all the candidates and the performance was 

good. 
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SOLUTIONS TO SECTION B 

 

QUESTION 1 

 

(a) Accounting Bases are the methods which have been developed for 

expressing or applying the fundamental accounting concepts to specific 

financial transactions and items. There are more than one recognized 

accounting bases for dealing with particular items. For instance, stock can 

be valued by using FIFO or Weighted Average Method. 

  

(b)  Extra Ordinary items are those items which derive from event s or 

transactions  outside the ordinary activities of the business and which are  

both material and not expected to recur frequently or regularly, e.g. profits 

on disposal of properties, cost of rationalization.  

 

(c)  Exceptional items are those that though normal to activity of an enterprise 

 are abnormal as a result of their infreque ncy of occurrence  and size, e.g.

 abnormally high bad debts.  

 

(d)  Prior year Adjustments are items of revenues and expenses that were 

received this year but would have been recorded in a prior year or years  if 

all of the facts had been known at that time . These do not include 

adjustments for differences between actual and accounting estimates, e.g. 

commencement of  new accounting policy on depreciation of buildings and 

change in the basis of treatment of research costs. 

 

(e)  Accounting Policies are specific accounting bases judged by business 

enterprises to be most appropriate to their circumstances and adopted by 

them for the purpose of preparing their financial accounts. A business has a 

choice of accounting basis, e.g, stock valuation; it may choose FI FO or 

Average Cost. The actual basis chosen is called accounting policy. 

 

EXAMINERSõ REPORT 

 

The question examines candidatesõ knowledge of accounting standards. Most of the 

candidates attempted the question and the performance was fairly good.  

 

A few candidates could not give examples to support their  answers. 
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Candidates are advised to get used to the relevant accounting standards. This will 

enhance the candidatesõ performance in this area. 

 

QUESTION 2 

 

(i)     Goods sent to Branch Account 

 

2009        N                   N 

July Branch Stock (Return)    9,000 July Branch Stock  270,000 

H/O trading a/c          261,000 

            -----------      ------------  

             270,000               270,000 

           ======              ======  

 

(ii)     Branch Stock Account 

 

2009                    N                      N 

July Balance b/f      93,000 

  ,, Goods sent to Branch  270,000 

  ,, Branch Debtors     10,800         July  Goods to branch    9,000    

  ,, Branch P & L A/c   133,200          ,,    Cash sales           63,000 

               ,,     Branch Debtor  390,000 

               ,,     Bal C/d     45,000 

     ----------      ---------  

     507,000               507,000 

     =====      =====  

Balance b/d      45,000 

 

(iii)    Branch Debtors Account 

  

2009                     N     2009       N 

July Balance b/d   81,000     July Branch Stock  10,800  

  ,, Branch Stock            390,000  Discount Allowed   7,800 

 Branch Bank    21,000  Bad Debts    1,200 

       Branch Bank           414,000 

       Balance C/d             58,200 

     -----------               ---------  

     492,000             492,000 

     =====              =====  

Balance b/d   58,200 
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 (iv)           Branch Bank Account 

 

  2009                   N     2009            N 

 

July  Bal b/d    71,790   July  Branch Debtors  21,000 

 Branch Stock    63,000 HQ Bank                    408,000  

 Branch Debtors           414,000 Rent & Rates   18,000 

       Salaries & Wages  27,000 

       General Expenses    9,000 

       Balance c/d    65,790 

               -----------               ---------  

               548,790             548,790 

              =====             =====  

 Bal b/d     65,790 

 

 

EXAMINERSõ REPORT 

 

The question tests candidatesõ knowledge of branch account. A few candidates 

attempted the questio n and the performance was good.  

 

Candidates are advised to cover all sections of the syllabus. 

 

 

 

QUESTION 3 

    EXCELLENT CLUB 

Income and Expenditure Account for the year ended 31 December, 2009. 

             N                  N 

Income : 

Subscriptions      500,000 

Grant/subventions        20,000 

Dance/concert        60,000 

Dividend on investment        37,500    617,500 

           ---------    
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Expenditure 

Dance/concert         12,500 

Salaries and wages         40,000 

Stationery                      7,500 

Telephone (1,250 + 750)           2,000 

General expenses (5,000 ð 1,250)         3,750 

Repairs (N150,000 ð N100,000)       50,000 

Rent and rates (N7,500 ð N1,500)        6,000 

Bad debts                                  1,000 

Depreciation: Building           8,500  (131,250) 

       ------------    ----------  

  

Surplus of Income over Expenditure                 486,250 

          =====  

 

EXCELLENT CLUB 

Balance Sheet as at 31 December 2009 

  Cost     Acc. Depreciation         NBV 

    N          N               N 

Fixed Assets 

Land & Building              525,000     8,500  516,500 

Investment               125,000    125,000 

               ----------   ---------           -------------  

               650,000     8,500  641,500 

               =====  =====  

Current Assets 

Stock of stationery      20,000 

Subscriptions in Arrears     78,000 

Cash in hand               307,750 

Prepayments                   1,500 407,250 

      ----------   

Current Liabilities  

Subscriptions in advance   16,000 

Accruals          750 (16,750)    390,500 

      ----------            ------------  

        1,032,000 

                  ======  
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Financed by 

Accumulated Fund         465,750 

Net surplus          486,250 

           ----------  

           952,000 

Grant /Subvention             80,000 

                  -------------  

                           1,032,000 

                          =======  

 

Workings 

     Subscriptions Account 

         N  R & P           N 

Balance b/d                         9,000 

I & E             500,000  2008          8,000 

Balance c/d              16,000   2009     422,000 

2010      16,000 

Bad Debt        1,000 

Balance c/d        78,000 

              ---- -------                --- --------  

              525,000      525,000 

            ======               ======  

 

Accumulated Fund 1/1/2009   

                              N 

 Cash in hand          20,500 

 Subscriptions (arrears)          9,000 

 Stock           12,500 

 Land & Building                           425,000 

        -----------  

         467,000 

 Less: Accrued             1,250 

        -----------  

         465,750 
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Stock Account 

                   N              N 

Balance b/d    12,500  I &E    7,500 

R & D     15,000  Balance c/d 20,000 

     --------      ---------  

     27,500    27,500 

            =====             =====  

 

EXAMINERSõ REPORT 

 

The question tests candidatesõ understanding of the principles involved in the 

preparation of final accounts of not -for-profit organization from incomplete records.  

 

Most candidates attempted the question and performance was fairly good.   

 

A few candidates could not compute the subscriptions in arrears and in advance.  

 

Candidates are advised to practice past questions and pay attention to the 

preparation of accounts from incomplete records.  

 

 

QUESTION 4 

 

(a)  Suspense account is a temporary account where the difference in the total of 

the debit or credit side of a trial balance is recorded pending the time when 

the cause(s) of the errors will be located and corrected through this account.  

 

It is used to agree the trial balan ce when the tr ial balance fails  to balance 

due to undisclosed errors. 

 

(b)   (i) Error of Principle  

       (ii) Error of Commission  

      (iii) Error of Omission  

      (iv) Error of Original entry  
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(c)   Journal Entries 

           DR      CR 

            N       N 

(i) Plant and Machinery     75,000 

 Purchases account       75,000 

     Being correction of error of principle  

 

(ii) Consumable tools account   2,500 

 Repairs account       2,500 

      Being correction of error of commission  

 

(iii) Bank charges      2,750 

 Cash book        2,750 

        Being correction of error of omission  

 

(iv)  Purchases account    45,000 

 Creditors account       45,000 

        Being correction of error of original entry  

 

 

EXAMINERSõ REPORT 

 

The question examines candidatesõ knowledge of suspense account and the use of 

journal entries in correcting the errors.  

 

Most candidates attempted the question and the performance was fair.  

 

The commonest pitfall was that some candidates could not give appropriate 

narrations to the journals raised.  

 

Candidates are advised to cover all sections of the syllabus before writing 

examinations as journal narration is the basis for the explanation of transactions, 

therefore, candidates are advised to be familiar with this aspect.  
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QUESTION 5 

 

KILA LIMITED 

Trading, Profit and loss Account for the year ended 30 September 2009  

          N                   N 

Sales         9,648,000 

Less: Cost of sales 

Opening Stock    1,748,700 

Purchases (6,640,200 ð 70,800)            6,569,400 

              --------- ----  

               8,318,100 

Less: Closing stock             1,957,800  6,360,300   

       --------------    -------------  

Gross profit        3,287,700 

Investment Income            60,000 

         --------------  

         3,347,700 

Less Expenses: 

Wages (N979,680 + N13,200 + N25,200)  967,680 

Motor Expenses     353,700 

Rates (N73,020 ð N4,680)           68,340 

Bad Debts (N46,200 + N9.000)        55,200 

General Expenses     473,400 

Directorsõ remuneration     180,000 

Depreciation: Motors    216,000 2,314,320 

                 ----------  -------------  

Net profit         1,033,380  

       

APPROPRIATION            

Net profit b/f            417,240 

         --------------  

         1,450,620 

          

Preference dividend        30,000 

Transfer to general reserve   180,000    210,000 

                -----------  -------------  

Balance c/f        1,240,620 

         ======  
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KILA LIMITED 

                                            Balance Sheet as at 30 September 2009 

 

      Cost  Dep.   NBV 

Fixed Assets          N                N     N 

Properties    5,376,000      -        5,376,000 

Motor vehicles   1,080,000        741,600          338,400 

     ---------------        --------------       --------------  

     6,456,000        741,600        5,714,400 

       

Unquoted investments                 348,000 

               --------------  

                 3,031,200 

Current Assets 

Stock     1,957,800 

Debtors (N1,702,200 ð N45,000)  1,657,200 

Prepaid            4,680 

Bank        490,740 

     --------------   

     4,110,420 

     --------- -----  

Current liabilities  

Creditors    1,539,000 

Accruals: Wages        13,200 

     -------------  

     1,552,200         2,558,220 

     -------------         -------------  

Net Current Assets             8,620,620 

             =======  

Financed by: 

Share capital  

Ordinary share            6,000,000 

Reserves: General   180,000 

      P & L c/f            1,240,620        1,420,620 

            ----------------                 ---------------  

Equity Funds             7,420,620 

          

Preference share capital           1,200,000 

             -------------  

              8,620,620 

            =======  
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EXAMINERSõ REPORT 

 

The question tests candidatesõ knowledge of the preparation of final accounts of a 

limited liability company.  

 

A few candidates attempted the ques tion and the performance was good.  

 

Candidates are advised to cover all sections of the syllabus.  

 

QUESTION 6 

 

(a) The contents of a partnership deed are the following:  

 

(i)  The amount of capital to be contributed by each of the partners.  

(ii)  The ratio of sharing prof its and losses by the partners 

(iii)  The interest to be paid on the capital contributed and the rate of such 

interest. 

(iv)  The salary or commission to be paid to each of the partners where 

applicable.  

(v) The limit on drawings by each partner for each month or year and 

whether interest would be charged on such drawings or not, and at what 

rate where applicable.  

(vi)  Where partnership has an indefinite life, the procedure to be followed on 

admission, death, or retirement of a partner.  

(vii)  The date of commencement of partnership and the date of dissolution.  

(viii)  Availability of the b ooks of account of the partnership for inspection by 

any of the partner s at any time.  

 

(b) (i)  OMOLOLA AND OMOLAYO Appropriation Account 

for the year ended 31 December, 2009. 

 

 

                          N          N 

Net Profit        400,000 

Interest on drawings:  

Omolola          10,000 

Omolayo          10,000     20,000 

                  420,000 
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Less: Loan Interest (Omolola)    32,000 

         Int. on Capital (Omolola)      50,000 

         Int. on Capital (Omolayo)     50,000 

         Salary Payable (Omolola)  120,000 

         Salary Payable (Omolayo) 120,000                      372,000 

                   48,000 

Share of Profit: 

Omolola ½ x 48,000          24,000 

Omolayo ½ x 48,000         24,000   (48,000) 

         

 

PARTNERSõ CURRENT ACCOUNT 

 

   Omolola  Omolayo    Omolola   Omolayo 

         N          N                   N            N 

      Int. on Loan    32,000        - 

Int. On Drawings   10,000    10,000    Int. on Capital          50,000      50,000 

Drawings  100,000  100,000 Salary   120,000    120,000 

       

Balance c/d  116,000    84,000   Share of Profits           24,000      24,000 

   226,000  194,000     226,000   194,000 

   ===== =====                                  =====   =====  

      Balance b/f   116,000     84,000 

 

PARTNERSõ CAPITAL ACCOUNT 

       Omolola    Omolayo    Omolola    Omolayo 

             N              N                     N     N 

    Bal. b/f   1,000,000  1,000,000 

 

OMOLOLA (LOAN) ACCOUNT 

                              N 

    Bank   400,000 
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EXAMINERSõ REPORT 

 

The question examines candidatesõ knowledge of the preparation  of partnership 

appropriation accounts and individual partnerõs account. 

 

Most candidates attempted the question and the performance was good.  

 

A very few candidates combined both partnersõ current and capital accounts in one 

ledger account. 

 

Candidates are advised to get used to the preparation of partnersõ accounts as 

required by the question.  
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ICAN/101/ F/3       EXAMINATION NO................................... 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA 

FOUNDATION EXAMINATION ð MAY 2010 

ECONOMICS AND BUSINESS ENVIRONMENT 

Time allowed ð 3 hours   

 

SECTION A:  Attempt All Questions 

 

PART I MULTIPLE-CHOICE QUESTIONS   (20 Marks) 

 

1. Which ONE of the following concepts was not directly mentioned in the 

definition of economics offered by Lionel Robbins?  

 

A. Social science 

B. Ends          

C. Human behaviour  

D. Scarce means 

E. Alternative forgone . 

 

2. The desire to purchase a new pair of shoes and a bag by Jumoke at 

Christmas is termed  

 

A.  consumption . 

B.  demand.          

C.  want. 

D.  means. 

E.  choice. 

 

3.    The payment a factor receives in excess of the transfer earnings needed to 

induce it to supply its services is called  

  

A. quasi rent  

B. wage 

C. economic rent         

D. salary 

E. rent. 
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4. Which of the following is a characteristic of perfect market?  

 

 A. Price discrimination  

 B. Asymmetric information  

 C. Entry barrier          

 D. A ruling market price  

 E. Large number of buyers and a few seller.  

 

5. Which ONE of the following has the capacity to increase the number of 

workers in an employment? 

 

A.  A rise in Marginal Propensity to Save  

B.     A rise in export earnings  

C.     A rise in marginal productivity of capita l     

D.    A rise in liquidity preference  

E.     A more comprehensive social security 

 

6. There is  ............. when  factor prices are rising faster than the increase in 

productivity of labour.  

 

A.     spiral inflation  

B.     cost-push inflation  

C.     demand-pull inflation         

D.    galloping inflation  

E.     hyper-inflation . 

 

7. The material used in making money is said to have  ........................  if it 

could be put to some direct use.  

 

A. attractive value  

B. monetary value  

C. store of value 

D. intrinsic value          

E. extrinsic value . 

 

8. The main items on the assets side of the balance sheet of a commercial bank 

include all but ONE of the following:  

 

A. Reserve 

B. Loans and advances 

C. Cash at hand          

D.  Investments 

E. Bills discounted. 
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9.  What is economic growth? 

 

A.   Persistent rise in population and income  

 B.   Persistent rise in money supply  

 C.    Persistent rise in infrastructural facilities      

 D.   Persistent rise in general price level  

 E.     Persistent rise in per capita output . 

 

10. A  countryõs ...................  reflects changes in the general level of the prices of 

its exports in relati on to the prices of its imports.  

 

A.     balance of trade  

B.     terms of trade 

C.     exchange rate          

D.     capital movement  

E.     current account . 

 

11. An example of trade barrier is  

 

A.     free trade zone 

B.    economic aid 

C.    economic blockade         

D.   General Agreement on Tariff and Trade 

E.    Deregulation . 

 

12.     Which of the following is an Internationa l Financial Institution?  

 

          A.  IMF  

          B.  ECA 

          C  AU           

          D.  COMESA 

          E.  UNCTAD. 
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13. The job-specific knowledge and skills needed to proficiently perform specific 

tasks is.....................skills. 

 

A.   technical 

B.      conceptual  

C.      diagnostic  

D.       human 

E.       tactical  

 

14. A web-based internal communication system accessible only by an 

organisationõs  employees is known as 

 

         A.     Exranet 

B.   V-SAT 

C.   Intranet  

D.      Virtual Private Network  

E.      Internet . 

 

15. The basic pattern of values and assumption s shared by employees within an 

organisation can be referred to as  

 

A. organizational system  

B. organizational culture  

C. organizational values  

D. organizational style  

E. organizational strategies . 

 

16. A widely used algorithm that helps an organization to determine how much 

inventory should  be held is 

 

A.       Supply chain technique  

B. Breakeven Point (BEP) 

C. Economic Order Quantity (EOQ) 

D. Just in Time Inventory (JIT) 

E. Computer Aided Manufacturing ( CAM). 

 

17. The environment that deals with  the outcomes of changes in the 

characteristics of a population, such as age, race, gender, ethnic origin, 

sexual orientation and social class is...................forces 
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A. economic 

B. socio-Cultural 

C. demographic  

D. sociological  

E. international . 

  

18. Advertising designed to create an attractive image for an organisation rather 

than for a product is 

 

A. advocacy advertising  

B. institutional advertising  

C. trade advertising  

D. interactive advertising  

E. image advertising  

  

19. The migration of specia lists overseas in pursuit of higher salaries, better 

research funding and a perceived higher quality of workin g life is  

 

A. labour migration  

B. manpower migration  

C. brain drain  

D. labour emigration  

E. manpower emigration  

  

20. A diagram designed to help decision -makers by representing available 

options and possible outcomes as branches of a tree is 

 

A. Gantt chart    

B. Network analysis      

C. Decision Tree 

D. Critical Path Method    

E. Programme Evaluation and Review Technique  
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PART II ð SHORT ANSWER QUESTIONS  (20 Marks) 

 

1. The assertion that the individual pursuit of self interest within free markets 

may allocate resources efficiently from societyõs view point  is referred to as 

......................... 

 

2. In a single commodity market, if the price per unit is N10 the value of N550 

would  purchase how many units?       

    

3. The locus of all inputs combinations which exhaust the budget of a firm is  

..................... 

 

4. The primary objective of  ............... integration is usually to eliminate 

competition between the members  of a group of firms.  

 

5. According to Keynes, the connection between the amount a household 

spends on consumption and the size of the householdsõ income is  

............................  

 

6. Financial intermediaries licensed to grant  loans and accept deposits are 

called...................  

                         

7. To tackle the problem of economic recession using fiscal policy measure, the 

government must embark on  ........................... 

 

8. Gross National Product minus Capital Consumption  Allowance is referre d to 

as................ 

  

9. Nigeria  Deposit Insurance Corporation (NDIC) of Nigeria was established in 

what year? ................... 

   

10. In 1994, General Agreement on Trade and Tariff was replaced by 

............................... 

 

11.  A country experiences ...........................if the amount of its foreign currency  

earnings from various sources falls short of its total disbursements.  

 

12. UNCTAD stands for  ............................... 
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13. Managers at the lowest level of the organisation that manage the work of 

non-managerial employees are referred to as éé............... 

 

14. Managerial roles that involve people and other duties that are ceremonial 

and symbolic in nature may be classified as éé.................... 

 

15. The external forces that have a direct impa ct on managersõ decisions and 

actions and are directly relevant to the achievement of the organizationõs 

goals constitutes the organisationõs éé................... 

 

16. End points that represent the completion of major activities in a PERT 

network is known as éé.................. 

 

17. Plans that specify the details of how the overall goals are to be achieved is 

é....................... 

 

18. A management principle stating that contr ol is enhanced by concentrating  

on the exceptions or significant deviations from the expe cted result or 

standard is éé.................. 

 

19. A theory proposing that people will behave based on th eir perceived 

likelihood that their effort will lead to a certain outcome and on how highly 

they value that outcome is éé............... 

 

20. A form of computer-based information system that collects, organises and 

distributes data used by managers in performing their functions is 

.................... 
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SECTION B -  ATTEMPT ANY FOUR QUESTIONS  (60 MARKS)  

 

QUESTION 1 

 

(a) What is opportunity cost ?                  (5 Marks) 

(b) How is it related to choice and scarcity?               (10 Marks) 

                                                                              (Total 15 Marks) 

 

QUESTION 2 

 

(a)  Outline FOUR factors of production and their  rewards.   (6 Marks) 

(b) Discuss SIX features of labour as a factor of production .   (9 Marks) 

                                                                                                            (Total 15 Marks) 

         

QUESTION 3 

 

(a) What is economic recession?                          (3 Marks) 

 (b) Explain any FOUR adverse effects of global economic recession on Nigeria                      

          (12 Marks)                                                                                                                                                                                          

(Total 15 Marks) 

QUESTION 4 

 

(a)   What is investment?                  (5 Marks) 

(b)   Discuss any TWO major factors which determine investment demand.  

                   (10 Marks) 

                                                                                                 (Total 15 Marks)  

QUESTION 5 

 

(a) What is Human Resources Planning?                                               (3 Marks)

                                                  

(b)     Outline and explain FOUR activities that may be undertaken in Human  

         Resources Planning.              (12 Marks) 

                                               (Total 15 Marks) 

 

QUESTION 6 

 

(a) List and discuss any THREE advantages of organisation al goals.      (9 Marks) 

(b) Describe any THREE characteristics of good objective .                      (6 Marks) 

          (Total 15 Marks) 
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SOLUTIONS TO SECTION A 

 

PART 1     MULTIPLE-CHOICE QUESTIONS 

 

1. E 

2. C 

3. C 

4. D 

5. B 

6. B 

7. D 

8. A 

9. E 

10. B 

11. C 

12. A 

13. A 

14. C 

15. B 

16. C 

17. C 

18. B 

19. C 

20. C 
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EXAMINERSõ REPORT 

 

The questions test candidatesõ knowledge of basic concepts and principles in 

Economics and Business Environment. All the candidates attempted the questions 

and their performance was generally above average.  

 

It was observed that some of the candidates were unable to appropriate their 

knowledge of concepts and principles on the subject area in the manner needed for 

the questions. 

 

Candidates are advised to pay particular attention to the concepts and principles in 

the syllabus for future examinations.  
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PART II   SHORT ANSWER QUESTIONS  

 

1. Invisible hands  

2. 55 units  

3. Isocost 

4. Horizontal  

5. Consumption function  

6. Commercial banks 

7. Expansionary fiscal policy  

8. Net National Product (NNP) 

9. 1988 

10. World Trade Organization (WTO) 

11. Deficit (Forex deficit)  

12. United Nations Conference on Trade and Development 

13. First line managers  

14. Interpersonal role/Figurehead  

15. Task environment/Direct Action Environment  

16. Node or Event 

17. Operational plan  

18. Management by exception 

19. Expectancy theory 

20. Decision Support System or Data Base Management System 

EXAMINERSõ REPORT 

 

The SAQs covered all sections of the syllabus with respect to basic principles and 

their applications in Economics and Management.  

 

Candidatesõ performance was poor as they wrote answers which were not relevant 

to the questions.  

 

They are advised to study harder for  subsequent examinations as the only way to 

overcome the problem of poor performance in examinations is through diligence 

and adequate preparation.  
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SOLUTIONS TO SECTION B 

 

QUESTION 1 

 

(a) Opportunity cost refers to the alternative(s) foregone/sacrificed  in order to 

satisfy/meet the specific need(s) of an economic agent given the limitations 

imposed by the scarcity of economic resources (e.g. money income). 

 

For example, if an individual desires to buy two items A and B with a limited 

amount of income NY which is just adequate to buy only one of the items, 

the item that is not bought due to lack of affordability is the opportunity cost 

of the item that is eventually selected.  

 

(b) Since economic resources are scarce, rational economic agents cannot satisfy 

all their numerous wants at the same time. This situation forces such agents 

to make choices that satisfy some needs at the expense of others. As it was 

noted in part (a) above, those unsatisfied needs constitute the opportunity 

cost for the satisfied needs. In other words, scarcity leads to choice -making 

which in turn brings up the issue of opportunity cost.  

 

EXAMINERSõ REPORT 

 

The question tests candidatesõ understanding of the concept of opportunity cost 

and its implications for choice and scarcity in e conomic analysis.  

 

More than 95% of the candidates attempted the question and their performance can 

be rated as average. Many of them showed appreciable understanding of the 

concepts of opportunity cost, choice, scarcity and their interrelationships. Howe ver, 

some candidates erroneously interpreted opportunity cost as the price of the 

foregone alternative.  

 

The candidatesõ performance was adversely affected by their poor expression. Some 

candidates even adopted SMS text message vocabularies. 

 

Candidates are advised to make conscious effort to improve their communication 

skills. 
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QUESTION 2 

 

(a) The following are the f our factors of production and their rewards:  

 

 (i)  Land. 

  This is a fixed factor of production with rent as its reward  

 

 (ii)  Capital. 

This is a man-made factor input that is used for further production 

with interest as its reward.  

 

 (iii)  Labour. 

This is the human-input, which may be mental or physical, into the 

production process and the rewards are wages and salaries.  

 

 (iv)  Entrepreneur. 

This is the factor that coordinates the other factors of production. The 

reward is profit.  

 

(b) The characteristics of labour include:  

 

 (i)  Labour is mobile  

 (ii)  Labour may be skilled or unskilled  

 (iii)  It obeys the law of diminishing returns  

 (iv)  The reward of labour is wages/salaries  

 (v) It is a human factor of production  

 (vi)  Labour as a factor of production has a limited life span  

 (vii)  It is a factor input that consumes what it produces  

 (viii)  Labour cannot be stored 

 

EXAMINERSõ REPORT 

 

The question tests candidatesõ knowledge on factors of production and their 

rewards and performance was good.  

 

The question was well attempted and performance was good.  
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However, some candidates lost marks in part (b) of the question because of their 

inabil ity to identify the required number of labour characteristics.  

 

Candidates are advised to be more steadfast in their study  for future examinations.  

 

QUESTION 3 

 

(a) Economic recession refers to a period of down-turn in the economy when 

there is a decline i n aggregate output or a slack in the general level of 

economic activities for two consecutive quarters.  

 

(b) The adverse effects of global economic recession on Nigeria include: 

 (i)  Rise in the unemployment level;  

 (ii)  Fall in the per capita income;  

 (ii i)  Reduction in the level of investment;  

 (iv)  Fall in the level of exports;  

 (v) Depreciation of the Naira foreign exchange rate;  

 (vi)  Reduction in the level of foreign exchange reserves;  

(vii)  Increased government deficit spending aimed at stimulating t he 

economy for recovery and 

 (viii)  Decline in the standard of living of the people of Nigeria.  

 

EXAMINERSõ REPORT 

 

The question tests candidatesõ knowledge on economic recession and its effects on 

Nigerian economy. 

 

Many candidates attempted the question and performance was average. 

 

Some of the candidates showed a poor understanding of what recession is all about 

but they understood the consequences of economic recession. 

 

Two pitfalls were identified: First, some candidates who recognized economic 

recession as a period of down -turn or slack in the general level of economic 

activities failed to include the time -frame of two consecutive quarters in their  
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definition. This time frame is important because it accounts for the major difference 

between economic recession and economic depression (down-turn for more than 

two consecutive quarters). Secondly, the poor communication skills impacted 

negatively on their overall performance.  

 

There is, therefore, the need for candidates to pay particular attention to  

improvements in their communication skills.  

 

QUESTION 4 

 

(a) Investment refers to economic resources that are used for the production of 

capital goods meant for the enhancement of the productive capacity of the 

economy. The total investment that occurs wi thin the economy is known as 

gross investment which is made up of replacement investment and net 

investment.  

 

(b) Factors that affect investment include:  

 

 (i)  The rate of interest. 

This is the price of capital. The higher the interest rate, the lower the 

level of investment in the economy.  

 

 (ii)  Technological innovation.  

If capital becomes more productive, this is likely to raise the level of 

investment at any given rate of interest.  

 

 (iii)  Government Policy. 

Inconsistent and varying economic policies mi ght increase business 

uncertainty and thereby deter investment. In contrast, reduction in 

corporation tax and improved tax allowances will increase the 

expected income stream and encourage investment. 

 

 (iv)  The state of business confidence. 

If businesses are optimistic, they are likely to expect greater returns 

and investment than if they are pessimistic.  

 

EXAMINERSõ REPORT 

 

The question tests candidatesõ understanding of the basic concept of investment 

and the factors that determine investment demand.  
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Many candidates attempted the question but performance was poor.  

 

Candidatesõ pitfall was their poor knowledge on investment and its major 

determining factors.  

 

Candidates are advised to prepare more comprehensively for future examinations 

and have a fir m grip of concepts and principles and their applications in the 

subject. 

 

QUESTION 5 

 

(a) Human Resources Planning is the systematic process by which managers 

forecast the current and future human resource needs and assess the 

existing human resource suppl y in order to ensure that the right number and 

quality of personnel are available at the right time and places to accomplish 

the goals of the organization.  

 

(b) Activities undertaken in Human Resources Planning are:  

 

(i)  Define human resources planning obj ectives. These objectives derive 

from the organizationõs corporate objectives and must support these 

objectives. 

 

(ii)  Forecast future human resources needs of the organization. The 

forecast must be done for the entire organization as well as the 

departments and units. The basis of the forecast is the business 

strategies of the organization in terms of expansion or contraction of 

business operations, technological changes embarked upon and 

management philosophy.  

 

(iii)  Human Resource audit.  This is an inventory of existing human 

resource supply within the organization. It consists of documentation 

of available human resources by departments/units in terms of age, 

qualification, experience, promotability, etc. It also analyses the 

labour turnover rate by dep artment as well as the rate of 

absenteeism. 

 

(iv)  Forecast of external human resource supply. This involves the analysis 

of the labour market conditions and the organizationõs ability to 

recruit and retain personnel.  
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(v) Matching of the supply and deman d situation in order to identify gaps 

that need to be filled and surplus that must be removed.  

 

(vi)  Decision on recruitment and selection strategies, transfers as well as 

training, downsizing and retirement strategies.  

 

(vii)  Monitoring and evaluation of the human resource plan. This is for the 

purpose of taking appropriate action in the light of experience or new 

information.  

 

(viii)  Draw up the human resource plan documenting the outcomes of the 

above listed processes. 

 

EXAMINERSõ REPORTS 

 

The question tests candidates understanding of the concept of Human Resources 

Planning and the activities that are involved.  

 

Candidates attempted the questions and performance was very poor.  

A good number of the candidates avoided the question and most of those who 

attempted it could not define the concept. Most listed human resource functions 

such as recruitment, selection, training, etc as the activities undertaken in human 

resource planning which, did not address the requirements of the question 

adequately.  

 

They are advised to cover the syllabus and have a firm grip of the basic concepts in 

the subject. 

 

QUESTION 6 

 

(a) Advantages of organizational goals  

 

 (i)  Provides direction and focus:  

Goals provide the entire organization, departments and its members a 

clear indication of where they want to go. Without goals and clear 

focus, the organization would tend to drift aimlessly. Goals also 

provide a direction for decision making and other organizational 

processes. 
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(ii)  Means of coordination of activities:  

Goals are a means by which the activities of different departments, 

sections and units are coordinated. With a clear statement of goals, 

different organizational members are able to channel their efforts in 

the same direction.  

 

 (iii)  A means of motivation:  

Goals are a means by which organizational members are motivated. 

By setting challenging but realistic goals, organizational members are 

motivated to strive to achieve the set goals.  

 

 (iv)  Objective criteria for performance measurement:  

Organizational goals als o serve as objective criteria by which 

performance can be monitored, measured and evaluated.  

 

 (v) Standard for control of activities:  

Organizational goals serve as standards and hence as a basis for the 

control of the activities of organizational members or departments.  

 

(b) Characteristics of good objectives 

 (i)  Specific: 

  Good objectives are specific, unambiguous and simply stated.  

 

 (ii)  Measurable: 

It should be easy to measure the extent of its achievements. That is, it 

should be quantifiable.  

 

 (iii ) Achievable/Attainable:  

While an objective should be challenging, it should be within the 

reach of the average employee. 

 

 (iv)  Realistic: 

This is in the sense that the objective should be set taking into 

consideration the circumstances within which it is  expected to be 

achieved. The abilities of the employee need to be taken into 

consideration in setting goals.  

 

 (v) Time bound: 

The time period within which the objective is to be accomplished 

should be stated. 
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EXAMINERSõ REPORT 

 

The question tests candidatesõ knowledge of the advantages of organizational goals 

and the characteristics of good objectives.  

 

Many candidates attempted the question and performance was above average.  

 

Most of the candidates understood the question even though many could not s tate 

the number of advantages of organizational goals expected in the question. With 

respect to the characteristics of good objectives, majority of the candidates did well 

and could identify and explain the characteristics.  

 

Candidates are advised to continue with the good work.  
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ICAN/101/F/2       EXAMINATION NO................................... 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA 

FOUNDATION EXAMINATION ð MAY 2010 

CORPORATE AND BUSINESS LAW 

 

Time allowed ð 3 hours   
 

 

SECTION A:  Attempt All Questions 

 

PART I MULTIPLE-CHOICE QUESTIONS  (20 Marks) 

 

1. Identify from the following , what constitutes the material facts of a case and 

the decision of the court thereon.  

 

 A. Res Judicata  

 B. Ratio Decidendi  

 C. Ratione Soli 

 D. Obiter Dictum 

 E. Judicial Precedent.  

 

2. Which of the following  is defined as òany civil wrong other than a breach of 

contractó? 

 

 A. Crime 

 B. Trust 

 C. Tort 

 D. Legislation 

 E. Arbitration .  

 

3. Which of the following is a situation where th ere is no special relationship 

between parties but  one party uses overt or open acts of pressure or coercion 

over the other to make him enter into a contract?  

 

 A. Unfair undue influence  

 B. Actual undue influence  

 C. Aggressive undue influence  

 D. Fraudulent undue influence  

 E. Presumed undue influence. 

 

 

 

 

 



 

 

PATHFINDER 
 

 

FOUNDATION EXAMINATION ï MAY 2010 
 

 

     51 

 

 

 

 

4. Which of the following is NOT a requirement for the creation of an agency 

relationship by ratification?  

 

 A. Solvency of the agent 

 B. Legal capacity of the principal  

 C. Complete and not parti al ratification  

 D. Legality of the agentõs action 

 E. Existence of the principal . 

 

5. A mercantile or commercial agent in whose possession goods are entrusted 

with an implied authori ty to sell them in his name is  

  

 A. a Del credere agent. 

 B. an Auctioneer. 

 C. a Factor. 

 D. a Broker. 

 E. an Attorney.  

 

6. With regard to the quality of goods, which of the following rules is 

applicable?  

 

 A. Nemo dat quod non habet   

 B. Caveat emptor 

 C. Volenti non fit injuria  

 D. Prima facie 

 E. Omnia praesumuntur contr a spoliatorem.  

 

7. Sale in market overt requires all of the following EXCEPT 

  

 A. public and open sale .  

 B. sale according to usual market practice .  

 C. sale between sunrise and sunset. 

 D. sale at the existing market price . 

 E. goods displayed openly for sale. 

 

8.    Identify from the following,  the action which the hirer must take in order to 

become the owner of the hired goods.  

 

 A. Payment of all the agreed instalments  

 B. Exercise of his option to purchase 
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 C. Exercise of his right to indemnit y from the owner  

 D. Conversion of his right of possession to ownership 

 E. Notification to the owner . 

 

9. Which of the following terms is NOT void in a hire purchase agreement?  

 

A. A term which allows the owner to enter into the hirerõs premises to 

recover the goods 

B. A term which allows the hirer to terminate the agreement  

C. A term which requires the hirer to use a particular insurer as the 

agent of the hirer  

D. A term which regards any person acting for the owner as the agent of 

the hirer  

E. A term whi ch relieves the owner of liability for the acts or defects of 

any person acting on his behalf . 

 

10. Identify from the following, the type of assignment which is effected when 

the policy of insurance is merely deposited with the other party . 

  

 A. Mutual assignment  

 B. Legal assignment 

 C. Equitable assignment  

 D. Unilateral assignment  

 E. Irregular assignment .  

 

11. Identify from  the following , the principle of insurance law which states that 

once the insurer has settled the claim of the insured, he becomes  entitled to 

anything which the insured may obtain from another person in respect of the 

same loss. 

 

 A. Indemnity  

 B. Re-instatement  

 C. Restoration  

 D. Subrogation  

 E. Contribution .  
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12. Which of the following minimum number of persons can f orm a private and a 

public company under the Companies an d Allied Matters Act, Cap 20 LFN 

2004? 

 

 A. One and two 

 B. Two and two 

 C. Two and seven 

 C. Two and twenty  

 E. Two and infinity .  

 

13. A company which has been allowed to issue its shares at a discount must do 

so within  

 

 A. one month.  

 B. two months. 

 C. three months. 

 D. six months. 

 E. twelve months. 

14. Who is the central figure in the winding -up of a company? 

 

 A. The Official Receiver  

 B. The Corporate Affairs Commission  

 C. The members 

 D. The Liquidator  

 E. The Creditors. 

 

15. Which of the following is NOT what a partner has an implied authority to do?  

 

 A. Receiving payment of debts owed to the firm  

 B. Engaging and dismissing servants  

 C. Selling of partnership goods  

 D. Execution of deeds 

 E. Issuing of receipts in partnership name . 

 

16. The rule that prohibits a director from making secret profits is part of his  

 

 A. general duty .  

 B. fiduciary duty .  

 C. duty of care. 

 E. common law duty . 

 E. equitable duty . 
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17. Identify from the following , the period for which a trustee must be 

continuously absent in Nigeria to warrant his replacement.  

 

 A. One year  

 B. Two years  

 C. Three years  

 D. Four years  

 E. Six years.  

 

18. Which of the following is NOT a negotiable instrument?  

 

 A. Postal Orders 

 B. Share Certificates  

 C. Dividend Warrants  

 D. Bills of Lading  

 E. Money Orders. 

 

19. Identify from the following,  the legal document which a person who wishes 

to take over the management of the properties of a deceased person who 

died wi thout leaving a Will must obtain.  

 

 A. Court Order 

 B. Probate  

 C. Letter of Administration   

D. Management Order 

 E. Adjudication O rder. 

 

20. The act which a person must have committed before he can legally be 

declared to be insolvent or that he is un able to pay his debts generally is  

 

 A. Act of Indebtedness. 

 B. Act of Insolvency.  

 C. Act of bankruptcy .  

 D. Act of illegality .  

 E. Act of embezzlement. 
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PART II  SHORT ANSWER QUESTIONS  (20 Marks) 

 

1. State the legislative body which passes an Act of Parliament.  

 

2. The liability of a master for the torts committed by his servant in the course 

of his employment is ...................... 

 

3. State the term generally used for an occurrence or ev ent which makes the 

performance or further performance  of a contract  impossible. 

 

4. State the type of agency relationship which is created when a person 

purportedly acts on behalf of another person without authority and the latter 

thereafter  approves the action. 

 

5. The type of authority given to the agent b y the principal through an 

agreement or contract between the parties is ........................  

 

6. When does the risk or loss pass from the seller to the buyer in a sale of goods 

contract? 

 

7. Apart from motor vehicles, what is the maximum hire purchase or total 

purchase price in respect of other goods to which the Hire Purchase Act is 

applicable?  

 

8. What is the extent of the insurable interest which a person has in himself?  

 

9. What is the principle of law which states that once a company has been duly 

formed in accordance with the provisions of the law, it becomes a legal 

entity which is separate and distinct from the human  beings that formed it ? 

 

10. The type of company that is required to have a maximum membership of 

fifty under the C ompanies and Alli ed Matters Act C.20 LFN 2004 is 

................... 

 

11. State the majority which may pass an ordinary resolution in a meeting of a 

company. 

 

12. The document which a company must prepare, register and publish in order 

to offer its securities (shares or debentures) to the public is  ............... 
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13. What type of duty of directors prohibits them from making secret profits or 

allow ing  their personal interests to conf lict with that of their company ? 

 

14. State the relationship which subsists between two o r more persons carrying 

on business with a view to making profit.  

 

15. In the absence of a contrary agreement, what is the most important way of 

determining the existence of a partnership between two or more persons?  

 

16. State the action which a customer may take by himself which will entitle his 

banker to dishonour his cheque. 

 

17. The type of a bill of exchange which lacks some material particular is called  

..................... 

 

18. What is the basic relationship between a bank and i ts customer? 

 

19. State the minimum age which a person must attain in or der to be able to 

make a valid Will.  

 

20. In bankruptcy law, what is the Order made by the Court on the receipt of a 

bankruptcy petition against a debtor in order to protect his estate? 
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SECTION B  -  ATTEMPT ANY FOUR QUESTIONS     (60 MARKS) 

 

QUESTION 1 

 

(a) State the type of government that makes or promulgates each of the 

following types of law:  

 (i)  Acts of Parliament  

 (ii)  Decree 

 (iii)  Edict  

 (iv)  Laws of a State  

 (v) Bye-laws. 

                      (5 Marks) 

 

(b) Enumerate FIVE of the Fundamental Human Rights that are contained in 

Chapter 4 of the 1999 Constitution.      (5 Marks) 

 

(c) State FIVE of the persons who enjoy immunity in respect of any tort 

committed by them.          (5 Marks) 

           (Total 15 Marks) 

 

QUESTION 2 

 

(a) Chief Sunkanmino is a famous building contractor with his Head Office in 

Abuja and branches all over the country. In January 2008, he was awarded a 

3ðstorey building contract in Lagos by Nana P LC and was paid an advance of 

N30 million out of the contract price of N45 million.  

 

On completion of the building but before payment of the balance, 

Sunkanmino fell sick and needed to be flown abroad for treatment. He 

therefore instructed his wife, Lolo t o collect the balance from Nana PLC and 

wrote a letter to the company to that effect. The company refused to pay the 

money to Lolo and she has decided to institute an action against the 

company for breach of contract.  

 

Advise her.          (5 Marks) 

 

(b) Explain briefly the meaning of each of the following legal maxims:  

 (i)  Caveat emptor 

 (ii)  Nemo dat quod non habet   
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 (iii)  Res Extincta  

 (iv)  Res Sua 

 (v) Non Est factum. 

                    (10 Marks) 

        (Total 15 Marks) 

 

QUESTION 3 

 

(a) Iya Alaja is a popular dealer in jewel leries who has a very large shop in 

Oyingbo, Lagos. Last week, Biola went to her shop and after inspecting 

several types of hand chains, she chose a shining one and paid for it. 

Surprisingly, the chain turned completely black on the third day. She went 

back to Iya Alaja to demand for a refund but Iya Alaja refused to pay. Advise 

her as to whether she can make any legal claim against Iya Alaja.  (5 Marks) 

 

(b) Buraimoh stole a car belonging to Johnson in Epe nine months ago and sold 

it to Akeem in Osogbo for N400,000.  Akeem used the car for eight months 

before the Police recovered it and returned it to Johnson. Akeem has 

demanded the refund of the whole N400,000.00 from Buraimoh who is 

claiming that Akeem was not entitled to ful l payment because he had used 

the car for eight months. Advise them.       (5 Marks) 

 

(c) Joshua is part ial ly blind but did not let people know .  Akpan, his rent 

collector, brought a document which he stated was a Tenancy Agreement for 

a new tenant when it was actually a Deed of Assignment of one of his 

houses. Joshua pretended to read the document thoroughly before he signed 

it. He has now discovered the mistake. Advise Joshua as to whether there is 

any way he can get the document to be declared invalid against Akpan.  

                           (5 Marks)  

         (Total 15 Marks) 

 

 

QUESTION 4 

 

(a) Chief Olota holds fifty -one percent of the issued and paid -up share capital of 

Ruler PLC while some twenty-five shareholders hold only fifteen per cent. 

Recently, one of the contractors of the company defaulted in an agreement 

with the company.  At the Annual General Meeting of the company held after 

the default, twenty of the shareholders resolved that the matter should be 

settled amicably, five abstained from vot ing while Chief Olota alone decided 

to take the matter to court on behalf of the company. The voting on the issue  
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was by poll. Advise the contractor.       (5 Marks)  

 

(b) State FIVE of the fiduciary duties which are imposed on a company director .

                (5 Marks) 

 

(c) State FIVE grounds upon which a company may be wound -up by the Federal 

High Court under S.408 of the Companies and Allied Matters Act Cap.20 LFN 

2004.           (5 Marks)  

              (Total 15 Marks) 

QUESTION 5 

 

(a) Distinguish between issue of shares at a premium and at a discount.   Explain 

the conditions (if any) which must be satisfied in either case.   (5 Marks) 

 

(b) Samuel bought and paid fully for 100,000 units of ordinary shares of 

Limestone Plc at N1.00 per share ten years ago. Up to June 2009, he had 

been paid dividends and issued bonus shares of up to N125,000. At the 

Annual General Meeting of the company held in August 2009, the directors 

explained to the shareholders that the Company had been awarded a 

contract to suppl y one million tonnes of limestone to a State Government and 

that  as the company had cashflow problem s, each shareholder should pay 

additional 50k on each share. All other shareholders except Samuel agreed. 

The directors have sought your advi ce in respect of any action which they 

might take against Samuel.  

 

          Advise them.          (5 Marks) 

 

(c) State FIVE persons who are disqualified from auditing the accounts of a 

company.          (5 Marks) 

            (Total 15 Marks) 

 

QUESTION 6 

 

(a) Enumerate FIVE types of negotiable instruments.     (5 Marks) 

 

(b) Explain briefly the following:  

 

(i)  Executor de son Tort  

 (ii)  Pecuniary legacy  

 (iii)  Act of bankruptcy  

          (iv)  Private Trust 

 (v) Certainty of subject matter.               (10 Marks) 

 (Total 15 Marks) 
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SOLUTIONS TO SECTION A 

 

PART I    MULTIPLE ð CHOICE QUESTION 

 

1. B 

2. C 

3. B 

4. A 

5. C 

6. B 

7. D 

8. B 

9. B 

10. C 

11. D 

12. B 

13. A 

14. D 

15. D 

16. B 

17. A 

18. C 

19. C 

20. C 

 

EXAMINERSõ REPORT 

 

The questions cover all aspects of the syllabus. Candidatesõ performance was good. 
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PART II     SHORT ANSWER QUESTIONS 

1. The National Assembly (Senate & House of Representatives) 

2. Vicarious liability  

3. Frustration  

4. Agency by ratification  

5. Actual or Express authority 

6. When property or ownership  in respect of the goods passes 

7. N2000.(Two thousand Naira)  

8. Unlimited  

9. Corporate or legal personality  

10.  Private Company 

11.  Simple majority  

12.  Prospectus 

13.  Fiduciary duty  

14.  Partnership 

15.  Sharing of profit  

16.  Countermand 

17. Inchoate bill or incomplete bill  

18.  A simple contractual relationship of creditor and debtor  

19.  18 years 

20.  The Receiving Order 

 

EXAMINERSõ   REPORT 

The questions cover the entire syllabus. Candidatesõ performance was good. 
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SOLUTIONS TO SECTION B 

 

QUESTION 1 

 

(a) i.  Acts of Parliament are made by a civil or democratic  government.    

  

         ii.  Decrees are promulgated by the Federal Mil itary  Government in a 

Military Regime.  

 

iii.  An Edict is made by the Military Government of a state in a Military 

Regime. 

 

iv.  Laws of a state are made by a State Government through the State 

House of Assembly in a democratic government.  

 

          v.  Bye- laws are made by the Local Government Councils. 

 

(b) The Fundamental Human Rights that are contained in Chapter 4 of the 1999 

Constitution are: 

 

 (i)  Right to life  

 (ii)  Right to personal liberty  

(iii)  Right to fair hearing  

(iv)  Right to private and family life  

(v) Right to freedom of thought, conscience and religions  

(vi)  Right to freedom of expression and the press 

(vii)  Right to peaceful assembly and association 

(viii)  Right to freedom of movement  

(ix)  Right to freedom from discrimination  

(x) Right to acquire and own immovable property an ywhere in Nigeria.  

  

(c)  The following persons enjoy immunity in respect of any  tort committed by 

them: 

(i)  President and Vice President of the Federation 

(ii)  Governors and their Deputies 
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(iii)  Diplomats 

(iv)  Persons suffering from mental disabilities e.g. insane  person or 

persons of unsound mind. 

(v) Judges and magistrates in their official capacities.  

(vi)  Members of parliament when legislating.  

 

EXAMINERSõ  REPORT 

 

The questions test candidatesõ knowledge of sources of law, fundamental human 

rights and immunity clause i n Nigeria.  

 

Candidates understood the questions and most of them answered them properly, 

hence, performance was good. 

 

However, few candidates did not know persons who enjoy immunity in respect of 

any tort they commit.  Candidates are advised to study steadfastly  for future 

examinations.  

 

QUESTION 2 

 

(a) This question relates to the principle of privity of contract. The doctrine of 

privity of contract states that it is only parties to a contract that can sue or be 

sued in respect of the contract. Thus, anyone who is not a party to a contract 

is regarded as a mere stranger or volunteer.  

 

It is only a party who has furnished consideration that can derive a benefit 

as well as incur any liability in respect of the contract. Dunlop v. Selfridges  

Ltd and  Pneumatic Tyre Co. Ltd. 

 

Therefore, Lolo, the wife of Chief Sukanmino, not being a party to the 

contract with the building contractor, does not have the right to sue the 

building contractor as there was no privity of contract between them.  

 

(b)        (i)  Caveat emptor means òlet the buyer bewareó. It is a    principle which 

imposes on the buyer the obligation to make reasonable    enquiry in 

respect of the goods he buys, failing which, the seller incurs no 

liability thereafter.  
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(ii)  Nemo dat quod non habet    means òa person cannot give what he 

does not own or haveó. Where goods which belong to another person 

is in the possession of someone else, the person in possession is 

precluded or prevented from transferring the goods to a third party; 

thus, the maxim Nemo dat qoud non habet.  

 

(iii)  Res extincta means non existence of the subject matter. It is often 

used in relation to common mistake in the law of contract where, 

unknown to both parties, the subject matter has ceased to exist.  

 

(iv)  Res sua  which means ò Mistake as to title of ownershipó. It is a plea 

used where, in a transaction, and unknown to both parties, the 

subject matter already belongs to the party who is purporting to buy 

same. Abraham v Oluwa.  

 

(v) Non est factum   simply means ònot my deedó. It is a plea or defence 

which can be raised where a person mistakenly signs a document 

which is radically different from the one he has in mind, and the 

mistake was not as a result of manifest negligence.    Gallie v Lee   

 

EXAMINERSõ   REPORT 

 

The questions test candidatesõ understanding of privity of  contract and some legal 

latin maxims.  

 

Candidatesõ performance was above average. 

 

However, some of the candidates did not know the meaning of the latin maxims.  

 

Candidates are advised to learn these maxims properly.  

 

QUESTION 3 

 

(a) The issue in question and the principle of law here is caveat emptor, meaning 

òLet the buyer bewareó. Under the Sale of Goods law, a buyer is expected to 

carry out reasonable enquiry in respect of the goods he purports to buy, failing 

which,  the seller incurs no liability thereafter.  
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       Therefore, the buyer in question, Biola, may not be able to sue for the recovery 

of the price she paid in respect of the hand chain as she ought to have 

discovered that the chain is of a low quality upon a reasonable examination 

and having not discovered this. Consequently, she has no legal claim against 

Iya Alaja the seller.  

 

(b) The principles of law in question are breach of implied condition as to title, as 

well as that of òNemo dat qoud non habetó. 

 

       Under Section 12 of the Sale of Goods Act 1893, there is an implied condition 

that the seller shall have the right to sell and confer good title on the buyer. 

Akosile v. Ogidan (1950).   

 

       Thus, where it turns out that a seller has no title to the  goods, he will be 

rendered liable to the buyer for breach of the implied condition as to title. 

Also, a person who does not have title to the goods cannot confer good title on 

a buyer or third party, since he cannot give what he does not have or own.  

 

       Therefore, Akeem can recover the whole sum of N400,000 he paid to Buraimoh 

on the ground that Buraimoh has breached the implied condition as to title, 

moreso, on the ground that he cannot give what he does not have and there is 

a total failure of consi deration since the car has been recovered from Akeem 

by the police and given back to the true owner.  

 

(c) The question that arises is where the plea of Non est factum can be available 

to Joshua, who signed the document, that is,  õõNot my deed.õõ 

 

       As a general rule, when a person signs a contractual document, he is presumed 

to have read it and understood its content and as such, bound by it; unless the 

person can successfully raise the plea of non est factum. 

 

       Some of the conditions to be met i n order for the plea of non est factum to 

succeed are:- 

 

(i)  that the document signed must be radically different from that which the 

signer thought he was signing;  

 

(ii)  the signature of the signer must have been procured by   

fraud, duress or misrepresentation; a nd 

 

(iii)  the person signing must not have been negligent.  
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In view of the fact Joshua is partially blind, and taking into consideration that the 

nature of the document he signed (Deed of Assignment) is different from the 

document he thought he was signing (Te nancy Agreement), the defence of non est 

factum should avail Joshua.   Sanders v. Angelia Building Society,( 1971).      

 

EXAMINERSõ   REPORT 

 

The questions test candidatesõ knowledge in the application of some terminologies 

in law  and principles guiding s ome legal maxims. However, a few of the candidates 

did not understand practical application of law maxims  

 

Candidatesõ performance was above average. 

 

Candidates are advised to study simple law maxims and understand the context in 

which they are used from time to time.  

 

QUESTION 4 

 

(a) The issue in question relates to the principle of majority rule otherwise 

known as the Rule in Foss v Harbottle which is to the effect that in an action 

to remedy any wrong done to a company or where irregularity has been 

committed, the proper plaintiff is the company itself.  

 

It is the majority who decides, at a properly convened meeting, whether the 

company should sue for redress or not. 

 

Since the voting was done by poll which is based on the number of shares 

held as against voting by a show of hand (one man, one vote),     it appears 

that Chief Olota did not attend the AGM and consequently did not vote at the 

poll. Consequently, the decision of the twenty (20) minority shareholders to 

settle the dispute amicably with the co ntractor is binding on the company. 

Therefore, Chief Olota cannot institute any action against the contractor on 

behalf of the company.  

 

In conclusion, the contractor is advised to object to the institution of the suit 

by Chief Olota on behalf of the company. It is only the company that can sue 

the contractor to redress the wrong.  
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(b) The fiduciary duties imposed on a company director include, duty: - 

     (i)  to act bonafide  and in the interest of the company  

     (ii)    to act for proper purposes 

     (iii)   not to place themselves in a position where their personal interest will 

conflict with the interest of the company.  

      (iv)  not to make secret profit  

      (v)    to account for financial stewardship of the company  

 

(c) A company may be wound up by the Federal High Court under S. 408 of the 

CAMA, LFN 2004, on the following grounds if: 

 

(i)  the company has by special resolution resolved that the company be 

wound up by the court  

(ii)  default is made in delivering the statutory report in  respect to the 

commission or in holding a statutory meeting  

(iii)  the number of members is reduced below two  

(iv)  the company is unable to pay its debts  

(v)    the court is of the opinion that it is just a nd equitable that the 

company should be wound up.  

 

EXAMINERSõ   REPORT 

 

The questions test candidatesõ knowledge of the principle of majority rule in 

company decisions, fiduciary duties of company directors and grounds for winding 

up of a company.  

 

Majority of the candidates attempted this question and  performance was above 

average. 

 

Candidates are advised to prepare well for examinations and read questions well to 

understand the approach to answering them.  

 

 

QUESTION 5 

 

(a) Where a share is issued at a price above the nominal value of the share, it is 

said to be issued at a premium . The amount in excess of the nominal value 

must be transferred to the Share Premium Account.  S. 120, CAMA, LFN 2004. 
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         On the other hand, a share is said to be issued at a discount if the 

consideration received by the comp any from the subscriber is less than the 

nominal value of the share.  Before this could be done: 

  

(i)    it must be authorised by resolution passed i n general meeting  

specifying  the amount of the discounts. S.  121 ibid.     

(ii)    it must be sanctioned by the cour t; and 

(iii)  it must be issued within one month after the date on which the issue  

is sanctioned by the court or within  any extended time that the court 

may allow.  

 

(b) The concept of limited liability of members of a company is the issue in this 

case. The law is that a memberõs liability is limited to the amount which 

remains unpaid in respect of the shares held by the member, and no 

additional liability may be imposed on him beyond this.  

          

Therefore, directors of the company cannot impose any addition al liability on 

any shareholder and no legal action can be taken against Samuel for his 

refusal to make additional payment on fully paid up shares in order to raise 

money for the company.  

 

(c)  The following are disqualified from aud iting the accounts of a  company: 

(i)  An officer or servant of the company  

(ii)  A person who is a partner of, or in the employment of an    

officer/servant of the company.  

(iii)  A person or firm who, or which offers to the company professional 

advice in a consultancy capacity in respect of secretarial, taxation, or 

financial management.  

(iv)  A body corporate  

(v)   A person who is disqualified from auditing the parent, or subsidiary  

company of the particular company.  

 

EXAMINERSõ   REPORT 

 

The questions test candidatesõ knowledge of company shares issues, limited 

liability of shareholders and persons disqualified from auditing the accounts of a 

company.  

 

Only a few candidates attempted  the questions and performance was poor, due to 

candidatesõ shallow knowledge of the topic. Candidates sho uld study steadfastly for 

examinations. 
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QUESTION 6 

 

(a)      Types of negotiable instruments are: - 

(i)  Bill of exchange 

(ii)  Cheques 

(iii)  Promissory note 

(iv)  Bearers Debenture 

(v) Travellerõs cheque 

(vi)  Bonds 

(vii)  Treasury bills 

 

(b) (i)  Executor de son tort, otherwise known as `Executor in his own wrongõ, 

is a person who intermeddles in the estate of a testator, or carries out 

an act which is characteristic of the office of executor, without having 

the authority to do so either as an administrator or as an executor 

appointed in a Will.  

  

               He may be sued by the rightful executor, administrator, creditor or 

beneficiary. James v. Williams  (1999). 

 

(ii)  Pecuniary legacy is a gift of a sum of money by Will to a legattee 

(beneficiary), to be paid out of a particular fund o r account. This also 

includes annuities.  

 

(iii)  Act of bankruptcy   is an act that is tantamount to bankruptcy. These 

may include:  

o Where a creditor obtains a final judgment or a final order      

against a debtor for any amount and when execution has not 

been stayed.  

o Where a person files in court a declaration of his   inability to 

pay his debts.  

o Where a debtor causes his assets to be shared amongst his 

creditors. 

o Where a debtor òkeeps houseó that is he avoids/prevents his 

creditors from seeing him.  

o Where a person presents a bankruptcy petition again himself.  

 

(iv)  Private trust  arises whenever a person called the testator or a settler 

transfers his property to another person known as the trustee to hold 

the property for the beneficiary of some named person or 

beneficiaries. 




