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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 identificat ion 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 

so the professional performance of candidates.  

 

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

approaches to solving the questions.  Efforts have been made to use the methods 

which wil l 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 their authors and the Ins titute 

will not enter into any correspondence on them.  
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA  

PROFESSIONAL EXAMINATION 1 ð MAY 2010  

FINANCIAL ACCOUNTING 

 

Time allowed ð 3 hours 

 

SECTION A: Attempt All Questions 

 

PART 1 MULTIPLE-CHOICE QUESTIONS (20 Marks) 

 

1. The audit committee consists of an equal number of Directors and 

representatives of shareholders of the company subject to a maximum of 

éééééé members. 

 

A. 10 

B. 8 

C. 6 

D. 4 

E. 12 

 

2. To comply with Nigerian and International Accounting standards on 

incorporating the financial statements of a foreign entity in the accounts of 

the related Nigerian Multinational company, which of the following methods 

should be used? 

 

A. Opening rate method  

B. Monetary, non-monetary method  

C. Fixed, non-fixed rate method  

D. Closing rate method 

E. Temporal method. 

 

3. According to the Prudential Guidelines of CBN, at what rate are banks 

required to make provisions in respect of Lost Risk Assets? 

 

A. 30% 

B. 20% 

C. 100% 

D. 10% 

E. 50% 
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4. In accordance with the provisions of Banks and Other Financial Institutions 

Act (BOFIA) 2003, which of these is not a source of revenue for a bank? 

 

A. Syndication fee 

B. Arrangement fee 

C. Commitment fee 

D. Balancing fee 

E. Sale of commercial paper. 

 

Use the following data to answer questions 5 and 6.  

      N 

Profit after tax of subsidiary company   48,600 

Capital structure of subsidiary company:  

Ordinary shares of 50 kobo each   150,000 

10% preference shares of 25 kobo each  100,000 

 

5. Calculate the non-controlling interest if the parent company owned 240,000 

ordinary shares only.  

 

A. N28,880 

B. N9,720 

C. N10,720 

D. N38,880 

E. N17,720 

 

6. If in addition to the 240,00 0 ordinary shares held, the parent company also 

owned 120,000 preference shares, calculate the non-controlling interest.  

 

A. N14,720 

B. N7,720 

C. N24,720 

D. N28,720 

E. N9,720 

 

7. Extract from the consolidated financial statements of Shoesize Plc shows the 

following informat ion regarding the non -controlling interests.  

 

i. Opening balance in the balance sheet was N86 million  

ii.  Closing balance in the balance sheet was N144 million  

iii.  The charge in the consolidated profit and loss accounts in respect of 

non-controlling interests  was N42 million  
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iv.  During the year, Shoesize Plc acquired 80% of the ordinary shares of a 

new subsidiary that had net asset of N180 million at the date of 

acquisition.  

v. There was no unpaid dividend to non -controlling shareholders at the 

beginning or end of the year. 

 

Calculate the amount to be shown in the group cashflow statement as 

payments to the non-controlling shareholders.  

 

A. N134 million  

B. N72 million  

C. N20 million  

D. N35 million  

E. N50 million  

 

8. In insurance claim for consequential loss, which of the following terms is 

NOT relevant to the policy? 

 

A. Standard turnover  

B. Cost of workings 

C. Capital charges 

D. Standing charges 

E. Indemnity period  

 

9. Which of the following forms of annuity is payable for a fixed period of years, 

if the annuitant dies before the expiration of the fixed y ears? 

 

A. Annuity Due 

B. Immediate Annuity  

C. Annuity Certain 

D. Life Annuity  

E. Differed Annuity . 

 

10. The twelve months turnover preceding the period of the disaster in 

consequential loss insurance is 

 

A. Sales is indemnity period . 

B. Sales in the claim period . 

C. Standard turnover . 
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D. Annual turnover . 

E. Sales during interruption period . 

 

11. Which ONE of the following is a convener creditorsõ meeting? 

 

A. Court registrar 

B. Judge of a high court  

C. Liquidator  

D. Official receiver  

E. Petitioner . 

 

12. A doubtful loan facility is a type of loan in whic h the principal and interest 

have not been paid within  

 

A. 60 days but less than 180 days. 

B. 180 days but less than 360 days.  

C. 60 days but less than 360 days. 

D. 360 days or more and not secured. 

E. 360 days or less and not secured. 

 

13. The components of the balance sheet are made up of: 

 

A. Long term liability + Current Assets = Assets  

B. Fixed Assets + Liability = Assets  

C. Fixed Assets + Ownersõ Equity = Assets 

D. Liabilities + Ownerõs Equity = Assets 

E. Current Assets + Capital = Assets. 

 

14. Balance sheet figures are affected when ordinary  shares are purchased or 

sold through  

 

A. Open Market 

B. Stock Exchange Market 

C. Prospectus Advertisement 

D. Security and Exchange Commission 

E. Shareholdersõ Option. 
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Use the following information to answer questions 15 and 16  

 

Bolatito Limited appointed Ishola as liquidator who settled all creditors of the 

company except those owed N800,000.  At the commencement of the liquidation, 

the following information were provided:  

 

10m ordinary shares of N1 each 70kobo paid N7,000,000 

2m 8% Preference of N1 each 95 kobo paid N1,900,000 

The preference shares rank prior to the ordinary shares  

 

15. Calculate the call per ordinary shares . 

 

A. 8k 

B. 70k 

C. 11k 

D. 9k 

E. 14k 

 

16. Calculate the amount of call to be made by the liquidator  

 

A. N3,000,000 

B. N2,800,000 

C. N2,900,000 

D. N1,100,000 

E. N2,500,000 

 

17. A contractual arrangement whereby two or more parties undertake an 

economic activity which is subject to contractually agreed basis of sharing of 

control is called  

  

A. a subsidiary . 

B. a joint venture . 

C. an associate. 

D. a partnership . 

E. an amalgamation . 
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18. According to SAS 27 on Consolidated and Separate Financial Statements, the 

equity of a subsidiary not attributable, directly or indirectly , to a parent is 

known as 

 

A. non-controlling interest . 

B. associate interest. 

C. subsidiary interest . 

D. equity controlling interest . 

E. mixed group interest . 

 

19. Which of the following is NOT a one-off cost in a computerized accounting 

system? 

 

A. Cost of providing additional equipment  

B. Data transmission cost 

C. Networking cost  

D. Installation cost  

E. Hardware cost. 

 

20. The technical name used to describe those that carry out malicious 

interruption across computer network is  

 

A. Intruders . 

B. Programmers. 

C. actuarial scientist . 

D. Burglars. 

E. Hackers. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

 PATHFINDER   

  

 PROFESSIONAL EXAMINATION I  -  MAY 2010 
9 

 

 

 

 

PART II SHORT ANSWER QUESTIONS  

 

1. State the TWO methods of presenting extra ordinary items and prior year 

adjustments. 

 

2. The consensus at any point in time about which resources and obligations 

should be recorded as assets and liabilities, which changes in assets and 

liabilities should be recorded and what should be disclosed in financial 

statements is encompassed inééééééé 

 

3. The theory that the real economic substance of a transaction should be 

reported rather that its narrow legal form is known asééééééé.. 

 

4. Give TWO examples of underwriting expenses in a life assurance business. 

 

5. A subsidiary company declared an d paid dividend of N20,000 out of its pre -

acquisition profits. The parent  has 80% interest and has accounted for its 

share of the dividend. State the accounting entries to effect the necessary 

consolidation adjustment.  

 

6. Diamond Plc sold goods worth N360,000 to its subsidiary. The goods were 

invoiced at cost plus 20%. At the accounting year end, three quarters of the 

goods have not been sold. Calculate the unrealized profit in stock for 

consolidation purposes. 

 

7. Ordinarily, amount òdue toó and fromó two members of a group must be the 

same except where we haveéééé or ééééé 

 

8. Where upon acquisition, the subsidiary companyõs assets were revalued for 

consolidation purposes, the revaluation profit should be treated 

asééééééé 

 

9. A form of lease agreement that excludes provision of maintenance cost is 

known aséééééé.. 

 

10. In Oil and Gas accounting, when the oil well diminishes in value as result of 

extraction and usage, the situation is referred to asééééé 
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11. Hire purchase interest is also calledéééééééé 

 

12. In hire purchas e accounting, the purchase of goods that have significant 

values is treated underéééééééé 

 

13. In a computerized accounting system, the costs incurred on networking and 

staff training is classified aséééééé.cost. 

 

14. Unauthorized access to accounting information in a computerized 

accounting system could be controlled through the use oféééééé 

 

15. In Sinking Fund and Annuity, what are the accounting entries when the life  

of the asset set aside expires? 

 

16. State TWO main purposes of creating Sinking Fund and Annuity.  

 

17. State the accounting entries to record the under depreciation adjustment 

arising from inter group transfer of fixed assets.  

 

18. Non-controlling interest is part of the subsidiary owned by the parent but 

notéééééééé by it. 

 

19. Fiduciary relationship exists between t he solicitor and his client. State TWO 

accounting books to be kept apart from cashbook, petty cash or 

disbursement book. 

 

20. Chief Ikechukwu received a cheques of N20,000 from his solicitor, princess 

Joke being the balance of debt due from Mallam Yaro. The solicitor c harged 

N10,000 deducted from Malam Yaroõs balance in her books. Show the 

journal entries in the books of the solicitor (ignore narrations).  
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SECTION B ð ANSWER THE QUESTION ON CASE STUDY AND ANY OTHER 

THREE (60 MARKS) 

 

QUESTION 1 ð CASE STUDY 

 

Chief Falolu was employed in the Ministry of external Affairs, Abuja. He worked at 

the Abuja office for ten years before he was posted to the Nigerian High 

Commission in Freetown, Sierra Leone in 2004, Chief Falolu while in Nigeria 

registered a Stock-broking Services Company ð Falolu Stockbrokers Limited. 

Sometime in year 2001, the company met the requirements for listing at the 

Nigerian Stock Exchange and got listed. Subsequent to the listing on the Exchange 

the companyõs fortune started improving with the annual turnover standing At 

N100 million in 2003.  

 

Chief Falolu while in Freetown got romantically involved with a Sierra Leonean 

princess who had a son for him called Patrick Falolu. After three yearsõ stay in 

Freetown, Chief Falolu was posted back to Abuja with promotion and was required 

to resume duties within two weeks. All efforts to convince the princess to follow him 

to Nigeria failed. In addition she insisted on having custody of their son. Chief 

Falolu left Sierra Leone for Nigeria on a v ery sad note. To ensure a proper upkeep 

for his princess and son he decided to have a solid investment in Freetown.  

 

In December 2007, Chief Falolu sourced funds through his Stockbroking firm and 

acquired 80% interest in a Freetown-based gold extracting co mpany, Johnson 

Limited. The acquisition cost was N2,500,000 and the Revenue Reserves balance of 

Johnson Limited stood at SLL 49,300,000 at the acquisition date.  

 

The following financial information were extracted from the books for the year 

ended 31 December 2009. 

 

JOHNSON LIMITED 

 SLLõ000 

Turnover 344,880 

Cost of sales 249,710 

Gross profit 95,170 

Admin and selling expenses 29,490 

Profit before tax  65,680 

Taxation 17,325 

Profit after tax  48,355 

Interim dividend  (16,300) 

Retained profit for the year  32,055 
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Balance Sheet Extract 31 December, 2009 

 SLLõ000 

Share Capital 20,250 

Revenue Reserve 103,200 

Creditors 34,480 

 

The banker of Falolu Stockbrokers Limited is Big Bank Plc with head office in Lagos.  

The bankõs credit analyst while studying the request for fund by Falolu 

Stockbrokers Limited for the acquisition of Johnson Limited, argued that the nature 

of the two companiesõ business activities are so dissimilar and rejected the request. 

However, the Managing Director of Big Bank Plc overruled  the credit analyst and 

granted the facility using the analysis of the performance of the Bankõs loans and 

advances detailed below as a basis. 

 

 Nõ000 

Performing 5,125,250 

Non ð performing   

          Substandard 3,250,000 

          Doubtful  1,845,000 

          Loan loss 1,053,000 

 

Chief Falolu narrated his experience with the bank credit analyst to a consultant 

complaining bitterly that he almost lost the opportunity of acquiring the shares of 

Johnson Limited. The consultant, like the credit analyst c ommented on the 

dissimilarity of the business activities of the two companies and suggested that 

Chief Falolu would have gone for a joint venture arrangement in form of Jointly 

Controlled Assets, Operators or Entities. 

 

Note 

Exchange rate (SLL to one Naira) 

December 31, 2007  30 

December 31, 2008  31 

December 31, 2009  33 

Average rate for 2009 32 

 

Required: 

 

(a) Prepare the translated profit and loss account of Johnson Limited.  

                      (4 Marks) 
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(b) Calculate the goodwill on consolidation  and the non-controlling interest for 

consolidated profit and loss account.                  (3 Marks) 

 

(c) State the conditions under CAMA CAP C.20 LFN 2004 that can make a 

subsidiary to be excluded  from consolidation      (3 Marks) 

 

(d) Calculate the provision for bad and doubtful loans and advances for Big 

Bank Plc.                    (3 Marks) 

 

(e) Explain the term òJointly Controlled Entitiesó.               (2 Marks) 

                    (Total 15 Marks) 

 

QUESTION 2 

 

Oluwo Limited passed a resolution at the extra ordinary general meeting on 

January 1, 2010 to close business voluntarily. The following is the Balance Sheet of 

the Company as at that date: 

 

FIXED ASSETS Nõ000 

Plant and Machinery  1,280,000 

Stocks 620,000 

Debtors 1,011,000 

Cash 9,000 

Profit and loss accounts 415,000 

 3,335,000 

  

Share Capital  

Ordinary Share Capital N1.00 each 1,200,000 

5% Preference Shares of N1 each fully paid  650,000 

6% Debentures 350,000 

Creditors 1,135,000 

 3,335,000 

 

Additional Information  

 

The plant and mach inery including stocks on 1 January 2010 realized 

N1,811,000,000 and debtors other than N42,000,000 which was considered 

irrecoverable were received in full.  
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The creditors were paid in full; N34,000,000 of the total sum was regarded as 

preferential creditors. 

The debentures were repaid with half year outstanding interest of N10,500,000 on 

31 March, 2010. 

 

Stated in the article of association was a clause which confers on the preference 

shareholders the right to have their capital and arrears at the d ate of 

commencement of winding up (but not thereafter) paid in priority to ordinary 

shareholders. The arrears of such preference shares on 31 December, 2009 was 

N81,250,000. 

 

The liquidatorõs remuneration was agreed at 2
1

/
2
% on the amount realized and 2

1

/
2
% 

on the dividend paid to the ordinary shareholders. The liquidation expenses were 

N38,450,000. 

 

You are required to: 

 

(a) Prepare the liquidatorõs receipts and payments showing all workings. 

                    (10 Marks) 

(b) Outline FIVE examples of preferential  debts.     (5 Marks) 

                 (Total 15 Marks) 

 

QUESTION 3 

 

Microsoft Excel is an example of a spreadsheet application  program. As an 

Accountant in  training, you are required to;  

 

(a) Define the following terms in Excel program;  

 (i)  Spreadsheet program 

 (ii)  Workbooks 

 (iii)  Worksheet 

 (iv)  Cells 

 (v) Workspaces                  (5 Marks) 

 

(b) Itemise the basic procedures required to change column width and row 

height in Excel program.                   (6 Marks) 

 

(c) State FOUR advantages of a Spreadsheet program.              (4 Marks) 

                    (Total 15 Marks)
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QUESTION 4 

 

The following are the financial statements of Oyedele Nigeria Limited for the years 

ended 31 December, 2008 and 2009. 

 

Profit and loss accounts for the year ended 31 December; 

 2009  2008 

 Nõm  Nõm 

Sales 5,600  1,800 

Cost of Sales (3,360)  (720) 

Gross Profit 2,240 1,080 

Selling Expenses (540)  (300) 

Bad debts (280)  (36) 

Depreciation (416)  (116) 

Interest  (384)  (24) 

Net profit  620  604 

Balance b/fwd  1,258  654 

Balances c/fwd 1,878  1,258 

 

 

BALANCE SHEETS 

 2009   2008 

 Nõm Nõm Nõm Nõm 

FIXED ASSETS     

Factory  882  900 

Machinery  3,582  980 

  4,464  1,880 

Current Assets     

Stock 476  60  

Debtors 1,166  166  

Bank   24  

 1,642  250  

Current Liabilities      

Creditors  (350)  (72)  

Bank (22)  --  

 (372)  (72)  

Net Current Assets  1,270  178 

  5,734  2,058 

Loans  (3,200)  (200) 

  2,534  1,858 
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Share Capital  656  600 

Profit and Loss  1,878  1,258 

  2,534  1,858 

 

The Directors of Oyedele Nigeria Limited appointed a new Sales Manager towards 

the end of 2009. This Manager devised a plan to increase sales and profit by means 

of a reduction in selling price and extended credit terms to customers.  

 

This involved considerable investment in new machinery early in 2009 to meet the 

increased sales. All sales are on credit. 

 

Required: 

 

(a) Explain whether the performance for the year ended 31 December 2009 and 

the financial position at the date have improved as a result of t he new 

policies adopted by the company. You should support your answer with 

appropriate profitability and liquidity ratios.              (11 Marks) 

 

(b) Calculate the amount of cash which would be released if the company could 

impose a collection period of 45 days.                         (4 Marks) 

                    (Total 15 Marks) 

 

QUESTION 5 

 

(a) Explain the followin g terms as used in Trustee and Stock Broking 

transactions: 

 i. Public Trust 

 ii.  Private Trust 

 iii.  Arbitrage  

 iv. Cross Deal 

 v. Locked in        (5 Marks) 
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(b) Given below is the trial balance of Happiness Stockbroker Investment 

Limited in Abuja as at 31/10/2009.  

 

 DR  CR 

 Nõ000  Nõ000 

Sales/Purchases 324,000  610,000 

Profit & Loss Account -  760,000 

Ordinary Share Capital of N1.20k each -  2,100,000 

Returns 20,000  40,000 

Banks Balance -  480,000 

Debtor Balance 400,000  - 

Sec Expenditures 125,000  - 

Stamp Duty 11,400  - 

Computer & Softwareõs (Cost) 2,350,000  - 

Land & Building (Cost)  1,700,000  - 

Opening Stock 350,000  - 

Operating Expenses 40,000  - 

Commission Receivable Account -  100,000 

Admin. Expenses 2,500  - 

Creditors -  250,000 

Suspense Account -  42,500 

Miscellaneous Expenses 90,000  - 

Debenture -  1,030,400 

 5,412,900  5,412,900 

 

Additional Informat ion: 

 

i. Closing stock is 5% percent of the stock at the beginning. 

ii.  10% of the debtorsõ balance is bankrupt and provisions for bad debts are 5% 

of the new debtorsõ balance. 

iii.  The debenture stock was taken on 1 September 2009 at 12% interest per 

annum. 

iv. The suspense account balances represent the proceeds of sale of computer 

and softwares with nil book values, except for entries in the bank account, 

no other entries had been made.  

v. Include in the Admin expenses above was N10,000 paid for a period  

between 1 September 2009 to 31 December 2009. 

vi. All assets are to be depreciated at 5% per annum, and included in figure 

above was N400,000 computer and softwares bought on 1 August 2009.  
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Required: 

 

Prepare the Profit and Loss Accounts for the year ended 31 October 2009 and 

Balance Sheet as at that date.                (10 Marks) 

                    (Total 15 Marks) 

 

QUESTION 6 

 

(a) As contained in the Pension Act 2004, outline THREE functions of the Pension 

Fund Administrators (PFA)                  (3 Marks) 

 

(b) State the disclosure requirements SAS 5 construction contract.         (3 Marks) 

 

(c) Good Port Water Engineering Limited was awarded a contract to construct 

boreholes in all the villages in Kaduna State. The contract on 1 January, 

2008 and it is expected to be completed on 31 March, 2010.   

 

The following additional information are given:  

 

 N 

Total Value of the Contract 970,000,000 

Total Cost to 30/6/2009 285,000,000 

Additional Cost to Completion 190,000,000 

Cheques Received and Receivable as at 30/6/2009 280,000,000 

Cost of Work Certified by the Engineer 342,000,000 

 

Required: 

 

(i)  Assuming that profit is recognized on cost to date in relation to total contract 

cost, state any FOUR problems peculia r to long -term contract.   (4 Marks) 

 

(ii)  Calculate the profits to be recognized in the records of Good Port Water 

Engineering Limited.         (3 Marks) 

 

(iii)  What is the value of work in progress?       (2 Marks) 

                   (Total 15 Marks) 

 

Note: The accounting year end of the company is 30 June every year.   
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SOLUTIONS TO SECTION A 

PART 1 - MULTIPLE CHOICE QUESTIONS 

1. C 

2. D 

3. C 

4. D 

5. E 

6. A 

7. C 

8. C 

9. C 

10. D 

11. D 

12. B 

13. D 

14. C 

15. C 

16. D 

17. B 

18. A 

19. B 

20. E 

TUTORIAL                                   

5.  N NCI 

 Profit after tax  48,600  

 Pref. dividend 10% x 100,000 (10,000) 10,000 

  38,600 x 20% 7,720 

   17,720 
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6.  N NCI 

 Profit after tax  48,600  

 Pref. dividend 10% x 100,000 (10,000) x 70% 7,000 

  38,600 x 20% 7,720 

   14,720 

 

7.             Non ð controlling interest  

                                                

Nõm                              

 Nõm 

Cash                                 20 Bal b/d                            86 

  Profit & loss 42 

Bal 144 Acquisition  26 

 164  164 

                                                                  

15.      Deficiency     Nõ000 

  Preference shares    1,900 

  Ordinary Shares    7,000 

  Creditors                 800  

                                                                    9,700  

 Deficiency per Share = 9,700  

      12,000  = 0.81 or  81 kobo  

 

Amount of call on ordinary shares = 81kobo ð 70kobo  = 11kobo  

 

16. Total amount called = 11kobo x 10million = N1.1million  

 

Note -  Deficiency on Preference Shares is 81kobo and it is already 95kobo paid up, 

therefore no call is made on Preference Share rather a refund of 14kobo per share 

should be made to them.  

 

EXAMINERSõ REPORT 

The questions test all aspects of the syllabus with particular emphasis on 

accounting computations and principles.  

 

Candidatesõ performance was above average. 

 Most candidates could not however, calculate correctly the call per share and 

amount of call to be made by liquidators in questions 15 and 16.  

 

Candidates should endeavour to cover all aspects of the syllabus. 
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PART II     SHORT ANSWER QUESTIONS  

 

1. (i)  Current Operating Performance Concept  

 (ii)  All inclusive concept  

2. Generally Accepted Accounting Practice - GAAP 

3. Substance over form 

4. (i)  Acquisition  

 (ii)  Maintenance  

5. DR - Consolidated Profit and Loss Account with  N16,000 

 CR - Cost of Investment Account with  N16,000 

6. N45,000 

7. (i)  Cash in Transit or Goods in Transit 

 (ii)  Goods in transit 

8. Pre-acquisition Profit or Pre ð acquisition reserve  

9. Finance or Capital lease 

10. Depletion 

11. Finance charge 

12. Large items 

13. One off  

14. Password 

15. DR - Sinking fund  

 CR - Asset Account 

16. (i)  To provide for asset replacement  

 (ii)  To write off loans or Debentures 

 (iii)  To have fund to settle certain obligation in future  

17. DR - Consolidated Profit an d Loss account 

 CR - Consolidated Provision for Depreciation 
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   OR   

Consolidated Fixed Assets account 

18. Controlled 

19. Clientõs Ledger account 

 Private Ledger account 

 General ledger account 

20. (a) Clients Ledger (Ikechukwu) - DR  N200,000 

  Cash Book/Bank    CR N200,000 

 (b) Cash Book/Bank   DR N10,000 

  Clients Ledger    CR N10,000 

 

TUTORIAL 

5. Dividend from  pre ð acquisition profit = 80% x N20,000.00 = N16,000.00 

 

6. Unrealised profit on stock = ¾ x 360,000 x 20/120 = N45,000.00 

   

EXAMINERSõ REPORT 

The questions test topics in all aspects of the syllabus.  

 

Candidatesõ performance of the question was below average.  

 

The commonest pitfall was candidatesõ lack of understanding of accounting 

terminologies and basic double entry requirements.  

 

 Candidates are advised to pay attention to accounting terminologies while also 

emphasizing basic double entry requirements.  
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SOLUTIONS TO SECTION B 

QUESTION 1 ð CASE STUDY 

(a.) Johnson Ltd. Translated Profit and Loss Account 

 SLLõ000 Rate Nõ000 

Turnover 344,880 32 10,778 

Cost of Sales (249,710) 32 (7,804) 

Gross Profit 95,170  2,974 

Admin and Selling Expenses (29,490) 32 (922) 

Profit Before Tax 65,680  (2,052) 

Taxation (17,325) 32 (541) 

Profit After Tax 48,355  1,511 

Interim Dividend  (16,300) 32 (509) 

Retained profit for the year  32,055  1,002 

 

(bi.)  Calculation of Goodwill  

 SLLõ000 SLLõ000 

Cost of Investment:   

(N2,500 x 30 SLL)  75,000 

Less Net Asset acquired:   

Share Capital 20,250  

Preðacquisition Reserves 49,300  

Group share 80% thereon 69,550 (55,640) 

Goodwill in SLL  19,360 

 

Translated to Naira at closing rate:  

SLL 19,360 ÷ 0.33    = N58,667  

      = N58,700  (appropriate)  

(bii)  NonðControlling Interest:  

 20/100 x N1,511,000 = N302,200  

   

 (c) Conditions under Section 336(3) of CAMA 2004 for exclusion of a subsidiary 

from group accounts.  
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i. Where the parent  is a wholly owned subsidiary of another company 

incorporated in Nigeria.  

ii.  Where it is impracticable or would be of no real value to the members 

in view of the insignificant  amount involved.  

iii.  Where it would involve expense or delay out of proportion to its value 

to members of the company. 

iv. Where the result would be misleading or harmful to the business of 

the company or any of its subsidiary.  

v. Where the business of the parent  and that of the subsidiary are so 

different that they cannot reasonably be treated as a single 

undertaking.  

 

(d) Calculation of provision for bad and doubtful loans and advances of Big 

Bank Plc 

 

 Nõ000 Rate Provision Nõ000 

Performing  5,125,250 1% 51,253 

Non Performing:     

Substandard  3,250,000 10% 325,000 

Doubtful  1,845,000 50% 922,500 

Loan Loss 1,053,000 100% 1,053,000 

Total Provision    2,351,253 

 

(e) Jointly Controlled Entities  

Jointly controlled entities is a joint venture that invo lves the establishment of 

a company, partnership or other entities in which each venture r has an 

interest. The entity operates in the same way as other entities  except that a 

contractual arrangement between the venturers establishes joint control over 

the economic activity of the entity.  

 

EXAMINERSõ REPORT 

 

The case study question tests candidatesõ knowledge of the theory and application 

of the following principles: foreign subsidiary, prudential guideline and joint 

venture. 

 

 The level of understanding of the candidates was below average as reflected in 

their performance.  
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The commonest pitfalls include inability to;  

(i)  calculate the goodwill and non controlling interest.  

(ii)  define and explain jointly controlled entities.  

 

Candidates should realise that case study questions are meant to emphasis 

application of accounting principles and concepts. They are therefore advised to 

get acquainted with the accounting principles and concepts and the applications.  

 

QUESTION 2 

 

(a)    Liquidators Receipts and Payments Account 

 

 Nõ000  Nõ000 

Cash 9,000 Liquidation expense 38,450 

Cash realized on:  Liquidator rem.  80,580 

Plant, Machinery Stocks 1,811,000 Preferential creditors  34,000 

Debtors 969,000 Debenture holders 350,000 

  Arrears of interest 10,500 

  Unsecured creditors 1,101,000 

  Distribution to 

shareholders: 

 

  5% preference shares 650,000 

  Accrued dividends 81,250 

  Ordinary shares (balance) 443,220 

 2,789,000  2,789,000 

 

Working Notes: 

1. Determination of Liquidatorõs Remuneration 

(i)  Based on amount realized     Nõ000  Nõ000  

  

Total amount realized ð 2,780, 000x2
1/2

%  =  69,500 

(ii)  Based on amount distributed       

Total receipt      2,789,000 

 

Less payment: 

 

 - Preferential creditors          34,000 

 - Liquidation expenses         38,450 

 - Liquidatorõs remuneration         69,500 

 - Debentures         350,000 
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 - Interest on debentures         10,500 

 - Unsecured creditors      1,101,000 

 - Preference shares       650,000 

 - Arrears of dividend         81,250 

           454,300 

Dividends to shareholders (ordinary)            

Liquidatorõs rem. 2
1/2

x454,300              11,080  

                   102
1/2

    

 Total        80,580 

 

(b) Preferential debts  are: 

i. All local rates and charges due from the company within 12 months 

preceding the relevan t date. 

ii . All PayðAsðYouðEarn (PAYE) assessed taxes, land tax and property 

taxes due from the company up to the annual day of assessment 

preceding the relevant date but not exceeding one year of assessment  

iii . All wages or salary of any clerk or servan t in respect of service 

rendered to the company.  

iv. All wages of any workman or labourer whether payable for time or 

piece of work in respect of services rendered to the company.  

v. All accrued holiday remuneration becoming payable to any clerk, 

servant, workman or labourer (or in the case of death to any other 

person in his right) on the termination, of his appointment before or 

by the effect of the winding up order or resolution.  

vi. All amount due in respect of any compensation or liability for 

compensation accrued before the relevant date.  

 

EXAMINERSõ REPORT 

 

The question tests candidates understanding of the preparation of liquidators 

receipt and payment account and their ability to state specific examples of 

preferential debts.  

 

 Candidatesõ performance was below average particularly in part ôbõ of the question.  

 

The major pitfalls are that most candidates could not:  

i. calculate liquidators remuneration correctly.  

ii.  list correctly five preferential debt.  

 

 Candidates are advised to pay more attenti on to all areas of the syllabus.  
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QUESTION 3 

 

(a). Definition of Terms in Excel Program 

 

i. Spread Sheet:- It is a program that manipulates numbers and string 

data in rows and columns.  

 

ii.  Workbooks:- These are spread sheets which contain a number of 

worksheets. 

 

iii.  Worksheet:-It is a spread sheet that contains rows and columns of 

cells e.g. sheet 1 sheet 2 sheet etc. 

 

iv. Cells:ð Cells are intersection of  rows and columns that may contain 

data in a spreadsheet. 

 

v. Workspaces:- Contain related workbo oks and e-data pertaining to one 

work area or similar tasks.  

 

(b)i  Steps Required to Change Column Width 

 

¶ Place the mouse on the right border of the column heading i.e. the top 

right end of the column. A double -headed arrow appears. 

¶ Click and drag the mouse pointer to the right to increase the column 

width.  

¶ Click and drag mouse pointer to the left to decrease the column.  

¶ Release the mouse button once the column is of the required width  

OR 

 A format menu option can be employed.  

¶ Click on column heading.  

¶ Select width option from the column sub -menu on the format menu.  

¶ Enter the width of the column in the column width text box.   

¶ Click okay and the column width is changed to the specific column 

size. 

 

(b)ii  Steps Required to Change Height of a Row 

 

¶ Place the mouse pointer on the row heading, a double headed  

arrow appears 

¶ Click and drag the arrow down or up to increase or decrease the row 

height respectively  
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¶ Release the mouse button, once the row is of the required height  

OR 

¶ Click on the row heading  

¶ Select the height option from the row sub -menu on the format menu  

¶ Enter the height of row in the row height field and click okay  

 

(c) Advantages of spreadsheet program 

 

i. It enables you performance of simple rows and columns arithmetic  

ii.  It enables the storage of data in an easy to interpret format  

iii.  It enables accounting data to be presented with high level of accuracy and 

speed. 

iv. It enables storage and processing of large volume of accounting data and 

functions.  

v. It facilitate s auto calculations  

vi. It aids financial modeling  

vii.  It makes it easy to use graphics  

viii.  Numbers can easily be manipulated thereby aiding a djustment and 

correction of data  

ix. It facilitate s data ranking and sorting  

x. It enables easy linkage and hyper linkage of data.  

 

EXAMINERSõ REPORT 

The question tests candidatesõ understanding of the practical application of 

spreadsheet program with particular emphasizes on Excel program.  

 

Candidatesõ performance was average.  

The commonest pitfalls include the following:  

 

i. Inabilit y to state the practical steps required to change column width and 

row height in Excel program.  

ii.  Inability of some candidates to correctly define Excel program terminologies.  

 

Candidates need to pay more attention to Information Technology (I. T.).  

 

QUESTION 4 

(a)  The ratios computed from Oyedele Nigeria Limited financial statement for 

the years ended 31 December, 2008 and 2009 revealed that the companyõs 

profitability has fallen in 2009 in comparison with the performance in 2008.  
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(i)  The gross profit percentage of 60% in 2008 has decreased to 40% in 

2009.  The net profit percentage has also fallen from 33.6% in 2008 to 

11.07% in 2009. The fall in the profitability of the company might be 

due to the new sales managerõs price-reduction  policy.  

 

(ii ) The return on capital employed also dropped from 30.5% in 2008 to 

17.5% in 2009. The increased market resulting from the new sales 

policy did not translate into increased profitability as hoped for.  

 

(iii)  The company appears solvent. There is no shortage of liquid assets.  

Considerable amount of fund is being tied down with 76 days credit 

period given to debtors under the new sales policy adopted in 2009 as 

compared to 34 days in 2008.  

 

PROFITABILITY RATIOS 

 

S/N  2009 2008 

i. GROSS PROFIT PERCENTAGE 

= Gross Profit  x 100 

         Sales 

= 2,240 x 100 

   5,600       = 40% 

 

= 1,080 x 100 

   1,800     = 60% 

ii.  NET PROFIT PERCENTAGE 

= Net Profit  x 100 

       Sales 

= 620 x 100 

   5,600     = 11. 1% 

 

= 604 x 100 

   1,800   = 33. 6% 

iii.  RETURN ON CAPITAL EMPLOYED 

(ROCE) = Profit before loan interest  

               Shareholdersõ funds plus 

                Longðterm loans 

= 620 + 384  x 100 

   2,534 + 3,200= 

17.5% 

= 604 + 24  x 100 

   1,858 + 200 = 30.5% 

iv. RETURN ON EQUITY OR Net Profit  

                                             Equity  

= 620 x 100 

   2,534      = 24.5 % 

 

= 604 x 100  

   1,858    = 32.5% 

 LIQUIDITY RATIOS         

i. CURRENT RATIO 

= Current Assets 

   Current Liabilities  

= 1,642 

   372    = 4.41 :1 

= 250 

    72    = 3 .5:1 
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ii.  ACID TEST RATIO 

= Current Assets ð Stock 

   Current liabilities  

= 1,642 ð 476 

         372       = 3:1  

= 250 ð 60 

         72    = 2.6:1  

 

iii.  DEBTORS COLLECTION PERIOD 

Trade Debtors   x 365  

Credit Sales 

= 1,166 x 365 

    5,600    =  76days  

= 166   x 365 

   1,800    = 34% 

iv. CREDITORS PAYMENT PERIOD 

Trade Creditors x 365 

Credit Purchases 

350 x 365 = 38 days 

3360 

72 x 365 = 36.5days 

720 

 

(b) AMOUNT OF CASH THAT SHOULD BE RELEASED 

Debtors collection period  =   1166 x 365 

       5,600   = 76days  

 

If the collection period  is reduced to 45 days, 

The new debtors figure would be: - 

 45  x N1,166m = N 690m 

 76 

 

The amount that would be released  

 = N (1,166 - 690)m  = N 476m 

  

   OR 

Debtors collection period in 2009  

 =  1,166 x 365  = 75.99 days   = 76days  

  5,600    1   

  

Imposit ion of 45 days 

 45 days  =      x x  365 

          5,600    1 

  

45 days =  365x 

   5,600 

 

365x =  252,000 

 

 x  =  252,000 

       365 
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 x  =  N690m 

 

Amount of cash to be released will be   

=  (N1,166 ð N690)m   =  N476m 

 

EXAMINERSõ REPORT 

 

The question tests candidatesõ ability to make informed decision through 

interpretation of Financial Statements with particular emphasis on the state of 

profitability and liquidity of a company.  

 

 Performance was above average.  

 

The major pitfalls are:  

 

i. Candidates inability to calculate ratios that were relevant for determination 

of state of liquidity and profitability of the company.  

 

ii.  Candidates inability to determine the amount of cash to be released.  

Candidates are advised to pay more attention to interpretation o f financial 

statements and other related topics in the syllabus.  

 

QUESTION 5 

(a) (i)  Public Trust: 

It is a charitable trust, which is only created to benefit every 

individual in a society.  

 

 (ii)  Private Trust: 

  It is a trust  established to benefit select ed individuals or class of  

  people  

 

 (iii)  Arbitrage:  

It means buying shares, commodities option and derivatives in the 

capital markets at a lower price and selling of the same security at a 

higher price  to another investor.   

 

 (iv)  Cross Deal: 

It is called a central deal and it exists where the same stock broking 

firm has a contract to buy and sell the same from different investors.  
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 (v) Locked in: 

This exists when investors are not allowed to sell stocks due to legal 

restriction on the sale of s uch shares. 

 

(b)    HAPPINESS STOCKBROKERS INVESTMENT LIMITED 

   PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31/10/2009 

 Nõ000 Nõ000 

Sales  610,000 

Sales returns  (20,000) 

  590,000 

Opening stock 350,000  

Purchases 324,000  

Purchases return (40,000)  

 634,000  

Closing stock (17,500) 616,500 

  (26,500) 

Commission receivable  100,000 

Profit on disposal of computer   42,500 

  116,000 

Expenses   

Bad debt (10% x 400,000) 40,000  

Provision for bad debt  

(5% x 400,000 ð 40,000) 

 

18,000 

 

Debenture int erest  

12% x 1,030,400 x 2/2) 

 

20,608 

 

Admin expenses 

(2,500 ð 10 x 2/4) 

 

2,495 

 

Depreciation  202,485  

SEC expense 125,000  

Stamp duty 11,400  

Operating expense 40,000  

Miscellaneous expense 90,000 549,988 

  (433,988) 

Retained profit b/fwd   760,000 

Retained profit c/fwd   326,012 
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HAPPINESS STOCKBROKER INVESTMENT LIMITED 

BALANCE SHEET AS AT 31 OCTOBER 2010 

 Nõ000 Nõ000 Nõ000 

 Cost  Accu. Dep. NBV 

FIXED ASSETS    

Land & Building  1,700,000 85,000 1,615,000 

Computer & Software 2,350,000 117,485 2,232,515 

 4,050,000 202,485  

CURRENT ASSETS    

Stock   17,500  

Debtors (400,000 ð 40,000) 360,000   

Provision for doubtful debt  (18,000) 342,000  

Prepaid exp. (10 x 2/4)  5  

  359,505  

CURRENT LIABILITIES:    

Creditors 250,000   

Accrued expense 20,608   

Bank overdraft  480,000 750,608 (391,103) 

Total Assets less Current  Liabilities   3,456,412 

Debentures   (1,030,400) 

   2,426,012 

CAPITAL AND RESERVES:    

Issued share capital;    

1,750,000,000 ordinary share of N1.20 each   2,100,000 

Reserves   326,012 

   2,426,012 

 

EXAMINERSõ REPORT 

The question tests candidatesõ understanding of some key Trustee and Stock-

broking terminologies and their ability to prepare Profit and Loss Account and 

Balance Sheet of a stock broking firm.  

 

 Candidatesõ performance in part ôaõ of the question was poor, but majority of them 

performed well in part ôbõ. 

 

Candidates are advised to note that all aspect of the Instituteõs syllabus are 

important, therefore they should ensure full coverage of the syllabus.  
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QUESTION 6 

a. FUNCTIONS OF PENSION FUND ADMINSTRATORS 

 The Pension Fund Administrators shall carry out the following functions:  

(i)  Open retirement savings accounts for all employees with persona l 

identity numbers (PIN) attached.  

 

 (ii)  Invest and man age pension funds and assets 

 

(iii)  Maintain books of account on all transactions.  

 

(iv)  Provide regular information on investment strategy, market returns 

and other performance indicators to the Commission and employees 

or beneficiaries of the retirement savings accounts.  

 

(v) Provide customersõ service support to employees, including access to 

employeesõ account balances and statements on demand. 

 

(vi)  Process the calculations and payments of retirement benefits.  

 

(vii)  Carry out other functions as the National Pension Commission may 

assign from time to time.  

 

b. DISCLOSURE REQUIREMENT OF SAS 5 ON CONSTRUCTION CONTRACTS 

 (i)  The value of work ð in progress (WIP) 

 (ii)  Accounting policies adopted for assets and revenue (recognition)  

 (iii)  Cash received, receivables and advances 

 (iv)  Changes in accounting policies and its effects  

 (v) The retention included in arriving at the value of work ð in ð  

  progress 

 

c.(i) PROBLEMS PECULIAR TO LONG TERM CONTRACT 

¶ Inflation which may affect cost of raw materials, wa ge rate and 

other inputs  

¶ Uncertainty in determining future cost of contract  

¶ Profit recognition, whether to use percentage of completion or  

completed contract method.  

 



 
 

 PATHFINDER   

  

 PROFESSIONAL EXAMINATION I  -  MAY 2010 
35 

 

 

 

¶ Basis of apportioning losses that do not directly relate to specific 

construction contract  

¶ Changes in lending rate  

¶ Valuation of work in ðprogress 

(c)ii.  PROFIT TO BE RECOGNIZED 

         N 

 Total value of contract      970,000,000 

 Future cost: (285,000,000 + 190,000,000)   475,000,000 

         495,000,000 

 Profits =  Cost to date x estimated profit  

   Total cost 

  =  285,000,000 x 495,000,000 

   475,000,000 

  =  N297,000,000 

 

(c) iii.  VALUE OF WORK IN PROGRESS: 

Cost to date + Profit taken ð cash received 

285,000,000 + 297,000,000 ð N280,000,000 

 = N302,000,000    

 

EXAMINERSõ REPORT 

 

This is a two part question that tests candidates understanding of:  

i. Functions of Pension Fund Administrators (PFA) as contained in Pension 

Fund Act 2004. 

 

ii.  Construction contract disclosure requirement and recognition of profit and 

valuation of work in progress.  

   

Most candidates were able to attempt the contract aspect of the question very well 

but majority showed lack of understanding of the functions of Pension Fund 

Administrators as contained in Pension Fund Act 2004.  

 

Candidates should pay more attention to l egal/regulatory requirements that has 

accounting implications e.g. Acts, standards, Guidelines etc.  
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ICAN/101/Q/1      EXAMINATION NOééééééééé... 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA 

PROFESSIONAL EXAMINATION 1 ð MAY 2010 

INFORMATION TECHNOLOGY 

Time allowed ð 3 hours 

 

SECTION A: Attempt All Questions 

 

PART  I    MULTIPLE CHOICE QUESTIONS  (20 Marks) 

 

1. Computers are good at 

 

 A. accurate calculation.  

 B. inaccurate calculation.  

 C. water storage. 

 D. less retrieval . 

 E. indefinite work . 

 

2. Neural Network is NOT used for 

 

 A. statistical estimation.  

 B. classification.  

 C. optimisation.  

 D. control theory.  

 E. prediction . 

 

3.        Buffering is ONE of the ways used by éé.. in managing the main memory.   

       

A. multiprocessing  

B. central pr ocessing unit (CPU) 

C. utility software  

D. operating system 

E. multi -tasking  

 

4. Which ONE of the following is a type of intelligent agent?  

 

A. Domain agent  

B. Input agent  

C. Voice agent 

D. Monitor and surveillance agents  

E. Print agent . 
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5. Which ONE of the following is a fac tor to consider when selecting a data 

transmission system? 

 

A. Speed of transmission required 

B. Error generation  

C. Unreliability of the transmission system  

D. Cost of operation  

E. Cloud computing. 

 

6. A recent trend in Information Technology that moves data away from 

desktop and portable PCs into large data centers is referred to as  

 

 A. output.  

 B. information.  

 C. cloud computing.  

 D. microsoft centre. 

 E. microsoft office. 

 

7. The reduction in the strength of signal during data transmission is  

 

 A. attenuation . 

 B. bureau service. 

 C. amazon service. 

 D. desktop service. 

 E. sales force.com services.  

 

8. Artificial neural networks (ANN) are made up of interconnecting artificial  

 

 A. cloud. 

 B. neurons. 

 C. software. 

 D. components. 

 E. data. 

 

9. Virtualisation is an /a ééé.that decouples the physical hardware from the 

operating system to deliver greater IT resource /utilization and flexibility   

 

 A. scalability  

 B. normalization  

 C. transportation layer  

 D. abstraction layer  

 E. physical hardware . 
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10.   Which of the following does Authorisation a nd Authentication software use for     

 securing user access? 

           

A. User address 

B. Password 

C. Entry code 

D. Wireless protocol 

E. Pass rights . 

 

11.   Bluetooth is an application used in  the following devices EXCEPT 

 

A. Mobile phone. 

B. Laptop systems. 

C. Computer Systems. 

D. Transmitting equipment.  

E. Digital Refridgerators.  

 

12. Automated Teller Machine (ATM) is used in which of the following Industries?  

 

A. Manufacturing industry  

B. Banking industry  

C. Accounting businesses 

D. Auditing environment  

E. Multi -national companies  

 

13. Which of the following is a feature of Human Resource Management  

Software?. 

 

A. Employment module  

B.     Audit module  

C.     Networking module  

D. Planning module  

E. Processing Module 

 

14. Which of the following is NOT an internet -based application?  

 

A. Accounting application  

B.     Web Portal 

C.  E-mail  

D.      E-commerce 

E. E-learning  
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15. Which of the following correctly differentiates between Command -line  

Interface (CLI)  and Graphical User Interface (GUI)? 

 

A.   CLI relies on keyboard while GUI relies on keyboard and mouse 

B.   GUI relies on keyboard while CLI relies on keyboard and mouse 

C.   CLI is easy to use while GUI is not easy to use 

D.   CLI is costlier than GUI 

E.   GUI is more restrictive than CLI. 

 

16. Which of the following describes a n Expert System? 

 

A.   It is a  form of Decision Support System( DSS) 

B.   It is a form of DSS that uses artificial intelligence  

C.   Analysis of cost, benefit and risk associated with information flow  

D.   Analysis of measurable business data 

E.   An outline of an information and means of deliveri ng the proposed  

system. 

 

17. All of the following are components of a Business Information System 

EXCEPT: 

 

A.   Transaction Processing Systems. 

B.   Production Support Systems. 

C.   Executive Information Systems. 

D.   Option Identification  Systems. 

E.    Expert Systems. 

 

18. Which of the following is  NOT a component of a Project Management 

Process? 

 

A.   Initiation stage  

B.   Planning or design stage  

C.   Execution or Production Stage 

D.   Completion stage 

E.    Evaluation.  
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19. Which of the following is NOT a Project Management Framework? 

 

A.   Prince2 

B.   Critical Chain Project Management (CCPM) 

C.   Project Management International (PMI)  

D.   Rational Unified Process (RUP) 

E. Extreme Project Management (EPM). 

 

20. Which of the following best describes Project management? 

 

A.   A process in th e project that has Zero-Sum activities 

B.   A path that marks the beginning and the end of the project  

C.  A process whose sum of activity time is longer than that of any other            

path through the network.   

D.   The path whose activity time -sum is equal to zero 

E.   The process of planning, organizing and managing resources to bring  

about the successful completion of specific project goals.  
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PART II SHORT ANSWER QUESTIONS (20 MARKS) 

 

1. Neural Network is made up of éééééé..collection of artificial neurons.  

 

2. Networks combine telecommunication f acilities with éééé.. and 

hardware facilities to allow transaction data, messages, files or programs to 

be transferred from any point.  

 

3. Which type of computer processing technique has largely overcome the 

limitations imposed by  Geographical boundaries and dispersed locations of 

users in an environment ? 

 

4. A Business Information System which allows users to benefit from expert 

knowledge iséééééééé. 

 

5. Usersõ interface is the mode of interaction of ééé and the computers. 

 

6.      Cloud computing is a business information management style of computing in 

which typically real -time scalable resources are provided as a service over 

the ééé. to users. 

 

7.   Wireless Application Protocol (WAP) is an open international standard for 

application layer network communications in a éééé..environment. 

 

8.  Hosted service is a service which takes away the headaches associated with 

Managing IT Systems and which help s automates éééééééprocesses. 

 

9.  Virtualis ation is an abstraction layer that decouples the ééé.. from the 

Operating System to deliver greater IT resource utilization and flexibility . 

 

10.  Partitioning is a  cloud computing t echnology that allows multiple 

applications and ééééé being supported with in a single physical 

system. 

 

11. A bridge is a device that allows the éééé of a large network into two or 

more small, and efficient networks.  

 

12. Application Development Environment is a software application that 

provides comprehensive facilities to computer pro grammers 

forééééééééé. 
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13. A search engine is an internet based application used to search for 

information from any éééééé on the internet . 

 

14. Cookie is a small piece of text stored on a usersõ computer by a ééééé. 

to capture   users details. 

 

15. A text editor  is a program used to ééé plain text files, often supplied with 

the operating system.. 

 

16. In a transaction processing environment, Data V erification  Control is done 

éé.ééé.. 

 

17. Sequential file organization allows data to be retrieved in the same 

éééé. in which they are stored. 

 

18. Output Controls ensure that ééééé.are accurate, complete and properly 

distributed.  

 

19. Application Systems Audit helps to identify the application control éééé. 

and evaluate the impact of control weakness.  

 

20. Information Processing Controls establish that data are complete and 

éééé during updating. 
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SECTION B   - ANSWER QUESTION ONE (CASE STUDY) AND ANY OTHER      

THREE (60 MARKS) 

 

QUESTION 1 - CASE STUDY  

 

AJE enterprises is a medium sized company dealing in the sale of ele ctrical cables.  

It has a staff strength of twelve, comprising of a manager, two supervisors, four 

salesmen, one secretary and four labourers. 

 

Of recent, the customers relationship with the company has reduced due to 

ineffective services rendered. 

Complaints from the customers include:  

 

(i)  Poorly typed letters to customers; 

(ii)  Late delivery of mails to customers; and  

(iii)  Incorrect computations on proforma invoices.  

 

In an attempt to correct this abnormal situation, the manager decided that the 

secretary must be re-trained, and if feasible, the company should be computerized.  

 

Required: 

 

(a) Suggest the type of training suitable for the secretary;  

(b) Suggest a suitable computer software for correcting poorly typed letters;  

(c) Suggest a suitable technology to alleviate late deli very of mails;  

(d) Suggest a suitable computer software to rectify incorrect computation o n 

pro-forma invoices.                 (15 Marks) 

 

QUESTION 2 

 

(a) Define the term òComputer Network.ó                (2 Marks) 

 

(b) Give FOUR advantages and FOUR disadvantages of computer network.  

            (8 Marks) 

 

(c) List FIVE hardware components of computer networks.    (5 Marks) 

          (Total 15 Marks) 
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QUESTION 3 

 

(a) Define the terms: 

(i)  Cloud computing and        (2 Marks) 

 

(ii)  Hosted services        (2 Marks) 

 

(b) Give FIVE benefit s of cloud computing.       (5 Marks)

    

(c) The TWO major concerns about Cloud Computing are òsecurityó and 

òprivacyó.  Explain these terms.       (6 Marks) 

           (Total 15 Marks) 

QUESTION 4 

 

(a) Explain what is meant by an òIntrusion Detection System.ó   (6 Marks) 

 

(b) Explain briefly the following Intrusion Detection Systems (IDS)  

(i)  Protocol ð based IDS (PIDS).      (3 Marks) 

(ii)  Application protocol -based IDS (APIDS).     (3 Marks) 

(iii)  Host-based IDS (HIDS).       (3 Marks) 

 (Total 15 Marks) 

QUESTION 5 

 

(a) Explain the terms:  

 

(i)  IT Risk Management.             (1½ Marks) 

(ii)  IT Risk Assessment.              (1½ Marks) 

 

(b)  Give FOUR benefits of IT risk assessment strategy.    (6 Marks)

      

(c) Give FOUR advantages of Quantitative IT risk measurement techniques.  

            (6 Marks) 

 (Total 15 Marks) 

QUESTION 6 

 

(a) Define the term òPointing Devicesó and give FOUR examples.  (5 Marks) 

(b) Distinguish between a òsoftcopyó and a òhardcopyó.    (4 Marks) 

(c) State THREE devices that will produce a softcopy and THREE devices that 

wil l produce a hardcopy.        (6 Marks) 

 (Total 15 Marks) 
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SOLUTIONS TO SECTION A 

 

PART I  MULTIPLE CHOICE QUESTIONS 

 

1. A 

2. B 

3. D 

4. A 

5. A 

6. C 

7. A 

8. B 

9. D 

10. B 

11. E 

12. B 

13. A 

14. A 

15. A 

16. B 

17. D 

18. E 

19. C 

20. E 

EXAMINERõS REPORT 

 

The questions cover all sections of the syllabus. All candidates attempted the  

questions.  

 

The performance was good. 

 

Candidates are advised to keep this up. 
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PART II  SHORT ANSWER QUESTIONS 

 

1. Interconnecting  

2. Software 

3. Distributed Processing 

4. Expert System 

5. Users 

6. Internet  

7. Wireless Communication 

8. Computing 

9. Physical Hardware 

10.   Operating System 

11.   Segmentation 

12.   Software Development 

13.   Website 

14.   Webserver 

15.   Edit 

16.   Manually  

17.   Sequence 

18.   Information  

19.   Procedure 

20.   Accurate 

 

EXAMINERõS REPORT 

The questions cover all sections of the syllabus. All candidates attempted the 

question.   

 

Performance was fairly good.  
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Some of the candidates were unfamiliar with some of the computer concepts.  

Candidates are therefore advised to read widely and in particular be conversant 

with the Study Pack and other Information Technology reading materials.
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SOLUTIONS TO SECTION B 

 

QUESTION 1 ð CASE STUDY 

 

Aje Enterprises should ensure that it computerizes its operations. This it can do by 

undertaking a feasibility study to know the type of system it would put in place. 

Once the company has resolved to computerize, there will be need to acquire some 

set of computers, different types of application software, conversion of its existing 

files as well as putting in place a training programme for its staff.  

 

(a) The secretary needs to undertake training in order to impr ove his/her skills. 

It is therefore, necessary to train him/her in:  

(i)  Computer Appreciation. 

This type of training will give him/her the opportunity to be familiar 

with the working of the computer system - booting the computer, 

entering the data, processing d ata as well as producing output.  

(ii)  Application Software  

There are various software available for the use of the secretary. 

He/She may need to do word processing, calculations on items, etc. 

He/She should be trained in the use of the needed application 

software so that he/she can become sufficiently proficient.  

 

(b)  The computer software suitable for correcting poorly typed letters is the 

word processing package. This will enable the secretary to apply the 

following features on the document.  

(i)  Search and replace 

(ii)  Cut, copy and paste 

(iii)  Text formatting  

(iv)  Merging documents  

(v) Do and Undo 
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(c) The technology suitable for alleviating late delivery of mails is the electronic 

mail.  

Electronic mail allows individuals and groups to communicate with one 

another. 

 

Advantages: 

(i)  It is faster to transmit.  

(ii)  It is more convenient since no paper is needed.  

(iii)  There is an automatic record when the message is received. 

(iv)  It is possible to send the message to several customers. 

Examples of such electronic mail include: E -mail, Facsimile(FAX), and Short 

Message System(SMS). 

 

(d) A suitable computer software that may be used to rectify incorrect 

computation on proforma invoice is the spreadsheet. A spreadsheet is a 

computer simulation program that stimulates paper worksheet. It has the 

ability to re -calculate the entire sheet automatically after a change of a 

single cell.  

 

EXAMINERSõ REPORT 

 

The question tests candidatesõ understanding of the various technological tools 

that a secretary may require in the proper functioning of the office work.  

Candidatesõ performance was poor. 

 

The major pitfall was that the candidates were unable to provide correct 

solutions to the questions as simple as they were.  

 

Candidates are advised to acquaint themselves with the various Information 

Technology tools that may be used for office work.      
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QUESTION 2 

 

a. Computer Network consists of two or more computers that are linked in order 

to share resources such as printers and CD-ROM( Computer Disc- Read only 

Memory) , exchange files or allow electronic communications. The  computers 

on the networks may be linked through (physical) cables such as telephone 

lines , or wireless, such as radio waves, satellites or infra -red light beams.  

 

b. Advantages of computer networks include:  

(i)  Speed: Networks provide a very rapid method of  sharing and 

 transferring files.  

(ii)  Cost: Integrated software that are used on a network are available at 

 considerably low cost rather than buying individual licenced copies.  

(iii)  Security: Software (files or programs) on a network can be well 

 secured. 

(iv)  Centralized software management: One of the greatest bonuses of 

 installing a network is the fact that software can be loaded onto one 

 computer. 

(v) Resource sharing: Sharing of resources is on the area in which a 

 network is better than standalon e computers. 

(vi)  Electronic mail: This aids personal and professional communication 

 and it facilitates the dissemination of information within and outside 

 the organisation.  

(vii)  Flexible access: This allows multiple access for computer systems. 

(viii)  Work group computing: This allows many users to work on the 

 document or program conveniently e.g. Teleconferencing 

 ,Telecommuting and Chatting.  

   Disadvantages of computer networks include:  

(i)  Expensive to install: The cost of installation is high.  

(ii)  Requires administrative time: Proper maintenance of a network 

requires considerable time and expertise.  

(iii)  File server breakdown : When the server breaks down, the entire 

system may be grounded. Cabling  may break down, and in wireless 

environment, there could be lo ss of signals. 
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(iv)  Ease of virus spread: It aids the spread of virus and worms in users 

applications.  

 

c. The hardware components of a computer network include:  

 

(i)  Workstations or nodes 

(ii)  File servers 

(iii)  Cables/Channels 

(iv)  Modems 

(v) Multiplexors  

(vi)  Bridges 

(vii)  Hub 

(viii)  Receivers 

(ix)  Transmitters 

(x) Gates 

(xi)  Tradusers 

 

EXAMINERSõ REPORT 

 

This question tests candidatesõ knowledge on Computer Networks, including the 

advantages and disadvantages it has on users. 

 

Performance  was fair . 

 

The major pitfall was that candidates could not list the hardw are components.   

Candidates are therefore advised to aqua int themselves with all issues relating to  

computer networks, using the ICAN Study Pack and other textbooks on Information 

Technology.  

 

QUESTION 3 

 

a. (i)  Cloud computing( or òCloudó) is a business information technology 

management of computing in which typical real -time scalable resources are 

provided as service over the internet to users who need not have knowledge 

of, expertise in, or control over the technology infrastructure that supports 

them. 
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(ii) Hosted Services are the cloud computing products, upon which customers 

can access actual data and applications safely and securely in the Microsoft 

windows or any other environment.  

 

b. The benefits of cloud computing include:  

(i)  Clients will be able to ac cess the application and data from anywhere 

at any time.  

(ii)  It could reduce hardware cost down.  

(iii)  Organizations that rely on computers have to make sure they  have 

the right software in place to achieve goals.  

(iv)  Cloud computing gives company the options of stori ng data on 

somebody elseõs hardware, removing the need for physical space on 

the front end.  

(v) Facilities sharing might save money and IT support.  

(vi)  If the cloud computing system back end is a good computing system, 

then the cloud will take advantage of the ent ire network  processing 

power. 

 

c. Security  refers to the set of measures or protection put in place to safeguard 

the system  and other resources  with respect to confidentiality and integrity.  

Organizations off ering cloud computing services cannot keep information  

 and resources under lock and key. Such organizations should have reliable  

 security measures in place to protect their information from being accessed 

 by unauthorized third parties.  

 

Privacy is the ability of an individual or group to seclude t hemselves or 

information about themselves selectively.  

 

Organizationõs privacy could be compromised ,since somebody else can have 

 access to another personõs information. 

 

EXAMINERSõ REPORT 

 

This question tests candidatesõ knowledge of Cloud computing and the benefits 

derivable from using such an  environment.  Candidates performance was poor.  

The major pitfall was that most of them  misunderstood the term òcloudó in this 

context.  
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Candidates are advised to take interest in availing themselves in recen t 

development in computing.  

 

QUESTION 4 

 

(a) Intrusion Detection System(IDS) is a software and/or hardware designed  to 

 detect unwanted attempts at accessing ,manipulating and/or desembling of 

 computer system mainly through a network such as the Interne t. 

 

(b) (i) Protocol-based IDS (PIDS)  

 Protocol-based IDS (PIDS) is an intrusion detection system which is typically 

 installed on the web server, and is used in monitoring  and analyzing  of the 

 protocol in use by the computing system. A PIDS will monit or the dynamic 

 behavior and the state of the protocol, and will typically consist of a system 

 or agent that would sit at the front end of data server, monitoring  and 

 analyzing the communication between a connected server and the system it 

 is protectin g. 

 

(ii)  Application -based IDS (APIDS) 

 This is an intrusion detection system that focuses its monitoring and 

 analysis on a specific application protocol in use by the computer system.  

 

(iii)  Host -based IDS (HIDS) 

 This is an intrusion detection system that monitors and analyses the 

 internal operations of the computer system rather than its external 

 interfaces(as a network-based IDS). They analyse system calls applications, 

 logs, file system modification etc.  

 

EXAMINERSõ REPORT 

 

The question tests candidates understanding of the various detection systems that 

may be put in place within and /or outside the computing system to monitor 

performance of components or unauthorized access to the system. Few candidates 

attempted this question.  

 

The performance was very poor. 

 

The major pitfall was the candidatesõ lack of understanding of the substance of the 

question.  
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 Candidates are therefore advised to read widely on various security measures that 

may be put in place in a system.  

 

QUESTION 5 

 

a. (i) IT Risk Management 

    This is the process of identifying and assessing possible risks an 

information system is exposed to, reducing it to an acceptable level , and 

implementing the appropriate and right mechanism to maintain that level. It 

is the total process of identifying , controlling and mitigating information 

system-related risk. It includes risk management cost benefit analysis and 

selection implementation test and security evaluation of safeguards. This IT 

risk management process considers both effectiveness and efficiency, 

includ ing impact on the   IT mission and the constrains due to policy 

regulation and laws.  

 

(ii) IT Risk Assessment 

This is a method of identifying vulnerabilities and threats to information 

systems and assessing the possible damage to determine where to 

implement security safeguards.  

 

b. Benefits of IT risk assessment strategy: 

(i)  It ensures that security is cost effective, relevant, timely and 

responsive to threat. 

(ii)  It provides cost benefits comparison by comparing the annualised cost 

of safeguard with the potential cost of loss.  

(iii)  It helps to integrate the security programme objectives with the 

company business objectives and requirements. 

(iv)  It provides an economic balance between the impact of the threat and 

the cost of the counter measure. 

 

c. Advantages of Quantitative IT risk management techniques.  

(i)  Ease of automation and evaluation.  

(ii)  Useful in risk management performance tracking.  

(iii)  Provides credible cost / benefit analysis.  

(iv)  Shows clear-cut losses that can be assessed within one yearõs period. 
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EXAMINERS REPORT 

 

This question tests candidates understanding IT Risk and Assessment management 

and the benefits that may be derived from these types of management.  

 

The performance was poor.  

 

The major pitfall of the candidates is their inability to int erprete the questions 

correctly. 

 

Candidates are therefore advised to read widely.  

 

QUESTION 6 

 

a. Pointing devices 

These are devices that allow users to issue commands or make choices by 

moving a cursor on a display screen. They allow  users to easily choose from 

menu selection and icon display using point -and-click and drag  methods 

Example of such are Mouse, Optical scanninig device,Touch screen as well as 

track-ball.  

 

b. Differences between Soft copy and Hard copy 

Soft Copy Hard Copy 

It is frequent ly accessed 

It cannot be touched  

It can only be viewed  

It can be backed on storage device 

 

It is permanent  

It can be touched  

It can be vi sualized and taken away  

It can be stored permanently in a 

physical form. 

 

. c. Devices that may produce soft copy include:  

i. Visual Display Unit(VDU) / Monitor  

ii.  Loud speakers 

iii . MODEM ( Modulation Demodulation)  

iv. Computer Output on microfilm or microfliche, (COM)  

v. Flash and other computer storage media  
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Devices that will produce hard copy include:  

(i)  laser-jet printers  

(ii)  ink-jet printers  

(iii)  graph  plotters  

(iv)  thermal printers  

(v) line printers  

EXAMINERSõ REPORT 

 

The question tests candidates understanding of Pointing devices, their uses as well 

as the various way the output from the system may be presented. Candidates were 

also tested on the various devices that can be used to store the output from the 

system.   

 

The performance was good. 

 

Candidates are advised to keep this up. 
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ICAN/101/Q2        EXAMINATIONééééééééé. 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA 

PROFESSIONAL EXAMINATION 1 ð MAY 2010 

MANAGEMENT ACCOUNTING 

 

Time allowed ð 3 hours 

 

SECTION A: Attempt All Questions 

 

PART 1 MULTIPLE-CHOICE QUESTIONS  (20 Marks) 

 

Use the information below to answer questions 1 and 2:  

 

Economic Order Quantity   -  12,000kg 

Lead Time      -  20 to 28 working days  

Minimum Usage    -  400kg per day  

Maximum Usage    -  800kg per day  

 

1. What is the re-order level? 

 

 A. 23,800kg  

 B. 22,400kg 

 C. 24,000kg 

 D. 32,000kg 

 E. 40,200kg 

 

2. What is the maximum stock level? 

 

A. 32,400kg 

B. 31,200kg 

C. 18,500kg 

D. 33,400kg 

E. 26,400kg 

 

3. How is production fixed overhead cost classified?  

 

A. Variable cost 

B. Fixed cost 

C. Prime cost 
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D. Conversion cost 

E. Mixed cost 

 

4. What does labour cost refer to? 

 

A. Manufacturing cost incurred on employee to produce  units of output  

B. All costs associated with manufacturing other than the  direct labour 

cost and raw materials cost  

C. Cash associated with marketing, shipping, warehousing and billing 

activities  

D.  The sum of direct labour cost and all factory overheads  

E. The sum of raw materials cost and direct labour cost.  

 

5. Cost behaviour analysis focuses on how costs 

 

A. react to changes in profit  

B. change over time 

C. react to changes in activity levels  

D. react to revenue 

E. react to turnover.  

 

6. A written request to initiate purchases  in a firm is  

 

 A. Purchase Order 

 B. Purchase Requisition 

 C. Receiving Report 

 D. Materials Requisition Form  

 E. Invoice. 

 

7. Where is workersõ overtime cost charged to? 

  

A. Work-in-progress inventory 

B. Direct labour  

C. Administrative expense 

D. Factory overhead 

E. Cost of goods sold. 
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8. In the determination of factory overhead application rates, what is the 

numerator in the fraction?  

 

A. Actual factory overhead for the next period  

B. Estimated factory overhead for the next period  

C. Actual labour hours for next period  

D. Actual labour hours for current period  

E. Estimated labour hours for the next period.  

 

9. What are the units of discarded substances having no value called?  

 

A. Spoilage 

B. Defect 

C. Scrap 

D. Waste 

E. Salvage. 

 

Use the information below to answer questions 10 and 11:  

 

Given that the following data relate to products X and Y:  

 

      X   Y 

Budgeted output          3,600 units        8,000 units  

Standard minutes per unit    10   15 

Actual clocked time (6,250 hours)      22,500 units        15,000 units  

 

10. What is the Efficiency Ratio? 

 

A. 80% 

B. 120% 

C. 64% 

D. 70% 

E. 49% 

 

11. What is the Activity Ratio? 

 

A. 120% 

B. 125% 

C. 288% 

D. 375% 

E. 576% 
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12. Which of the following production operations would be most likely employed 

in a process costing system? 

 

A. Aircraft manufacturing  

B. Chemical production 

C. Furniture mak ing  

D. Home building  

E. Ship building.  

 

13. What are by products? 

 

A. They are secondary products having negligible value  

B. They are present throughout the production process of joint products  

C. They are common costs 

D. They are collections of the direct materials, direct  labour, and factory 

overhead costs that serve as the primary base for establishing a sales 

value for joint products  

E. They are costs which are generally and jointly incurred.  

 

14. What is a budget which supports the objective of continuous improvement 

called? 

  

A. Activity based budget  

B. Master budget 

C. Programme, planning and budget system  

D. Zero-based budget 

E. Flexible budget.  

 

15. What is a standard that is based on perfect operating condition?  

 

A. Ideal Standard  

B. Basic Standard 

C. Attainable Standard  

D. Projected Standard 

E. Budgeted Standard.  

 

Use the information below to answer question s 16 and 17: 

 

Egbino Limited has a special component for its production process.  Demand for the 

component is 100 units monthly at a cost of N10 each.  Cost per order is N400,  
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while handli ng cost of stock is 10% of the cost of each of the components.  Reorder 

period is 20 to 30 days.  

 

16. What is the Reorder level? 

 

A. 1,500 

B. 1,800 

C. 2,500 

D. 3,000 

E. 3,500 

 

17. What is the Reorder quantity? 

 

A.    250 

B.    650 

C.    980 

D. 1,200 

E. 1,580 

 

18. Which of the Direct Material Usage variances combines materials in standard 

proportion?  

 

A. Yield 

B. Quantity  

C. Direct labour efficiency  

D. Direct labour rate  

E. Mix. 

 

19. What is the later situation during the year which were not foreseen during 

the last budget preparation?  

 

A. Ex-ante 

B. Ex-post 

C. Post-ante 

D. Planning variances  

E. Operational variances. 
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20. Which cost arises from direct consequence of a decision? 

 

A. Direct Labour Cost 

B. Opportunity Cost 

C. Differential Cost 

D. Relevant Cost 

E. Incremental Cost. 
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PART II   SHORT ANSWER QUESTION (20 MARKS) 

 

1. The systematic varying of budget data input to determine the effects of each 

change on the budget is calledééééé 

 

2. The increase in the value of the objective function which will be achieved if 

one more unit of  resources is available is known asééééééé.. 

 

3. The system used in ranking projects when there is insuffic ient funds to invest 

in profitable investment s iséééééééé.. 

 

Use the information below to answer questions 4 and 5:  

 

Kokoro Enterprises wish to buy a new sewing machine which is expected to 

increase productivity.  The initial net cash outlay is N15,600.  The cashflows 

associated with the acquisition of the new sewing machine are as follows:  

 

     Year   Cash Flow from Operation 

                                 N 

          1           6,610 

          2           5,650 

          3           4,690 

                                                          4           4,630 

                                                          5           3,670 

 

Assuming the required rate of return is 10% 

 

4. What is the Net Present Value for this project? 

 

5. What is the Profitability Index?  

 

6. The THREE objectives of transfer pricing are autonomy, performance 

evaluation andéééééé.. 

 

7. The mathematical inequality or equality t hat must be satisfied by the 

variables in a mathematical model is calledééééé.. 

 

8. Sale of technically similar products at prices which are not proportional to 

their marginal cost is calledééééé 
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Use the information below to answer questions 9 and 10:  

 

The labour cost per unit of a product over the previous 100 days is as follows:  

 

   Labour Cost Per Unit   Number of Days 

      N 

5.00     20 

5.50 25 

6.00     35 

   6.50     20 

 

9. What is the probability that the labour cost per unit is N6.00? 

 

10.       What is the probability that the labour cost per unit is less than N5.00? 

 

11.   An analysis where 20% of total quantity of stocks may account for about 

80% of its value is calledééééééé.. 

 

12.  Costs that may be saved by not adopting a new alternative is 

calledééééééé.. 

 

13.   The type of cost that will be changed by a decision is calledééééé. 

 

14.   The formula Y = a + bx representsééééééé 

 

15.   The type of variance that discloses excess direct wages rate is 

ééééééé.. 

 

Use the information below to answer que stions 16 and 17: 

 

You are given the following report:  

 

  Period  Maintenance Cost  Machine Hours 

        N 

   1   3,000    4,000 

   2   4,000    6,000 

   3   3,600    6,000 

   4   4,400    6,800 
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16. What is the variable maintenance cost per hour?  

 

17.        What is the total cost function?  

 

18.         The expression òdo it right in the first instanceó stands forééééé.   

 

19.        Direct labour cost plus manufacturing overhead cost is known asééééé 

 

20.         Cost that varies with Level of Activity is known aséééééé.. 
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SECTION B - ANSWER THE QUESTION ON CASE STUDY AND ANY OTHER 

THREE (60 Marks) 

 

QUESTION 1 -   CASE STUDY 

 

Kokanmi Works Limited fabricates palm -kernel crushing machines.  It plans to 

produce and sell 2,000 units during the coming year with the following projected 

figures: 

 

    N million  

Sales    112.500 

Direct materials         62.00 

Direct labour         12.50 

Direct expenses        17.50 

Indirect expenses       11.25 

 

Another company, which specializ es in the fabrication of one of the components of 

the crushing machine has forwarded a proposal to Kokanmi Works Limited that it 

could supply each unit at a price of N12,500. 

 

Available records reveal that the component in question consumes 20% of material s 

input, 10% of labour and 35% of direct expenses presently. 

 

If the company decides to accept the proposal and thereby reduce its material 

purchases, it would lose the 20% discount it enjoys from its suppliers, an option 

which the Managing Director would not even give a thought .  On the other hand, 

the surplus material can be utilized in producing additional 200 units of the 

machine, which the Marketing Manager is confident of selling even with a 4% 

increase in selling price, provided he is allowed to incu r N500,000 on 

advertisement.  

 

You are required to: 

 

(a)          Present two separate operating statements based on:  

 

 (i)  the current projection; and        (6 Marks) 

  

 (ii)  the revised projections, assuming the proposal is accepted.   (6 Marks) 
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(b) Advise the Managing Director of Kokanmi Works Limited on whether to 

continue to  manufacture the component or purchase it.   (3 Marks) 

           (Total 15 Marks)

  

QUESTION 2 

 

The following data r elates to Owokotan Limitedõs actual Profit and Loss Account for 

the year ended 31 December 2009 as prepared by the Cost Accountant. 

 

            N 

  Direct material price variance    3,240F 

 

  Direct material usage variance    4,800A 

   

  Other materials variances    900A 

 

  Sales price variance     10,800A 

 

  Sales volume variance     3,000A 

 

  Direct labour rate variance    8,400A 

 

  Direct labour idle time variance    12,000A 

 

  Direct labour efficiency variance    1,500F 

 

  Variable production overhead:  

 

  Expenditure variance     600A 

 

  Efficiency variance     300F 

 

  Fixed production overhead:  

 

  Expenditure variance     3,000A 

 

  Efficiency variance     2,100F 

 

  Capacity variance     4,200F 

 

  Budgeted expenditure variance    1,200A 
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The companyõs budgeted profit before deducting sales and administration expenses 

is N42,000 while the budgeted expenses for sales and administration cost is 

N19,200. 

 

You are also informed that the Financial Accountant has presented a statement, 

based on his financial records, showing a loss of N3,360 for the year.  

 

You are required as the Management Accountant, to prepare an operating 

statement reconciling the budgeted profit with the actual result for the period 

ended 31 December 2009.                         (15 Marks) 

 

QUESTION 3 

 

The following information relates to KOROGBE Industries Limited: 

 

(a) Budgeted Profit and Loss Accounts for year 2009. 

 

               Jan             Feb         Mar    Apr          May    June 

                  Nõ000         Nõ000       Nõ000   Nõ000     Nõ000  Nõ000 

Sales                     90   92          88               95   90  94 

Less:  Purchases                   54   56          50        60  52  55 

Gross Profit          36   36          38        35  38  39 

 

Less:  Operating Expenses: 

Selling Expenses         10   12          13        13  16  15 

Distribution  Expenses          6     4            5          7    4         5 

Administration Expenses          3     4            4          2    5    3 

Net Profit           17   16          16        13  13  16 

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

 

(b) Sales for November and December 2008 were N85,000 and N90,000 

 respectively.     

 

(c) 40% of sales would be in cash, 30% each would be paid in 30 and 60 days. 

 

(d) Purchases for November and December 2008 were N48,000 and N50,000 

 respectively. 

 

(e) 75% of purchases would be paid for immediately and the balance after two 

 months. 
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(f)  Selling expenses are to be settled in two equal instalments after 30 and 60 

days.  December 2008 expenses are N15,000. 

 

(g) Distribution expenses for December 2008 are payable one month in arrears 

 while the administration expenses are payable immediately.  

 

(h) Distribution expenses for December 2008 would be N5,000 while selling 

expenses would be N8,000 for November 2008 and N9,000 for December  

2008. 

 

(i)  Balance in the bank on 31 December 2008 is expected to be N36,000 

 overdrawn.  

 

(j)  The company intends to pay for the following:  

  

 (i ) Company tax of N12,000 in February, 2009  

 (ii ) A new generator costing N6,500 in March 2009  

 (iii)  Dividends of N20,000 in April  2009 

 

(k) Some unserviceable parts would be sold in January 2009 for N8,000. 

 

You are required to prepare the Cash Budget for the first six months of 2009 for 

Korogbe Industries Limited.                 (15 Marks) 

 

QUESTION 4 

 

The budget of Sunrem Hospital Limited for the year 2008 is as follows:  

 

No of rooms available per day       200 

No. of days per month         25 

Rate per room per day              N625 

Rate charged for meals per day             N375 

 

Cost composition per month:           Variable          Fixed 

               Nõ000            Nõ000 

Direct materials             750.00 

Direct salaries            500.00 

Guest service overhead           120.00        375.00 

Administrative overhead            187.50        500.00 
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Assuming that the company is operating at full capacity , you are required to 

calculate: 

 

(a)  (i)  The contribution per year in sales value.      (3 Marks) 

      (ii)  The contribution sales ratio.        (3 Marks) 

 

(b) The break-even point in sales value if:   

 

 (i)  Direct materials cost increases by 20% per month.    (3 Marks) 

 (ii)  Fixed cost increases by 10% per day.     (3 Marks)

 (iii)  Rate charged per room increases by N50 per day.   (3 Marks)

           (Total 15 Marks) 

 

QUESTION 5 

 

Using the following probability distribution for t he times between arrivals of luxury 

buses at a parking lot:  

 

    TIME (mins)   PROBABILITY 

      5    0.30 

               10    0.23    

               15    0.20 

               20    0.10 

               25    0.09 

               30    0.05   

     35    0.03 

 

You are required to: 

 

(a) Construct the cumulative probability distribution and determine a random 

 number assignment suitable for simulation.             (3½Marks) 

 

(b) Simulate the arrival of 20 cars and calculate the estimated mean time 

between arriva ls and the standard deviation.           (11½Marks) 

           (Total 15 Marks) 

QUESTION 6 

 

(a) Explain what is meant by òGap Analysisó.           (3 Marks) 

 

(b) Caco, Orange and Kim operate in the same market.  At present, the market 

 share of Caco is 50%; Orange 30% and Kim 20%.  Past experience shows that 

 Caco has a retention capability of 70% of its customers while it gains 15%  
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 and 10% from Orange and Kim respectively.  Also, Orange retains 65% of its 

initial customers, and gains 20% and 22% from Caco and Kim respectively. 

 

Kim retains 68% of its customers and gains 10% and 20% from Caco and 

Orange respectively.  

 

 You are required to determine:  

 

 (i)  The matrix for the initial  market share.               (3 Marks) 

 (ii)  The matrix for the trans iti onal probability.     (3 Marks) 

 (iii)  The market share for the companies for the next one year.  (6 Marks)

           (Total 15 Marks) 
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SOLUTIONS TO SECTION A 

PART I  MULTIPLE- CHOICE QUESTION 

 

1. B 

2. E 

3. D 

4. A 

5. C 

6. B 

7. D 

8. B 

9. D 

10. B 

11. C 

12. B 

13. A 

14. A 

15. A 

16. D 

17. C 

18. E 

19. B 

20. D 
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PART II SHORT ANSWER QUESTIONS 

 

1. Sensitivity Analysis 

2. Shadow Pricing 

3. Profitability Index  

4. N4,042 

5. 0.26 or 1.26 

6. Goal Congruence 

7. Objective Function 

8. Price Discrimination  

9. 0.35 or 35% 

10. 0% 

11. Pareto or ABC Analysis or 80:20 Analysis 

12. Avoidable Cost/Relevant Cost 

13. Incremental Costs/Variable Cost 

14. Total Cost 

15. Adverse Labour Rate Variance 

16. 50k or N0.50 

17. Total Cost Function = Y  =  N1,000 + 50k(x)  

18. Total Quality Management  

19. Conversion Costs 

20 Total Variable Cost or Total Direct Cost 

 

EXAMINERSõ REPORT 

 

The question tests candidatesõ knowledge of various aspects of the syllabus. 

 

Almost all the candidates attempted the questions and performance was very fair.  

 

Candidates are advised to improve on this perform ance. 
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MULTIPLE CHOICE QUESTIONS ð WORKINGS 

(1) Re-order level  =  Maximum Usage  x Maximum Lead Time  

    =  500kg   x  28 days 

    =  22,400kg 

(2) Maximum Stock Level = ROL + EOQ ð (Mimum Usage x Minimum Lead Time) 

    =  22,400kg  +[ 12,000kg ð (400kg x 20)] 

    =  26,400kg.  

 

(10) Efficiency Ratio   =  Standard hours    x  100   = 7,500hrs  x 100  = 120% 

        Actual hour    6,250hrs 

 

(11)   Activity Ratio   =  Standard hours    x  100   

                Budgeted Output    

     =   7,500    x  100% 

      3600 x 10/60 + 8,000 x 15/60 

      

=  7,500  x 100% 

      2,600 

 

     =  288% 

       

(16) Re-order Level  =  Maximum Usage x  Maximum Re- order Period 

    =  100 units x 30 days 

    =  3,000 units  

 

(17) EOQ   =  2 x 1,200 x 400   

     N1 

 

   =  980 Units 
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SHORT ANSWER QUESTIONS - WORKINGS 

 

4. Yr Cash Flow    DCF   PV 

     N        N 

0 15,600  1.0000       (15.600) 

 1 6,610   0.9091  6,009 

 2 5,650   0.8264  4,669 

 3 4,690   0.7513  3,524 

 4 4,630   0.6830  3,162 

 5 3,670   0.6209  2,278 

     NPV   4,042 

 

5. Profitabil ity Index   =            NPV 

           Initial Investment  

      

=     4,042 

           15,600 

      

=  0.26 

 OR 

  

Profitability Index   =  Total Cash Inflow 

      Initial Investment  

 

     =  19,642 

      15,600 

     

     =  1.26 

.     

16.    Machine Hours Cost 

 High Level  6,800   4,400 

 Low Level  4,000   3,000 

    2,800   1,400 

 

 1,400 

Variable Cost Per Hour  =        =  N0.50 

2,800 

 

17. 6,800 Hrs TC      =   N4,400 

 TVC  (6,800 x 50k)  =     3,400   

 Fixed Cost           1,000   

 

 Cost function   =  Y =  N1,000 + N0.50(x) 
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EXAMINERSõ REPORT 

 

The questions had a wide coverage of the syllabus. 

 

Many candidates attempted the questions and performance was below average.  

 

Candidatesõ commonest pitfall was their inability to identify Management 

Accounting terminolog ies and effect simple computations required.  

 

Candidates are advised to improve on this performance.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

 PATHFINDER   

  

 PROFESSIONAL EXAMINATION I  -  MAY 2010 
77 

 

 

 

 

SOLUTIONS TO SECTION B 

QUESTION 1 

KOKANMI WORKS LIMITED  

OPERATING STATEMENTS 

 

A CURRENT STATEMENTS 

         NõM  NõM 

 Sales (2000 units @ N56,250      112.50 

Less: 

Direct materials (2,000 x N31,000)   62.00 

Direct labour   (2,000 x N6,250)    12.50 

Direct expense (2,000 x N8,750)    17.50    92.00 

Contribution            20,50 

Less: Fixed costs          11.25 

Net profit              9.25 

 

B. REVISED PROJECTIONS  

                        N,M  N,M 

 Sales (2,200 units @ N 58,500)                  128.70 

 Less:      

 Direct Materials  2,200 x (N12,500 + 80% of N31,000)      82.060 

Direct Labour:    2,200 x (90% of N6,250)          13.375 

Direct Expenses: 2,200 x (65% of N8,750)          12.5125  106.9475 

Contribution             21.7525 

Less: Fixed Costs (N11,250,000 + 500,000) (Advert)                11.7500 

Net profit              10.0025 

 

CONCLUSION  

The Managing Director of Kokanmi Works Ltd. is advised to sub contract the 

component out as this will increase the net profit by N 752,000 i.e. N 10.0025m less 

N 9.25m. 
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EXAMINERSõ REPORT 

 

The question tests the marginal costing technique of decision making under òMake 

or Buyó aspect of the syllabus. 

 

Candidates were expected to determine net profit on current operation, on revised 

projections and give advise on the option to embark upon.  

 

Many candidates attempted the question but performance was below average.  

 

Most candidates did not clearly understand the question and could not make the 

required computations especially in the revised projections.  Many were unable to 

determine the unit cost of materials, labour and expenses.  

 

Candidates are advised to practice related topics  to improve performance in future 

examinations. 

 

QUESTION 2 

OWOKOTAN LIMITED 

OPERATING STATEMENT FOR THE YEAR 2009 

         N             N  

Budgeted Profit before Selling  & Admin. Costs      42,000 

 

Sales Variance:        

Sales Price           10,800(A) 

 Sales Volume             3,000(A)   13,800A  

            28,200 

Cost Variance          F      A 

Direct Materials:           

 Price variance     3,240      

 Usage variance         4,800 

 Other materials            900 

         

Direct Labour:  

 Rate variance         8,400 

 Idle Time        12,000 

 Efficiency             1,500 
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Variable Production Overhead:  

 Expenditure variance          600 

 Efficiency        300 

 

Fixed Production Overheads:  

 Expenditure variance        3,000 

 Efficiency      2,100 

 Capacity               4,200 

              11,340     29,700  18,360A 

 

Actual profit before sales and Admin Cost        9,840  

         

Budgeted sales and Admin. Costs     18,000A 

Expenditure variance         1,200A  19,200A 

 

Sales and Administrative Expenditu re Variance               (6,000) 

Actual lost for 1991                  N  3,360 

                

 

EXAMINERSõ REPORT 

  

The question tests candidatesõ knowledge on the preparation of an Operating 

Statement reconciling the companyõs budgeted profit with the actual result.  It also 

request candidates to harmonise the Cost Accountants result with that of the 

Financial Accountant using highlighted variances.  

 

Candidates were expected to demonstrate their ability in properly presenting the 

statement and separate favourable and adverse variances. 

 

Many candidates attempted the question but performance was poor. They failed to 

understand the format for presenting the required statement and lumped adverse 

and favourable variances together without properly indicating su ch.  Many could 

not recognize that a favourable Direct Labour Efficiency Variance would invariably 

result in a favourable production overhead efficiency variance.  Poor presentation 

format were shown by a number of candidates.  

 

Candidates are advised to master this aspect of Standard Costing as its sound 

knowledge is an imperative for success in Management Accounting examinations.  



 
 

 PATHFINDER   

  

 PROFESSIONAL EXAMINATION I  -  MAY 2010 
80 

 

 

QUESTION 3 

GLOSOFT INDUSTRIES LIMITED 

CASH BUDGET FOR JANUARY-JUNE 2009 

 

 Jan.  Feb.  March  April   May  June 

Receipt N  N  N  N  N  N 

Sales 88,500  90,800  89,800  92,000  90,900  93,100 

Asset Disposal 8,000  -  -  -  -  - 

TOTAL  RECEIPTS     96,500  90,800  89,800  92,000  90,900  93,100 

            

Payments            

Purchases 52,500  54,500  51,000  59,000  51,500  56,250 

Selling Expenses  8,500  9,500  11,000  12,500  13,000  14,500 

Distribution Expense 5,000    6,000    4,000    5,000    7,000    4,000 

Admin. Expenses    3,000    4,000    4,000    2,000    5,000    3,000 

Corporation Tax      -  12,000      -      -      -      - 

Generator     6,500         

Dividends      -       -       20,000        

TOTAL  PAYMENTS  69,000  86,000  76,500  98,500  76,500  77,750 

Net Receipts  27,500    4,800  13,300  (6,500)  14,400  15,350 

Opening Balance  (36,000)  (8,500)  (3,700)  9,600    3,100  17,500 

Closing Balance  (8,500)  (3,700)  9,600    3,100  17,500  32,850 
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EXAMINERSõ REPORT 

 

The question tests candidatesõ knowledge of the presentation of Cash Budget. 

 

Candidates were expected to determine Cash Inflows and Outflows and correctly  

adjust for proper timing of such flows.  Many candidates attempted the question and  

performance was above average. 

 

Some candidates did their workings in the main body of the cash budget instead of  

showing them as workings.  Presentation format by some was also faulty and some  

treated Net Inflows as Gross Profit.  A few candidates prepared Profit Statement  

instead of the Cash Budget required and many could not determine the correct sales and  

purchases figures. 

 

Candidates are advised to improve their knowledge on Cash Budget and presentations.  

 

WORKINGS Nov.  

1998 

Dec 

1998 

Jan. 

1999 

Feb. 

1999 

March 

1999 

April  

1999 

May 

1999 

June  

1999 

Sales 

Actual  

40% 

30% 

30% 

TOTAL 

 

85,000 

34,000 

- 

_______ 

   34,000 

 

90,000 

36,000 

25,500 

______ 

61,500 

 

90,000 

36,000 

27,000 

25,500 

88,500 

 

92,000 

36,800 

27,000 

27,000 

90,800 

 

88,000 

35,200 

27,600 

27,000 

89,800 

 

95,000 

38,000 

26,400 

27,600 

92,000 

 

90,000 

36,000 

28,500 

26,400 

90,900 

 

94,000 

37,600 

27,000 

28,500 

93,100 

 

 Nov. 

1998 

Dec 

1998 

Jan. 

1999 

Feb. 

1999 

March 

1999 

April  

1999 

May 

1999 

June 

1999 

Purchase  

Actual  

75% 

25% 

TOTAL 

 

48,000 

36,000 

_____ 

36,000 

 

50,000 

37,500 

______ 

37,500 

 

54,000 

40,500 

12,000 

52,500 

 

56,000 

42,000 

12,500 

54,500 

 

50,000 

37,500 

13,500 

51,000 

 

60,000 

45,000 

14,000 

59,000 

 

52,000 

39,000 

12,500 

51,500 

 

55,000 

41,250 

15,000 

56,250 

 

 

Selling Expenses 

Nov. 

1998 

Dec 

1998 

Jan. 

1999 

Feb. 

1999 

March 

1999 

April  

1999 

May 

1999 

June  

1999 

Actual  

50% after 30 days 

50% after 60 days 

TOTAL                                              

8,000 

- 

- 

9,000 

4,000 

- 

4,000 

10,000 

4,500 

4,000 

8,500 

12,000 

5,000 

  4,500 

9,500 

13,000 

6,000 

5,000 

11,000 

13,000 

6,500 

6,000 

12,500 

16,000 

6,500 

6,500 

13,000 

15,000 

8,000 

6,500 

14,500 
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QUESTION 4  

 

SUNREM HOSPITALITY LTD.  

 

a) Contribution for the Year  

 

          Nõ000 

Sales per month ð Rooms (N 625 x 25 x 2,000)    3,125.00 

       -  Meals   (N 375 x 25 x 2,000)    1,875.00 

          5,000.00 

Variable cost per month     Nõ000 

Direct Materials         750.00 

Direct Salaries         500.00 

Guest Services Overhead        120.00 

Administrative Cost         187.50  1,557.50 

Contribution per month        3,442.50 

        

(i)  Contribution per annum  N1,557.50  x  12          41,310.00 

  

(ii)  Contribution sales ratio  =  3,442.5 x 100    

5,000   =  68.85% 

 

(b i)  BEP if Direct Materials cost increases by 20% per month   N ô000 

 Contribution before increase       3,442.50 

 Less: Increase (20% x N 750,000)         150.00 

           3,292.50 

 C/S Ratio  =  3,292,500 x 100 

      5,000,000    =  65.85% 

  

Break even point in sales value =  Fixed Cost  

       C/S Ratio 

       

=  N 375,000 + N 500,000 

                     0.6585 

   

      =  N 1,328,777.52 
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(ii)  If Fixed Cost increased by 10%  

 Original Fixed Cost (N 375,000 + N 500,000) =  N 875,000 

Increase to 110%      N 962,500   

       

 BEP in sales value             =   N 962,500  

           68.85% 

        =  N 1,397,966.59 

  

(iii)  Rate charged per room increased by N 50 per day 

       Nõ000 

Contribution before increase/month  3,442.50 

Increase in fees (N 50 x 25 x 200)     250.00 

       3,692.50 

 

New Contribution /Sales ratio  =       3,692.50  x  100 

         5,250.00   = 70.33% 

 

Break even point in sales value  

  Fixed cost   =  N 87,500 =  N 1,244,075.84 

    C/s ratio                   70.33% 

. 

EXAMINERSõ REPORT 

The question tests candidatesõ knowledge of Break-even analysis and the 

computation and use of Cost-Volume Profit Analysis in planning.  Candidates were 

expected to identify and determine sales components, derive the variable costs and 

determine the Break -even point.  

 

Many candidates attempted the question but performance was below average.  

 

Many candidates did not clearly understand the question.  The key components of 

the variables used in the computation were not properly identified and wrong 

formulae were applied by some . 

 

Candidates are advised to study and understand  the Break-even analysis as a 

decision-making tool and practice with related examples  especially from the study 

pack. 




