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FOREWORD

This issue of the PATHFINDER is published principally, in response to a growing demand for an aid to:

(i)
Candidates preparing to write future examinations of the Institute of Chartered Accountants of Nigeria (ICAN);
(ii)
Unsuccessful candidates in the identification of those areas in which they lost marks and need to improve their knowledge and presentation;
(iii)
Lecturers and students interested in acquisition of knowledge in the relevant subjects contained herein; and

(iv)
The profession; in improving pre-examinations and screening processes, and thus the professional performance of candidates.

The answers provided in this publication do not exhaust all possible alternative approaches to solving these questions.  Efforts had been made to use the methods, which will save much of the scarce examination time.  Also, in order to facilitate teaching, questions may be altered slightly so that some principles or application of them may be more clearly demonstrated.

It is hoped that the suggested answers will prove to be of tremendous assistance to students and those who assist them in their preparations for the Institute’s Examinations.
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EXAMINATION NO...................................

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA
PROFESSIONAL EXAMINATION I – MAY 2011

FINANCIAL ACCOUNTING

Time allowed – 3 hours

SECTION A:  Attempt All Questions

PART I:   MULTIPLE-CHOICE QUESTIONS 


        
      (20 Marks)

1. The following are principal qualitative characteristics of financial statements EXCEPT
A. understandable. 

B. relevance.

C. reliability.

D. comparability.

E. realisability. 
2.  
The principle that discourages accountants from recognizing profit of an enterprise if there is no reasonable certainty that it is realisable is known as

A. conservatism.
B. reliability.

C. prudence.

D. Materiality.

E. entity. 
3.   
In Value Added Statement, the value-added is distributed among the following EXCEPT 

A. employees.
B. government.

C. managers.

D. credit providers.

E. business Expansion.

4.
Which of the following is NOT a source of revenue to a bank?
A. Syndication fee 

B. Arrangement fee

C. Sale of commercial papers

D. Lease rentals

E. Balancing fee.

5.
Where capital employed is defined as equity, the numerator for calculating ROCE will be 

A. profit before loan interest and bank overdraft interest. 

B. profit after tax and after preference dividend.

C. profit before loan interest.

D. profit after tax and before preference dividend.

E. shareholders’ funds.

Use the following information to answer questions 6 and 7

Wazobia Ltd 
Statement of Affairs 

	
	N‘000
	
	N‘000

	Preference shares of N1 each (fully paid)
	3,000
	Bank Balance
	3,750

	Ordinary shares of N1 each (50k paid)
	1,800
	Deficiency
	5,550

	Creditors
	4,500
	
	      _____

	
	9,300
	
	9,300


6. 
Determine the amount to be refunded to the fully paid preference shareholders.

A.  N   480,000 

B.  N1,200,000

C.  N1,800,000

D.  N2,520,000

E.  N   620,000

7.
Calculate the amount to be called on the partly paid ordinary shares.

A. N3,024,000 

B. N1,512,000

C. N   612,000

D. N1,224,000

E. N2,081,250

8.
In shipping organisations, the expenses of loading and off loading cargoes in a vessel is termed 

A. wharfage. 

B. stevedore.

C. captain’s disbursement.

D. address Commission.

E. brokerage 

9. 
Which of the following is NOT a major classification for costs in oil and gas upstream operations?

A. Exploration and drilling costs 

B. Production Costs

C. Development Costs

D. General Costs

E. Repairs and maintenance costs 

10.   In which of the following accounts are transactions between independent branches and the head office recorded? 
     
A.
Branch stock account 

B.
Branch adjustment account
C.
Current account

D.
Goods sent to branch account

E.
Branch debtors/creditors account
11.
A company has 30% equity interest in a jointly controlled entity and lents the venture N50 million.  How much would be shown for the loan in the balance sheet of the venture?
A. N85m

B. N65m
C. N50m

D. N35m

E. N15m
12.  
Financing cash outflows include all the following EXCEPT 
 A.   
redemption of shares and debenture.  

         B.    
dividends paid to non-controlling interests.
         C.    
payment of outstanding liability on a finance lease.

         D.   
payment of company income tax.
         E.    
payment of dividends to shareholders of the parent company.
13. 
The following are the uses of electronic spreadsheet EXCEPT
          A.  
payroll preparation. 

          B.  
data capture and analysis.

          C.   
hard disc analysis. 

          D.  
credit analysis. 

          E.  
preparation of trial balance.
14.
Who among the following CANNOT present a winding-up petition?

A. Contributory

B. Company

C. Creditor

D. Corporate Affairs Commission

E. Receiver Manager
15.
Where dividend is paid out of the pre-acquisition profit of a subsidiary, the parent’s share of the dividend is 

          A.   
added to the cost of investment.
          B.   
deducted from the cost of investment.
          C.   
deducted from the net assets acquired.
          D.  
deducted from the consolidated profit and loss account.
          E.  
added to the subsidiary’s post-acquisition profit.

16.
In an underwriting arrangement, commission is paid to the underwriter based on the 

A.  
total nominal value of the shares not subscribed by the public and taken up by him.

B.  
number of shares which he undertakes to underwrite.

C.  
market value of the shares issued to the public by the company.

D.  
fixed amount negotiated and agreed between the company and the underwriter.

E.
firm application by the underwriter.
17.
A company is said to be highly geared when the company has 

A. more of equity capital in relation to fixed interest capital.

B. more of fixed interest capital in relation to equity capital.

C. no fixed interest capital.

D. more of current assets in relation to current liabilities.

E. more of current liabilities in relation to current assets.

18.
In a computerized payroll system, the master file will hold two types of data in respect of each employee: transaction data and standing data.  Which of the following are found in the transaction data?
i. Rates of pay

ii. Pension contributions

iii. Details of deductions

iv. Gross pay to date

          A.  
(i) and (ii)
          B.  
(i) and (iii)  

          C.  
(ii) and (iii) 

          D.  
(ii) and (iv) 

          E.  
(iii) and (iv)
19.
An impairment loss that relates to an asset that has been revalued should be recognised in


A.  
income statement for the year of the loss.
          B.  
opening retained profits.

          C.  
deferred income. 

          D.  
share premium. 

          E.  
revaluation reserve that relates to the revalued asset. 

20.
The current assets of a company consist of cash N5.1 million, inventory N10.9 million and trade receivable N10.9 million.  The acid test ratio of the company is 1.25:1. Calculate the current liabilities.

          A.  
N15m

          B.  
N12m

          C.  
N20m 

          D.  
N12.8m 

          E.  
N16.8m 
PART II    SHORT ANSWER QUESTIONS 



      (20 Marks)

1. The Statement of Accounting Standard (SAS No.18) i.e. a statement of cashflow defines cashflow as inflows and outflows of

i. ……………………………        and          ii.  ……………………………

2.
In joint production of oil and gas, the standard assumption in calculating equivalent unit is that one barrel of oil contains …………….……. times as much energy as gas.

3.
In the framework for the preparation and presentation of financial statements issued by IASB, the financial effects of transactions and events are grouped into broad classes which comprise the elements of financial statements.  State TWO out of the five elements recognized by the framework.

4.
List TWO matters that need NOT be included in the financial statements of a private limited liability company in accordance with Section 334 of Companies and Allied Matters Act (CAMA), Cap C20 LFN 2004.

5.
State the formular for fixed assets turnover.

6.
Ordinary shareholders’ fund is also known as ……………………………..

7.
The rate applied for computing the reserve for unexpired risks of all classes of general business insurance is ……………….. percentage of ……………………

8.
In an audit committee of a public company, the ratio of membership of directors to that of other shareholders is ………………………………

9.
Shola Plc acquired 80% and 70% interests in Gbenga Plc and Aminu Plc respectively.  Aminu Plc also acquired 60% interest in Bako Plc.  In relation to Shola Plc group, Bako Plc is a …………………………

10.
State how subsidiaries with dissimilar activities are accounted for in the consolidated account under Statement of Accounting Standard 26.

11.
Once recognized, intangible assets can be carried at cost less ……………………..

12.
If the impairment of the value of goodwill is seen to have reversed, then the company may ……………………….. the impairment change.

13.
The winding-up of a company is called ………………………………

14.
The following are some assets of a bank: 

i. Bill discounted;

ii. Loans and advances;

iii. Investments; and

iv. Cash and short-term funds.

Arrange them in the order in which they would be presented in the Balance Sheet (statement of financial position) of the bank.  List only in Roman numerals.

15.
State the TWO ratios that are required to be disclosed in financial statements.

16.
An accounting practice in oil and gas through which a new lease is obtained before the old lease expires is called ………………………………

17.
A person who died but had expressed his/her wish before death as to how his/her estates will be distributed is said to have died ……………………………

18.
The contemplated period of disorganisation for which the insurance is affected is known as the ………………………………

19.
What information must be supplied before a banker can effect e-payment of N10m and above in Nigeria?

20.
John Mallan wants to invest N5m at the end of each year at 10% for the next five years.  Interests are reinvested.  What is the accumulated value at the end of the fifth year?

SECTION B:   ANSWER QUESTION 1 AND ANY OTHER THREE (60 MARKS)

QUESTION 1     CASE STUDY 
CAT AND MOUSE PLC

Cat and Mouse Plc has been one of the valuable customers of your bank for 15 years.  The company’s directors are planning to expand the business to other market areas and into new areas of business, so as to maximize the shareholders’ wealth.  The directors of the company have put up a proposal to increase the company’s overdraft facility to N750 million (seven hundred and fifty million naira).

This proposal has been declined so many times with series of reasons ranging from

i.
Volatile risks exposure of the bank

ii.
Poor planning on the part of the company for the proposed expansion

iii.
Inconsistency in the cash flow pattern of the company

This morning, the Branch Manager of your bank sent you the correspondence file of Cat and Mouse Plc along with the company’s current proposal since you are the Accounts Officer in charge of the company’s account.

The summary of the contents of the correspondence file/the proposal are as follows:

(a) The present overdraft facility being enjoyed by the company was granted two years ago with a limit of three hundred and fifty million naira (N350 million).

(b) The company’s current account maintained with the bank has remained stagnant for the past two years.
(c) The bank’s security on the company’s overdraft facility was the guarantee from one of the major shareholders (Alhaji Barawo Mainu-Daya) who was recently declared bankrupt.
(d) The 10% debenture in the financial statements of the company was secured on the company assets with fixed and floating charges.

(e) The report made available in a current newspaper is that the company’s major supplier of raw materials has been listed among the bank’s debtor list submitted to the EFCC investigating team.

(f) The company’s Auditors were recently disengaged by the directors because the auditors refused to assist the directors to window dress the current year annual accounts.  The company’s accounts were last audited in year 2009.

(g) The accounts submitted for 2010 were audited on part-time basis by a licensed auditor who has used another Audit firm’s stamp and seal on the account submitted to the bank.

(h) The proposed expansion of the company is in to marketing of telecommunication equipment which was not included in the object clause of the Memorandum and Articles of Association of the company.

The summarized balance sheets and profit & loss accounts of Cat and Mouse Plc for the two years ended 31 December 2010 and 2009 are as follows:
Balance Sheet as at 31 December 

  2010

  2009









  N‘000
   N‘000

Fixed assets (Net)




   8,100
  34,705


Current assets







Stock






301,200
130,490


Debtors





525,473
125,130


Bank






      -

  19,060









834,783
309,385


Current liabilities





Creditors





164,950
107,213


Taxation 





  10,385
    8,047


Dividends





  12,500
    5,625


Bank






379,698
     -









567,533
120,885

Total Net Assets




267,250
188,500


FINANCED BY:




Ordinary share N1 each



 31,250
 31,250


Revenue Reserve




 77,185
 74,468


Deferred Taxation




 33,815
 20,282







         142,250         126,000
         10% Debenture

         (2011 – 2013)





125,000
  62,500






267,250         188,500

Profit and loss accounts for the year ended 31 December









 2010

    2009









 N‘000

    N‘000
         Turnover 




     3,364,720
        2,795,355

         Profit before interest and taxation

        117,063
           104,410

         Interest Payable



         12,500             62,500

         Taxation




         26,265             21,868

         Dividends 




         18,750               8,750

The shares of the company were recently quoted at N6 cum div on the stock 

exchange. 
Required:
(a)
Evaluate the customer’s proposal using profitability and liquidity ratios
 






        (8 marks)
(b) State TEN factors that are against the proposal of Cat and Mouse Plc.   


       






              (5 marks)
(c) State FOUR ethical issues involved in this case.
                          (2 marks)









(Total 15 marks)
QUESTION 2

The summarized Profit and Loss account of ODEJAY Plc and its subsidiary COMFORT Ltd for the year ended 31 March 2011 are as stated below:

	
	ODEJAY PLC
	COMFORT LTD

	
	    N‘000           
	    N‘000           

	Turnover
	968,500
	524,600

	Cost of Sales

	(486,000)
	(253,400)

	Trading Profit
	482,500
	271,200

	Debenture interest received
	26,000
	     -

	Extra ordinary income
	  42,600
	18,000

	Dividend received from COMFORT Ltd

	  18,000  
	     

	
	569,100
	289,200

	Directors’ Remuneration

	  (56,000)
	15,600)

	Audit fees

	  (28,000)
	  (10,000)

	Depreciation

	(52,600)
	(16,800)

	Sundry Administrative Expenses
	(124,420)
	(49,680)

	Profit before tax

	308,080
	197,120

	Taxation
	  (90,400)
	(58,700)


	Appropriations:

	
	

	General Reserve
	  (40,000)
	(12,000)

	Profit after tax
	(65,000)
	          (30,000)

	Retained profit for the year
	112,680
	 96,420

	Retained profit b/f


	           596,440

	305,180 

	Retained profit c/f
	709,120
	401,600

	
	
	


Additional information (All figures are in N‘000)

1. ODEJAY Plc acquired its 70% interest in COMFORT Ltd on 1 July 2010.

2. During the year ended 31 March 2011, ODEJAY Plc invoiced goods worth N200,000 to COMFORT Ltd.  The goods were invoiced at cost plus 25%.  A quarter of the goods had been sold by year end.

3.      The extra ordinary income earned by COMFORT Ltd is in respect of a   
transaction carried out in December 2010.  
4. ODEJAY Plc has accounted for the interim dividend received from


COMFORT Ltd.   
Required:

Prepare the Consolidated Profit and Loss Account of ODEJAY Plc for the year ended 31 March 2011 using the part year method.

     

         (15 marks)
QUESTION 3
  Bude-Wale Nigeria Ltd got into financial difficulties and on 30 September 2009, the directors passed a resolution that the company be wound-up voluntarily.  The trial balance of the company as on that date is presented below:

BUDE-WALE NIGERIA LTD

TRIAL BALANCE AS AT 30 SEPTEMBER 2009

	
	DR
	         CR

	
	                  N‘000
	          N‘000

	Plant and Machinery
	200,600
	       -

	Freehold Building
	305,000
	       -

	Motor Vehicle
	  96,300
	        -

	Stocks
	  149,280
	        -

	Debtors
	106,700
	       -

	Creditors
	              - 
	168,800

	Call in Arrears/advance 
	2,500
	    6,000

	Cash in hand
	14,650
	

	10% Debenture
	              - 
	100,000

	Debenture interest (30 September 2009)
	              - 
	    5,000

	Trading Loss for the year
	22,520
	       -

	Bills Payable
	              - 
	  36,000

	Bank Overdraft
	              - 
	120,800

	Retained Profit
	              - 
	  62,550

	Taxation (2007 N56,400: 2008 N42,000)
	              - 
	  98,400

	Ordinary Shares of N1 each
	              - 
	200,000

	5% Preference shares of N1 each
	                  
	100,000

	
	897,550
	897,550


Additional Information: (N‘000)

a.
The assets are estimated to produce as follows:          

Plant and Machinery




124,600

Freehold Building





378,900

Motor Vehicle





  62,400

Stocks







  89,700

Call in Arrears





    1,280


Debtors
- Good  




  48,600




  Doubtful




  44,400



  Bad




  
  13,700

The doubtful debtors will produce 25 kobo in the naira

b.
Creditors consist of:





    


Local Rates (16 months)




   9,600

PAYE tax deduction (January – Sept. 2009)

 26,800


NPF contributions





 10,000


Loan for settlement of staff salaries


 50,400


Sundry trade creditors




 72,000








         168,800
Sundry trade creditors are to be settled at an interest of 10 kobo per naira in the event of liquidation

c.
The 10% debenture is secured on the freehold building while the bank overdrafts have a floating charge on the assets.

d.
The cost and expenses of liquidation are legal cost - N22,400 and liquidation fees N10,000 plus 5% of the amount distributed to ordinary shareholders.

e.
The preference shareholders are to be settled at a premium of 8 kobo per share before the ordinary shareholders.

f.
There is contingent liability of N5,600 on bills discounted which is expected to rank at N4,200.

Required:

Prepare the Statement of Affairs as at 30 September 2009 and the Deficiency Account.










         (15 marks)
QUESTION 4
The following information shows the extract of two growing companies, both operating in the same industry:  

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







   ABC Ltd


XYZ Ltd

	
	N’000
	N’000
	N’000
	N’000

	Turnover (Cash 40%)
	
	20,000
	
	160,000

	Opening Stocks
	5,000
	
	 24,000
	

	Purchases (cash 40%)
	12,000
	
	 90,000
	

	Closing Stocks
	  (4,000)
	
	(20,000)
	

	Cost of Goods Sold
	
	13,000
	
	94,000

	Gross Profit
	
	7,000
	
	66,000

	Operating Costs
	
	     (3,000)
	
	(42,000)

	Operating Profits
	
	4,000
	
	24,000

	Interest paid 
	
	   (300)
	
	 (4,000)

	
	
	3,700
	
	20,000

	Taxation
	
	(1,400)
	
	  (7,000)

	Profit after taxation
	
	2,300
	
	13,000

	Dividends
	
	 (700)
	
	  4,000

	
	
	       1,600
	
	9,000

	Balance Sheet as at 31/10/2009
	
	
	
	

	Tangible Fixed Assets (Cost)
	
	9,000
	
	108,000

	Depreciation Provisions
	
	(4,000)
	
	  (58,000)

	Net Book Values
	
	5,000
	
	50,000

	Current Assets:
	
	
	
	

	Stocks
	 4,000
	
	20,000
	

	Trade Debtors
	    3,200
	
	23,800
	

	Cash
	       800
	
	     200
	

	
	8,000
	
	44,000
	

	Less Current Liabilities:
	
	
	
	

	Trade Creditors



Other Creditors
	    2,600
                                                                                                                                                                                                                                                                   

     400         
	
	   14,000 

     8,000                                           
	

	
	     3,000
	
	  22,000
	

	Net Current Assets
	
	      5,000
	
	 22,000

	
	
	   10,000
	
	72,000

	Long terms liabilities
	
	
	
	

	FINANCED BY:

Debenture   
	
	 (4,000)
	
	(24,000)

	Equity (Share Capital and Reserve)
	
	     6,000
	
	 48,000


(a)
The Chief Accounting Officer of XYZ Ltd wants to know the performance and financial strength of its competitors in the market.  

You are required to calculate the following ratios:

· Returns on Capital Employed (ROCE)

· Net operating capital turnover

· Stock turnover

· Trade debtor collection period

· Trade creditor payment period

· Current ratio

· Acid test ratio

· Capital gearing






          (12 marks)
(b)
Highlight SIX limitations of Accounting Ratios.


    
 (3 marks)









(Total 15 marks)
QUESTION 5
Wharf Shipping Company Nigeria Limited owns one tram-steamer which was chartered on 30 April 2008 under the following conditions. 

i.
Apapa to Warri with general cargo at N60 per tonne for 3,000 tonnes.  The charter stipulates for an address commission to the charterers of 0.5% on the freight payable on signing the bill of lading together with a brokerage of 0.8% to the charterer’s agents of which one-fifth is repayable to the vessel.

ii.
Calabar to Lagos with roofing sheet at N100 per tonne for 2,000 tonnes address commission of 1% on freight is payable to the charterer and a brokerage of 2%  payable to the charterer’s agent on signing the charter.


	
	N

	Managing owner’s remuneration (4.5% of gross freight)
	

	Store expenses account
	8,000

	Port charges at Apapa
	20,500

	Habour wages at Apapa
	19,000

	Discharging expenses at Warri
	12,000

	Agent’s disbursement at Warri
	6,000

	Captain’s expenses at Warri 
	22,500

	Stevedores expenses at Calabar
	16,000

	Repairs on voyage
	3,500

	Annual Insurance Premium
	6,000

	Captain’s expenses at Calabar
	14,000

	Port charges and discharges in Calabar
	7,300

	Captain’s portage bill
	8,200

	Annual provision for repairs and replacement required
	90,000


 The following information was extracted from the books:

Required:

(a)
Prepare the voyage account for the six months ended 31 October 2008. 

          (10 Marks)

(b)
Differentiate between contingent liabilities and contingent assets and state ONE example of each.         




          (5 Marks)
(Total 15 marks)
QUESTION 6
Okorocha Ltd supplied the following information for the year ended 31 March 2009:

CASH ACCOUNT

	
	N’000
	
	N’000

	Balance b/f
	5,000
	Cash paid to suppliers
	4,320

	Sales
	3,500
	Tax paid
	100

	Debtors
	5,750
	Salaries and wages
	1,350

	Issue of shares
	1,200
	Finance Lease
	700

	Vehicles
	970
	Interim dividend
	50

	
	
	Other cash expenses
	600

	
	                    -
                    
	Final dividend

Balance c/f
	100

9,200

	
	16,420
	
	16,420

	Fixed Assets Schedule
	Furniture and Fittings
	
	Motor Vehicle

	
	                   N
	
	           N

	Accumulated depreciation 1/4/2008
	         3,500,000
	
	   6,000,000

	Charges for the year
	             650,000
	
	      1,500,000

	Disposals
	            -
	
	   (4,500,000)

	
	                                                                          4,150,000
	
	 3,000,000

	Cost at 1/4/2008
	        10,000,000
	
	  15,000,000

	Acquisition
	          4,730,000
	
	
            -
          

	Disposal
	-
	
	      (5,000,00)

	
	        14,730,000
	
	10,000,000


Additional information:

(a) During the year ended 31 March 2009, retained profit after tax was N902,000.

(b)

 

	
	Debtors

    N
	Creditors

    N
	Stock

     N
	Wages 

    N

	1 April 2008
	300,000
	500,000
	1,500,000
	75,000

	31 March 2009
	450,000
	475.000
	1,700,000
	95,000


(c)
The tax charge accrued for the year was N400,000 and as at 1 April 2008 the unpaid tax balance was N100,000.

(d)
600,000 ordinary shares of N1 each were issued for N2 on 1 June 2008.

(e)
The finance lease was incurred in the first year and the lease was paid again in the next accounting year-end on 31 March 2010.  Interest of N403,000 was included in the payment for the year ended 31 March 2010 and this was accrued in the financial statements.

(f)
Other expenses include:


Insurance which is usually paid in advance, six months, to 30 September.  In the year ended 31 March 2008, insurance paid was N300,000.  The amount paid during the year ended 31 March 2009, was N400,000.

Required:

Prepare Cash Flow Statement of Okorocha Ltd, reconciling Operating Profit to Net Cash inflow using the direct method as prescribed by SAS 18.











          (15 Marks)
SOLUTIONS TO SECTION A

PART I   - MULTIPLE-CHOICE QUESTIONS

1. E

2. C

3. C

4. E

5. B

6. A

7. D

8. B 

9. E

10. C

11. D

12. D

13. C

14. E

15. B

16. B

17. B

18. E

19. E
20. D

TUTORIALS

6.     Deficiency per share = N5,550 X 100 = N0.84k: Refund (N1- N0.84) x 3,000,000


                                    N6,600

        shares  = N480,000
7.
Call = 84k – 50k x 3,600,000 shares = N1,224,000

11.
N50m – (30% x N50m) = N35m

20.
N5.1m +N10.9m ÷ 1.25 = N12.8m

EXAMINERS’ REPORT

The questions test all aspects of the syllabus and performance was above average.  The commonest pitfall was the inability of the candidates to correctly answer the computational questions.

Candidates are advised to pay attention to accounting computations which are usually meant to test basic accounting principles.

PART II – SHORT-ANSWER QUESTIONS

1. Cash and cash equivalents

2. Six (6)

3. Five elements are:

i.
Assets


iv.
Income


ii.
Liability

v.
Expenses

iii.
Equity


4. i.
Statement of accounting policies

ii.
Cash flow statement

iv.
Value added statement

v.
Five year financial summary

5. Fixed assets turnover
=
     Sales





Fixed Asset

6. Equity

7. 45% of Net Premium

8. 1:1
9. Sub-subsidiary or Indirect subsidiary

10. Be consolidated and disclosed in the notes to the financial statement
11. Accumulated amortisation and impairment loss

12. Not reverse

13. Liquidation

14. (iv), (i), (iii) and (ii) 

15. Dividend per share and earnings per share  (DPS and EPS)

16. Top leasing

17. Testate

18. Period of Indemnity

19. Sort code

20.  N30,525,500

TUTORIALS
20. 
Value   = A
[image: image2.png](rin-1





N5m 
[image: image4.png](1-10%)5-1
1o




=
N30,525,500
 

EXAMINERS’ REPORT

The questions test all aspects of the syllabus and performance was good.

Candidates are advised to keep it up.
QUESTION 1 – CASE STUDY
 (ai)  
EVALUATION OF COMPANY’S PROPOSAL 

	Profitability Ratios
	
	    2010
	  2009

	Net profit margin
	Net profit b/f Int & tax 

          Turnover         
	= 117,063 X  100

    3,364,720    1
	104,410 X  100

2,795,355   1

	
	
	= 3.5%
	3.7%

	
	
	
	

	Return on capital employed

                (ROCE)
	Net profit b/f Int & tax     Capital employed
	= 117,063

    267,250
	104,410

188,500

	
	
	
	

	
	
	       43.8%
	   55.4%

	ASSET TURNOVER
	SALES
	    3,364,720
	2,795,355

	
	TA-CL
	      267,250
	  188,500

	
	
	       12.6 times
	  14.8 times

	Current Ratio
	 CA/CL
	       826,673
	   274,680

	
	
	       567,533
	   120,885

	
	
	         1.46:1
	    2.27:1

	Acid Test Ratio
	CA - Stock
	        525,473
	   144,190

	
	CL
	        567,533
	   120,885

	
	
	          0.92:1
	     1.19:1

	Debtors payment period
	Debtors x 365

Turnover
	525,473 x 365

3,364,720
	 125,130  x  365

2,795,355

	
	
	57 days
	16 days


(ii)
EVALUATION OF COMPANY’S PROPOSAL

(i)
The company’s profitability position has deteriorated as the Net Profit  declined from 3.7% to 3.5% in year 2010.

This was further confirmed by the fact that the Return on Capital Employed (ROCE) has also deteriorated and this is an indication of poor management in the utilization of the company’s resources.

(ii)
The performance in (i) above worsened despite the fact that the company’s turnover increased from N2.795b to N3.364b.
(iii)
The liquidity position of the company over the period also deteriorated as indicated by worsened working capital and acid test ratios.

(iv)
The liquidity problem of the company could be traced to poor credit management as it took more days for the company to convert its debtors to cash. 

(v)
The company, with nil overdraft balance in year 2009 has already exceeded its overdraft limit of N350m in year 2010, as the overdraft balance of the company as at 31 December 2010 was N379.698m as shown in the balance sheet in year 2010. 


(vi)
Despite high level of overdraft, the company’s creditors also increased from N107.213m in year 2009 to N164.095m in year 2010 which further compounded the liquidity problems.

(vii)
The bank is not likely to approve the increase in the overdraft facilities of the company because of poor performance.

(b)
FACTORS AGAINST THE PROPOSAL OF CAT AND MOUSE PLC 

(i)
The proposal had previously been declined by the bankers.

(ii)
The account of the company with bankers has remained stagnant i.e. not active. 

(iii)
The guarantor of the company has been declared bankrupt thus adversely affecting the security to be provided.

(iv)
A major supplier of the company is also a debtor thereby raising the possibility of cut in supply.

(v)
Overdraft limit has been exceeded without the authority of the bank.

(vi)
The overdraft request of the company for N750m is more than shareholders fund of the company as at 31December 2010.

(vii)
Financial difficulties and problem with the company’s auditor.

(viii)
An unacceptable audited accounts submitted to the banker for the credit facility.

(ix)
Assets of the company cannot be used as security for the facilities in view of the fact that they have used it to secure the 10% debenture.

(x)
Poor profitability and liquidity position of the company.

(xi)
Poor planning on the part of the company for the proposed expansion.

(xii)
Inconsistency in the cash flow pattern of the company would make repayment of the facility difficult.

(xiii)
The purpose for which the loan is to be obtained is outside the company’s object clause.

(xiv)
The proposed dividend increased from N5.62m to N12.5m.  The overdraft, if obtained, would be used to finance payment of dividend. 
(c)
ETHICAL ISSUES IN THE CASE
  

(i)
The auditors of the company were disengaged for a wrong reason i.e. “for not window dressing” the financial statements.

(ii)
According to Companies and Allied Matters Act Cap 20 LFN 2004 and ICAN Code of Conduct, due process was not followed in the appointment of new auditors.

(iii)
The possibility that the new auditor might not have obtained professional clearance from the former auditor before taking up appointment.

(iv)
The new auditors used another audit firm’s stamp and seal on the account submitted to the bank by the company.

(v)
The proposed credit facility is sought to finance an activity outside the company’s object clause.

(vi)
It is unethical for the company’s directors to pay interim dividend from overdraft facility or to even declare dividend when there is no means of payment.  This will amount to sending wrong signals to the capital market.

EXAMINERS’ REPORT
The question tests candidates’ knowledge of computation of liquidity and profitability ratios and also the use of the ratios to evaluate an overdraft proposal with the aim of determining whether the request for the overdraft facilities should be granted or not.  Candidates were also required to identify the ethical issues in the case study.
The performance of candidates was below average and the pitfalls noted are as follows:

· Inability of candidates to correctly calculate liquidity and profitably ratios
· Weak application of the ratios computed for evaluation of overdraft facility proposal 

· Inability to recognize the practical ethical issues in the case study.

It is expected that case study of this nature would continue to be regular features in Financial Accounting papers therefore candidates are advised to familiarise themselves with application of accounting ratios for the purpose of evaluating proposals.
QUESTION 2
ODEJAY PLC 

Consolidated Profit and Loss Account for the year ended 31 March 2011
	
	N’000
	N’000

	Turnover
	
	1,361,750

	Cost of sales
	
	  (675,880)

	Trading profit
	
	   685,870

	
	
	      

	Debenture interest received
	
	     26,000

	
	
	    711,870

	Director’s Remuneration
	67,700
	

	Audit fees
	35,500
	

	Depreciation 
	65,200
	

	Sundry Admin expenses
	161,680
	  (330,080)

	Profit before tax
	
	   381,790

	Taxation
	
	  (134,425)

	Profit after tax
	
	    247,365

	Non-Controlling interest 30%
	
	     (27,095)

	
	
	    220,270

	Extraordinary Income
	
	      55,200

	Profit for the year
	
	    275,470

	Appropriation:
	
	

	General Reserve
	46,300
	

	Interim dividend
	65,000
	    (111,300)

	Retained profit for the year
	
	     164,170

	Retained profit b/fwd
	
	     596,440

	
	
	   N760,610


	Wk1)   ODEJAY Plc 

CONSOLIDATION SCHEDULE

	
	Odejay Plc
	Comfort Ltd
	Adjustment
	      Group

	
	N’000
	N’000
	N’000
	N’000

	Turnover
	968,500
	393,450
	(200)
	1,361,750

	Cost of sales less UPS 
	(468,030)
	(190,050)
	200
	   675,880

	Trading Profit
	482,470
	203,400
	-
	685,870

	
	
	
	
	

	Debenture interest received
	26,000
	-
	-
	26,000

	
	508,470
	203,400
	-
	711,870

	Directors Remuneration 
	(56,000)
	(11700)
	-
	(67,700)

	Audit fees
	(28,000)
	(7,500)
	-
	(35,500)

	Depreciation
	(52,600)
	(12,600)
	-
	(65,200)

	Sundry Administrative expenses
	(124,420)
	(37,260)
	-
	(161,680)

	Profit before the tax
	247,452
	134,340
	
	381,790

	Taxation 
	(90,400)
	(44,025)
	-
	(134,425)

	Profit after Tax
	157,050
	90,315
	
	247,365

	Non controlling interest 30% (Wk3)
	-
	(27,095)
	-
	(27,095)

	
	157,050
	63,220
	-
	220,270

	Inter company dividend
	  18,000
	(18,000)
	-
	___-____

	Group profit
	175,050
	45,220
	-
	220,270

	Extra Ordinary Income (Wk 4)
	  42,600
	12,600
	-
	52,200

	Profit for the year
	217,650
	57,820
	-
	275,470

	Appropriation:
	
	
	
	

	General Reserve (Wk 5)
	(40,000)
	(6,300)
	-
	(46,300)

	Interim dividend
	(65,000)
	      __-___
	-
	(65,000)

	Retained profit for the year 
	  112,650
	51,520
	-
	164,170

	Retained profit before
	596,440
	0
	-
	596,440

	
	709,090
	51,520
	-
	760,610


Wk2)
Unrealised profit (UPS) = 25/125  x200,000/1 x  3/4  = N 30,000

Wk3)   Non-Controlling interest = 30/100 x 90,315/1    =  N27,095
Wk4)
Extraordinary income 
70/100 x  18,000/1  =  N12,600
Wk5)
General Reserve

70/100 x 12,000/1  x 9/12  = N6,300
EXAMINERS’ REPORT
The question requires candidates to prepare consolidated profit and loss accounts using the part year method.
The performance of the candidates was below average.

The commonest pitfall of the candidates was their inability to prepare the group accounts using the part year method, rather majority used whole year method thus leading to loss of marks.

Candidates are advised to familiarize themselves with various methods of solving questions.
QUESTION 3
BUDE-WALE NIGERIA LIMITED

	
	N’000
	N’000

	Assets
	
	

	Plant and Machinery
	
	124,600

	Freehold building
	
	378,900

	Motor Vehicle
	
	62,400

	Stocks
	
	89,700

	Call in Arrears
	
	1,280

	Debtors (48,600 + 0.23 x N44,400)
	
	59,700

	Cash in hand
	
	14,650

	
	
	731,230

	Less Liabilities
	
	

	Secured creditors:
	
	

	10% Debenture (100,000 + 5000)
	105,000
	

	Cost and Expenses of Liquidation:
	
	

	Legal Cost
	22,400
	

	Liquidators’ fees (N10,000 + 2401)
	12,401
	

	Preferential creditors (wk1)
	150,800
	

	Bank overdraft with floating charge
	120,800
	

	Unsecured creditors:
	
	

	Creditors (wk1)                            123,600
	
	

	Bills payable                                 36,000
	
	

	Contingent liability                           4,200
	163,800
	(575,201)

	Surplus assets after full settlement of debts
	
	156,029

	
	
	

	Contributories:
	
	

	5% preference shares: Capital 
	100,000
	

	                                Premium 
	8,000
	(108,000)

	Ordinary share capital
	200,000
	

	Call in Advance
	6,000
	(206,000)

	Deficiency
	
	N157,971


STATEMENT OF AFFAIRS AS AT 30 SEPTEMBER 2009

BUDE WALE NIGERIA LIMITED

DEFICIENCY ACCOUNT AS AT 30 SEPTEMBER 2009

	Items increasing deficiency:
	N’000
	N’000

	Trading loss for the year
	
	22,520

	Losses written off assets:
	
	

	Plant and Machinery 
	76,000
	

	Motor vehicle
	33,900
	

	Stocks
	59,580
	

	Call in Arrears
	1,220
	

	Debtors
	47,000
	217,700

	Other Costs and Expenses:
	
	

	Legal cost
	22,400
	

	Liquidators’ fees (wk 3)
	12,401
	

	Preference premium
	8,000
	

	Trade Creditors interest (wk2)
	7,200
	

	Contingent Liability – bills discounted
	4,200
	54,201

	
	
	294,421

	Items reducing deficiency:
	
	

	Retained profit
	62,550
	

	Gain in value – freehold building
	73,900
	(136,450)

	Deficiency as per statement of affairs
	
	N157,971


Workings:

	Wk 1   
	Analysis of Creditors:
	Preferential 
	Unsecured

	
	
	N’000
	N’000

	
	PAYE tax deductions
	26,800
	-

	
	NPF Contributions
	10,000
	-

	
	Local rates
	7,200
	2,400

	
	Loan for staff salaries
	50,400
	-

	
	Sundry trade creditors (1.1 x 72,000)
	     -
	79,200

	
	Taxation
	56,400
	42,000

	
	
	N150,800
	123,600


	Wk 2
	Interest charged by creditors
	
	

	
	0.1 x N72,000 = 7,200
	
	


	Wk 3
	Calculation of liquidators’ fees:

	
	10,000 + 5 x (731,230 -  105,000 + 22400 + 150,800

	
	               105
                    + 120,800 + 163,800 + 108,000

	
	10,000 + 5 x (731,230 – 680,800) = 12,401

	
	              105
1


EXAMINERS’ REPORT

The question tests candidates’ ability to prepare Statement of Affairs and Deficiency Account of a company in liquidation.

Candidates’ performance was poor as most of them could not identify items that should be posted into Statement of Affairs and Deficiency Account.  Most candidates could not calculate the liquidators’ fees correctly.

This aspect of the syllabus should be given adequate coverage by the candidates while efforts should made by them to practise past questions and answers in order to improve performance in future.

QUESTION 4
(a)
COMPUTATION OF ACCOUNTING RATIOS

	
	ABC Ltd
	      XYZ  Ltd

	
	    N                  
	        N

	i.
ROCE = PIBT
        
	4,000   x  100
	24,000 x  100


	                         E + D    
	10,000
	72,000

	                          
	
	

	E   =
Equity
	                40%
	 33.33%

	
	
	

	        D   = Debt 
	
	

	ii. Net Operating capital Turnover
	
	

	
	
	

	=
Turnover                    
	20,000
	160,000  

	        Operating Capital          
	10,000
	72,000

	
	
	

	iii.
Stock turnover


	2 times
	2.22 times

	
	
	

	             COGS

	13,000
	    94,000

	            Average Stock
	5,000 +4,000
	24,000 +20,000 
       2            2

	
	 2.89 times   
	   4.27 times

	
	
	

	iv.  Trade debtors’ collection period
	
	

	      Trade debtors         x   365 days
	      3,200 x 365
	23,800 x 365

	      Turnover (Credit)

	    12,000             
	96,000

	
	
	

	v.   Trade Creditors Payment Period
	           97.33 days
	 90.49 days

	
	
	

	      Trade creditors         x  365 days
	2,600 x 365     
	14,000 x 365

	       Purchases (Credit)

	      7,200
	     54,000

	
	                 132 days
	 95 days

	vi.  Current Ratio
	
	

	      Current assets
	8,000

	44,000 – 20,000

	      Current Liabilities 

	                   3,000
	 22,000

	
	             1.33:1
	     1.9:1

	viii Capital gearing
	
	

	      Debt    x    100
	4,000  x  100
	24,000 x 100

	      Equity         1
	6,000        1
	72,000     1

	
	
	

	      Or
	                67%
	               50%

	       Debt          x 100
	4,000   x 100
	24,000 x 100

	   Debt  +Equity      1
	10,000      1
	72,000     1

	                        
	
	

	           
	               40%
	               33%

	
	
	


(b)
Limitations of Accounting Ratio

i.
Information in accounting records does not consider time value of money, so this is not taken into consideration in Ratio Analysis.

ii.
There are more than one method of Accounting for Deprecation, which  two similar companies that use the same Assets, can apply resulting in two different book values of the assets.
iii.
Financial Statements are prepared based on historical cost and this is used to compute ratios.  During inflation changes in price affect data in financial statements and may be misleading.

iv.
Some ratios are computed using different formulae e.g. ROCE, Profit Margin.  Some concepts are defined in different ways e.g. Capital employed.  All these put together reduce the usefulness of Accounting Ratios.
v.
Accounting ratios are not useful when Financial Statements are “window dressed.”


vi.
Accounting ratios cannot be used in isolation.
vii.
Using accounting ratios to analyse entity’s performance and position requires technical and accounting skill.

viii.
Comparison of performance between two or more entities becomes difficult and misleading if the entities are not of the same size.

EXAMINERS’ REPORT

The question tests candidates’ knowledge on accounting ratios and their limitations.  

Many candidates attempted the question which suggests a good understanding of the requirements of the question.  Performance was above average.
The pitfalls observed were the inability of some candidates to state correctly the formulae required for their calculations while some others who stated the correct formulae, picked wrong figures from the data presented in the question.  Only few candidates were able to state up to four correct limitations of accounting ratios.

Candidates are advised to cover the entire syllabus, while preparing for future examinations.

5(a)
WHARF SHIPPING COMPANY NIGERIA LIMITED


VOYAGE ACCOUNT FOR THE SIX MONTHS ENDED 31 OCTOBER 2008










  N

    N


Income 









Freight income:







180,000

-
Apapa to Warri (N60 X 3000)


 
 
200,000

-
Cal. To Lagos (N100 x 2,000)




380,000


Expenses


Commission

· Apapa to Warri (0.5% x 180,000)

  
   900

· Calabar to Lagos (1% X 200,000)


2,000
Brokerage

· Apapa to Warri (4/5 x 1440) OR [1440 – 288]
 1,152

· Calabar to Lagos (2% x 200,000)

   
 4,000

Manager’s rem (4.5% x 380,000)

         

17,100

Store expenses




 
  8,000


Port charges – Apapa


         

20,500


Habour wages – Apapa




19,000


Discharging expenses




12,000


Agents’ disbursement – Warri



  6,000

Captain’s expenses – Warri





22,500

Stevedores expenses – Warri




16,000

Repairs on voyage






  3,500

Insurance (6/12 x 6000)





  3,000

Captain’s Expenses – Calabar 




 14,000

Port charges – Calabar





   7,300 

Captain’s bill






  
   8,200

Provision (6/12 x 90,000)





45,000        (210,152)

Vaoyage Profit







        169,848

(b)
Contingent Liabilities

These are a possible obligation that arises from past events and whose existence will be confirmed only by the occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the entity.


OR


Present obligation that arises from past events but not recognized because the amount of the obligation cannot be measured with sufficient reliability.

examples are:
· Pending case in court against a company

· Discounted Bills of Exchange

· Unlawful environmental damage

· Warranties and guarantees

(ii)
Contingent Assets

Contingent assets are possible asset that arises from past event(s) and whose existence will be confirmed by the occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the entity.


 Examples are:

· Possibility of recovery of debt

· Pending case in court in favour of a company
· Insurance claim not yet ascertained

EXAMINERS’ REPORT

The question tests the candidates’ knowledge of the preparation of voyage account and understanding of the terms contingent assets and liabilities.
Candidates are expected to identify the period of the voyage, determine the commissions and brokerages, apportion relevant voyage expenses so as to ascertain the profit or loss on voyage.  They are also expected to differentiate between the terms contingent assets and liabilities and state examples.

Candidates’ understanding of the question was good as evidenced by the high number that attempted the question and the performance was above average.

The commonest pitfalls were their inability to explain/define contingent liabilities and assets and to state examples.

Candidates are advised to pay attention to every aspect of the syllabus while preparing for examination.

QUESTION 6

OKOROCHA LIMITED

Statement of cash flows for the year ended 31 March 2009

Cash flow from operating activities








N’000


N’000
Cash received from cash sales


3,500

Cash received from debtors


5,750

Cash paid to suppliers 
         


(4,320)

Cash paid to employee



(1,350)

Cash paid for other expenses


    600
Cash generated from operations


 2,980

Tax paid                                     

 
  (100)

Net cash in flows from operating activities

            
2,880
Cash flows from investing activities 

Cash received from disposal of vehicles
   
     970

  
Net cash inflow from investing activities




   970
Cash flows from financing activities

Cash received from issue of shares


1,200

Cash paid to lease creditor




 (700)

Dividend paid (50 + 100)




 (150)

Net cash inflows from financing activities



    350
Increase in cash and cash equivalent




 4,200
Cash and cash equivalent at the beginning of the year

 5,000
Cash and cash equivalent at the end of the year


 9,200


Reconciliation of operating profit with net cash flow 

Cash flow from operating activities








N’000

Profit before tax (wk 1)
1,302

Adjustments

Add depreciation charges

2,150

Less profit on disposal of MV (970 – 500)
  (470)


Add interest charges




   403








 3385
Changes in Working Capital

Increase in debtors (450 – 300)



(150)

Increase in stock (1,700 – 1,500)



(200)

Decrease in creditors (500 – 475)



 (25)

Increase in accrued wages (95 – 75)


  20

Increase in prepayment




 (50)

Tax paid






 (100)
Net cash inflow from operating activities

2,880









=====

Wk1

Determination of profit before tax

Profit after tax/retained profit for the year

 902

Add income tax for the year



 400
Profit before tax





1302









====

EXAMINERS’ REPORT

The question tests candidates’ ability to prepare a cash flow statement using the direct method. 

The candidates understanding of the question is poor.  Few candidates attempted the question and their performance was poor.  

The commonest pitfalls were that most of the candidates who attempted the question could not reconcile the net profit with the net cash flows from operating activities and they could not differentiate between direct and indirect methods.  

Candidates are advised to study and understand the two methods of preparing cash flow statements as stipulated in SAS 18.
ICAN/111/Q/1





              EXAMINATION NO………………………...
THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA

PROFESSIONAL EXAMINATION 1 – MAY 2011

INFORMATION TECHNOLOGY

Time allowed – 3 hours

SECTION A:  Attempt All Questions

PART I:   MULTIPLE CHOICE QUESTIONS 


       (20 Marks)
1.
Computer processing speed is measured in
A. Hertz (HZ).

B. Gigahertz (GHZ).

C. Megahertz.

D. Nanoseconds.

E. Pico seconds.
2.    
The following are problems associated with computer networks EXCEPT
A. expensive to install.
B. requires administrative time.
C. server may breakdown.
D. cables may break.
E. flexibility of access.
3.
A technology that enables the sending and receiving of messages between text enabled phones describes

A.  Concatenated Short Message Service.
B.  Long Short Message Service.
C.  Short Message Service.
D.  SMS for Code Division Multiple Access.
E.  SMS for Time Division Multiple Access.
4.
Security threats related to computer crime or abuse includes the following EXCEPT

A. impersonation.
B. trojan horse method.
C. logic bomb.
D. computer viruses.
E. provision of service.
5.  
A system of computers and workstations that are connected together describes a/an
          A.  web Network. 

          B.  computer Network.
          C.  network.
          D.  mobile Phone Network.
          E.  the internet.
6.
The series of steps or stages that a Systems Analyst will undertake in order to study or computerize an area of organizations business describes

A. Structured Systems Analysis and Design Methodology (SSADM)
B. Rapid Application Development (RAD)
C. The Waterfall model
D. Systems Development Life Cycle (SDLC)
E. Prototyping model.
7.   
An executive information system must have the following design philosophy EXCEPT that it should
A. make data easy to manipulate.
B. provide tools for analysis.
C. provide aids for presenting information in narrative or numeric form.
D.   be difficult to use. 

E.  be designed to present information for timely decision making.
8.  
A company-wide computer software system that is used to manage and coordinate all the resources, information and functions of a business from shared data stores describes

A. Database Software.

B. Supply Chain Management Software.

C. Customer Relation Manager.

D. Oracle Financial Software.

E. Enterprise Resource Planning Software.
9.  
A Protocol which enables web servers to communicate with each other over a    

network describes

A. Internet Protocol (IP).
B.  

  Transmission Control Protocol (TCP).
C.    Hyper Text Transfer Protocol (HTTP).
D.    File Transfer Protocol (FTP).
E.    Post Office Protocol (3) (POP3).
10.     A seven- layer architecture for communicating systems describes

A. Network Protocol.


B.
Protocols.
          C.     Open System Interconnection (OSI) Model. 
D.   Network Layer.
E.     Physical Layer.

11.
A group of related records describes a

A. character.

B. field.

C. record.

D. file.

E. database.
12.  A source or destination of data which is external to a system describes
A. entity.
B. attribute.
C.    relationship.
D.    set.
E. entity set.
13.
The following are forms of distributed data EXCEPT 
A. replicated data.
B. normalised data.
C. horizontal fragmented data.

D. re-organised data.
E. separate - schema data.
14.
Which of the following is NOT a basic way of dealing with identified IT risks?

A. Mitigation


B.      Litigation

C.      Elimination

D.      Transference

E.      Avoidance
15.  
Process integrity relates to the following EXCEPT

A. completeness.
B. accuracy.
    ruggedness.
C. timelines. 
E.      authorisation.
16.     The act of sharing tasks over multiple computers describes

A. Encapsulation

B. Isolation

C. Grid computing

D. Service - orinted

E. Partitioning

17.     In cloud computing, the various computer servers and data storage systems  



  that create the computing services are referred to as 

           A.  
back end.
           B.  
cloud system.
           C.  
front end.
           D.  
users hardware.
           E. 
users software.

18.     Which of the following is NOT a key element in presenting a digital evidence that is legally acceptable?
    A.    Identification
    B.    Investigation
    C.    Preservation
    D.    Analysis 

    E.    Presentation.
19.   The connection of a WIMAX tower to another one using a line – of – sight 

        microwave link is called
A. Front End.
B. Front Haul. 
C.   Back End.
D.   Back Haul.
E.   Internet Backbone.
20.
The telecommunication technology that has the potential to replace a number of existing telecommunication infrastructure is the
A. GPRS.
B. Intranet.
C. WIFI.
D. WIMAX.
E. EDGE.
PART II: SHORT- ANSWER QUESTIONS 



    (20 Marks)
1. 
A temporary storage space located in the CPU, on which arithmetic and logical operations can be carried out is called…………………
2. 
Combinations of hardware and software that try to emulate or duplicate reasoning processes that take place within the human brain is called………….
3. A language used to format documents on the World Wide Web is called………..
4. A cross – section of the internet consisting of all the resources that can be reached by means of the HTTP protocol is called……………………….
5. A website that is programmed as a start page, that is, the  page on which a browser   automatically loads every time you connect to the internet, is called……………

6.  The basic shape of a network is called ………………………..
7. A communication system which provides connection for systems with compatible protocol is called………………………
8.
A network that makes use of radio waves to transmit data or information from one node to another is called……………………………
9.    
A preliminary study undertaken by an organization to find out if it will be feasible for them to acquire, maintain and profit from the use of computer system is called……………………….
10.  
An e-Commerce model that describes the relationship between two or more business selling services is called…………………….
11.
A system that enables the capture of data at the time and place where sales transactions occur is called…………………………
12.
The study and application of the principles by which knowledge is stored and used, goals are generated and achieved are called……………………..
13.
A broad field of IT that encompasses the collection and dissemination of information to assist decision making and assesses organisational performance is called…………………….
14.
A language for the electronic communication of business and financial data which is revolutionizing business is called………………………
15.
 An organised and structured, collection of files or group of records which can hold data and information together in a computer is called……………………
16.
An item (such as a person, job, business, an activity, a product) about which information is stored is referred to as…………………..
17.
 BCP and BIA are ancronyms for ------------------and----------------------

18.
A computer crime that uses a system program that can bypass regular system controls to perform unauthorized acts is called ……………………..
19.
SAAS is an acronym for ………………………………

20.
In computer forensics, three types of data that are of general interest are active, ……………and ………………
SECTION B:  ATTEMPT QUESTION 1 AND ANY OTHER THREE QUESTIONS (60 MARKS)

QUESTION 1 

CASE STUDY 

BUP SYSTEMS LIMITED
Kayode Mohammed is popularly called Crown Prince of BUP Systems Limited, a company founded and managed by his father for over ten years.

BUP systems develop propriety applications for organisations in Banking and Insurance Industries.  In the last ten years, the company has grown from a small-time Software Development Company, to a major player in the Software Industry.

In the last couple of years, revenue has been declining, costs rising together with staff turnover.  A report of the consultants, who were hired to identify the causes of decline in revenue, reveals the following: 
 (i)
The trend in the finance industry is that of using bespoke applications.  BUP Systems seems not to have realised this.  



               






                                      
(ii)
In the last couple of years, customers’ dissatisfaction has heightened.  The support mechanism which BUP is known for seems to have dwindled.  In the words of a major BUP customer, “they just dump an application for you and walk away, without trying to find out if it works or not”.
          
 


                                                                                                                                                    

(iii)
The morale of programming staff is reduced since the company adopted the stringent documentation process.




          

(iv)
There are more standardized applications in the market, meeting demands of users at much lower costs than those implemented by BUP.             

(v)
Some customers have complained that BUP’s proprietary software comes with the database management system.  This database management system 
does not interface with other applications. This is in contrast to other applications that sit on open database management systems.

Required

Assuming that you are Kayode Mohammed, convince the Board of the efficacy of the propriety applications by:

a.
Differentiating between a bespoke application and propriety Software.  

                                                                                                                       (4 Marks)
b.
Enumerating FIVE benefits of bespoke application over Propriety Software. 

 (5 Marks)

c.
Explaining FIVE benefits of an open Data Management System.
 (5 Marks)

d.
Suggesting a support mechanism which BUP could have rendered to their customers.








  (1 Mark)










  
 (Total 15 Marks)
QUESTION 2
Explain FIVE features of each of the following:

a.
e-mail application.






            (5 Marks)

b.
Intranet application.





            (5 Marks)

c.
Workflow application.





            (5 Marks)











 (Total 15 Marks)

QUESTION 3

a.
List FIVE features of text editors.




           (5 Marks)

b.
Spreadsheet formulas and usage steps are listed below.  Explain


the purpose of each formula or usage step.


i.
= SUM (A1:A8)


ii.
Data Sort – Sort – Sort by Column A


iii.
Insert – Column – 3D 


iv.
File – Save As – PDF


v.
Insert – Pivot Table.





            (5 Marks)

c.
i.
What is a cell in a spreadsheet?




  (1 Mark)


ii.
How may a cell be identified?




  (1 Mark)


iii.
What typical types of items may be entered in a cell?

 (3 Marks)











 (Total 15 Marks)
QUESTION 4

(a) (i)
  What is Security Assessment?



                        (1 Mark)
     (ii)
  Explain the rationale behind the use of Microsoft Security Assessment Tool 


  (MSAT)








 (4 Marks)

(b)
Accounting Software is a typical application software. Identify and explain   SIX features and functionalities of this application software.          (6 Marks)
(c) (i)
   What is Systems Specification?

     (ii)
    State and explain TWO main purposes of Systems Specification.   (4 Marks)










 (Total 15 Marks)

QUESTION 5

    (a) Explain FOUR ways by which errors can be detected and corrected while                                                  processing data.        






            (8 Marks)
  (b)
What is a Backup Procedure?  Explain THREE of these procedures     (7 Marks)
 (Total 15 Marks)    

QUESTION 6
(a) (i)
What is GPRS or 2.5G network?

             

            (2 Marks)
    (ii)
Explain FOUR driving forces behind the operations of the 

GPRS industry. 



                          
            (4 Marks)
   (iii)
Enumerate FOUR benefits of the GPRS industry


            (4 Marks)
(b) (i)
What is wireless Application Protocol (WAP)?

                        (1Mark)

    (ii)
List FOUR services provided by a WAP browser.

            (4 Marks)

 (Total 15 Marks)
SOLUTIONS TO SECTION A

PART I:    MULTIPLE-CHOICE QUESTIONS

1.
A

2.
E

3.
C

4.
E

5.
B

6.
D

7.
D

8.
E

9.
D

10.
C

11.
D

12.
A

13.
B

14.
B

15.
C

16.
C

17.
A

18.
B

19.
D

20.
D
EXAMINER’S REPORT 

The questions cover a substantial part of the syllabus. 

The performance was fair as over 90% of the candidates obtained scores above the average.

PART II:  SHORT-ANSWER QUESTIONS
1.
Accumulator /Arithmetic & Logic unit

2.
Nueral nets Mark-up Language (HTML)

3.
Hyper Text Mark-up Language

4.
World wide web (WWW)

5.
A portal

6.
Topology

7.
Router

8.
Wireless Network

9.
Feasibility Study

10.
Business –To- Business (B2B)

11.
Point –Of-Sale Systems (POS)

12.
Artificial Intelligence

13.
Business Intelligence

14.
Extensible Business Reporting Language (XBRL)

15.
Database

16.
An entity

17.
Business Continuity Planning and Business Impact Analysis

18.
Super zapping

19.
Software as a Service

20.
Archival, Latent

EXAMINER’S REPORT 

The questions cover most sections of the syllabus.    The performance was not good as less than 30% scored above the average mark.
Some of the candidates are not conversant with the required computing terminologies. They are therefore advised to broaden their knowledge in information technology.

SOLUTION TO QUESTION 1 CASE STUDY

i.
Bespoke Application
A bespoke application is a software system that has been specifically developed to fulfil a defined business requirement for a specific organization.

A Proprietary software is a legal property of one party whose terms of use by other parties or organisation are defined by contracts or licencing agreement.  These terms may include privileges to share, disassemble and use the software and its code.
ii.
The benefits of Bespoke application over proprietary application software include:

· Cost: Bespoke applications are usually cheaper since they are standardised, unlike the proprietary software.

· Ease of use: Most times, bespoke applications are user friendly unlike the proprietary software.

· Maintenance: Bespoke software is usually maintainable. The developers just bring up patches and the users download.

· Flexibility: Bespoke application can be implemented on any hardware and operating system which is more restrictive.

· Going concern advantage: With bespoke application, the normal thing is to deposit the source code in an escrow account with the bank.  This is a standard requirement ensuring that users get access to it should the vendors go into liquidation.  This may not be the case with proprietary software.

· Shorter development time 

· Ease of portability

· Easy integration with other applications

· Easy modification to fit changing needs of the user over time.

· It gives company competitive advantage in the market place
iii.
Benefits of an Open Database Management System:
Since an open database management system is an independent application that manages the database of an organisation, it receives requests from different applications and attends to each on need basis.  Benefits include: 
· Cost: One database Management Systems can serve many applications, thus reducing cost.

· Multi-user support:  Open database management system supports multi-user and networked environments.  This allows data to be accessed in a variety of ways, and by using several programming languages.

· No restriction:  Unlike proprietary software, open database management system does not restrict the user on the type of hardware and operating system to use.

· Less storage capacity:  Duplication of data is eliminated.

· Flexibility: Programs do not have to be modified when types of unrelated data are added to or deleted from the database or when physical storage changes.
iv.
BUP could have been introduced after sales services by solving any teething problems that each client might face.

· BUP could have been involved in regular training of client’s person

EXAMINER’S REPORT 

This case study tests candidates’ understanding of the differences between Bespoke and Propriety applications, the benefits the former has over the latter.  Candidates are also to be aware of the type of support mechanism which an application developer should render to client using Bespoke application.
Candidates’ performance was poor, as less than 40% scored above the average mark.

The common pitfall was that candidates could not explain both forms of applications properly, hence most of those who had ideas on each could not differentiate the benefits.
Candidates are therefore advised to ensure that they study well in line with the information Technology syllabus provided by ICAN.

SOLUTION TO QUESTION 2

(a)
e-mail application is the software that enables mails to be sent or received electronically.

The features of e-mail applications include the following:

i.
Address Management:   E-mail users can share other people’s e-mail addresses.

          ii.
Send and Receive e-mail facility: This is the major function of an e-mail application.  It enables users to send out mails to other users within and outside a network.

iii.
Mail storage and sorting: A standard email application has an embedded database management system for storing of users mails.  The application also helps users to sort mails in order of date, subject, sender and receiver.

iv.
Logical access control: Every email system performs logical access control, in the sense that users must be able to provide authorization and authentication mechanisms before being allowed access to the application.  A key authorisation mechanism is user name, while password serves as an authentication mechanism.

v.
Calendar management: e-mail applications provides a facility for users to save calendar activities, with which the application reminds them on due dates.   This helps planning.

vi.
Task Management:  This involves saving of task processes for future retrieval 

vii.
Owners can access their boxes from anywhere in the world at anytime. 

(b)
Intranet application is the software that enables internal communication to take place among employees of an organisation that have branch network.


Features of an intranet application include the following:

i.
Shared access to documents:  Intranet provides central storage files and documents in a standard form, enabling people who may be physically dispersed to share the resources amongst themselves.

ii.
Controlled access:  Intranet applications provide controls on who should have access to it.  Control mechanisms includes user names and passwords.

iii.
Allows on-line chatting or exchange of information within the organization.

iv.
Search engine:  A search engine is a text field where users type in key words and execute an instruction enabling the intranet to search for the key work within the network.   This ensures faster access to files and resources on the intranet network.

v.
Message Boards:  Message boards is an online forum that allow employees to share ideas that may not occur in a face- to –face discussion.    This fosters communications between departments and peer groups.  Or on line calendar management 

(c)
Workflow application is a software which automates a process or processes.
Features of a Workflow Application includes the following:

i.
Online forms:  Every workflow application provides some online forms for users to enter information remotely.  This is used for approvals, form storage etc.

ii.
Electronics signatures:   Considering that workflow applications enable physically dispersed people to work together online, access control is key.  This is achieved by the availability of electronics signatures. This facilities uniquely identifies each user in the workflow network.

iii.
Real time follow-up and alerts:  Users participating in a workflow environment get real time notification of activities.  This includes 
emails advising them of actions assigned to them, actions they are requested to assign, closed requests, actions overdue and cancelled.

iv.
Integration:  Every workflow application must be integrated into other applications in a network.

v.
Control flow of information within the organisation

EXAMINER’S REPORT 
The question tests candidates’ knowledge on features of e-mail intranet and workflow applications.   Over 80% of the candidates attempted this question and the performance was poor.
Most candidates were writing on advantages that applications have instead of explaining the features.
Candidates are advised to avail themselves with IT books, ICAN study pack and the internet.  They should also endeavour to read widely.

SOLUTION TO QUESTION 3

(a)
Text editor is a system software defined for editing plain text files and creating corresponding files.


Features of text editors includes the following:


i.
Search and replace facility.

ii.
Copy and paste facility.

iii
Format text.

iv.
Undo and redo task.

v.
Import data from another file.

vi.
Filter data in desired form.
(b)
Explanation of the purpose of each formula or usage step:

i.
=SUM(A1:A8)- Sum all data from Cell A1 to Cell A8

ii.
Data-Sort-by Column A

Sort the data selected, and sort by the value in column A.

iii.
Insert-Column-3D

Insert a column chart in 3 dimension format. (This is used to compare values across categories)

iv.
File-Save As-PDF

Save this file as a PDF document.  (PDF is a read –only file format)

v.
Insert-Pivot Table

Summarises the data in the sheet using a pivot table.  Pivot table makes it easy to arrange and summarise complicated data and drill down on details

(c)
i.
A spreadsheet comprises of grids with numbered rows and lettered 
Columns and each grid position is referred to as a cell.

ii.
A cell may be identified by a combination of  lettered columns and numbered rows. Eg. A1, C4.

iii.
Typical types of items that may be stored in a cell are:

· Numeric type

· Alphammeric or label

· Formulas

· Alphabet

EXAMINER’S REPORT 
The question tests candidates’ knowledge of application software based on spreadsheet usage, as well as feature of text editors.  Over 80% of the candidates attempted this question and performance was poor.
Some candidates were listing advantages of text editors instead of giving features.  Most candidates were not familiar with the Excel Spreadsheet. Candidates are advised to be more familiar with the use of Excel or any other spreadsheet.
SOLUTION TO QUESTION 4

a (i)
Security  Assessment  is a comprehensive analysis of internal and 
external technical vulnerabilities, policies procedures, standards, and regulatory gap-analysis.
   (ii)
Rational behind the use of Microsoft Security Assessment tool (MSAT)

· Easy to use, comprehensive, and continuous security awareness

· A defense –in-depth framework with industry comparative analysis, 

· Detailed, ongoing reporting comparing your baseline to your progress, and 

· Proven recommendations and prioritised activities to improve security

b.
Features and functionalities of accounting software are
i. Order processing: This captures and processes customer orders, which 
      include inventory control, account receivable, etc.
ii. Inventory control:  This processes data reflecting changes in inventor
And provides shipping and reorder information.
iii.  Accounts Receivable:  This records amounts owed by customers and   

produces customer invoices, monthly customer statements and    

credit management reports.

iv. Account Payable: This records purchases from amount owed payments to suppliers and produces cash management reports. 

v. Payroll: This records employee work and compensation data and produces paychecks and other payroll documents and report.

vi. General ledger:  This consolidates data from other accounting systems and produces the periodic financial statements and reports of the business.
vii. Accounting Reports:  These include trial balance, profit and loss report, journal report, chart of accounts listing, customer/vendors listing, ageing reports, etc.

c.
i.
Systems specification is the detailed documentation of the proposed



new system.


ii.
Purposes of systems specification include:
· Communication: This serves as a means of communicating all that is required to be known to all interested parties, as follows;

1. Management for final approval
2. Programmer to enable them to write the programs necessary for implementation

3. Operating staff and detailing all necessary operating  procedures 

4. Users, as they will ultimately be responsible for running the new system.

· Record:  permanent record of the system in detail is necessary for control, to be used for evaluation, modification and training purposes.
EXAMINER’S REPORT

The question requires candidates to understand the use of security assessment tools. They are also expected to identify features inherent in any accounting software.
Over 80% of the candidates attempted this question and the performance was poor.

Most of the candidates were discussing modules of accounting software instead of features.  Candidates are advised to read widely on systems development.
SOLUTION TO QUESTION 5

     a.
Error detection schemes include the following:

i. Repetition scheme is used in transmission of numbers, for example, a number  “1011” can be sent three or four times to confirm the correctness of the number.
ii. Parity Scheme: It is possible to use even parity scheme, e.g, in a stream of data, a parity bit is set (or cleared), If the number of one bits is odd or even, the parity bits can be used to isolate the error.
iii. Checksum:  This is an arithmetic sum of message code words of a certain word length if the new checksum is not 0, an error has been detailed.
iv. Cyclic Redundancy Check: It considers a block of data as the coefficients of a polynomial and then divides by a fixed predetermined polynomial.
v. Polarity Schemes:   This allows transmission of a polarity reversed bit stream simultaneously with the bit stream which it is meant to correct.

vi. Data verification:   This is a process whereby incorrect items of data are verified and corrected before processing manually. 

vii.      Data Validation:   This is a checking process built into the computer 

programs with the power of judgement, so that incorrect items of data are   detected and reported.

b. i.
Backup procedure:  This is a procedure put in place to ensure that data processing operation continues in the event of undesirable disasters occurring to an organisation’s information technology infrastructures

Backup procedures include the following:

i.
Keeping of backup peripherals units in a safe place so that if one unit fails, another can be installed.

ii.
Having a backup CPU, so that if one CPU breaks down, processing can be switched to another. 

iii.
  Keeping duplicate copies of files in offside locations.
iv.
  Having a maintenance contract with a hardware supplier or vendor.
EXAMINER’S REPORT

The question tests candidates’ knowledge of various forms of data error detection and the ways these errors may be corrected.    Candidates are also expected to explain various methods of backup procedures.
Less than 40% of the candidates attempted this question and the performance was poor.    Common pitfall of the candidates was their inability to grap the 
requirements of the question. Candidates should read Information Technology books and the study pack. 

SOLUTION TO QUESTION 6

(a)i.
GPRS (General Packet Radio Service) is a packet-based data service for wireless communication services that is delivered as network overlay for GSM, CDMA and TDMA

   ii.
Driving force behind its operation includes
· potential revenue increase 

· gaining new subscribers who require  mobile data services

· retention of current subscribers by offering new and diversified services

· cost reduction due to speed resulting in efficient use of network resources, and 

· ease of adapting applications.
 iii.
Benefits of GPRS include the following:

· World of new services, such as, data, video, SMS, etc

· GPRS is Telecom and Data convergence

· It is Packet-Switching rather than Circuit-Switching

· Seamless, immediate and continuous connection to the internet always on-line

· New text and visual data content

· Services such as e-mail, chat still and moving images

· Information services such as stock prices, weather reports etc

· Support for internet communication protocol (IP)

· Higher data speed due to higher bandwith

· Easy and rapid roll out

· Re-use of infrastructure

· Base for future technologies.

(b)


(i) Wireless Application Protocol (WAP) is an open international standard for application layer network communications in a wireless communication environment.

(ii) Services provided by WAP include:

· e-mail by mobile phone 

· Tracking of stock market prices

· Internet Access

· Sports result

· News headlines

· Music downloads

· Voice communication.

EXAMINER’S REPORT

The question tests candidates’ knowledge on GPRS and the facilities provided by its usage.   Less than 40% of the candidates attempted this question and the performance was poor.  Candidates’ pitfall was in their inability to understand the term “driving force”, hence, they were confusing it with benefits.
Candidates are expected to read relevant textbooks such as ICAN study pack relating to Information Technology.
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EXAMINATION NO...................................
THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA
PROFESSIONAL EXAMINATION I – MAY 2011

MANAGEMENT ACCOUNTING

Time allowed – 3 hours  

SECTION A:  Attempt All Questions

PART I:     MULTIPLE-CHOICE QUESTIONS 

  
      (20 Marks)

1. Management Accounting is concerned with the provision and interpretation of information which assists management in all BUT ONE of the following:

A. Planning
B. Controlling
C. Storekeeping
D. Decision making 
E. Appraising performance
2. Where there are no opening and closing stocks, the net profit obtained under Marginal Costing and net profit under Absorption Costing will be

A. marginal.
B. duplicated.
C. equal.
D. doubled. 

E. halved. 

     Use the data below to answer questions 3 and 4.

 Jejelaye Ltd sells its product at a unit price of N20 while the unit variable cost is N12.  Additional details:

	
	Sales
	Profit
	Units

	
	  N
	  N
	

	Month 1
	   600,000
	  40,000
	30,000

	Month 2
	   800,000
	120,000
	40,000

	Month 3
	1,000,000
	200,000
	50,000


3.
The P/V ratio is
A. 30%.
B. 40%.
C. 50%.
D. 60%.
E. 80%.
4.
The profit on sales of N1,400,000 is

A.   (N360,000)

B.   (N240,000)

C.     N240,000

D.    N340,000

E.    N360,000
5.
If Average usage
=
200 units per day


   Minimum usage
=
120 units per day


   Maximum usage
=
260 units per day


   Lead time

=
 20 – 26 days


   EOQ


=
8,000 units


The maximum stock level is
A.  8,260 units
B. 10,400 units
C. 10,660 units
D. 12,360 units
E. 14,760 units
6.
Corporate Planning consists of the following stages EXCEPT the
A. assessment stage.
B. objective stage.
C. appraisal stage.
D. evaluation stage.
E. monitoring stage.
7.
If there is no external market for a product component, the best transfer price is

A.
the open market price.
B.
a negotiated price.
C.
full cost. 

D.
full cost plus mark up. 

E.
variable cost.

8.
A cost centre in which costs are clearly specified but outcomes are NOT directly related to inputs is a/an 

A.
centralised cost centre.
B.
discretionary cost centre. 

C.
investment centre.
D.
standard cost centre.
E.
profit centre.

Use the data below to answer questions 9 and 10.

MCD Ltd is planning to install a computer integrated manufacturing process.  Information on three acceptable models is presented below.  The Company has N400,000 available and the cost of capital is 20%.   Cash flow is as given below:

	Year
	  O
	1 – 3

	Projects
	  N
	N (PV of Cash Inflows)

	   A
	(400,000)
	812,000

	   B
	(200,000)
	503,800

	   C
	(200,000)
	484,400


9.
The best appraisal technique in this situation is the

A.
Internal Rate of Return (IRR).
B.
Pay Back Period (PBP.
C.
Net Present Value (NPV).
D.
Profitability Index (PI).
E.
Accounting Rate of Return (ARR).
10.
The project(s) to be accepted is/are

A.
A and B. 
B.
B and C. 
C.
A only.
D.
B only.
E.
C only.
11.
Which of the following serves as cost unit in a computer hardware manufacturing company?
A.
Bed occupied 

B.
Key board
C.
Magazine
D.
Meal
E.
Courses provided

12. 
The cost of VDU in a personal computer can be classified as a/an …………..in a company that bottles soft drinks.

A. indirect material
B. indirect labour
C. indirect expenses
D. direct material
E. direct expenses

13.    Assumptions underlying CVP relationship EXCLUDE

     A.
constant fixed costs over the range of activity.  


     B.
single Product Analysis. 

     C.
volume is the only independent variable. 

     D
significant change in stock level.

     E
linearity of cost and revenue functions. 
14.      Direct labour efficiency variance is calculated as

    A
  (Actual Hour minus Standard Rate) Standard Rate.

    B
  (Standard Hour minus Actual Hour) Standard Rate.

    C
  (Standard Rate minus Actual Rate) Standard Hour.

    D
  (Standard Rate minus Actual Rate) Actual Hour.

    E
  (Standard Hour minus Actual Hour) Actual Rate.


Use the following information about the costs and activity levels of Alegongo   Plastic Limited to answer questions 15 and 16.



Activity


Total Cost



5,000



N36,500



8,210



N52,000
15.
By using the high-low method, what is the total cost if 7200 units are to be produced?

	A.
	N41,620

	B.
	N45,603

	C.
	N47,126

	D.
	N52,560

	E.
	N59,933


16.        What is the fixed cost?
	A.
	N7,750

	B.
	N8,000

	C.
	N10,000

	D.
	N11,325

	E.
	N12,350


17.
The coefficient of determination r2 depicting the extent of variation in   the dependant variable Y is 0.46.  This means that 
     A.   54% of the variation is explained by the linear relationship.
     B.   46% of the variation is explained by the linear relationship.
     C.   46% of the variation is unexplained by the linear relationship.
     D.   56% of the variation is explained by the linear relationship.
                 
E.   70% of the variation is explained by the linear relationship.


18.  
Which of the following is NOT a merit of payback period as a technique of project evaluation? 

     A.
 Very simple to use.

     B.
 Emphasizes speedy project returns. 

     C.
 Considers true value of money.

     D.
 Very easy to understand.

     E.
 Commonly found in practice.
19.  
Which of the following enables one to reach the extreme ends of an excel sheet?

     A.
Ctrl + Side arrow

     B.
Alt  + Side arrow

     C.
Shift + Side arrow

     D.
Ctrl  + Tab

     E.
Tab  + Side arrow
 20.   
A company uses an overhead absorption rate of N2.50 per machine hour based on 27,500 budgeted machine hours in the period.  During the same period, actual total overhead expenditure amounted to N120,000 and 50,000 machine hours.


By how much was total overhead under or over-absorbed for the period? 
A. Under absorbed
N3,250
B. Over absorbed

N3,250
C. Under absorbed
N5,000
D. Over absorbed

N5,000
E. Under absorbed
N7,000
PART II:  SHORT ANSWER QUESTIONS 


        (20 Marks) 

Use the following data to answer questions 1 and 2

Kores Ltd has N100,000 to invest in two projects A and B, each requiring N100,000.  The table below shows the status of each project.

	Market state
	  I
	II
	III

	Probability of market state
	0.3
	0.4
	0.3

	Rate of return: Project A
	20%
	20%
	−1 2/3%

	Rate of return: Project B
	-2%
	15%
	27%

	Standard deviation: Project A
	
	22%
	

	Standard deviation: project B
	
	15%
	


1. 
What is the expected return of Project A?………………………………..
2.
 Which project is to be preferred? ………………………………………
3.
 Cost of capital is also referred to as……………………………….
4.
Linear programming consists of TWO important elements which are: objective function and…………………….
5.
The variable missing from this economic order quantity formula is………………



EOQ = [image: image6.png]2 % Annual Demand
Carrying cost per unit




6.
A measure of an investment centre performance after deducting a notional interest cost based on the value of the investment in the division is known as………………………..
7.
Throughput time consists of value added time and………………….

8.
A recharge card firm has the following details: selling price per unit N475; variable production cost per unit N375, fixed overhead per unit is N50 while total fixed cost is N2.9 million.  Determine the number of units that must be produced to realize a profit of N600,000.
9.
The following data relates to ABM Ltd, a computer parts manufacturing company.





Budget     Budget





Under      Outside





Control     Control


Probability 

0.7           0.3


Cost of investigation N4,800


Benefit of investigating N20,000


The expected value of the decision to investigate is………………..

10.   The sensitivity of a project to the life of the project is computed using the formular………………

11.    Accountants, work study engineers and other specialists provide technical advice and information, but do not set the standards. It is the responsibility of ……………..managers and their superiors.

12.
The process of compelling events to conform to plan is called…………….

13.
The method of costing, associated with JIT production systems, which applies cost to the output of a process is known as…………..accounting.

14.
A system that uses computer aided manufacturing together with robots and computer controlled machines is called…………….
15.
The accounting and other reports used by management in controlling an organization are called……………………
16.
Costs that cannot be identified specifically and exclusively are…………...
17.
A situation where two or more independent variables are highly correlated with each other is called…………………
18.
The sensitivity of constituent factors of the profit to poor operational conditions is ……………………….
19.
The sequence of functions that add value to the company’s product or service is called………………………… 
20.
A decision model that calculates the optimum quantity of inventory to order, under a restrictive set of assumptions, is known as…………………
SECTION B:  ATTEMPT QUESTION 1 AND ANY OTHER THREE     (60 MARKS)

QUESTION 1

CASE STUDY

Kadeleto Nigeria Limited manufactures and sells three products A, B and C.  The company is recently considering the introduction of an activity-based costing approach to facilitate efficient cost allocation, as well as achieve improvement in cost accuracy and reduction.

The new approach will use two direct cost methods of direct materials and direct labour as well as five indirect cost pools which represent the five activity areas.  The Prior Product Costing System uses the two direct Cost Categories and a single indirect cost pool where overheads are allocated using direct labour hours.

The following information is provided for the next period.

	
	Product
	Product
	Product
	Total

	
	    A
	      B
	    C
	

	Production and Sales (Units)
	40,000
	25,000
	10,000
	

	Direct Material Cost
	    N25
	    N20
	    N18
	N1,680,000

	Direct Labour Hours
	        3
	        4
	        2
	      240,000

	Machine Hours
	        2
	        4
	        3
	      210,000

	Number of Production Runs
	        5
	      10
	      25
	               40

	Number of Component receipts
	      15
	      25
	    120
	             160

	Number of production orders
	      15
	      10
	      25
	               50


Direct labour is paid at N8 per hour.

Overhead Costs in the period are expected to be as follows:

	
	         N
	Cost Driver

	Set up
	140,000
	Production Runs

	Machine 
	900,000
	Machine Hours

	Goods Inwards
	280,000
	Company Receipt

	Packaging
	200,000
	Production Order

	Engineering
	180,000
	Production Order

	
	N1,700,000
	


Required: 
(a)
Calculate the unit costs of each product using:


(i)
Prior product costing approach (Traditional Cost)


(ii)
The ABC method




  
      (8 Marks)

(b)
The company considered the pricing of the three products where sales prices have remained uncertain as shown in the table below:

	Product A
	Product B
	Product C

	Prob.         N
	Prob.       N
	Prob.         N

	0.6           110
	0.5         110
	0.7            80

	0.3           120
	0.3         120
	0.2            90

	0.1           130
	0.2         125
	0.1          100


Compute the expected sales prices for the three products and the profit or loss that will arise from the implementation of the ABC Costing Approach and the traditional costing method.





                         (5 Marks)

(c)
State reasons why Activity -based Costing approach may be preferred to traditional absorption costing approach in modern manufacturing environment.







          (2 Marks)










           (Total 15 Marks)
QUESTION 2

Hadonish Nigeria Ltd is a computer manufacturing company.  It manufactures three parts L, M, and N.  These are made from silicon materials A, B, C and D in four departments 1,2,3,4.  The following information is supplied:

	Materials
	Used in Dept.
	Cost of Materials
	Units per Product

	
	
	Per Unit
	L           M           N

	A
	1
	     N4
	-            3            2

	B
	2
	     N2
	2           2            2

	C
	3
	     N3
	3           2            -

	 D
	4
	     N1
	2           2            1 


	Normal rejection at the time of final inspection

	 10%
	10%
	10%

	Budgeted Details:
	
	
	

	i)  Sales in N000’s
	
	3,000
	600
	2,700

	    Sales per Unit
	
	     20
	  25
	     15

	ii)  Finished Goods (Units at Start)

     Finished Goods  (Units at end)
	
	 8000

2000
	400

520
	 2000

 3800

	iii) Raw materials inventory in units
	A
	B
	C
	D

	                                  Opening
	4000
	  8000
	3000
	  5000

	                                  Closing 
	7000
	12000
	9000
	12000


You are required to prepare for the year:
a)
The production budget





          (5 Marks)

b)
The production cost budget for direct materials                             (5 Marks) 

c)       The purchase budget





          (5 Marks)










      (Total 15 Marks)

QUESTION 3

The Production Manager of your organisation has approached you for some expert advice on project X, a one-off order from overseas for which he intends to tender.  The costs associated with the project are as follow:






    N

Material A


   40,000


Material B


   80,000


Direct labour


   60,000


Supervision


   20,000


Overhead


 120,000





 320,000
You ascertained the following:

(i)
Material A is in stock and the above was the cost.  There is now no other use for material A, other than the above project, within the factory and it would cost N17,500 to dispose of. Material B would have to be ordered at the cost shown above.

(ii)
Direct labour costs of N60,
000 relate to workers that will be transferred to this project from another project.  Extra labour will need to be recruited to the other project at a cost of N70,000.

(iii)
Supervision cost has been charged to the project on the basis of 33 1/3% of labour costs and will be carried out by existing staff with their normal duties.

(iv)
Overheads have been charged to the project at the rate of 200% on direct labour.

(v)
The company is currently operating at the point above break-even point.

(vi)
The project will need the utilization of machinery that will have no other use to the company after the project has finished.  The machinery will have to be purchased at a cost of N100,000 and then disposed of for N52,500 at the end of the project.

The Production Manager tells you that the overseas customer is prepared to pay up to a maximum of N300,000 for the project and a competitor is prepared to accept the order at that price.  He also informs you the minimum that he can charge is N400,000 as the above costs shows N320,000, and this does not take into consideration the cost of the machine and profit to be taken on the project.

 Required:

(a)
Cost the project for the Production Manager, clearly stating how you have arrived at your figures and giving reasons for the exclusion of other figures.







                    (10 Marks)

(b)
Write a report to the Production Manager stating whether the organisation should tender for the project, stating the reasons why and the price and bearing in mind that the competitor is prepared to undertake the project for N300,000.


                                                   (Total 15 Marks)

QUESTION 4

You are the Financial Controller of Adelande Limited, a medium-sized engineering company.  This company was family-owned and managed for many years but has recently been acquired by a large group, Fortune Plc, to become its Engineering Division.

The first meeting of the management board with the newly appointed Divisional Managing Director has not gone well.

He commented on the results of the division:

· Sales and profits were well below budget for the month and cumulatively for 

the year, and the forecast for the rest of the year suggested no improvement.

· Working capital was well over budget.

· Even if budget were achieved the return on capital employed was well below 

group standards
He proposed a Total Quality Management (TQM) programme to change attitudes and improve results.

Required: 
(a) Explain the critical success factors for the implementation of a programme of 
Total Quality Management.  

(b)
Emphasize the factors that are crucial in changing attitudes from those quoted.

                                                                       (15 Marks)

QUESTION 5

Quakupricy Nigeria Limited is a company which produces a single product on an assembly line.  The Budget Personnel has been availed with the following information which represents the extremes of high and low volumes of production which the company will achieve over a three month period.

	
	         Production of
	       Production of

	
	         40,000 units
	       80,000 units

	
	                N
	
           N


	Direct Materials
	800,000
	1,600,000

	Indirect Materials
	120,000
	   200,000

	Direct Labour
	500,000
	1,000,000


	Power
	180,000
	   240,000

	Repairs
	200,000
	   300,000

	Supervision
	200,000
	   360,000

	Rent, Insurance and Rates
	 90,000
	    90,000


Additional Information:

(i)
Supervision is a “step function”.  To this end, one supervisor is employed for all production levels up to and including 50,000 units.  For higher levels of production, an assistant supervisor whose remunerations is N160,000 will be added. 

(ii)
On power, a minimum charge is payable on all production up to and including 60,000 units. For production above this level, there is an additional variable charge based on the power consumed.

Required:
(a)
Prepare a set of flexible budgets for presentation to the Production Director to cover the following levels of production over a period of three months:

i) 40,000 Units

ii) 50,000 Units

iii) 60,000 Units

iv) 70,000 Units

v) 80,000 Units






           (9 Marks)

(b)
During the three months July to September 2010, 50,000 units were produced.  Actual costs incurred during this period were as follows:
     N


Direct Materials


1,100,000





Indirect Materials


   140,000


Direct Labour


   700,000


Power




   180,000


Repairs



   300,000


Supervision



   200,000


Rent, insurance and Rates

     80,000

Required:

(i)
Prepare a budget report for presentation to the Production Director displaying all relevant variances.  

(ii)
For each variance, suggest any further investigations which might be required and necessary actions needed to be taken by the Director.











              (6 Marks)










              (Total 15 Marks)
QUESTION 6 

(a)
Explain each of the following concepts:


i.
Back Flush Costing


ii.
Computer Integrated Manufacturing (CIM)


iii.
Just- in- time Purchasing


iv.
Material Requirement Planning


v.
Time Driver






          (10 Marks)

(b)
Adelagun International produces and sells products A and B which require:




Material
Labour
Machine Time    Contribution



 
  KG
  
  HRS

   HRS


    N


A
   
   6
 
    2

      5


    25


B
   
   3

    5

      3


    23

Total Available 
5000kg
  2500Hrs
    3200Hrs

You are required to:
i. Formulate the linear programming problem

ii. Formulate the dual problem to (i) above



              (5 Marks)

           (Total 15 Marks)

SOLUTIONS TO SECTION A

PART I   -   MULTIPLE CHOICE QUESTIONS

1.
C

2.
C

3.
B

4.
E

5.
D

6.
E

7.
B

8.
B

9.
D

10.
B

11.
B

12.
C

13.
D

14.
B

15.
C

16.
E

17.
B

18.
C

19.
A

20.
D

WORKINGS
3.
P/V ratio  by equation:

= 120,000− 40,000     = 80, 000

  
  800,000 −600,000       200,000

2/5 or 0.40 or 40%

4.
Sales  × c/s ratio – fixed cost

	
	
	    N

	Where fixed cost  
	=
	200,000

	Sales 
	=
	1,400,000

	Contribution =(0.40)  
	=
	560,000

	Less fixed cost 
	=
	200,000

	
	
	360,000


5.
Maximum stock level =


= Reorder level + EOQ –Mini usage × Min lead time 


Reorder level = Maximum Usage × Maximum Lead Time 


= 260 × 26 = 6,760


Maximum stock level = 6,760 + 8,000 – (120 x 20)


=6,760 + 8,000 – (2,400)


= 6,760 + 8,000 – 2,400


= 12,360 units

	10. Year
	
	Cash flow

	
	
	A
	B
	C

	      0
	Cash out flow
	(400,000)
	(200,000)
	(200,000)

	      1-3
	Pv of inflows
	812,000
	503,800
	484,400

	
	
	
	
	

	      Using P1 =
	Cash inflow (pv) =
	 812,000
	503,800
	484,400

	
	Cash outflow (pv)
	400,000
	200,000
	200,000



	
	=
	2.03
	2.519
	2.422

	
	
	
	
	

	
	Ranking of projects
	   3
	        1
	      2


Answer = B and C since financial resources available is N400,000

15.

	Using High low method
	
	
	
	

	Variable cost
	=
	52,000−36,500
	=15,500
	=  N4.83

	
	
	  8,210−  5,000
	     3,210
	


	Fixed Cost 
	=
	Total Cost – Q (4.83)
	

	
	=
	52,000 −8,210 (4.83) = N12,350
	For 7,200 units


	Fixed Cost
	=
	Total Cost – Variable Cost

	
	=
	52,000 – 8,210 (4.83)

	
	=
	52,000 – 39,650

	
	=
	N12,350


Total Cost of 7,200 units = FC + (7,200 × N4.83) +N12,350

                                                     = N12,350 +N34,776 

= N47,126

	20
	Overhead Absorption Rate
	=
	N2.50

	
	
	
	

	
	Overhead Absorbed
	=
	Standard Rate × Actual Hours

	
	
	=
	N2.50 ×50,000 Hrs

	
	
	
	N125,000

	
	
	
	

	
	Actual Overhead incurred
	=
	N120,000

	
	
	
	

	
	Overhead over absorbed
	=
	N5,000


EXAMINER’S REPORT

The questions test candidates understanding of the entire syllabus.

 Candidates’ understanding was superficial and performance was average. 

Candidates are advised to ensure detailed understanding of various principles on Management Accounting to improve performance.

PART II – SHORT-ANSWER QUESTIONS

1.
13.5%

2.
Project B.

3.
Hurdle Rate

4.
Constraint Function

5.
Ordering cost

6.
Residual Income

7.
non- value added time

8.
35,000 units

9.
N1,200

10.
Project Life – BEP of Project Life × 100

      


Project Life
11.
Line

12.
Control

13.
Back Flush

14.
Computer Integrated Manufacturing (CIM) System

15.
Feed back

16.
Indirect costs

17.
Multi colinearity

18.
Margin of safety

19.
Value chain

20.
Economic Order Quantity (EOQ)

Working 

1.
Project A
= 0.2 × 0.3 +0.2 × 0.4 – 0.0167 × 0.3




= 0.6 + 0.8 – 0.005 = 0.135 or 13.5%


Project B
= 0.2 × 0.3 + 0.15 × 0.4 + 0.27 × 0.3

· 0.006 + 0.06 + 0.081 = 0.135 or 13.5%

2.
Because Project B has a lower standard deviation of returns and enhance less risky.  It is preferred to A






N

8.
Selling price =

475


Variable cost =

375

Contribution

        
100

Fixed Cost  =



  N2,900,000

Profit expected =


     N600,000





 N 3,500,000

	;. Therefore number of units @ the expected profit level
	=
	N3,500,000

	
	
	       N100

	
	
	=35,000 Units


9.
Expected value
 = PI × (1−P) (B−P)





= −0.7 ×4,800 +0.3 (20,000−4,800)





= −3,360 +4,560





=N1,200





Where PI = probability






B   = benefit






P   = cost of investigation

EXAMINER’S REPORT

Questions in this part test candidates’ knowledge of various topics covering a wide spectrum of the syllabus.

 Candidates’ did not seem to clearly understand many of the questions and performance was below average. 

Candidates are advised to ensure adequate coverage of the syllabus to excel in this section of the paper.

SECTION B



SOLUTION TO QUESTION 1

(a)
(i)
KADELETO NIGERIA LIMITED



Unit Cost of Product using prior Costing Approach

	
	PRODUCT A
	PRODUCT B
	PRODUCT C

	
	      N
	        N
	         N

	Direct Materials
	25.00
	20.00
	18.00

	Direct Labour
	24.00
	32.00
	16.00

	Overhead Costs
	21.25
	28.33
	14.17

	Total Cost per unit
	70.25
	80.33
	48.17


(ii)
KADELETO NIGERIA LIMITED


Unit Cost of Products using the ABC Approach

	
	PRODUCT A
	PRODUCT B
	PRODUCT C

	
	N
	N
	N

	Direct Materials
	25.00
	20.00
	18.00

	Direct Labour
	24.00
	32.00
	16.00

	Overhead Cost
	12.52
	23.33
	61.61

	Total Cost per unit
	61.52
	75.33
	95.61


(b)
(i)
PROFIT /LOSS PERFORMANCE USING TRADITIONAL COSTING



APPROACH

	
	    A
	    B
	     C
	TOTAL

	
	     N
	     N
	      N
	N

	Sales Price
	115.00
	116.00
	84.00
	

	Direct material
	25.00
	20.00
	18.00
	

	Direct Labour
	24.00
	32.00
	16.00
	

	Overhead Cost
	21.25
	28.33
	14.17
	

	
	70.25
	80.33
	48.17
	

	Profit / (Loss)
	44.75
	35.67
	35.83
	

	Units produced /sold
	40,000
	25,000
	10,000
	

	Total Profit/(Loss)
	N1,790,000
	N 891,750
	N 358,300
	N 3,040,050


(ii)

Profit and Loss Performance using ABC Approach

	
	    A
	     B
	      C
	TOTAL

	
	     N
	    N
	      N
	N

	Selling Price
	115.00
	116.00
	84.00
	

	
	
	
	
	

	Direct Material
	25.00
	20.00
	18.00
	

	Direct Labour
	24.00
	32.00
	16.00
	

	Overhead
	12.52
	23.33
	61.61
	

	
	61.52
	75.33
	95.61
	

	Profit /(Loss)
	53.48
	40.67
	(11.61)
	

	Units sold
	40,000
	25,000
	10,000
	

	Total profit/(Loss)
	N,2,139,200
	N 1,016,750
	(N 116,100)
	N 3,039,850


(c)
Reasons why activity -based costing approach is preferred to traditional    absorption costing approach include

(i)     Unlike in the past, information processing cost is not high, hence a more sophisticated Cost System can be utilized to analyse and allocate current overhead costs that are now more dominant than direct costs.
(ii)      ABC approach relies on a greater number and variety of a second stage cost drivers unlike the traditional costing system which is simplistic and posses a lot of distortions.

(iii) Traditional Costing Approach uses only volume-based cost drivers on the assumption that a product’s consumption of overhead resources is directly related to units produced.  Some overheads are related to non-volume based cost drivers and as such ABC abhors generalization but encourages the appropriate cost driver relating to the activity to be used in overhead allocation.
Workings:
a(i)
Computation of overhead using direct labour hour:


Total over head cost




N1,700,000


Total Direct labour hour



240,000 hours

Overhead rate per hour =

1,700,000







   240,000







= N7.08
a(ii)
Computation of overhead cost using ABC Approach

	
	A
	B
	C

	(i) Set up Cost
	
	
	

	    A = 5× 3,500 =
	17,500
	
	

	    B = 10 × 3,500 =
	
	35,000
	

	    C = 25 × 3,500
	
	
	87,500


	
	A
	B
	C

	(ii) Machine
	
	
	

	     A = 
	342,857
	
	

	     B = 
	
	428,572
	

	     C = 
	
	
	128,571

	
	
	
	

	
	
	
	

	(iii) Goods Inwards
	
	
	

	      A = 15 × 1750
	26,250
	
	

	      B = 25× 1750
	
	43,750
	

	      C = 120 × 1750
	
	
	210,000


	(iv) Packaging
	
	
	

	      A = 15 × 4000
	60,000
	
	

	      B = 10 × 4000
	
	40,000
	

	      C = 25 × 4000
	
	
	100,000


	
	
	
	

	(v) Engineering
	
	
	

	     A = 15 × 3600 =
	54,000
	
	

	     B = 10 × 3600 =
	
	36,000
	

	     C = 25 × 3600 =
	______
	________
	90,000

	     Total Overhead
	N500,607
	N583,322
	N616,071


	
	A
	B
	C

	Total Overhead
	500,607
	583,322
	616,071

	
	
	
	

	Average Overhead  Per unit
	
	
	

	A = 500,607 ÷ 40,000 = 
	N12.52
	
	

	B = 583,322 ÷ 25,000 =
	
	N23.33
	

	C = 616,071 ÷ 10,000  =
	
	
	N61.61


Cost

Machine 
A = 80,000  × 900,000 = N342,857




210,000



B = 100,000 × 900,000 = N428,572



       210,000



C = 30,000 × 900,000
=N128,571



     210,000 


Set up Cost  =
 N140,000 = N3,500 per set up run



       
      40

Goods inward =
N280,000 =
N1,750 per receipt




   160

Packaging 
=
N200,000 =
N4,000 per order




    50

Engineering  =
N180,000 = N3,600 per order




    50

Computation of Expected Sales Prices

	Project A
	
	Expected Outcome

	Pr
	N
	N

	0.6
	110
	66

	0.3
	120
	36

	0.1
	130
	13

	
	
	115


	Project B
	
	Expected Outcome

	Pr
	N
	N

	0.5
	110
	55

	0.3
	120
	36

	0.2
	125
	25

	
	
	116


	Project C
	
	Expected Outcome

	Pr
	N
	N

	0.7
	80
	56

	0.2
	90
	18

	0.1
	100
	10

	
	
	84


EXAMINER’S REP0RT
The question tests candidates’ knowledge of the principles of product pricing using traditional method and ABC approach.  The merits of the ABC approach were also required.  Candidates were expected to determine product unit prices and  anticipated sales prices to determine profit or loss on each product.  

Candidates’ performance was poor.
Very few candidates showed an understanding of the requirements but many were at sea concerning the correct overhead recovery rate.  Expected sales prices for each product was also not correctly determined. Candidates also displayed poor presentation.

Candidates are advised to ensure that they master correct approach to solving problems and also give attention to proper presentation.

SOLUTION 2

HADONISH NIGERIA LIMITED

	
	
	L
	M
	N

	Annual Sales N000’s
	(a)
	3,000
	600
	2,700

	Unit selling price
	(b)
	20
	25
	15


	(i)           PRODUCTION BUDGET FOR THE YEAR 2012

	
	L
	M
	N

	Anticipated Sales (a) divided by (b)
	150,000
	24,000
	180,000

	Add: Closing inventory
	2,000
	520
	3,800

	
	152,000
	24,520
	183,800

	Less: opening inventory
	8,000
	400
	2,000

	Budgeted production before reject
	144,000
	24,120
	181,800

	Add: Normal Loss at 10%
	16,000
	2,680
	20,200

	i) Budgeted production
	160,000
	26,800
	202,000

	
	
	
	


(ii)       PRODUCTION COST BUDGET FOR DIRECT MATERIALS
	
	A
	B
	C
	D
	TOTAL

	
	N4p/u
	N2p/u
	N3 p/u
	N1 p/u
	

	Material P Dept 1:
	
	
	
	
	

	M 26,800 ×3× N4
	321,600
	
	
	
	

	N 202,000 × 2× N4
	1,616,600
	
	
	
	1,937,600

	
	
	
	
	
	

	Material Q Dept. 2:
	
	
	
	
	

	L: 160,000 × 2 × N2
	
	640,000
	
	
	

	M: 26,800 × 2 × N2
	
	107,200
	
	
	

	N: 202,000 × 2 × N2
	
	808,00
	
	
	1,555,200

	
	
	
	
	
	

	Material R in Dept. 3
	
	
	
	
	

	L: 160,000 ×3×N3
	
	
	1,440,000
	
	

	M:26,800 ×2×N3
	
	
	160,800
	
	1,600,800

	Material S in Dept.4
	
	
	
	
	

	L: 160,000 × 2× N1
	
	
	
	320,000
	

	M: 26,500 ×2×N1
	
	
	
	53,600
	

	N: 202,000 ×1 × N1
	_________
	_________
	_________
	202,000
	575,600

	Grand Total
	1,937,600
	1,555,200
	1,600,800
	575,600
	5,669,200


iii)
MATERIAL PURCHASE BUDGET

	MATERIAL
	A
	B
	C
	D

	Material Consumed
	484,400
	777,600
	533,600
	575,600

	Add: Closing Stock
	7,000
	12,000
	9,000
	12,000

	
	491,400
	789,600
	542,600
	587,600

	Less: Opening Stock
	4,000
	8,000
	3,000
	5,000

	
	487,400
	781,600
	539,600
	582,600


MATERIAL PURCHASE COST BUDGET

	MATERIAL
	A
	B
	C
	D
	

	Quantity purchased
	487,400
	781,600
	539,600
	582,600
	

	
	N
	N
	N
	N
	N

	Rate per unit
	4
	2
	3
	1
	

	Total 
	1,949,600
	1,563,200
	1,618,800
	582,600
	

	Grand total
	
	
	
	
	5,714,200

	
	
	
	
	
	


EXAMINER’S REP0RT

The question tests candidates’ knowledge of the principles of the preparation of budgets and its implementation.
Candidates were expected to prepare production units and cost budget as well as the purchase budget.  They were expected to consider the implications of opening and closing stocks while factoring in the effect of normal loss.  

Candidates’ performance was poor.
Majority of the candidates displayed a poor knowledge of the requirements of the question.  They were unable to compute the production cost budget by working back from anticipated sales, opening stock and closing stock.

Candidates are advised to practice with past question papers to familiarize themselves with the culture of solving questions.

SOLUTION 3

	RELEVANT COSTS OF THE PROJECT (N)

	Material A
	(17,500)

	Material B
	80,000

	Direct labour
	70,000

	Net cost of machinery
	47,500

	Relevant cost
	180,000

	Contract price
	300,000

	Contribution
	120,000


NOTES TAKEN INTO CONSIDERATION IN ARRIVING AT PROJECT COST:

(1) There is a saving in material costs of N17,500 if material A is not used.

(2) The actual cost of material B represents the incremental cost

(3) The hiring of the labour on the other contract represents the additional cash flows of undertaking this contract.

(4) The net cost of purchasing the machinery represents the additional cash flows associated with the contract.

(5) Supervision and overheads will still continue even if the contract is not accepted and are therefore irrelevant.

(b)

From:

Management Accountant



18/05/2011

To:

Production Manager

RE: ADVICE ON ACCEPTABILITY OF PROJECT X

The report given below refers to our discussion on the acceptance of the above project being considered with a total cost of N320,000.

The costs given in the question do not represent incremental cash flows arising from undertaking the contract.   As the company is operating at an activity level in excess of break-even point, any sales revenue in excess of N180,000 incremental cost will provide an additional contribution which will result in an increase in profits.   Assuming that the company has spare capacity, and that a competitor is prepared to accept the order at N300,000 then a tender price slightly below N300,000 would be appropriate.

Management Accountant

EXAMINER’S REP0RT
The question tests candidates’ knowledge of the costing of a project applying the principle of relevant and irrelevant costs.  Candidates were expected to determine the relevance or otherwise of each cost element giving reasons.  They were also expected to determine whether or not to tender for the project.  A report was also requested to be written to the Production Manager and this was omitted by most candidates.   

Performance was below average.

Many candidates were unable to determine the relevant and irrelevant costs and could not advance cogent reasons for this.  Poor presentation was also displayed.

Candidates are advised to ensure adequate preparation for the examinations and comprehend the questions before attempting to preffer a solution.

SOLUTION 4

Total Quality Management (TQM) is a situation where all the business functions are involved in a process of continuous quality improvement.

(a)
The critical success factors for TQM implementation include:

(i) The need for absolute commitment by the Chief Executive and Top Management.

(ii) Prevention of errors before they occur.

(iii) The need for adherence to total quality in the design of the systems and products.

(iv)  Real commitment to continuous improvement in all processes.

(b)
The factors that are crucial in changing attitudes under Total Quality Management (TQM) philosophy include:

(i)
The entire process must be customer- focused.   Each section in an organisation should be seen as a potential customer of a supplying section and a potential supplier of services to other sections.

(ii)
All the processes ranging from production, administration, finance etc must be focused on continuous improvement with the aim of eliminating non-value adding activities, produce goods, provide services with zero defects and simplify business processes.

(iii) Senior management must promote good cultural change and ensure rewards for successful performance.   Existing rewards and performance measurements should be reviewed to ensure that they encourage rather than discourage quality improvement.
(iv) There is need for staff improvement through appropriate training        and development which should be continuous.

EXAMINER’S REP0RT
The question tests candidates’ knowledge of the principles of Total Quality Management (TQM) and the critical success factors in its implementation.

Candidates were expected to discuss success factors in the implementation of TQM.  They were also expected to raise factors that are critical in changing attitudes under TQM principles.   

Candidates’ performance was poor.
Candidates’ understanding of the principles of TQM was poor.  Many confused the programme with standard costing and belaboured more on standard costing controls and performance measures.  Poor expression was also evident in many of the papers.

Candidates are advised to update themselves on current topical issues in Management Accounting.  They should also endeavour to ensure good language expressions.
SOLUTION 5

	QUAKUPRICY NIGERIA LIMITED

(a)                        FLEXIBLE BUDGETS FOR PRODUCTION LEVELS

	COST ITEMS
	40,000
	50,000
	60,000
	70,000
	80,000

	
	   N
	   N
	     N
	   N
	    N

	Direct Materials
	800,000
	1,000,000
	1,200,000
	1,400,000
	1,600,000

	Indirect Materials
	120,000
	140,000
	160,000
	180,000
	200,000

	Direct Labour
	500,000
	625,000
	750,000
	875,000
	1,000,000

	Power
	180,000
	180,000
	180,000
	210,000
	240,000

	Repairs
	200,000
	225,000
	250,000
	275,000
	300,000

	Supervision and
	200,000
	200,000
	360,000
	360,000
	360,000

	Rent,  Insurance Rates
	90,0000

_________
	90,0000

_________
	90,000

_________
	90,000

_________
	90,000

_________

	
	2,090,000
	2,460,000
	2,990,000
	3,390,000
	3,790,000


 (b)


	BUDGET PERFORMANCE REPORT
	

	(i)        COST ITEMS
	BUDGET
	ACTUALS
	VARIANCE
	

	
	50,000 units
	50,000 units
	 N
	

	Direct Material
	1,000,000
	1,100,000
	100,000  
	(A)

	(Indirect Materials
	140,000
	140,000
	−
	

	Direct labour
	625,000
	700,000
	75,000
	(A)

	Power
	180,000
	180,000
	−
	

	Repairs 
	225,000
	300,000
	75,000
	(A)

	Supervision
	200,000
	200,000
	−
	

	Rent, Insurance and Rates
	90,000
	80,000
	10,000
	(F)

	
	_________
	_________
	_______
	

	
	2,460,000
	2,700,000
	240,000
	(A)


(ii)
VARIANCE ANALYSIS
From the above performance report, four cost items recorded deviations between actual and budgeted figures.  They are:

· Direct Materials:
There exist a N100,000 adverse variance which could be as a result of price and usage of materials.  high actual direct material price, wastage, poor quality of materials, and loss in production.

Management is expected to conduct price and market survey, ensure high quality low priced materials are procured and used, handling of materials to reduce wastage to be improved.

· Direct labour:
An adverse variance of N75,000 was also observed.  This could arise from direct labour rate and efficiency variances. The variance could be attributable to high labour rates, inefficient operations and excessive overtime.

Management can control same through appropriate labour pricing, effective job evaluation and manpower planning.

· Repairs:

An adverse variance of N75,000 was also noticed.   It may mean that planned maintenance programme of equipment is not properly followed and hence there is need to do appropriate investigation.

· Rent, Insurance and Rates:

There is a favourable variance of N10,000 which could be due to decrease in rates.   There is need for investigation to ensure appropriate figure is used for budgeting purposes in future.

Workings for Question 5

(1)
Direct Material =
1,600,000 – 800,000 = 800,000




    80,000  −40,000        40,000




    =   N20.00  per unit.

(2)
Indirect Material = 200,000 – 120,000 = 80,000





80,000  −40,000       40,000


Variable Cost = N2.00 per unit


Fixed Cost = N120,000 – (2 × 40,000)


= N120,000 – 80,000 = N40,000

(3)
Direct labour = 1,000,000 – 500,000 = 500,000



        80,000
− 40,000        40,000




= N12.50 per unit

(4)
Power =  

40,000
60,000      70,000  
 80,000

Fixed Cost

180,000
180,000   180,000
180,000


Variable Cost

−

−              30,000
  60,000




180,000
180,000   210,000
240,000

(5)
Repairs 

  40,000
  80,000





200,000
300,000


Variable Cost =
300,000 – 200,000 = 100,000




 80,000
40,000      40,000



Variable cost = N2.50


Fixed Cost  = N200,000  − 100,000 = N100,000

(6)
Supervision 

 40,000
  50,000
 60,000
         80,000

Fixed Cost (1)
200,000
200,000
200,000
         200,00


Fixed Cost (2)
−

−
160,000
        160,000




200,000
200,000
360,000
        360,000

(7)
Rent/Rates/Insurance
40,000
80,000

Fixed Cost


90,000
90,000
EXAMINER’S REP0RT
The question is testing candidate’s knowledge of the preparation of flexible budgets, the determination of variances and their analysis.  Candidates were expected to flex the budgets relating to given levels of activity and also determine various variances, suggesting possible remedial actions to be taken.

Candidates had an average understanding of the question and performance was fair.   

Some candidates could not properly separate the semi-variable costs into fixed and variable components, and also failed to get the accurate position of the variances.

Candidates are advised to ensure adequate preparation for the examinations and learn the proper techniques of tackling examination questions.

SOLUTION 6

a(i)
Back Flush Costing – This is a costing system that delays recording 


changes in the status of a product being produced until finished units appear. It then uses budgeted or standard cost to work backwards to flush out manufacturing costs for the units produced.

(ii)
Computer Integrated Manufacturing- This is the use of computers and other advanced manufacturing techniques to monitor and perform manufacturing tasks.

(iii)
 Just In Time Purchasing – The purchase of goods or materials such that delivery immediately precedes demand or use.

(iv)
Material Requirements Planning- A system that maximizes the efficiency of timing of raw material orders through the manufacture and assembly of the final product.

(v)
Time Driver- Any factor where a change in the factor causes a change in the speed with which an activity is undertaken.

(b)
Adelagun International
(i)
Linear Programming (Primal)

Objective function; Max contribution = 25A + 23B


Subject to:


Constraint function:


Material 

6A + 3B ≤ 5,000


Labour

2A +5B ≤ 2,500


Machine Time
5A + 3B ≤ 3,200


Non Negativity function A, B ≥ 0

(ii)
Dual Problem-

Reverse the Primal function by just restating it and introduce another variable called shadow price as follows:


Maximise Contribution
 = 
25A + 23B

Shadow price


Subject to: 



6A + 3B ≤ 5,000


Y1







2A + 5B ≤ 2,500


Y2







5A + 3B ≤ 3,200


Y3


Right hand side value now becomes the associated value of the objective function to turn the above purimal to dual as follows:


Minimise Value =
5,000 Y1 + 2,500 Y2 + 3,200 Y3

Subject:

6Y1 + 2Y2 + 5Y3 ≥ 25





3Y1 +5Y2 +3Y3   ≥23





Y1     Y2    Y3       ≥0
EXAMINER’S REP0RT
The question tests candidates’ knowledge on contemporary topics, concepts and terminologies in Management Accounting.  It also tests the usage of linear programming in solving management problems.     Candidates were expected to discuss and clearly express the peculiarities of each concept.  They were also expected to formulate the linear programming problem.
Performance was average.

Candidates did not show adequate knowledge of the topics.  The formulation of the linear programming problem was however well treated. 
Candidates are advised to update their knowledge on current topical issues in management accounting, prepare adequately and cover a wide spectrum of the syllabus.
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EXAMINATION NO........................
THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA

PROFESSIONAL EXAMINATION I – MAY 2011

ADVANCED AUDIT & ASSURANCE

Time allowed- 3 hours
SECTION A:  Attempt All Questions

PART I:   MULTIPLE-CHOICE QUESTIONS 


           (20 Marks)

1.
An auditor applies the knowledge provided by the understanding of internal control to determine the nature, timing and extent of
A.
attribute test.
B.
compliance test.
C.
test of control.


D.
substantive test.

E.
walk-through test.
2.
The “terms of reference” to be agreed by the Investigating Accountant with the client before commencement of work include the following EXCEPT
A.
the general scope of work to be covered.
B.
the purpose of the Investigation.
C.
timing within which the assignment will be carried out. 

D.
the basis on which fees will be charged. 
E.
the organisational structure and management of the entity to be investigated.
3. In accordance with the requirements of Insurance Act 2003 the fund of an insurance company should NOT be invested in
A. loans on life policies within their surrender value.
B. securities specified under the Trustee Investment Act.
C. loans to small scale industries.
D. loans to Building Societies approved by the Commission.
E. loans on real property, machinery and other properties in Nigeria.
4. Analytical procedures used in planning an audit should focus on identifying

A. areas that may represent specific risks relevant to the audit.
B. material weaknesses in the internal control structure.
C. the predictability of financial data from individual transactions.
D. the various assertions that are embodied in the financial statement. 
E. conclusion of the audit.
5. The procedure for Due Process Review include the following EXCEPT
A. codification of final report.
B. granting or denying Due process certification.
C. preliminary discussion between BMPIU and beneficiary ministries.
D. preparation of draft report.
E. organisation of “Right of Reply” meeting.
6. The ethical principles that govern auditors’ responsibilities include the following EXCEPT
A. professional competence.
B. integrity.
C. objectivity.
D. consistency.
E. independence.
7. One of the following is NOT a technique for value for Money Audit
A. Management and Systems Review
B. Effectiveness Review
C.  Review of Management Policies and Mission
D. Efficiency Assessment
E.   Analysis of Planning and Control Processes.
8. One of the following is NOT included in the contents of the accountants    report in a prospectus of a company wishing to offer its shares to the public. 
A. Balance sheet of the company at end of the last accounting period reported upon
B. Details of compliance with ICPC rules and regulations
C. Details of the valuation of all quoted investments
D. Details of any material transactions between the company and its promoters
E. Particulars of floatation cost and preliminary expenses
9. In circumstances where restrictions that fundamentally limit the scope of the audit are imposed by the client, the auditor should issue which of the following opinions?

A. Emphasis of the matter
B. Subject to
C. Disclaimer
D. Adverse
E. Except for
10. Which ONE of the following activities does NOT fall within “Social Audit”? Consideration for the

A. welfare of employees 
B. welfare of investors
C. cause of inconvenience to the society
D. appropriateness of an entity’s advert to the society
E. review of an entity’s accounting and internal control system.

11. One of the elements of the expectation gap where users of financial statements may not know to whom the auditor is legally responsible to is ..............gap.

A. performance 

B. standard
C. liability
D. differential
E. statutory

12. Which of the following is a post balance sheet non-adjustment event?

A. Dividends receivable from subsidiary and associated companies
B. Receipt of information relating to the rates of taxation
C. Losses of assets either by fire or flood
D. Determination of the purchase price or proceeds of sale of assets purchased or sold before the year end
E. The insolvency of a debtor
13. Which of the following may NOT be relevant to the reporting accountant when reviewing the profit forecast of a public limited company?
A. The nature and background of the client’s business
B. The assumptions made by the company for reasonableness
C. Procedures adopted by the company in preparing the profit forecast
D. Adequacy of returns from branches not visited
E. Accounting policies adopted by the company for appropriateness and compliance with generally accepted accounting principles.
14.
Audit working papers are checked by more experienced audit staff during the course of the audit.  This is also known as

A. Peer Review.
B. Technical Review.
C. Hot Review.
D. Cold Review.
E. Managers’ Review.
15. The auditors of financial institutions may NOT require ONE of the following statutory legislations.

A. Central Bank of Nigeria Act
B. Nigeria Deposit Insurance Corporation Act
C. Companies and Allied Matters Act
D. Federal Deposit Savings Deposit Act
E. Banks and other Financial Institutions Act
16. In the audit of banks, which ONE of these is least relevant to the


auditors?


A.     Minimum capital ratio

       B.
Minimum holding of securities/fixed assets


C.      Minimum paid-up share capital requirements


D.
Returns to be submitted to the CBN on regular basis

       E.
Minimum holding of cash reserves, and other specified liquid assets

17. Which of the following will NOT qualify to be addressed as an expert or a specialist for the purpose of auditing?


A.
Lawyers

B.
Treasurers

C.
Stockbrokers


D.     Geologists


 E.
Valuers

18. A report to management containing the auditors’ recommendation for correcting deficiencies disclosed by the auditor’s consideration of internal control is called

A.
Recommendation Letter.

B.
Lawyer’s Letter.

C.      Representation Letter.

D.     Management Letter.

E.      Circularisation Letter.

19. A situation where the balance sheet is presented to show a state of affairs that is considered buoyant than the actual position of the enterprise is described as 

        A.
Forgery.

        B.
Teeming and Lading.

             C.
Window Dressing.

             D.
Falsification.

        E.
Manipulation.

20. An occurrence of ONE of these events may cause a floating charge to crystallise.

A. Issuing of a debenture stock
B.  Appointment of a director
C.  Appointment of an external auditor
D.  Appointment of a receiver
E.  Issuing of ordinary shares.
PART II:    SHORT ANSWER QUESTIONS 



    (20 Marks)

1. The type of internal control system that acts as a guide to management for planning and controlling of income and expenditure so that maximum productivity is achieved is called............................................
2. Those matters which occur between the balance sheet date and the date on which the financial statements are approved by the board of directors are known as..............................................
3. The TWO basic types of an assurance engagement are............................... and  ...........................................
4. In accordance with the Code of Best Practices, the Chairman of Audit Committee should be a .................................director who is qualified to serve in the Committee.
5. A type of substantive test which involves computation of ratio, studying of trends and making use of statistical skills to obtain audit evidence is known as.........................................
6. The system of conducting business over the internet and therefore by electronic means instead of document based method is known as.................
7. The standard or benchmark used to assess or measure the subject matter in assurance engagement is known as...................................
8. An audit of financial statements which are or may be relied upon outside the audited entity’s home jurisdiction for purposes of significant lending investment or regulating decision is .............................
9. Professional service that enhances the quality of information or its context for decision makers is called....................................
10. The means by which a firm obtains a reasonable assurance that its expression of opinion always reflects observation of approved auditing standard, relevant statutory requirement and any professional standard set by the firm itself is..............................
11. A formal documentation of oral explanation given by the client to the auditor in order to have a proper understanding of the client’s business is called......................................

12. In order to have a proper background knowledge of the client’s operation and to identify the critical audit areas requiring special attention, the audit team leader needs to prepare...............................
13. An audit which lays special emphasis on product processes, transportation matters materials used, waste disposal or product cycling is......................
14. The use of external specialists/organisations to perform certain functions which would have otherwise been done by the organisation itself is .............................

15. In accordance with section 326 of the Companies & Allied Matter Act, 2004, an accountant may be appointed by ………………...to investigate a company in order to determine the true ownership of the company.

16. The report of the reporting accountants on the prospectus shall not be valid unless a statement is made that they have given and have not withdrawn their ……………………..appears in the prospectus.

17. The Code of Ethics of the International Federation of Accountants (IFAC) requires both independence of ………………….and independence in …………………from accountants.

18. The rules and procedures by which business corporations are directed and controlled and providing structures through which the company’s objectives are achieved are embedded in………………………………

19. Subject to confirmation by the Senate, the Auditor-General for the Federation is appointed by the President on the recommendation of ……………

20. Due Process Office in the Presidency is also known as…………….

SECTION B:  ANSWER QUESTION 1 AND ANY OTHER THREE     (60 MARKS)

QUESTION 1   CASE STUDY 
Labanjog Plc is an independent marketing company, dealing with variety of merchandise for Nigerian consumers and has some connections with international businesses in Europe and Asia.

Labanjog Plc has recently established an “Audit Committee”, the members of which are very concerned about meeting corporate governance “best practice”, particularly since they have just been listed on the Nigerian Stock Exchange .  

Being the internal auditor with Labanjog Plc, you have been asked to conduct a review of how well the company is meeting relevant Corporate Governance requirements.

Required 
(a)
List SIX key requirements to be met by Labanjog Plc to achieve effective Corporate Governance?




               (5 Marks)
(b) What is the duty of internal audit in achieving corporate governance compliance?







      (5 Marks)

(c) What is the role of Audit Committee in relation to Corporate Governance?

      (5 Marks)










               (Total 15 Marks)
QUESTION 2 

One of the techniques used by the auditor in arriving at his final audit opinion is analytical review.  Preliminary analytical procedures are often performed on accounting ratios.

Required 
Explain the possible reasons for the following changes found at the planning stage of the audit:

(a)
an increase in capital gearing




          (3 Marks)

(b)
an increase in dividend cover




          (3 Marks)

(c )
an increase in the current ratio




          (3 Marks)

(d)
a decrease in the gross profit margin



          (3 Marks)

(e)
an increase in the inventory holding period


          (3 Marks)

          (Total 15 Marks)

        
QUESTION 3

 The Auditor-General for The Federation reports to the National Assembly on Public Sector Accounts audited by him.

Required:
(a) What is Public Accounts Committee


                     (3 Marks)
(b) List the functions of the Public Accounts Committee                       (6 Marks)

(c) State the constraints against the effective performance of Public 

Accounts Committee


                                          (6 Marks)

          








          (Total 15 Marks)
QUESTION 4


Where a profit forecast is included in the Prospectus, it is mandatory that it has to be accompanied by an Accountant’s Report.
Required:
(a)
Enumerate the responsibilities of the reporting accountant on profit forecast






                     (5 Marks)
(b)
In respect of profit forecast, state any FIVE matters the accountant should clear with the client before reviewing and issuing his report on the forecast




                                          (5 Marks)


(c)
    List any five parties to the issue of a Prospectus
                     (5 Marks)










          (Total 15 Marks)










QUESTION 5 


The group accounts on which the primary auditor forms an opinion may include the results of subsidiaries not audited by him.
Required:

(a)
What is the duty of the auditor in relation to financial statements of the    subsidiary companies?





          (3 Marks)

(b)
In discharging this duty, what matters should the auditor consider before placing reliance on the work of the secondary auditors?                 (8 Marks)

(c)
In what circumstances would group accounts need not deal with the results of a subsidiary company?



                               (4 Marks)
       (Total 15 Marks)
QUESTION 6

 There may be situations where two or more accounting firms report jointly on a client’s set of financial statements.

Required:

(a) Explain FIVE circumstances that may warrant the need for joint auditors.











         (5 Marks)

(b) Discuss FIVE problems associated with joint audits.

        (10 Marks)








                    (Total 15 Marks) 

SOLUTIONS TO SECTION A

PART I  -  MULTIPLE CHOICE QUESTIONS
1.
D

2.
E

3.
C

4.
A

5.
A

6.
D

7.
C

8.
B

9.
C

10.
E

11.
C

12.
C

13.
D

14.
C

15.
D

16.
B

17.
B

18.
D

19.
C
20.
D

EXAMINER’S REPORT

The questions cover a reasonable part of the syllabus. Many candidates understood the requirements of the questions and performance was good.

PART II – SHORT-ANSWER QUESTIONS

1.
Budgetary control

2.
Post Balance Sheet Events

3.
(i)
Assertion based engagement , and


(ii)
Direct reporting engagement

4.
Non-executive director

5.
Analytical review procedures

6.
E-Commerce or e- Business

7.
“Suitable criteria”

8.
Transnational audit

9.
Assurance service

10.
Quality control

11.
Letter of Representation /Management Representation

12.
Audit Planning Memorandum

13.
Environmental audit

14.
Outsourcing

15.
Corporate Affairs Commission

16.
Consent

17.
Mind, /Appearance

18.
Code of Corporate Governance

19.
Federal Civil Service Commission

20.
Budget Monitoring and Price Intelligence Unit.

EXAMINER’S REPORT

The questions cover the whole syllabus.    Candidates displayed good knowledge of the questions and their performance was good.

SOLUTION TO QUESTION 1

(a)
Six key requirements to achieve effective Corporate Governance are:

(i) Strategic objectives are established and the right corporate values put in place.

(ii)
Company to communicate effectively with stakeholders.

(iii)
Effective supervision of those charged with governance.

(iv)
Responsibility of Board to appoint competent hands and monitor them.

(v)
Roles of auditors to be fully appreciated and their independence is not compromised.

(vi)
Shareholders have responsibility to appoint competent board for the tasks entrusted to them. 

(vii)
Mechanism to be put in place to ensure that those charged with governance responsibilities are checked and where necessary reprimanded.

(viii)
Good succession plan is put in place.

(ix)
Periodic staff appraisal on Corporate Governance issues. 

b.
The duty of internal audit in achieving Corporate Governance compliance include the following:

· Appraise and monitor controls in relation to accounting and information systems and other controls

· To assist the board of directors in carrying out investigation and other assignments

· Liaison with external auditors to facilitate timely completion of audit

· Ensuring that the company complies with auditing and accounting standards, laws and regulations.

· Produce analysis of opinions on the effectiveness of the organisation’s control mechanism, which should be communicated regularly to the Board of directors and Audit Committee.
c.
The role of the audit committee in relation to Corporate Governance

· To consider the appointment of external auditors, recommend fee and handle matters relating to resignation and /or dismissal of auditors

· Pre-audit discussion with auditors on scope and nature of audit work

· Review half year financial statements, changes in policies, adjustments, going concern, compliance with standards and guidelines etc.

· Review problems arising from interim and final audits.

· Review external auditor’s management letter and response thereon.

· Review Company’s statements on internal controls prior to approval by the board.

· To review internal audit programme, ensure co-ordination between internal and external auditors.

· To consider major findings of internal investigations and management’s response

· Discuss and consider any concerns raised by directors and /or internal audit department.

EXAMINERS’ REPORT

The question tests candidates’ knowledge of Corporate Governance and how it could be achieved.

Part (a) and (b) of the question were poorly understood by the candidates. Part (c)  was fairly understood.

The overall performance was below average.

Corporate Governance is a new phenomenon in the business world.   It is advisable that candidates should ensure they cover this area to be up to date.

SOLUTION 2

Possible reasons for changes:

(i)
Increase in capital gearing:  A high level gearing generally indicates that the company has increased its loan profile.  The loan must be serviced, this includes payment of interest on fixed interest borrowings.   This means that there are less funds available for distribution to shareholders.  It may also mean that the company is expanding, which means greater returns for shareholders in the future.  A high gearing ratio may also mean that the company is at risk of going concern position.

(ii)
Increase in dividend cover: This shows how many times a company could pay the dividend it has decided to pay to shareholders.   If a company’s dividend cover is increasing, it may simply mean that it is making greater profits in relation to the dividends it pays out.


It may also mean that the company could pay out more dividends in future, or that the company is paying out a reduced dividend and is investing more in the business.

(iii)
Increase in current ratio: An increase in current ratio may indicate increased inventory, cash or receivable.


The implication of this may be that the company is expanding, or alternatively that it is experiencing trading difficulties and is unable to sell its inventory or to collect its receivables.


An increase may also be due to a decrease in trade payables or other current liabilities.

(iv)
Decrease in gross profit margin:  A decrease in the gross profit margin may indicate that the cost of raw materials or bought-in goods has increased, or that discounts have increased or selling prices have decreased.

(v)
Increase in inventory holding period: The inventory holding period indicates the number of days the company could continue to trade if supplies were to cease.  

The longer the period, the higher the level of inventory held.   Inventory holding involves expenditure.  Generally, the lower the figure the better provided that the company does not run out of inventory.
· An increase may indicate that the Company is unable to sell its inventory

· An increase may also indicate that the company is expecting additional sales, or simply that the business is expanding.

· Many businesses are cyclical (seasonal) and increases and decreases are to be expected.

· Increase in the value of non-moving and/or obsolete stock.

EXAMINERS’ REPORT

The question tests candidates’ knowledge and application of analytical review with particular emphasis on audit planning.

Most candidates did not understand the requirement of the question and the overall performance was below average.  Most of the candidates concentrated on defining the changes and stating the various formulae instead of addressing possible reasons for the changes as required by the question.

Candidates are advised to read questions carefully so that they understand them before providing solution. 

SOLUTION 3 

(a)
Public Accounts Committee is a committee of the National Assembly and State House of Assembly responsible for review of Government Accounts.  The committee is also responsible for the review of the Auditor-General’s report, in accordance with the 1999 constitution as amended.

(b)
Functions performed by the Public Accounts Committee

(i) To sit and deliberate on the Auditor-General’s report submitted to the National Assembly.

(ii) To summon the Accounting Officers to appear before the committee to offer explanations on the observations raised by the Auditor-General.

(iii) To examine any officer on oath if need be.

(iv) To enforce the audit sanctions as required by Law.

(v) To recommend to the President any action to be taken on any erring officers.

(vi) To carry out any other duties as required by the Legislature.
(c)
Constraints against effective performance of Public Accounts Committee:
(i) There are delays between the occurrence of events and audit investigation and this affects record keeping and the evidence given by those concerned.

(ii) The delays in investigation explains the unsatisfactory answers given to some questions.

(iii) Public accountability may be damaged due to gap in the investigation period.

(iv) Sometimes the Ministries, Parastatals etc do not respond to the audit queries raised.

(v) Though Public Accounts Committee submits its recommendation to the National Assembly, they are sometimes not implemented.

(vi) Public Accounts Committee lacks powers to implement its decisions and most Civil Servants take it to be a toothless bulldog.

EXAMINERS’ REPORT

The question tests candidates’ knowledge of Public Accounts Committee and its functions. Candidates displayed good knowledge of parts (a) & (b) but displayed poor understanding of part (c)

About 85% of the candidates attempted the question and their overall performance was average. Some candidates could not differentiate between Public Accounts Committee and Audit Committee of Public Companies.

Candidates need to study this area of the syllabus adequately to be able to answer questions of this nature in future.

SOLUTION 4

(a)
The responsibilities of a Reporting Accountant on profit forecast are as follows:

(i) Whether the accounting policies adopted are in conformity with Generally Accepted Accounting Principles which are usually codified in accounting standards.

(ii) Whether the accounting policies have been consistently applied in the past and current financial statements and in the profit forecast under review.

(iii) Whether the adopted accounting policies were appropriate to the circumstances of the business.

(iv) Whether accounting bases and calculations are complied with on the basis of assumptions made.

(v) Whether the significant assumptions are reasonable and have been properly disclosed.

(b)
The following matters should be cleared with the client before the accountant reviews and issues his report.

(i) The purpose of the profit forecast

(ii) The scope of the profit forecast

(iii) The client’s directors responsibility for the profit forecast

(iv) The accountant’s responsibility on the profit forecast

(v) No material restrictions on the accountant’s scope of work

(vi) Whether there is any restriction as to the time limit within which the accountant’s report is required 

(vii) The period covered by the profit forecast

(c)
The principal parties to the issue of a prospectus are:

(i) Issuing House

(ii) Registrar

(iii) Stockbroker

(iv) Reporting Accountant
(v) Auditors

(vi) Solicitor to the Company

(vii) Solicitor to the issue
(viii) Receiving banker

(ix) The Company

(x) Securities & Exchange Commission

(xi) Underwriter.

EXAMINERS’ REPORT

The question tests candidates’ knowledge regarding Reporting Accountant’s work and responsibilities on profit forecast and parties to a prospectus.
About 80% of the candidates attempted this question.   Candidates displayed poor understanding of parts (a) & (b) but fair understanding of part (c).  The overall performance was poor.   Candidates tended to give answers to part (a) of the question to part (b) and vice versa.

The topic tests  a special area that needs candidates’ attention in their studies in order to attend to this type of question effectively.

SOLUTION 5

(a)
Duties of the Auditors in relation to the financial statements
(i)
To form opinion whether the accounts prepared for the subsidiaries followed the Generally Accepted Auditing Principles and Standards.

(ii)
To ensure that sufficient information was obtained from the Auditors of the  subsidiary.

(iii)
To ensure that proper Accounting Policies are used and consistently applied.

(iv)
To review the quality of evidence obtained to ensure that they are sufficient and reliable.

(v)
To ascertain whether the Audit Report is qualified and the nature of the qualification.

(vi)
The auditors owe a duty to group shareholders in relation to the financial statements of the subsidiaries in such a way that the interest of the members in the subsidiary are protected and the amount due to them in the subsidiary are appropriately reflected in the group Accounts.

(b)
The group accounts on which the primary auditor forms an opinion may include the results of the subsidiaries not audited by him.   Nevertheless, he still has the duty to form an opinion whether the group financial statements give a true and fair view.  Consideration should be given to the following issues before placing reliance on the work of the secondary auditors.

(i) Scope of work:  A review of the scope of work of the secondary auditors should be undertaken with the aim of ensuring that there was no limitation.

Attention should be placed on:

· The quality of audit tests and procedures 

· The quality and experience of audit staff

· The independence and objectivity of the auditors

· The qualification and experience of the auditors

· Qualified audit report if any

(ii) Materiality:

The relative materiality of the subsidiary company is to be looked into.  If the financial statements of a material subsidiary were not audited, the auditor should consider giving a qualified report as the group financial statements cannot give a true and fair view.   If the subsidiary contribution is insignificant, it may be ignored completely.

(iii) Local Legislation:

If the subsidiary is located outside Nigeria the primary auditor should ensure that the financial statements were prepared in accordance with the local regulation of the country.

(iv) Information availability:

There is a duty to obtain necessary information to back up the figures obtained from the subsidiary companies. The holding company’s directors have responsibilities to make information available to the primary auditor in assisting him to form an opinion on the group financial statements. If the required information is not forthcoming and if in the opinion of the primary auditor, the required information is so material, as to greatly undermine the view of the group financial statements, he should consider qualifying his opinion.
(v) Accounting Policies:

The primary auditor should ensure the adoption of uniform accounting policies that are consistently applied within the group.  Where there are material differences in accounting policies, the primary auditor should request the holding company’s directors to make information available so that necessary adjustments can be made to the accounts, failing which the primary auditor should consider drawing the members’ attention to the non-uniformity in accounting policies in his report.

(vi) Whether the auditor has used the services of experts

(c )
Circumstances when group accounts may not deal with the accounts of the subsidiary company:

(i) When it would be misleading or have a harmful effect on the business of the holding company or its subsidiaries.

(ii) The business activities of the parents and the subsidiary are so dis-similar that they cannot reasonably be treated as a single entity.  However, under SAS 26 and IFRS3 the parent is required to consolidate a subsidiary with dissimilar activities but the nature and financial effect of such subsidiary should be disclosed in the accounts through segment reporting.

(iii)  A subsidiary that is purchased with the purpose of disposing it within one year should be exempted from consolidation provided that management is actively seeking a buyer.

(iv) A subsidiary with different accounting year end from the parent may be exempted if the difference in accounting dates is more than three months.

(v) Under the Act, the parent itself is, at the end of it’s financial year, a wholly owned subsidiary of another company incorporated in Nigeria.  Under IFRS 3 and SAS 26, the parent company is a wholly owned subsidiary or it is a partially owned subsidiary of an entity and its other owners who have been duly informed by the parent not to consolidate the subsidiary.

(vi) The parent Company did not file nor is in the process of filing its financial statements with the Securities and Exchange Commission.
(vii) It would be of no real value to the members of the holding company and its subsidiaries taking into account the insignificant amount involved, the time and cost of preparing the group accounts.
(viii) The subsidiary operates under severe long-term restrictions that significantly impair its ability to transfer funds to the parent company.

EXAMINERS’ REPORT

The question tests candidates’ knowledge concerning the work of the primary auditor towards accounts of subsidiaries not audited by him.   It also deals with inclusion of subsidiaries results in a group accounts.

About 85% of the candidate attempted the question and displayed fair knowledge of its requirements.   The overall performance was fair.  Some of the candidates confused  the requirements in part (a) with part (b) and consequently used answers for part (a) in part (b) and vice versa.

Candidates need to interprete questions carefully before attempting them.

SOLUTION 6

(a) A joint audit is where two or more auditors are responsible for an audit engagement and jointly produce an audit report to the client.   Both firms must sign the audit report and are responsible for the whole audit.


These are circumstances that might give rise to joint audit:
(i) Parent company’s instructions:

As a result of instructions from parent companies abroad where the subsidiary or associated company is located.

(ii) Change in management:

Where a new board is elected, it may recommend another firm to work in conjunction with the existing auditors.

(iii) Where a smaller audit firm is unable to provide specialized service.
(iv) Where there is a tight reporting deadline which makes it impossible or impracticable for one firm to effectively discharge the audit function.

(v) Where the volume of work involved makes it difficult for the client to appoint a sole auditor for the assignment.

(vi) In takeover bids or where companies merge the different auditors may be brought in as joint auditors of the amalgamated company.
(vii) Changing circumstances of the company:
Where the company undergoes rapid expansion e.g. after obtaining listing on the stock exchange, the reporting accountant may be requested to continue in office and hence serve as joint auditors with the existing auditors.

(viii) Local requirements:
Some large companies especially multinationals may wish to engage joint auditors, e.g. an indigeneous firm that is conversant with local legal requirements and another auditor of the parent company.

(b)
Problems associated with joint audits:
(i)
Misunderstanding may arise as to the agreed division of duties with the implication that some areas may not be subjected to satisfactory audit tests and procedures.

(ii)
Each of the audit firms is liable for the negligence of the other.  Various liability for negligence is also applicable to the firms involved in the joint audit.

(iii)
Both auditors may have different background, methods and procedures, thereby making it difficult for each practice to assess the qualities of each others tests and procedures.
(iv)
Audit costs may be widely increased due to unnecessary duplication of work by the auditors which may be frowned at by the client.

(v)
Personality clashes especially amongst lower cadre staff may affect the efficiency and result of the audit assignment.

(vi)
Conflict in the audit opinion.  There may not be an agreement on the audit report to be given to a client.  One may go for qualified audit report while another may be of different opinion.

EXAMINERS’ REPORT

The question tests candidates’ understanding of the need for joint audits and problems associated therewith.   Most candidates attempted the question and their performance was good.

Candidates would do better if they vary the quality and number of texts used in future examinations.[image: image7.png]






              		NOTES


Although these suggested solutions have been published under the Institute’s 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 Institute will not enter into any correspondence on them.
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