THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA
INTERMEDIATE EXAMINATION
COSTING AND QUANTITATIVE TECHNIQUES

SECTION AAttempt All Questions)

PART | MULTIPLEEHOICE QUESTIONS$20 Marks)

Which of the following groups of workers would be classi fied under indirect
labour?

Machinists in an organization manufacturing clothes

Bricklayers in a house building company

Machinists in an organization moulding building blocks

Maintenance workers in a shoe and bag factory

Assembly workers in a vehicle manufacturing business.

moonwm>»

In the short-term decision-making context, which ONE of the following
would be a relevant cost?

A The original cost of materials already in the store which will be used
on the project

Depreciation of existing fixe d assets

Specific development costs incurred

Genenl expenditure already incurred

Cost of specific materials which will be purchased.

monw

Which of the costs stated below may be described as remaining constant
over a certain activity range and t hen increasing but remaining constant
again over a revised activity range in the short term? A

fixed cost

semi fixed cost

variable cost

stepped cost

semi variable cost

moonw>

Which of the foll owing is used to establish the Economic Batch Quantity?
Re-order quantity .

Re-order level.

Cumulative production quantity .

Cumulative re-order quantity .

Cumulative stock level for production .

mooOwx

Which of the following is/are correct with regard to stocks?

® Stock-outs arise when too little stock is held

(i) Safety stock is the level of units maintained in case there is
unexpected demand.



A ReOrder level can be established by looking at the maximum usage
and minimum lead time.

(i) & (ii)

O & (iii)

(i) & (iii)

®, (i) & (iii)

@).

Which of the following woul d help to explain a favourable D irect Labour
Efficie ncy Variance?

(i)
(i)
(iii)

moon w2

Employees were of a higher skill level than specified in the standard.
Suggestions for improved working metho ds were implemented
Better quality materials were easier to process.

(), (i) & (iii)
(1) & (ii)

(i) & (iii)
() & (iii)

(ii).

Information on standard rates of pay would be provided by:

moonw>

a Work Study Manager

a Union President

an Information Officer

a Production Manager

a Human Resource Manager

Which of the following statements about profit -volume graphs is or are

correct?

0] Any point on the profit -volume line above the x-axis indicates the
profit (a s measured on the vertical axis) at that level of activity.

(i) The profit-volume line crosses the x-axis at the break-even point.

(i)  The profit d volume line starts at the origin.

A (i) & (ii)

B. (i) & (iii)

C @iy & (iii)

D. (i)

E. @0, (i) & (iii).

Which of the following is or are likely to use Service Costing? A

(i)
(ii)

University
Five Star Hotel



10.

11.

12.

13.

(i)  Mechanical Engineer

A @), (i) & (i)
B. (i) & (iii)
c () &)

D. (i

E () & ii).

Which of the following costing methods is most likely to be used by a
GCompany involved in the production of beverages?

Service Costing
Job Costing
Batch Costing
Process Costing
Contract Costing.

moonwx

Absorption Costing is concerned with

direct labour

fixed costs

direct m aterials

variable costs

variable and fixed costs.

moow»

Which of the following are the accounting entries for the return of unused
direct materials from production?

DEBIT CREDIT
A Work-in-progress account Stores ntrol account
B. Stores Control account Work-in-progress account
C Overhead Mntrol account Stores @ntrol account
D. Work-in-progress account Overhead @ntrol account
E Stores Control Account Overhead Control Account

If the probab ility of an event A occurring is 0.7, which of the following
is NOTcorrect?

There is 70% chance thatevent A will occur
The (dds in favour of event A are 7:3

Event A may not occur

There is 30% chance that event A will not occur
Event A will certainly occur

moow»



14.

15.

16.

17.

18.

19.

The matrix inversion method of solving a system of linear equations is
not applicable , if the matrix of coefficients

is a diagonal matrix .

IS a square matrix.

has determinant equal to one .

is a singular matrix .

is a symmetric matrix .

moow>

Equipment components need to be replaced because:
() they are old

(i) they are cheap

(i) they wear out

A ()
B. () & (i)
c. (i)

D. () & (i)
E. (i) & (ii)

The set of some first generation Banks is given as {UBA, FBN, UBN, WEMA}.
Find the cardinality of all possible subsets.

A. 4
B. 12
C. 14
D. 16
E. 20

The inequalities in a minimization problem must be
equal.

less than or equal to.

greater than or equal to .

strictly less than.

strictly greater than .

moow>

The main purpose of allocating goods from one destination to another is to
avoid wastages.

optimize produc tion.

minimize cost.

maintain viability of all destinations

maximize cost.

moow>

The total salary of workers of TOL Enterprise in 2007 is N17.4 x 10° while it is
N13.2 x 10° in 2004. Calculate the percentage average index in 2007 using
2004 as base year.

A. 131.81

B. 130.60



What is the earliest start time X i n the above diagram?

A
B
C
D.
E.

16
24
20
28
13




PART Il:SHORTANSWER QUESTIONS0 Marks)

1.

10.

11.

12.

13.

14.

Materials that are used in small amounts in the manufacturing process or

""""

,,,,,,,

//////

///////

Units of product that have been dama ged or improperly manufactured and
cannot be completed as saleable products as a result of unusual and non -
recurring factors are described as é é é é .

Products fully completed but not yet sold are knownas € € é é .

Costs that are unchanged in total as volume changes within the relevant

,,,,,,,,

Inventory method whereby the goods received first are the first ones to be
charged out when sold or transferred is called € é é é .

Accounting system used when identical units are produced through a series

rrrrr

rrrrrr

rrrrrr

Units of production that do not meet the specification required by customers
for finished units that are subsequently repaired and sold as finished units

rrrrrrrrr

A sample pointis an elementofa é é € é . space

The product of two matrices, either of which is a zero matrix, may be a
€ é é & . matrix.



15.

16.

17.

18.

19.

20.

,,,,,,

A transportation method of allocating as many u nits as possible to a cell
starting from the top left corner of a table and moving either downward s or

"""

/////

Given that the value and price indices of a commodity are 47.6% and 71.4%
respectively. Calculate the quantity index.

The process of finding the derivative of a function with respect to an

,,,,,,,

The chain of activities which cannot have float times is called é é é .



SECTION B ANSWER ANY FOUR QUESTIONS (60 MARKS)

QUESTION 1

€) Describe the term 6Cost Cent r e @ Marks)

(b)  State TWOfactors influencing the choice of C ost Gentres within an
Organization. (3 Marks)

(c) WOOM Ltd. currently pays direct production workers on a time basis at a rate

of MN650 per hour. In an effort to improve on productivity, the company
plans to introduce a bonus based on the formula - (time taken/time allowed)
X time saved x rate per hour. This is intended to take effect from week 10.

The standard time allowed for a worker in the production department to
perform his particular operation once, has been agreed at 42 minutes.

In week 09, Employee No. 0070/B, a machinist, worked for a total of 48
hours and performed 90 operations. In week 10, the same employee worked
for a total of 49 hours and performed 98 operations.

You are required to:

0] Calculate the gross wage, for employee No. 0070/B for Week 10 at N650 per
hour plus the productivity bonus . (4 Marks)
(i) Determine the efficiency ratio for employee No. 0070/B for each of weeks 09
and 10. (4 Marks)
(i) Provide a brief comment on your solution in (ii) abov e. (2 Marks)
(Total 15 Marks)

QUESTION 2

Wariku Plc hired an economist to provide information about costs and revenues for
a product. The economist has prepared the following information:

Price = &(10 - 0.1Q
Marginal Revenue = N(10 - 0.2Q)
Total Cost = N(50 +0.15Q7%)

Marginal Cost §0.3Q

where Q is the number of units produced and sold.

Required:

(@)

Determine the marginal revenue for each of the following: 10, 15, 20 and 25
units. (4 Marks)
8



(b) Determine the marginal costs for the same outputs. (4 Marks)
(c) At what price should the product be sold to achieve maximum revenue?
(5 Marks)
(d)  What are the fixed costs? How would the answer to part (c) be changed if
the fixed costs were 8907 (2 Marks)
(Total 15 Marks)
QUESTION 3
@) Enumerate FIVEimportant features of Job E valuation . (5 Marks)
(b) Modstone Ltd manufactures two products, J and K. The details of the two
products are as follows:
Product Product
J K
Direct material cost N44.00 N68.00
Direct labour hour :
Machining at N2 per hour 6 hours 8 hours
Assembly at N1 per hour 2 hours 4 hours
The organization plans to produce
units of product 0KOd next year . The
§700,000.
You are required to calculate overhead absorption rates using:
0] Percentage of prime cost (5 Marks)
(ii) Direct labour hour (5 Marks)
(Total 15 Marks)
QUESTION 4

Three applicants A, B and C passed all the preliminary tests and interviews but
there was only a vacancy in the Company. The Personnel Manager of the company
sets up an experiment which consists of tossing two dice together.

(@)

(b)

(i)
(ii)

You are required to set up the sample space for the sum of the numbers
showing up. (6 Marks)

If the sum of numbers showing up is greater than or equal to 9, A is given
the job, if the sum is greater than 3 but less than 7, B gets the job otherwise
C is appointed. Calculate the probability that:
A gets the job (5 Marks)
C gets the job (4 Marks)
(Total 15 Marks)



QUESTION 5

The interview conducted among some retired police, security and customs service
officers revealed that some of them have served in more than one of these
professions during their active years. Among them, 42 served in at least two of the
three professions, 49 served in police, 63 served as security officers while 10 have
served only as customs officers. Futher information showed that 35 have served in
exactly two of the outfits, while 23 served only in police and 25 served only as
security officers.

@) lllustrate the above on an Euler -Venn diagram. (6 Marks)
(b) Determine the number of retired offic ers who have served at one time

or the other:

()  as police and custom officers.

(i)  in police force and security units only

(i) as customs and security officers

(iv) as customs officers. (4

Marks)

(c) How many were involved in the interview conduc ted? (5 Marks)
(Total 15 Marks)

QUESTION 6

The table below shows the three time estimates in weeks, for each of the eight
activities of an electrical pro ject:

Activity Most likely Optimistic Pessimistic
102 4 2 6
163 3 3 4
104 6 3 15
205 6 5 10
365 3 2 4
306 2 2 2
406 10 4 18
506 4 2 8
Required:

(@) For each of the activity listed in the table, calculate the expected duration.
(4 Marks)

10



(b)

(€)

(d)

Draw activity -on-arrow network diagram for the networking showing all
expected activity durations. (4 Marks)

Identify all possible paths in (b) above and determine critical path and its
duration. (4 Marks)

State the minimum durat ion to complete the project. (3 Marks)
(Total 15 Marks)

11



SOLUTIOIS TOSECTION A

PART | MULTIPLECHOICE QUE&TIONS
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20.

Workings

16. 2°=16 (D)

19. Avindexl, = 100x 17.4x 10°/13.2 x 10° = 131.81% (A)
200 x=max(3+13;7+17,9+ 19)=28
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PART Il SHORTANSWER QUESTIONS

1. Indirect Materials

2. Indirect Labour

3. Economic Order Quantity (EOQ)
4. Just In Time (JIT) Conceptor Material Requirement Planning (MRP)
5. Abnormal Spoilage, Abnormal Loss Units or Abnormal Loss
6. Finished Goods Stock

7. Fixed Costs

8. First In, First Out (FIFO)

9. Process Costing

10.  Value Chain

11.  Stock Out Costs

12.  Rework

13. Sample

14. Zero

15. Singleton

16. North West Corner

17. Two

18. 66.67%

19. Differential Calculus

20. Qitical P ath

Working

18. (Quality Index = Value Index + Price | ndex i. e. 47.6 /71.4 = 66.67%)

13



SOLUTIONS TGECTION B

SOLUION 1

(@) A cost centre may be described as a location, function or items of equipment
in respect of which costs may be ascertained and related to cost units, for
control purposes.

(b) Factors influencing the choice of cost centre within an organization include:
0] Responsibility of individuals for separate parts of an organization.

(i) The extent to which costs can be separately and directly identified to
different areas of activity.

(i)  The effect on the accuracy of the charging of costs to other centres or
to units of output.

(c) Employee No. 0070/B
(@) Week 10

49 hours was spent to perform 98 operation s
Standard time = 42 minutes per operation
Standard time allowed to perform 98 operations = 98 (42/60) = 68.60
hours
Time saved = (68.60 & 49) hours
= 19.6 hours
Bonus payable will be:
(Time taken/Time Allowed) x Time saved x Hourly rate
= (49/68.60) x 19.60 x MN650.
= N9,100
Gross wage for week 10
M(49 hours x 650) + N9,100
N40,950

(i) Week 09:
48 hours was spent to perform 90 operation s
Standard time = 42 minutes per operation
Standard time allowed to perform 90 operations = 90 x (42/60) = 63

hours

Efficlency = standard 68.6 x 100
actual = 49 1 = 140%
for week 10

Efficlency = standard 63 x 100%
actual = 48 = 131.28%

14



(i)  There was an improvement in efficiency in week 10 because the efficiency
ratio was higher than that of week 09. The payment pattern should be
encouraged to motivate the workers and improve productivity.

TYPIFICATION

o What the question tests

The question is in three parts: (a), (b) and (c).
Parts (a) and (b) require a description and enumeration of factors influencing the
choice of cost centres in an organization.

Part c, of the question is computational,
calculations involving labour remuneration. It also tests changes in the efficiency
level of an employee from one week to another.

) What the Examiner expects

It is expected that a vivid description of the term Cost Centre would be brought out
and to effectively distinguish it from Cost Units.

A listing of the factors which inform the choice of a Cost Centre in an organization.
Good understanding of the requirements for the computation of Ilabour
remuneration with respect to bonus earnings. An understanding and appreciation
of labour efficiency ratio as a measure of employee productivity.

SOLUION 2
WAKIRU PLC
(@) & (b) Determination of marginal costs and marginal revenue
(a) (b)
Marginal Revenue Marginal Cost
Units N N
10 8.00 3.00
15 7.00 4.50
20 6.00 6.00
25 5.00 7.50

15



(d)

Sample Workings

At 10 units,
MR = 10 6 0.2(10)
= 10062
= 8
At 25 units
MC = 0.3 (25)
= 7.5
(c) Price to achieve optimum revenue
This is where MR = 0
1060.2Q = 0
10 =0.2Q
Q =50
Therefore P =10 6 0.1(50) = 5
Workings
Units Price
N
10 9.00
20 8.00
30 7.00
40 6.00
50 5.00
60 4.00

Total Revenue

N
90.00
160.00
210.00
240.00
250.00
240.00

Total
cost
N
65.00
110.00
185.00
290.00
425.00
590.00

When the price is N8, and the quantity is 20 units, profit is maximized.

Profit
N
25.00
50.00
25.00
(50.00)
(175.00)
(350.00)

Total revenue is highest when the price is N5 and the quantity is 50 units, although
it results in a loss of N175

Fixed cost is 850 and this is constant. If fixed cost is inc reased to 890, it will only
increase the total cost, since it is constant, it is not relevant in the determination
of optimum revenue.

TYPIFICATION

What the question requires

The questons eeks t o tes
provided by economists.

Information on marginal costing has been provided by an economist in the form of

revenue and cost functions. This information needs to be decoded by the

t
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candidates in order to show fuller and better understanding by entrepreneurs and
users of accounting information.

Absolute figures are expected to be allotted to revenue and cost variables in
addition to fixed costs.

) What the Examiner expects

It is expected that candidates should be able to decode the equations and give
formal and correct interpretation to them.

A good candidate should be able to evaluate in mone tary terms:
- The value of MR (Marginal Revenue)
- The value of MC (Marginal Cost)
- The value of P = Price or revenue per unit.

To perform well in this question, candidates should be able to demonstrate
understanding of simple and basic mathematical differentiation.

SOLUTION 3

(a) The important features of job evaluation include:
(i) It assesses jobs not people.
(i) The standards are relative, not absolute.
(iv) The basic information is obtained from job analysis.
(v) The exercise is done by a group of people, not individuals.
(vi) The concepts used for job assessment are logic, fairness and consistency.
(vii) There is usually an element of subjective judgment.
(viii) It does not determine pay scales, but provides the evidence for job rating.

(b) Percentage of prime cost

(i) Products J K
N N
Direct material cost 44 68
Direct labour cost:
- Machining 12 16
- Assembly 2 4
Prime cost per unit 58 88
Qty to be produced (units) 60,000 40,000
Total prime cost 3,480,000 #&3,520,000
Total prime cost for the two products 7,000,000

17



Overhead absorption rate: 700,000 X 100 _ 10% of Prime Cost
N7,000,000 1
(ii) Direct labour hour
Products J K
- Machine hour per unit 6 8
- Assembly hour per unit 2 4
Total hour per unit 8 12
Quantity to be produced 60,000 40,000
Total hours required 480,000 480,000
Total hours required for the two products 960,000
Overhead absorption rate:
N700,000
N960,000 = N0.729 per Direct labour hour
TYPIFCATION
) What the question requires

Question is in two parts of (a) and (b). The first part tests candidates understanding
of the important features of job evaluation. The second part requires candidates to
demonstrate their appreciation of some methods of calculating overhead

absorption rates. Question restricts requirements to only two methods of:

- Percentage of prime cost and
- Direct labour hour .

o What the Examiner expects

The first part of the question requires candidates to itemize only five importa nt

features of job evaluation.

Requirement is only for enumeration of the features and not a comprehensive

discussion. Candidates are therefore not to waste valuable time discussing.

The second part of the question requires a demonstration of candidat e s ©
compute basic overhead absorption rates. This is limited to only two methods.

SOLUTION 4

18
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(@)

(b)

TYP

X

Since we are interested in the sum, the sample space is as shown in the table
below:

1 2 3 4 5 6
1 1+4137 [1+2%3 |4 5 6
2 |3 4 5 |6 |7
3 4 5 6 ERIC)
4 |5 6 ¥ |
s s @ 5 © @
6 P ® @ @

By counting: the

(i) circled points, prob ability that A gets the job is 10 = >
36 18
(1) points in the rectangle, prob ability that C gets the job is g: 175
IFICATION

Simple probability concept is tested in this question. The question involves
setting up a sample space for the experiment of tossing two dice.

The guestion expects candidates to know that :

X

X

X

Sample space exhausts all possbilities

Tossing two dice together generates a 6 x 6 sample space matrix made up of
36 possible outcomes

Quantitative definition of probability is given as

Number of outputs in the event
Total number of outputs in the sample space

SOLUTION 5

In th e diagram below:

C
P
S =

(a)(i.)

Customs
Police
Security Officers




Workings

atb+c =35 exactly2¢e é e é e . (i)
atb +c+x =42 atleast2 (2o0r3) €. (i 1)
= 35+x=42

hence n (P ~S~C) = x=7

a+b+x+23 =49

a+c+x+25 = 63

= a+tb =19 éééééééééeeéfi)

a + ¢ = 31eééeeédiveée.
using equation (i) in equation (ii) we have
19+c =35
= c=16

also using equation (iv) in equation (i) gives
31+b =35
= b=4

hence by equation (ii): becomes a=19 6b=19 64 =15

) () nPAC)=b+x=4+7=11
(i) nP~S~C=a=15
(i) N(CAS)=c+x=16+7=23

(iv)  n(C)= b+x+c+10 =4+7+16+10 = 37
(©) n(universal)= 23+25+10+x+a+b+c
=2 3+25+10+7+15+4+16
20



=100
TYPIFICATION

x  This question applies to Set Theory (specifically Euler-Venn diagram concept)
to solve a practical problem
x Candidates are expected to be able to draw the appropriate Euler -Venn
diagram in which the given data are fully represented
x To interpret the word OONLYO correctly in
Know that intersecting circles are always enclosed by a rectangle in a typical
Euler-Venn diagram.

SOLUTION 6
(@)  Activity t, = AR P/é
162 4.00
163 3.17
164 7.00
205 6.00
305 3.00
306 2.00
406 10.33
506 4.33
t, 0 expected duration; t,, d most likely duration;
t, 0 optimistic duration t ,8 pessimistic duration

e ey
2 6 5
4
/ 3
4.33
3.17
7 c

[
—

N

10.3

(c) Paths are
1-20506: 4+6+4.33 =14.33

21



1-38506: 3.17+3.0+4.33 =10.50
164066: 7.0 +10.33 =17.33
163496: 3.17+2.0 =5.17
Critical path and duration are 1 084 6 6 and 17.33 weeks respectively.

(d) Minimum completion duration = 17.33 weeks

N.B
The Critical path is the longest route on the Network Analysis.

TYPIFICATION

x This question tests the candidatesdknowledge of Network Analysis.

x Candidates are expected to draw the required network diagram based on
Activity -on-Arrow(AOA) diagram.

x Know that the expected duration of an activity is derived by t =
(t,+4t +t )/6

where t, = optimistic duration; t , = most likely duration and t , =
pessimistic duration

x Know that the Critical Path is the path that has the longest durati on.

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA

INTERMEDIATE EXAMINATION
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COSTING AND QUANTITATIVE TECHNIQUES

SECTION AAttempt All Questions)

PART | MULTIPLEEHOICE QUESTION$20 Marks)

1. The approach to costing and monitori ng of activities which involves tracing
resource consumption as costing final output, is Activity Based
eéeéeé
A Budgeting
B. Management
C. Costing
D Accounting
E Analysis

2. The factor which influences the level of cost and links activity resourc e
consumption to product output iscosté é é é € € € é é
A. factor
B. element
C. driver
D. object
E. pool

3. The system that converts a production schedule into a listing of the materials

and components required to meet the schedu le so that adequate stock levels
are maintained and items are available when needed , is Materials

A. Resource Planning
B. Requirement Planning
C. Requisitions Control
D. Requirements Control
E. Resource Control
4. An integrated and comprehensive system of planning and controlling all

business functions so that products or services are produced which meet or

rrrrrrr

A. Quantity Management
B. Quantity Analysis
C. Quiality Control
D. Quality Analysis
E. Quality Management
5. One of the features of Fixed Costs is that they are conventionally deemed to
be

23



10.

moow>

unaffected by inflation

constant per unit of output

constant in total when pro duction volume changes
affected by production changes

outside the control of Management

When the annual demand for a product is 9 ,075 units, ordering cost is N6

moow>

/////

165
156
163
162
158

Which of the following is not a characteristic of contract costing?

moow>»

Low indirect costs

Difficulties of cost control
Continuous operation

High proportion of direct ¢ osts
Surplus materials

Abnormal losses occur in manufacturing process when

mooOw2>»

there is no provision for normal losses

there is no provision for scrap

there is no production plan

actual process losses exceed nvrmal I ndustry level

where more materials than needed are received in Production
Department.

The technique for assessing the relative value of jobs to establish
differentials in terms of the amount paid to employeesis Job € é é é .

moow»

Remuneration technique
Revaluation

Valuation

Ascertainment
Evaluation

The evaluation of performance by means of variance with timely reporting
that maximizes the opportunity for managerial actionis ¢é é é

moow»

Variable Cost
Variance Analysis
Value Analysis
Variance Cost
Efficiency Variance

24



11.

12.

13.

Bagauda has budgeted to sell 8400 units of product BG during October 2009.
The standard fixed overhead cost per unit is N4

During the period, the actual results were as follows:
Production and sales 9,000 units

Fixed overhead incurred N37,800

What are the Fixed Overhead Variances for the period ?

Fixed overhead Fixed overhead
volume variance expenditure variance
N
N
A 2400 (F) 4200 (F)
B 2400 (A) 4200 (F)
C 2400 (F) 4200 (A)
D 2400 (A) 4200 (A)
E 1800 (F) 2400 (A)
The formula Fixed Cost + Required Profit
Contribution Per Unit
is used to determine
A. Contribution in total
B. Sales volume
C. Sales variance
D. Fixed cost
E. Profit + variable cost
e
fA= |1 2
3 7], then the inverse of A is
A. (1 & ﬂ
3 7
-
B E 1 2)
3 7
4
~
C 1 2
Es 7
J
~
D 7 02
5
J

25



3 [2 J7 3

Use the information below to answer questions 14 and 15

1,300 components are in use and can be replaced individually at a cost of &40 per
component. A component has a limited life and the table below shows the
cumulative percentage failures per week .

Week 1 2 3 4
Cumulative percentage failures 20 50 70 100
14.  Which of these is the average number of replacements per week ?
A. 500
B. 550
C. 450
D. 400
E. 575
15. What is the cost of individual replacements ?
A. §10,000
B. N25,000
C. N12,000
D. N20,000
E. §15,000
16. If all the members of set P are members of set R and not all the members of
set R are members of set P then by set notation we can write
A. PUR
B. PoR
C. RcP
D. PcR
E. PR
17. The values that are set to zero at each feasible solution while using simplex
method are called é é é é variables.
A Dummy
B. Non-basic
C Logical
D. Slack
E Basic
18.  The table below shows the quantities of rice purchased in the corresponding

year:

26



Year 2001 2002 2003

2004

2005

2006

Kg of rice 120 130 142

150

185

210

If the index number of 2004 is 125%, determine the base year.

A
B.

C

D.
E.

2001
2002
2003
2005
2006

19. In an Activity -on-Arrow Network diagram, the last head event has earliest
start time and latest finish time of 28 months each. The durati on of the
critical path of the N etwork is

moonw>

28 months
56 weeks
14 months
1 month

5 months

20. The weekly cost C and revenue R functions, in thousands of Naira, are
respectively given by C = 90 + 28x + 0.75 x ? and R = 100x - X% The
resulting profit function is

moonwx

090+ 72x+1.75x 2 = 0
8090+ 72x 81.75x* = 0
90+ 72x 81.75x* = 0
d90x + 72+ 1.75x 2 =
9087281.75x* = 0

0

PART Il SHORTANSWER QUESTNS (20 Marks)
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10.

11.

12.

13.

14.

15.

The process of dividing costs among two or more cost centres in proportion
to the benefits received i s known a

The basic costing method applicable where work consists of separate

contracts, batches or jobs is ééeeéeeé

The volume of order which is adequate and has the best costs possible in
terms of storage, handlingand carryi ng costs is kno

The final accounting treatment of abnormal gain is to.......................

The cost which contains both fixed and variable components and is therefore
partly affected by changes in the | evel of

A cost that differs for each decision option and is therefore relevant is

,,,,,

,,,,,

into a current process are weeeee.

A comprehensive and coordinated plan expressed in either quantitative or

financial terms for a future periodi s cal |l ed ééééeéeeé
State the formula for determining fixed overhead capacity variance.

The process which involves the systematic investigation of every source of
cost and technique of production with the aim of getting rid of all

,,,,,,,,,

unnecessary cost s i s known as eeeeeeeeece

The costing system which focuses on the output of an organisation and then
works backwards to attribute costs to stocks and cost of sales is

////////

eeeeeeece.

Target costing is applied at the design stage while kaizen costing is applied
at the ééé.. stage of the I|ife cycl

If the probability of an event occurring is 0.6, then the probability of its
compl ement i s éé.

Two or more matrices can be added or subtracted if and only if they are of
the same écée.

In replacement analysis, the best replacement point is the point with the
eééé
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16.

17.

18.

19.

20.

If all the members of a set can be listed, then the set is said to be a

rrrrrrrrr

eeeeeeeee s.et

When using Smplex method in a Linear Programming problem, the
constraints 3x+4y < 10 will be written with equality sign as

,,,,,,,,,

eeeeeeeecee

The transportation method which takes into account the difference between
the unit shipping costs along the row or column is called

rrrrrrrrr

eéeéeéeée
The price index which requires quantities to be found from base year only is
called éeéeéeéceé

Activities that do not contribute to the duration of a project are called

eeeeeeeee

SECTION B ANSWER ANY FOUR QUESTIONS [8arks)
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QUESTION 1

CFJ Networth manufactures two products, Maxi and Midi. It assigns all factory
overhead costs to two production departments A and B, based on machine -hours
and then uses direct labour -hours to absorb overhead to individual products.

For 2009, the firm budgeted N140,000 total overhead cost for these operations.

Dept. Dept. B
A
Machine-Hour 4,000 16,000
Direct Labour-Hour 20,000 10,000
The following information relates to t
January, 2009
Maxi Midi

Units produced and sold 280 1120
Unit Cost of direct materials MN10 Nb
Hourly Direct Labour wage rate MN25 N2
Direct Labour hours in Dept. A. per unit 2 2
Direct Labour hours in Dept. B. per unit 1 1

CFJ Networth is considering implementing an activ ity -based costing system. Its
Management Accountant has collected the following information for activity cost

analysis.
Activity Budgeted Cost driver Budgeted Driver
overhead guantity Consumption
N Maxi Midi
Material movement 980 No. of production runs 350 150 200
Machine set ups 56,000 No. of set-ups 500 20 40
Inspections 82,320 No. of units 19600 200 800
Shipment 700 No. of Shipments 250 50 100
140,000
Required:

€) Calculate the unit cost for each of the two products under the existing
method of absorbing overheads. (5 Marks)

(b) Calculate the overhead per unit of the Cost Driver under the proposed ABC
System. (5 Marks)
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(c) Calculate the cog list for each of the two products if the proposed ABC
system is adopted. (5 Marks)
(Total 15 Marks)

QUESTION 2

New Venture Ltd produces two simple farm implements, Hoe and Digger. Below are
the detailed estimates for the 3 " quarter of year 20009.

Sales Digger 40,000 units at 875 each
Hoe 80,000 units at N90 each
N
Direct Materials 2,400,000
Direct Labour 4,200,000
Variable Overheads 2,100,000
Fixed Overheads 800,000

Each digger requires the same material as a hoe but twice as much labour.

Variable overheads are absorbed on direct labour basis. The demand for the
digger has been falling and a new model - Special digger, is to be
introduced for the 4 ™ quarter, incorporating a special handle which will sell

at N115 each.

The estimated costsper unit of the new model are

Direct Labour N46
Variable Overheads N23
Direct Materials N25

As a result of the introduction of the new model, fixed overheads will
increase byN200,000. Sales forecast for the 4" quarter are:

Units
Digger 32,000
Hoe 80,000
Special Digger 15,000
You are required to prepare Budgeted Profit statements for the 3 ™ and 4™ quarters
showing the contribution from each imple ment. (Total 15 Marks)
QUESTION 3

(@) Distinguish between
(1) Avoidable and Unavoidable costs
(i) Cost Centre and Cost Unit (5 Marks)
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(b) AYB Ltd had the following transactions in one of its raw materials store for
an item named KBR during the month of October 2009.

Opening stock
October 5
October 10
October 12
October 13
October 16
October 21
October 24
October 26
October 29

Bought
Used
Bought
Used
Bought
Used
Used
Bought
Used

Units
4,000
12,000
8,000
6,000
10,000
20,000
9,000
10,000
8,000
9,000

@ ® ©®

®

N15 each
N16 each

N17 each

N15 each

N16 each

Yau are required to write up the Stores Ledger A ccount using the following methods

of Stock Valuation:

(8 Marks)

(c) State the cost of materials used under each system during the month of

0] LIFO

(i) FIFO
October.

QUESTION 4

(2 Marks)

(Total 15 Marks)

JARUSBOBO has decided to spendi5,400, 83,900 and 82,700 in three markets K,
O and L respectively, to purchase three types of product X, Y and Z.

Each unit of X costsM6 in market K, N5 in market O and N4 in market L. The cost of

each unit of Y is N3, N2 and &1 in markets K, O and L respectively while the cost of
each unit of Z is N5, N3 and N2 in markets K, O and L respectively.

You are required to:

€) Formulate the appropriate system of linear equations and express them in

matrix form.
(b) Us e

purchase.
QUESTION 5

Cramer 0s

r

u l
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(7 Marks)

ne t he

(8 Marks)

(Total 15 Marks)
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The products X and Y have to pass through two or three stages A, B, C, before the
product can be certified as finished product. Each unit of X requires 5.3 hours of
stage A, 4 hours of stage B and 3 hours of stage C; while each unit of product Y
requires 40 minutes of stage A and 2.5 hours of stage B. If the maximum hours
available for stages A, B, C are respectively 40, 65 and 20 hours and each of X has a
contribution of 855 while each unit of Y has 840.

You are required to:

(@) formulate the Linear Programming problem from the above information .
(9 Marks)
(b) use graphical method to dete rmine the optimum level of each product.
(6 Marks)
(Total 15 Marks)

QUESTION 6

TOA Ltd analyzed their operating conditions, prices and c osts of toatronic set to
arrive at total revenue R and total cost C functions as

RMNG0O00) = 743887 andB@®EO 0) ?+20Q+B00

where Q is the number of toatronic sets produced and sold.

You are required to:
(&) Determine the marginal r evenue and marginal cost functions. (2 Marks)

(b) Calculate the:
()  quantity of toatronic sets to be produced and sold for maximum profit.

(4 Marks)
(i)  total revenue and total cost of toatronic sets at maximum profit.

(4 Marks)
(i)  price and cost of each toatronic set for maximum profit. (4 Marks)
(iv)  maximum profit. (1 Mark)

(Total 15 Marks)

SOLUTIONS O SECTION B
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PART | MULTIPLECHOICE QUESTIONS
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20.

Workings

6. EOQ= % - 27225 = 65

11. Volume variance: Actual volume 9000
Budgeted volume 8400
Variance 600F @ &4 = N2400 F
Expenditure variance (BC d AC) = 8400 x &4 d N37800
= N4200 A (Q
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(12)

13. A= |K3 . I. Ainverse is obtained by changing the diagonal elements and the signs
. . 4 17 -2)
of the off-diagonal elements i.e. A "= | (D)
-3 1)
14. Average life of a component is 1 x0.2+2x0.3+3x0.2+4x0.3= 2.6

..average number of replacements per week is %): 00(A)

15. Cost of replacement per week = 500 x 40 = §20,000. (D)
18. (150 X 100)/ X = 125/100 i.e. X =150 X 100/125 = 120 kg (A)

200 C=90+28x+0.75x 2= R =100x - X
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PART Il SHORTANSWER QUESTIONS

1. Cost Apportionment

2. Specific Order Costing

3. Economic Order Quantity (EOQ)
4. Credit Profit and Loss Account and Debit Abnormal Gains Account
5. Mixed Cost

6. Differentia | cost.

7. Transferred din costs

8. Budget

9. SR (SH3AH)

10.  Value Analysis

11.  Backflush Costing

12.  Manufacturing or Production
13. 04

14. Order or size or dimension

15. Least cost

16.  Finite

17.  3x+4y+S ,=10

18 Vogel 0s met hod
19. Laspeideeds

20.  Non Critical Activity

36



SOLUTIONS TGECTION B

SOLUION 1

CFJ Networth

(&) Absorption of overhead using existing method

(b)

Budgeted Overhead is #140,000

Allocation between department A and department B using machine hours.

Dept A Dept B
Ratio 1 4
Allocation (*/5) x N140,000 (“/5) x N140,000
= N28,000 = HN112,000
Allocation between products using direct labour hours
Dept A Dept B
Apportioned cost N28,000 N112,000
Hours 20,000 10,000
Absorption rate/hr N1.40 N11.20
COST SUMMARY
PRODUCT MAXI MIDI
Direct materials 10.0 5
Direct labour Dept A 5.0 4
Dept B 2.5 7.5 2 6
Prime cost overhead Dept A 2.8 2.8
Dept B 11.2 14.0 11.2 14
315 25

Activity -Based Costing (ABC)
Calculation of cost driver rates

Material movement M980/350 production runs =

machine set-ups M56000/500 machine set-ups =
inspections N82320/19600 production units =
shipment N700/250 shipments =

37

2.8 per production run
N112 per machine set up
N4.2 per production unit

N2.8 per shipment



Calculation of unit cost of the products
(i) determination of overhead per unit

MAXI MIDI
N N
material movement 420 560
machine set-ups 2240 4480
inspections 840 3360
shipments 140 280
3640 8680
production units 280 units 1120 units
overhead cost per unit M13 N7.75
(ii) Cost Summary
MAXI MIDI
N N
Direct Material 10.0 5.00
Direct Labour: Dept A 5.0 4.0
Dept B 25 2.0
7.5 6.00
Overhead 13.0 7.75
30.5 _18.75
TYPIFICATION
o What the question tests
Question is in three parts of a, b and c.
The first part tests candidatesd6 ability to
the application of this is computing product costs.
The secondpartt est s candi datesd ability to identif)

to calculate overheads.

The third part tests candidatesd strength t
ABC system, the existing system and that of Cost Drivers.

o What the Examiner expects

Candidates are expected to identify the various methods of calculating overhead
absorption rates.

Candidatesd ability to apply these in the
required by the question.

SOLUTION 2

NEW VENTURE LIMITED
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BUDGETE PROFIT STATEMENT FOR®UARTER

DIGGER HOE TOTAL
Sales (Units) 40,000 80,000
NOOO NOOO NOOO NOOO NOOO NOOO!
Sales 3,000 7,200 10,200
Less Variable Costs:
Materials 800 1,600 2,400
Labour 2,100 2,100 4,200
Overheads 1,050 3,950 1,050 4,750 2,100 8,700
Contribution (950) 2,450 1,500
Less: Fixed Costs (800)
Profit 700
NEW VENTURE LINTED
BUDGETED PROFIT STATEMENT FORWARTER
DIGGER SPC DIGGER HOE TOTAL
Sales (Units) 32,000 15,000 80,000
NOOO NOOO NOOO NOOO NOOO NOOO NOOO NOOO
Sales 2,400 1,725 7,200 11,325
Less: Variable Costs
Materials 640 375 1,600 2,615
Labour 840 690 2,100 3,630
Overheads 840 2,320 345 1,410 1,050 4,750 2,235 8,480
Contribution 80 315 2,450 2,845
Less Fixed Costs 1,000
Profit 1,845
TYPIFICATION
o What the question requires
The guestion tests candi dat esd mastery

budgeting and budgetary control.
Marginal costing is tested to obtain results under various activity levels and varied

cos
tested.

t structures.

What the Examiner expects

Candi

~

dat es d

statemehtiistalgo t o

The examiner expects candidates to demonstrate significant ability to accumulate
and segregate variable cost elements from those of fixed costs.
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Results at different levels of activity is expectedto go f urt her to confii

mastery of this topic.
Candidates ability to move from marginal costing techniques to budgeting and
budgetary control is to be appreciated.

SOLUION 3

(@) (i) Avoidable and Unavoidable Costs

Avoidable costs are specific costs of an activity or business which could be
prevented if the activity or business did not exist.  This cost may be fixed or
variable.

Unavoidable costs are costs which would be incurred with or without production
e.g. factory rent, productionmanager 6 s sal ary et c.

(i) Cost Centre and Cost Unit

Cost Centre is a collecting place for costs.

Cost unit is a quantitative unit of product or service in relation to which costs are
ascertained.

The cost unit is the basic measure used by management for control purposes.

(b)
(i) AYB LIMITED
LIFO
Date Receipts Issues Stock Balance

Units Price Units Price Value Units Price Value
000 N 600 N N6OO| 600 N 600

October b/f
October 5 4 15 60
12 16 12 16 192
October 10 16 252
8 16 128 4 15 60
_4 16 _64
October 12 8 124
October 13 6 17 6 17 102
6 17 102 14 226

_4 16 _64

October 16 10 166 4 15 60
20 15 20 15 300
October 21 24 360
9 15 135 4 15 60
11 15 165
October 24 15 225
October 26 10 15 150 5 15 75
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8 16 8 16 128
October 29 13 203
8 16 128
1 15 _15 4 15 60
143 T
(i) AYBLIMITED
FIFO
Date Receipts Issues Stock Balance
Units Price Units Price Value Units Price Value
000 N 600 N N6OOO| 600 N NOOO
October b/f
October 5 4 15 60
12 16 12 16 192
October 10 16 252
4 15 60
4 16 64
8 124 8 16 128
October 12
6 17 6 17 102
October 13 14 230
8 16 128
2 17 _34
October 16 10 162 4 17 68
20 15 20 15 300
October 21 24 368
4 17 68
5 15 _15
October 24 9 143 15 15 225
October 26 10 15 150 5 15 75
8 16 8 16 128
October 29 13 203
5 15 75
4 16 _64
9 139 4 16 64
COST OF ISSURINDER
Date UNITS| FIFOMN) LIFO &)
10/10/09 8,000 124,000 128,000
13/10/09 10,000 162,000 166,000
21/10/09 9,000 143,000 135,000
26/10/09 10,000 150,000 150,000
29/10/09 9,000 139,000 143,000
718,000 722,000
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TYPIFICATION

o What the question tests

The question is in three parts (a), (b) and (c).

The first part requests candidates to distinguish between:
U Avoidable costs and unavoidable costs
U Cost centre and cost unit

The second part tests candidates understanding of the methods of Stock valuation
using LIFO and FIFO.

The third segment of the question requests candidates to show the total cost of
issues, using the two different methods described above.

) What the Examiner expects

For the first part of the question, the examiner requir es a distinct description and
differentiation between avoidable and unavoidable costs. Examples of each of
these are to be given. Cost centre and cost unit are to be clearly explained to bring
out the differences in the two costing terminologies.

The seond part of the question requires detailed computation of stock valuation
using LIFO and FIFO.

For the third part and flowing from the above, the total costs of issues under LIFO
and FIFO in a month are to be given by the candidates.

A good candidate wil | attempt the three segments of the question so as to maximize
the number of marks to be garnered from this question.

SOLUTION 4

(@) Let x units of products X, y units of products Y and z units of products Z, be
purchased then

6x + 3y + 5z = 5400
5Xx+ 2y + 3z = 3900
Ix+y+2z = 2700

(b)
(6 3 5) x) (5400)

In matrix form, i 5 2 3i y i - 3900i
412)z) (2700
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635
A:3523=i4-)- (10— )+ (5- )= -

\4 12
Now,
\ , |540035 , ,
X= == 5 390023 = - 3 440q4- )- (390k2- '70x2) — 5[5(39004— 1900¢2]
27001
\ ,|6 54005 ,
y= A—y: d 539003|= - ' 6(7800- 100 - 40q10- 2+ (1350C- 560Q = ;0C
4 27002
\ , |6 35400 ,
2= 2 - |5 2 3900 = 5 d(5400- 900 - (1350C- 5600+ 40Q5- ) = 300
4 1 2700
TYPIFICATION
This question tests the candidatesd knowl edg
X in converting worked problem into equivalent equations in terms of relevant
variables
X of setting up simultaneous equations in three unknowns
X in expressing a number of simultaneous equations in a matrix form
X of using Cramerods rule to solveior system
X of determining the determinant of a square matrix
X of knowing that Cramerds rule involves tw

In addition, the question requires the candidates to
X distinguish between the two types of determinants to be evaluated.

These arethe

u determinant of the coefficients A
u determinant of the coefficients but with the RHS column elements replacing
the column of the coefficients of the variable being determined i.e. A, or A,
or A,
) : . . A A
a know that, that variable (unknown) is determined as x = ?or y= A—’or
A
= —
A
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SOLUION 5

Max: 55x+40y

Subject to :

5.3x+ %,y <40

4x+25y <65

3x <20

x>0,y>0

Note that 40 mins = 2/, hr

To draw the graph, draw lines
5.3x+2/3 y = 40 points to plot (0, 60), (7.55, 0)
4x+2.5y =65 points to plot (0, 26), (16.25, 0)

3x =20
60
26 |2
/
Tl C 6.7,7.0) and
D 0 D 76 16
6.7
Tl
A 23

B(5.4,7.4) = 55(5.4) + 40(7.4) = 993
C(6.7,7.0) = 55(6.7) + 40(7.0) = 648.5
D(6.7, 0) = 55(6.7) + 40(0) = 368.5

Since A(0,26) gives the maximum contribution , then only 26 units of product y
should be produced.
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TYPIFICATION

This question teabltyys t he candi dat es?d

X to transform a worded problem into appropriate Linear Programming
problem

X to use the graphical method to solve the Linear Programming problem.

In addition, the question requires the candidates to

x  distinguish between objective function and constraints

x  be able to extract the necessary and relevant information from the worded
problem in order to set up both the objective function and the constraints

x be able to know when the constraint (S
ogreater than or equal todé type

x  know the relevance of the non -negativity constraint i.e. all the variables must
not be negative

x  convert all the constraints into linear equations so t hat their graphs can be
drawn on the same axis

x  determine those points that enclose the feasible region

x  determine the contribution yield due to each of the above points

x  pick the point that yields the maximum contribution (in the case of maximum
profit) or t he point that yields the minimum contribution (in the case of
minimum cost).

SOLUION 6

(a) Marginal revenue=MR= dR = d

dQ  dQ (7441 + 800Q2?) = 800 & 16Q

Marginal cost MC = dR = d
dQ dQ(2G+ 20Q 8600)=4Q 820

(b)
® At maximum profit, MR = MC
i.e. 800 6 16Q =4Q + 20
16Q +4Q =20Q =800 620 = 780. Therefore Q = 780/20 = 39
toatronic sets

(i) Total revenue from the sales of toatronicsetsR®86 000) = 7441 +
800Q 8 8¢
R(EBYMWNOO00) = 744 D8(39°8 806433000

Total cost of the toatronic sets C @846 0 0 0 ) 2 +=2002-®00
CBYNGO00) 2D+2008600= N 5943,000
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N2647300(

(i) Price and cost of each toatronic set are respectively 39

N594300(

39
i.e. P= N678,794.87 and C = N 152384.62

and

(iv)  Maximum profit = (26,473,000 8 5,943,000) = & 20,530,000

TYPIFICATION

This question is an application of Differentiation to typical business situations. It
tests the candidatesdd knowl edge

x  of differentiating wi th respect to the independent variable of interest (in this
case, the number of units being produced; q or x becomes relevant)

x  of marginal Revenue, marginal Cost and marginal Profit

x  of the conditions under which profit can be maximum.

In addition, the qu estion requires the candidates to know that

x  Profit = Total Revenue ¢ Total Cost

x  marginal Revenue is obtained by differentiating the Revenue function with
respect to q (where q is the number of units produced)

i.e. S—Ris the marginal Revenue
q

x  marginal Cost is obtained by differentiating the cost function with respect to q

i.e g—g is the marginal Cost

x  marginal Profit is obtained by differentiating the Profit function with respect

toqi.e dp or d—His the marginal profit
dq dq
0  Maximum Profit is obtained when ﬁ: dc
dg dq

2

u or when <o.

dof
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA
INTERMEDIAE EXAMINATION
TAXATION

SECTION AAttempt All Questions)

PART | MULTIPLEEHOICE QUESTION$20 Marks)

1. Which of the following is an indirect tax?
A. Personal income tax
B. Capital gains tax

C. Value added tax
47



D.
E.

Companies income tax
Petroleum profits tax.

These individuals pay their taxes to a State Internal Revenue Service Board

EXCEPT

A. Persons in employment

B. Corporation sole

C Itinerant worker

D. Partners in partnership

E. Officers of the Nigerian foreign service.

Section 21 of the Personal Income Tax Cap P8 LFN 2004provides that these
deductions are not allowed EXCEPT

moow>

Domestic or private expenses

Loss recoverable under an insurance
Depreciation of an asset
Contribution to pension fund
Expenditure of a capital nature.

The following are the bases of calculating minimum tax in a company

EXCEPT

A. 0.5% of goss profit.

B. 0.75% of total assets.

C 0.5% of ret assets.

D. 0.25%of paid up share capital.

E. 0.25% of urnover of the company for the year.

Which of the following is not an income of a partner from a partnership?

moonwox>

Remuneration

Interest on capital

Interest on loans made by a partner to the partnership
Private passage costs to or from Nigeria

Share of profit.

The residence of a partner in relation to a partnership is determined by

where
A

B.

C.

D

E.

the partner is found on the 1 * of January of each year.

he has his permanent residence.

he derives other sources of income.

the territory in which the principal office or the principal place of the
partnership is first situated on the first day of the year.

he is serving in any branch of the partnership.

A taxpayer who is giving notice of objection to the relevant tax authority
should include the following EXCEPThe
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name and address of the applicant .

official number and the date .

amount of the assessable, total or chargeable income.
precise grounds of appeal against the assessment.
report of the Auditors .

moonw>»

Under Companies Income Tax (Amendment) Act, any company which fails to

file retur ns within the time period stipulated by law is liable to pay

A. M25,000 in the first month and #10,000 for each subsequent month in
which the failure continues.

B. 25,000 in the first month and #&5,000 for each subsequent month in
which the failure contin ues.

C #N20,000 in the first month and #&10,000 for each subsequent month in
which the failure continues.

D. 20,000 in the first month and #&5,000 for each subsequent month in
which the failure continues.

E 10,000 in the first month and 5,000 for each subsequent month in
which the failure continues.

For a vehicle to qualify for capital allowances under the Public
Transportation (inter -city) New Mass transit, it should have

15 seats and above.

20 seats and above.

25 seats and above.

30 seats and above.

35 seats and above.

moonw>

For an expenditure to qualify for public transportation motor vehicle
allowance, it should have a fleet of buses not less than

A. 5 buses.
B. 10 buses.
C 3 buses.
D. 20 buses.
E. 50 buses.

Under Companies Income Tax (Amendment) Act, in the event of failure to file
returns due to neglect, consent or connivance of an office r of a company,
such officer or officers as well as the company shall be liable under
Companies Income Tax (Amendment) Act,on conviction, to

M150,000 or imprisonment not exceeding 2yrs.

&100,000 or imprisonment not exceeding 2yrs or both.

M200,000 or imprisonment not exceeding 2yrs or both.

&100,000 or imprisonment not exceeding 5yrs or both.

M150,000 or imprisonment not exceeding 5 yrs.

moQonwx>
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John and James contribute 825,000 and #15,000 respectively for the upkeep
of their aged mother. How much dependent relief allowance is James
entitled to ?

A N25,000
B 15,000
C N750
D N1,250
E N1,750.

In relation to the granting of children allowance, the following are relevant

EXCEPTthat

A. the child must be less than 16 years.

B. the child is above 16 years but he must be receiving instruction in an
educational institution.

C the maximum relief is §10,000.

D. a woman can claim t he allowance.

E the cost of maintaining a child cannot be shared between two or more
persons.

I n capital all owances computation, the te
following EXCEPTvhen

the relevant interest is sold.

the relevant interest ends .

they are demolished or destroyed.

they are temporarily disused.

they are no longer used for the trade.

moonwx

Unrecouped capital allowances at the discontinuance of business can be
carried back for

A. 2 years.
B. 3 years.
C 5 years.
D. 10 years.
E. 4 years.

In distributing the Value Added Tax collected by the Federal Inland Revenue
Service, the percentage accruing to the Federal Government is

A 15%.
B. 35%.
C 40%.
D. 20%.
E. 50%.
Aninsurancecompany t hat i s taxed on tkRé&ssbasi s
management expenses including commi ssion?o
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Nigerian Non -life.

Non-Nigerian, Non -life Insurance.
Nigerian Life.

Non-Nigerian Life.

General Insurance.

moonw>»

18.  Education Tax Act Cap E4 LFN 2004stipulates that tax is c omputed on
Adjusted profit.

Assessable profit.

Total profit.

GComputed income.

Taxable income.

moow>»

19. In Estates, which one of the following is given the power to make a
discretionary payment?

A Trustee
B. Executor
C Beneficiary
D. Tax official
E. Executive Director.
20. Inwhich of the following can a spreadsheet not be used to model?
A. Personal income tax
B. Companies income tax
C Capital allowance computation
D. Petroleum profit tax
E. Remittance of tax.

PARTII SHORTANSWER QUESTIONS

1. In relation to V alue Added Tax, service performed by a Nigerian resident or a
Nigerian company to a person outside Nigeriais called ..............ccccccvvvvnnnnnn.

2. The highest echelon of tax administration in Nigeria is called .......................

3. The percentage of tax accruing to the local governments from the
distribution of VAT revenue iS........ccceeeveeeeeeeeiinneenee. %

4, The tax regime under which various and similar taxes are imposed on a

taxpayer by different tiers of governmentis called ...........cccooeeiiiiiieennn.

5. At any meeting of Federal Inland Revenue Service Board, (FIRSB)...............
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

members of the Board shall constitute a quorum provided t here is in
attendance............... or a Director of the department of FIRSB.

Taxation on non-resident individuals deriving income from Nigeria is
administered by.........ccccevvvviiiiiiiennnnn.

After the date on which an individual has ceased to carry on business, or
after his death, any payment or receipt is deemed to have been received on
the .o day on which he carried on that business.

A written claim for current year loss relief has to be made
within................ months after the end of the year of assessment during which
the loss was incurred.

The excess of disposal value or sales value of an asset over the tax written
down value is called é é é . ..

Mention any TWOreasons under which the Revenue can institute a back
duty investigation.

A discontinuing business shall be assessablet o t ax basedé. omlée éé

,,,,

What is the maximum number of days within which an appeal must be m ade
in relation to stamp duties ?

Mention any TWO types of assessments in administration of taxation in
Nigeria.

What is the time limit within  which these taxes must be paid:
. Provisional tax and (i)). = Government assessed ta®

If the education tax assessed is not paid within.................. days time limit, a
penalty of ............. % flat of the sum shall become payable .

Any company which has incurred an expenditure on its qualifying building
and plant equipment in an approved manufacturing activity , in an export
processing zone, shall be granted................c.......... % capital allowance.

In relation to capital allowance, what is the name given to an allowance
which is granted against income but is not taken into account i n arriving at
the tax-written -down value?

Mention any TWOtypes of benefits-in-kind.
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20.  The small company rate of taxation IS ...........cccceeeeeeveiiiiineeeeenn, %

SECTION B

QUESTION 1

Taiwo Osho has been in business as a sole propietor for a very long time. In year
2007, she decided to incorporate a company with some of her friends in the name
of Otowo Nigeria Limited. The company has just completed the accounts for the first
year, which has been duly audited by a firm of Chartered Accountants. The
directors want to delay the filing of the returns to the Federal Inland Revenue
Service because of their cash flow position; at the same time, they are desirous of
knowing the implications of filing late returns.

You have been asked to, among other things, explain the following: -
(@)  The contents of returns to the Revenue.
(b)  The penalties for late filing.
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As the accounts and audit of the financial statements have been concluded, you are
to advise the direct ors as quickly as possible. (15 Marks)

QUESTION 2

Mohammed Chukwu is the Sales Marketing Executive of Dakar Nigeria Limited. He
is married and the marriage is blessed wi th 2 children.

The following details relate to Mohammed Chukwu for the year ended 31 December
2007:

N
a) Salary 2,096,000
Commission 350,000
Rent received (net) 900,000
Lottery winnings 250,000
Gain from sale of shares 200,000
Pension received from previous employment 300,000
Benefits- in- kind (all assessable) 150,000
Interest on fixed deposit (gross) 120,000

(b)  Chukwu contributes #15,000 monthly towards the upkeep of his aged
mother. His elder brother, Olofimakin, also contributes &25,000 monthly.

(c) Chukwu took an insurance policy on his life and pays #&10,000 monthly
premium. The capital sum assured is#10,000,000.

(d)  Thechildren are university undergraduates and enjoy scholarship for tuition
only from his state government.

(e) For an outstanding performance, he was given a n end-of-year bonus in the
sum of 860,000.

) Chukwu took a loan to build an -owner-occupier house on which he pays
N60,000 annual interest.

0) Witholding tax of #&12,000 was deducted in respect of interest on fixed
deposit.

You are required to calculate the income tax payable for the relevant year of
assessment. (15 Marks)
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QUESTION 3

Chidimma Modern Ventures Ltd has been in business for a long time, and its
accounting year end is 30 June. The company later decided to align its year end
with other companies in the same industry with accounting year -end of 30"
September. The trading results for the following periods are as follows:

Profit/(Loss)
N
Year ended 30 June 2003 240,000
Year ended 30 June 2004 270,000
Period ended30 September 2004 (60,000)
Year ended 30 September 2005 300,000
Year ended 30 September 2006 360,000
Year ended 30 September 2007 210,000

Capital allowa nces were also agreed for the following years of assessment.

Yearof Assessment Capital Allowances
N
2005 21,000
2006 18,000
2007 24,000
2008 36,000

You are required to calculate the Assessable Incomes for all rel evant years of
assessment. (15 Marks)

QUESTION 4

Yakubu Nigeria Limited is a manufacturing outfit that has been producing different
items.

You are provided with the following information as at 31 March 2006 . All figures
are inclusive of Value Added Tax, where applicable.

N
Raw material A 2,500,000
Raw material B 1,800,000
Raw Material C 900,000
Legal Services 259,000
COoT 87,500
Electricity 820,000
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Telecommunications 257,000

Amount remitted to FIRS 137,000
Machines purchased 2,700,000
Medical services 315,000
Newspapers 42,000
Sales Products:

A 5,500,000

B 3,750,000

C 2,240,000
VATable services rendered 1,500,000

Required
Compute the final VAT remittable for the year ended 31 March 2006. (15 Marks)

QUESTION 5

Mugu Insurance Company carried on both life and non -life insurance businesses.
The following details relate to the performance of the company for the year ended
30 September 2007.

N
a. Income received:
® Life business (investment income) 7,200,000
(i) (Non-life) 9,500,000
b. Non-life Expenditure 4,700,000
C. Life expenditure 3,500,000
d. Other details:
(i) Non-life N
Premium receivable 1,500,000
Premium returned to insured 750,000
Premium paid for reinsurance 1,250,000
Adjustment f or unexpired risk 1/10/2006 2,500,000
Adjustment f or unexpired risk 30/9/200 7 2,900,000
Rental Income not included in the income 870,000
(i) Life
Claims and commission 1,200,000
Caital allowance 325,000
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Agreed tradin g losses brought forward (125,000)

e. Incomes from life and non-life are at gross amounts.
f. These amounts are included in the non-life expenditure :
® Purchase of computers 120,000
(i) Donation to the Nigerian Youth T rust 25,000
(i)  Depreciation 100,000
g. Profit on sale of fixed assets has been included in the income of life business

to the tune of &150,000.
You are required to compute the following:
(@)  The profit of the life business
(b)  The profit of Non-life business

(c) The chargeable profit of the company
(d)  Income tax payable. (15 Marks)

QUESTION 6

State any TENways in which Spreadsheet application can be used in tax planning .
(15 Marks)

SOLUTIONS TO SECTION A

PART | MULTIPLEEHOICEQUESTIONS

N o o b~ w N P
m O O W T m O
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8.
9.

10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

m @ ® O » O omO ®™® O O W

Tutorial

12.

15,000 x §2,000
15,000 + 25,000
= N750

PARTII SHORTANSWERQUESTIONS

1
2
3
4
5.
6
7
8
9

Exported service

Joint Tax Board

35

Multiple taxation

7, chairman

Federal Inland Revenue Service
Last

12

Balancing charge
58



10.  Fraud, wilful default or neglect
11.  Cessation.

12.  Itinerant worker.

13. 21 days

14. (i) Assessment based on returns (i) Revised Assessments
(i)  Additional assessments (iv)  Best of Judgement
(V) Turnover assessments

15. (i) 31 March of the year of assessment
(i)  Two months from date of notice

16. 0] 60 (i) 5
17. 100
18. Investment Allowance

19. () Official car  (ii) Air-conditioners (i)  Generators
(iv)  Accommodation

20. 20
SOLUTION 1
STD CONSULT
(Chartered Accountants)
25, Enis Road, Lekki Phase 1, Lagos
Ref: éééeéeé Date: ééeeéeéeé

The Managing Director
Otowo Nigeria Limited
26, Division Road
Ikeja.

Dear Sir,
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FILING OF RETURNS TO THE REVENUE

We are in receipt of your letter Re f . No. € é é. . requesting ds toé é é .
explain the following :

a. The contents of returns to the Revenue; and
b. The penalties for late filing .

Based on the above, we wish to comment as follows:

a) Contents of Returns to the Revenue

The law requires every company (including a company granted exemption from
incorporation ) witho ut notice or demand, to submit the following statements:

® Audited Accounts;

(i) Tax Computations;

(i)  Capital Allowances Computation;

(iv)  True and Correct Sources of Profits

(v) A declaration which has to be signed by a director affirming the trut h
and correctness of the accounts;

(vi)  For newly incorporated companies, submission shall be within
eighteen months of incorporation or six months after the end of its
first accounting year, whichever is earlier; and

(vii)  For existing companies, any company that has been in business for
more than eighteen months, submission shall not be more than six
months after the accounting year -end.

b) Penalties for late filing

These are as follows

® 25,000 in the first month in which the failure occurs and N5,000 for
each subsequent month in which the failure continues;

(i) The company is denied the privilege of paying taxes in instalments;

(i)  The company may be forced to pay provisional tax with accrued
interest; and

(iv)  The company will pay pen alty and interest for the period of the

default.

In view of the above, it is advisable that taxpayers should pay taxes as and when
due by taking advantages inherent in the self assessment scheme,
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If you are in doubt on any of the issues relating to the above, we will be pleased to
supply you with additional information.

Yours faithfully,
for: STD Consult

A.D. JAMES
Managing Partner .

SOLUTION 2
MOHAMMED CHUKWU

PERSONAL INCOME TAX COMPUTATION
FOR 2007 YEAR OF ASSESSMENT

N N
Earned Income:
Salary 2,096,000
Commission 350,000
Pension 300,000
Benefits- in- kind 150,000
End-of-year bonus 60,000 2,956,000
Unearned Income:
Rent 1,000,000
Interest on fixed deposit 120,000 1,120,000
4,076,000
N N

Less: hterest on mortgage loan (60,000)
Net Statutory Total Income 4,016,000
Less Relief and allowances:
Personal (85,000 + 20% of &2,956,000) 596,200
Children (82,500 x 2) 5,000
Dependent relative 750
Life Assurance 120,000 721,950
Taxable Income 3,294,050
Tax Payable

N N N
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First 30,000

Next 30,000
Next 50,000
Next 50,000
Balance 3,134,050

3,294,050

5% 1,500
10% 3,000
15% 7,500

20% 10,000
25% 783,513

Less Withholding tax on interest

Tax payable

SOLUTION 3

805,513

(12,000)
793,513

CHIDIMMA MODERN VENTURES LIMITED
COMPUTATION OF ASSESSABLE INCOMES FOR ASSESSMENT YEARS03005

Year of Assessment

2005
2006

2007

2008

Year of Assessment

2005

2006
2007

2008

Old Basis

Basis Period

1/7/03 - 30/06/04

1/7/04 - 30/6/05

(60,000) + ( %,, x 300,000)
1/7/05 - 30/6/06

(¥/,, X 300,000) + ( %/, X 360,000)

1/10/06 - 30/09/07

New Basis

Basis Period

1/10/03 - 30/9/04
(°/,, X 270,000) + (60,000)
1/10/04 - 30/9/05
1/10/05 - 30/9/06

1/10/06 - 30/9/07

AssessableProfit
N
270,000

165,000

345,000
780,000

210,000

Assessable Profit
N
210,000

300,000
360,000
870,000

210,000

The income produced for 2005 8 2007 assessment years under the old basis is
M780,000 as against &870,000 under the new basis for the same period. The law
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states that the higher of the two bases should be taken. Therefore, the Revenue will
take the new basis period.

SOLUTION 4

YAKUBUNIGERIA LIMITED
COMPUTATION O¥AT REMITTABLEOR THE YEAR ENDED 31 MARCH 2006

Output VAT N N
Sales of Products
A - (°/,05 X 5,500,000) 261,905
B - (*/05 X 3,750,000) 178,571
C- (°/,45 X 2,240,000) 106,667
VATable services {/,,s x 1,500,000) 71,429
618,572
Less
Input VAT
Raw Materials
A - (°/,05 X 2,500,000) 119,048
B - (°/;05 X 1,800,000) 85,714
C- (°/,45 X 900,000) 42857
(247,619)
370,953
Less Amount already remitted (137,000)
Final VAT remittable 233,953
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SOLUTION 5

@)

(b)

(©)

LIFE BUSINESS

Income
Less: Profit on sale of fixed assets

Less: Expenditure

Claims and Commission
Adjusted profit
Less: Unrelieved loss
Assessable profit
Less: Capital Allowance
Profit from Life Business

NON-LIFE BUSINESS

Gross Income

Add: Premium receivable

Less:

Premiums returned to the insured
Premiums paid for reinsurance

Add: Other Income
Rental Income
Total Income
Deduct:

Provision for unexpired risk 4/10/2006
Provision for unexpired risk 30/9/2007

Net Income

Less: Outgoings (expenses)
Less: Unallowable expenses
- Purchase of computer

- Depreciation

Profit from Non -Life Business

CHARGEABLE PROFIT OF THE COMPANY

Profit from life business

N N
7,200,000
(150,000)
7,050,000
3,500,000
1,200,000 (4,700,000)
2,350,000
(125,000)
2,225,000
(325,000)
1,900,000
9,500,000
1,500,000
750,000
1,250,000 (2,000,000)
9,000,000
870,000
9,870,000
2,500,000
2,900,000
(400,000)
9,470,000
4,700,000
(120,000)
(100,000) (4,480,000)
4,990,000
1,900,000



Profit from non -life business 4,990,000
Chargeable profit of the company 6,890,000

(d) INCOME TAX PAYABLENG,890,000 x 30% ) = N2,067,000
SOLUTION 6

The ways by which Spreadsheet application can be used in tax planning are :
@) Re-calculates a tax situation automatically every time a change is made o n the
Spreadsheet.

(b) Provides accurate tax calculations so that there is no over-or under-remittance
or deduction.

(c) Handles any filing status (single, married or disabled).
(d) Handles tax reliefs (personal, children , etc.)
(e) Has built-in knowledge of taxes payable to different tiers of government .

)] Handles situations where incomes change. One can choose to specify income
monthly or yearly for individuals who are subject to receiving bonuses or othe r
variable income streams. The Spreadsheet makes accounting for ever-changing
incomes painless.

(9) Handles multiple income stre ams. Qalculates overpayment of Federal or State
taxes when multiple income streams are present.

(h)  Handles self employment income and expenses. One can enter his income and
expenses monthly or yearly as one wishes.

0] Handles all forms of dividend and intere st incomes.
()] Takes into account minimum tax.
(K) Provides tax summary information including all payroll taxes owed.

()] Provides instant net income calculati on by taking gross income and su btracting
all forms of taxes owed.

(m) Requires no special knowledge of tax rules and provisions.
THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA
INTERMEDIATE EXAMINATION
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TAXATION

SECTION AAttempt All Questions)

PART | MULTIPLEEHOICE QUESTION$20 Marks)

1. The following are the core objectives of a mo dern tax system, EXCEPT

Strengthening corporate governance
Harmonization

Economic regulator

Revenue generation

Redistribution of income and wealth.

moow>

2. Which of the criteria listed below is NOT an ideal principl e of tax in a modern
tax system?

A. Simple, Certain and Convenient
B. Unit/ad valorem

C. Flexible

D. Administratively efficient

E. Equitable.

3. An incorporated company is expected to register with the Federal Inland
Revenue Service while unincorporated entities and indi viduals are to register
with
A. Local Government Revenue Committee
B. State Internal Revenue Service.

C. Joint Tax Board.
D. Joint State Revenue Committee
E. The Technical Committee of the Board.
4. Stockbroking companies operating on the floor of the Nigerian Sto ck Exchange

are required wit hjafter thete@ddkoé each caleadaranonth , to
file at the Federal Inland Revenue Service a return for the preceding calendar

month.

A. 30
B. 21
C. 7
D. 60
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E. 14

5. Which of the reliefs stated below is claimabl e by a taxpayer who has aged
parents with income less than &600 per annum?

A. Four relatives at 82,000 each
B. Three relatives at 81,000 each
C. Two relatives at 81,000 each
D. Two relatives at 82,000 each
E. Two relatives at 8500 each.
6. A newly incorporated company is required by the Companies Income Tax Act,

,,,,,

Cap 21, LFN 2004, to file its income tax returns wi t hi n é é éaf@ere .
incorporation or six months after the end of its first accounting period,
whichever is earlier.

A. eighteen months
B. thirty six months
C. twenty four months
D. twelve months
E. twenty months.
7. Non- Resident individuals are liable to Nigerian income tax to the extent of
A. expatriate quota.
B. business income.
C. their income derived, accruing in, or brought into Nigeria.
D. annual allowances.
E. estacode.

8. Under the Personal Income TaxActCap P8 LFN 2004, an o0indiywv
as stated below, EXCEPT

Employees.

Sole traders.

Partners in a partnership.
Body of individuals.

A company.

moow>

Use the information below to answer questions 9 and 10.
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Digit was incorporated on 1 March 2005 and commenced business on 1 September of
the same year, making accounts to 31 December, each year. Below are some of its
adjusted profit s:

N
Period to 31/12/05 32,500
Year ended 31/12/06 72,000
Year ended 31/12/07 53,400
Year ended 31/12/08 125,000

9. The basis period for Assessable Profit for the second year of assessment is
A. 01/01/06 - 31/12/06.
B. 01/03/05 - 31/12/05.
C. 01/09/05 - 31/08/06.
D. 01/01/07 - 31/12/07.
E. 01/01/08 - 31/12/08.

10. The Assessable Profit of Digit in the second year of assessment is

A. #48,000.
B. N86,450.
C. N81,750.
D. ~80,500.
E. #~32,500.

11. What is the penalty for a company that fails to fi le its income tax returns within
the statutory time allowed by law ?

M50,000 in the first month, &25,000 for each subsequent month
M5,000 in the first month, 5,000 for each subsequent month
N25,000 in the first month, &5,000 for each subsequent month
20,000 in the first month, N2,500 for each subsequent month
30,000 in the first month, &5,000 for each subsequent month.

moowp

12. I ni ti al all owance 1s a form of relief t hat
gualified capital expenditure for as long as itis beneficially owned and used by
the same owner.

A. once

B. twice

C. thrice

D. half -yearly
E. annually .
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13.

14.

15.

16.

17.

Under the Companies Income Tax (Amendment) Act No. 11 2007, all companies
are allowed to carry forward their losses indefinitely, EXCEPTcompanies in

rrrrr

eééeé. industry.

A food and beverage

B. insurance

C. construction

D printing and publishing
E banking .

A lump sum paid to an employee who retires from an employment is known as

A. pension.

B. gratuity.

C. salary.

D. bonus.

E. income monetization.

Which of the tiers of government is responsible for the collection of pools
bettings and lotteries, gaming and casino taxes?

A. Local Municipal Authori ties
B. Local Communities

C. Federal Government

D. State Government

E. Local Government

An instrument, under the Stamp Duties Act, Cap S8, LFN 2004, must be sent to
the Commi ssioners of Stamp Duties for eéeééeéé

A. jurisdiction.
B. adjudication.
C. verification.
D. validation.

E. certification.

Pay-As-YouEarn (PAYE) is payable monthly by each employer of labour to the
State Internal Revenue Service, whereas Development levy is payable in some
States

A. weekly.

B. quarterly.
C. annually.
D. half-yearly.
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E.  dally.

18. An appeal from the Tax Appeal Tribunal under the Value Added Tax
(Amendment) Act, 2007, shall be made to a

Federal High Court.
Federal Court of Appeal.
Supreme Court.
Magistrate Court.
Customary Court.

moow>

19. Tax planning involves taking conscious efforts to consider the tax payable by a
tax payer at a future date and how to

minimize such tax.
avoid such tax.
evade such tax.
manipulate such tax.
pay a token tax.

moow>»

20. A staff payroll and PAYE tax computation schedules on Excel Spreadsheet for
the previous month can be easily updated for the current month PAYE returns

through

A. back up.

B. storage devices.

C. retrieve system.

D. general processing unit.
E. copy and paste.

SECTION A
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PART Ii SHORT ANSWER QUESTIONS

10.

11.

12.

13.

The form of tax whose objective is redistribution of income from the well -to-do
tothelesspri vi | eged is referred

s

t o as e

,,,,

eeeee.

Tax Legislations passed by Acts of National and State Assemblies and Bye 6 laws
by Local Government authorities in a democratic government are called

rrrrrrr

eeeeeee.

State two grounds of a valid objection that may be

taxpayer to the Tax Appeal Tribunal.

filed by an aggrieved

The tax regime under which various and similar types of taxes are imposed on
ers of governmen

tax payers by different

ti

A place that is available for an individual for hi s domestic use in Nigeria on a
any tempo

relevant day, (excluding

rary |

Method of determining Pay -As-You-Earn (PAYE) is progressive ata graduated
rate 1 s

tax rate, whereasDevel opment | evy

,,,,,

Individuals in paid emp loyment are assessed to PayAsYou otEarn (PAYE)
monthly, other individuals in self -employment are assessed to tax by

///////

eeeeeeece.

|l ncome arising to a trustee

of any

sett |

A non-resident individual or corporation is li able to tax only on the profit or

rrrrrrr

i ncome ééééééeé.

Radio and Television licence fees are imposed on taxable persons by a

eeée.

Witholding tax o n rents, interests, royalties and dividends not remitted within
é é .... days shall constitute an off ence and attract a penalty.

Education tax payable by a limited liability company for any tax year is
t .

"""

ééeéecéeé. of Assessabl e Pro

fi

Dividend received by a Nigerian company from another Nigerian company after

deduction of witholding tax shallbereg ar d e d
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14. Any person without a fixed place of

15.  The right of election under the cessation of business is an option exercisable by
eéeéeé.

16. When there is a gap between bases periods on a change of accounting date, the
gapisdeemedtoform part of eéééeéeéé

17. All Value Added Tax collecting agents shall pay remittances directly into
designated éééeéeéécecé.

18. The only competent authority to charge and c ollect duties upon instruments
specified in the Stamp Duties Act Cap S8 LFN 2004, in espect of instruments
executed between persons or individuals is the é é é é é

19. State any TWO specific information about employees on a payroll being
maintained on an accounting software of a computerized accounting system.

20. The type of capital allowance that is not deductible in arriving at tax residual
value is called éée. . éée.

SECTION B
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QUESTION 1

ADESCO Nigeria Linted was incorporated on 1 July 2007 as publishers of books and
commenced operations immediately in E wura, Oye State.

The accounting year end of the company is at 31 December.

Details of the financial position are as follows:

Six months For the
period year
ended ended

31/12/07 31/12/08
NO O C N0 OC
Turnover 950,000 780,400
Cost ofsales (620,500) (552,600)
Gross profit (A) 329,500 227,800
Deduct:
Salaries & Wages 28,650 20,280
Local transport expenses 3,150 4,140
Newspapers & Periodicals 105 162
Depreciation 1,750 2,050
Gen. prov. for bad debts 6,825 5,255
Formation expenses 660 -
Vehicle repairs 2,410 3,662
Share issue expenses 590 -
Loss on sale of fixed assets - 852
Purchase of equipment 70,005 68,156
Medical expenses 204 315
Tax expenseso Gift to tax officials 158 140
Loan to the Managing Director 1,850 2,410
Land acquisition 5,500 2,450
Embezzlement and defalcation by Directors 500 650
Donation to political parties 6,100 4,400
Church building project 8,000 6,000
Transfer to Revenue Reserve 11,850 13,560
Fine for late penalty of taxes 800 600
(B) 149,107 135,082
(A) 0 (B) 180,393 92,718

Agreed Capital allowances:
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2008 year of assessment N1, 600,000

2009 year of assessment N1,420,000
Required:
Compute the income and education taxes for 2008 and 2009 years of assessment
(15 Marks)
QUESTION 2

Mr. Richard Brown, an employee of Crystal Oil Limited, has the following salary
package for the year ended 31 December2008.

@) Salary 46,500,000 per annum.

(b) Enjoyed the services of two domestic servants and a night guard fully paid for
by the company as follows:

Domestic servants - 8200,000 each
Night guard - §150,000

(c) Collected a sum of N88,250 during the year as reimbursement of travelling
expenses for visiting oil fields.

(d)  Ate free meals worth 852,500 from staff canteen.

(e) Lived in a company house rented for 8450,000 per annum.

)] Used an official car purchased at a cost of 83,400,000 by the company
Further information about him:
0] Married with two children of school age
(i) Has an aged mother whom he maintained with 30,800 per annum

(i)  Paid the sum of 848,000 as life assurance premium
(iv)  The rateable value of his residence is #250,000

Required:

€) Calculate the Statutory Total Income of Mr. Richard Brown.
(b) Determine his taxable income.
(c) Compute his tax payable for the year. (15 Marks)
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QUESTI®™ 3

SOFIAT Nigeria Limited has been in business for the past 10 years as a trading
company. The company is based in Onitsha and has consistently rendered returns to
the relevant tax authority. The accounting year-end is 31 December.

The following informat ion appears in the profit and loss account of the company for
the year ended 31 December, 2007

N N
Turnover 450,000,850
Cost of Sales (380,500,650)
Gross Profit 69,500,200
Deduct
Salaries and wages 20,100,000
Depreciation 3,562,800
Rent 5,100,000
Legal expenses 250,800
Entertainment 600,000
Subscriptions 500,600
Political contributio ns-Paper party of Nigeria 1,500,000
Di r e créenumestdon 4,000,000
Gift for processing of tax clearance certificate 140,000
Printing and Stationery 205,000
Bank Charges 355,400
Newspapers and Periodicals 146,400
Gen. provision for bad debts - 1,050,000
Penalties for Late Returns 266,000

(37,777,000)

Net Profit 31,723,200

Further details include:
(a)  Assets purchased on 1 January2007 are:

0] Motor vehicles §10,354,000
(i) Furniture and Fittings 5,100,000
(i)  Office Equipment N2,360,000

All assets were purchased during the year under review. The company had
formally rented and paid for use of assets.

(b) One quarter of the apartment was privately used by the Managing Director.
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(© Breakdown of legal expenses:

Breach of law §100,800
Handling of tax appeals  #100,000
Retainership 50,000

(d)  Entertainment expenses included the sum of 8250,000 being cost of food items
bought for the domestic consumption of the Executive Director.

(e) Payment of Subscriptions were made to:
ICAN Building Fund N300,600
Onita Social Country Club &200,000

You are required to compute the tax payable by SOFIAT Nigeria Limited for 2008 year
of assessment. Ignore minimum tax provisions. (15 Marks)

QUESTION 4

@) In relation to Income Tax Management Act (ITMA), state the composition,
operations, and duties of Joint Tax Board.

(b) State the information to be rendered by any bank registered in Nigeria to
Federal Inland Revenue Service (Establishment). (15 Marks)

QUESTION 5

(a) Explain the rule in Stamping, where consideration is of Uncertain value, that is,
the  Contingency Principle. (8 Marks)

(b)  Describe briefly, the appeal procedure following adjudication of Stamp D uties
by the Canmissioner. (7 Marks)
(Total 15 Marks)

QUESTION 6

KOMALOBE LTD began manufacturingof confectionaries on 1 July 2006. The following
are particulars of capital expenditure incurred by the company during the period from
1 September 2005 to 30 June 2006.

N
Motor vehicles 2,700,000
Plant and machineries 1,500,000
Factory building 2,250,000
Office furniture & fitting 155,750
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Other additional purchases are as follows:

Date of purchase Item Cost
N

October 2006 Plant 1,100,000
March 2007 Lorry 2,750,000
July 2007 Building 2,700,000
December 2007 Cutting machine 350,000
May 2008 Ext of factory 1,150,000
September 2008 Lorry 2,100,000

KOMALOBE LTD makes up its accousstto 31 August, each year.

You are required to state clearly:

(@)  The relevant years of assessment.

(b)  The basis period for the assessment years.

(c) Allocation of the capital expenditure on which capital allowances are claimable
for all the relevant years of assessment on the following bases.
0] Normal basis

(i) On the basis that KOMALOBE LTD exercises itsght of election.
(15 Marks)
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SOLUTIONS TO SECTION A

PART | MULTIPLEEHOICE QUESTIONS

© ® N o o & w0 DdPF
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Tutorial
10.  The basis period is 01/09/05 & 31/08/06 N
Assessable Profit is 01/09/050 31/12/05 = 32,500
01/01/06 6 31/08/06 = 48,000
80,500
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PART Il SHORT ANSWER QUESTIONS

© ©® N o g &

11.
12.
13.
14.
15.
16.
17.
18.
19.

20.

Progressive tax
Statute laws

(a) Incorrect assessments relating to the assessable and total profit for
the relevant tax year, and

(b)  The disputed tax payable for the tax year.
Multiple taxes

A place of residence

As fixed by law

Direct assessment

Tax authority relevant to such a settlement
Deemed to be derived from Nigeria

Local Government

21

2%

Franked Investment Income

Itinerant worker

Relevant tax authority

The latter year of assessment

Bank accounts of Federal Inland Revenue Service
State Government

(a) Empl oyeesd name and addr ess
(b)  Pay status: hourly or monthly

(©) Deductions

(d)  Allowances

(e) Bank and the account number

)] Salary scale

Investment allowance
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SOLUTIONS TO SECTION B

ADESCO NIGERIA LIMITED
COMPUTATION OF ADJUSTED PROFIT
FOR 2008 AND 2009 ASSESSMENT YEARS

Six months _
ended Accounting
31/12/07 Yearended
31/12/08
NO 0O ( N0 0 C
Net Profit 180,393 92,718
Add: Disallowed expenses
Depreciation 1,750 2,050
Prov. for bad debts-General 6,825 5,255
Formation expenses 660 -
Share issue expenses 590 -
Loss on sale of fixed assets - 852
Purchase of equipment 70,005 68,156
Tax expensesoPublic Relations 158 140
Loan to the Managing Director 1,850 2,410
Land acquisition 5,500 2,450
Embezzlement and defalcation 500 650
Donation to political parties 6,100 4,400
Church building project 8,000 6,000
Transfer to revenue reserve 11,850 13,560
Fine for late penalty of taxes 800 600
Adjusted Profit 294,981 199,241

ADESCO NIGERIA LIMITED
COMPUTATION OF TAX LIABILITES FOR 2008 YEARASSESSMENT
BASIS PERIOD:1/7/2003 30/6/2008

NOOOC NOOOO
Adjusted profit: 1/7/07 6 31/12/07 294,981
1/1/08-30/6/08 h_d1199,241 ] 99,621 394,602
2
Deduct:
Agreed Capital allowances (1,600)
Total Profit 393,002
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Tax payable N

Companies income tax (30% of393,002,000) 117,900,600
Education tax (2% of N394,602,000) 7,892,040
125,792,640

COMPUTATION OF TAX LIABILIITES FOR 2009 YEAR OF ASSESSMENT
BASIS PERIOD:1/1/2008 31/12/2008.

NOOC
Adjusted Profit 199,241
Deduct:Agreed Capital allowances (1,420)
Total Profit 197,821
Tax payable N
Companies income tax (30% of¥197,821,000) 59,346,300
Education tax (2% 0f&199,241,000) 3,984,820

63,331,120

SOLUTION 2
MR. RICHARD BROWN
INCOME TAX COMPUTATION FOR 2008

N N

Salary 6,500,000
Add: Benefits in Kind:
Salary of domestic servants
N200,000 x 2 400,000
Salary of night guard 150,000
Rateable value of his residence 250,000
Cost of using office car
(5% of¥&3,400,000) 170,000

970,000
(a) Statutory Total Income 7,470,000
Less:Reliefs
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Personal allowance (85,000 + 20% of 87,470,000) 1,499,000

Children allowance (#2,500 x 2)
Life assurance relief
Dependent relative allowance

(b) Taxable income

(c) Income tax payable

Taxable Income Rate of Tax
N %

1st 30,000 5

Next 30,000 10

Next 50,000 15

Next 50,000 20

Next 5,756,000 25

5,916,000
SOLUTION 3

5,000
48,000
2,000

Tax Payable

N

1,500

3,000
7,500

10,000

1,439,000
1,461,000

SOFIAT NIGERIA LIMIED
TAX COMPUTATIONS FOR 2008 YEAR OF ASSESSMENT
BASIS PERIOD: 1/1/200% 31/12/2007

Net Profit per accounts
Add Back: Disallowed expenses

Depreciation

Rent-M D 6 srtiop (/, of N5,100,000)

Legal expenses: Breach of law +

handling of tax appeals

Entertainment -Domestic (Food for ED)
Subscriptions 8 Onita Social Country Club
Political Contributions & Paper Party of Nigeria
Gift for processing of tax clearance certificate
Gen. prov. for bad debt

Penalties for late returns

Adjusted Profit
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N

3,562,800
1,275,000

200,800
250,000
200,000
1,500,000
140,000
1,050,000

266,000

(1,554,000)
5,916,000

N
31,723,200

8,444,600
40,167,800



Deduct:

Capital allowances (9,986,250)
Total Profit 30,181,550
Tax Payable

N
- Companies Income Tax (30% o0#&30,181,550) 9,054,465
- Education Tax (2% of&N40,167,800) 803,356

9,857,821

SOFIAT NIGERIA LIMITED
COMPUTATION OF CAPITAL ALLOWAIS FOR
2008 YEAR OF ASSESSMENT

Descriptions Total
Cost Initial Annual allowance  TWDV
(a) (b) () (b) +(c) c/f
N N N N N
Motor Vehicles 10,354,000 5,177,000 1,294,250 6,471,250 3,882,750
Furniture & Fittings 5,100,000 1,275,000 765,000 2,040,000 3,060,000

Office Equipment 2,360,000 1,180,000 295,000 1,475,000 885,000
17,814,000 7,632,000 2,354,250 9,986,250 7,827,750

Rates used: %

Initial Annual
Motor Vehicles 50 25
Furniture & Fittings 25 20
Office Equipment 50 25

SOLUTION 4

(a)(i)) Composition of Joint Tax Board

e The Chairman of the Federal Inland Revenue Service Board who is also the
Chairman of the Board.

e A member each, representing the 36 States of the Federation, who must be
experienced in tax matters.

e The Secretary, to be appointed by the Federal Public Service Commission but,
who must be a staff of the Federal Inland Revenue Service Board.
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e The Legal Adviser of the Federal Inland Revenue Service Board shall be in
attendance at all meetings of the Board.

(i)  Operations of the Board

e The Board has its office in Abuja.

e The Chairman is to preside over all meetings or any person duly authorized by
him.

e Any seven of the members of the Board or their appointed representatives shall
form a quorum for any meeting.

e All decisions shall be by majority of members in attendance and voting.
e Upon request by a member, majority decision obtained by
correspondence shall be treated as decision of the Board.

e The Secretary keeps proper records of meetings of the Board in
addition to handling other administrative activities.

e The deliberation of the Board is centered on ensuring uniformity,
administration, collection and assessment of taxes.

e The meeting is a forum to share experience and collate advice to the
government on tax related matters.

(i)  Duties of the Board

e Tosettlecomplaint s or conflicts within the st at

e To advise the Government of the Federation in respect of double
taxation arrangement, rates of capital allowances, proposed
amendments to tax laws, other taxation matters having any effect
throughout Nigeria , etc.

e To promote uniformity in the application of the tax laws and the
incidence of tax on individuals throughout Nigeria.

e To exercise the powers expressly conferred on it by a state
government and the enactment of the Fed eral Government.
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(b)

Every bank shall, prepare upon demand by the Service, quarterly returns
specifying:

0] For an individual, all transactions involving the sum of #&5,000,000 and
above;

(i) For a corporate body, all transactions involving the sum of 10,000,000
and above, the names and addresses of all customers of the bank
connected with the transactions;

(i)  The names and addresses of new customers of the bank; and

(iv)  The returns shall be delivered to the Service not later than the seventh
day of the succeeding month.

SOLUTIONd

a)

b)

The Contingency Principle

On a transfer or sale, ad valorem duty is chargeable on the value of the
consideration. If the value is uncertain, special rules apply:

)] If neither a maximum nor a minimum figure can be placed upon it, no ad
valorem duty may be charged, however, a figure tha t may be varied up
or down may itself be taken;

i) If a definite minimum figure can be set, ad valorem duty is charged on
that figure;

iii) If a defini te maximum figure can be set, ad valorem duty is charged on
that figure not withstanding that the actual cons ideration finally may be
much; and

iv) It follows that if both a maximum and a minimum figure can be set, d uty

is chargeable on the maximum.

Appeals following Adjudication

(1) An appeal lies to the Federal High Court by way of case stated only after
adjudication and payment of the duty.

(i)  The appeal must be made within 21 days of assessment.
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(ii)  The Commissimer of Stamp Duties must state a case and deliver it to the
appellant who may within seven days file it at the Fede ral High Court.

(iv) If the appeal is successful, overpaid duty can be repaid (i.e refunded)
with interest as the court may determine. The Revenue may not sue to
recover the excess of any higher duty. The court may determine in such
circumstances, the instrument as simply not duly stamped unless the

excess is paid.

SOLUTION 6
KOMALOBE LIMITED
NORMA. BASIS
Tax year Basis period for Qualifying capital exp. Amount
Capital allowance N
2006 1/7/06 -31/12/06 Motor vehicle 2,700,000
Plant & machinery 1,500,000
Plant & machinery 1,100,000
Factory building 2,250,000
Office Furniture
and Fittings 155,750
2007 1/1/07 - 30/6/07 Lorry 2,750,000
2008 1/7/07 - 31/8/07 Building 2,700,000
2009 1/9/07 - 31/8/08 Cutting machine 350,000
Ext of factory 1,150,000
2010 1/9/08 & 31/8/09 Lorry 2,100,000
REVISED
Tax year Basis period for Qualifying capital exp. Amount
Captal allowance N
2006 1/7/06 6 31/12/06 Motor vehicles 2,700,000
Plant & Machinery 1,500,000
Plant & Machinery 1,100,000
Factory building 2,250,000
Office Furniture
and Fixtures 155,750
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2007

2008

2009

2010

1/1/07 & 31/12/07

1/1/08 8 31/12/08

Nil

1/1/09 6 31/12/09

87

Lorry
Building
Cutting machine

Ext of factory
Lorry

Nil

Nil

2,750,000
2,700,000
350,000

1,150,000
2,100,000

Nil

Nil



THE INSTITUTE OF CHRAERED ACCOUNTANTS OF NIGERIA
INTERMEDIATE EXAMINATION
AUDIT AND ASSURANCE

SECTION AAttempt All Questions)

PART | MULTIPLEEHOICE QUESTIONS$20 Marks)

1. An attitude that includes a questioning mind and a critical assessment of audit
evidence is referred to as
A. supervision
B. reasonable assurance
C professional skepticism
D. due professional care
E. compliance.
2. Which of the following is basic to the application of generally accepted auditing

standards particularly the standards of fie Idwork and reporting?

A. Quiality Control
B. Internal control
C Materiality and reliability risk.
D. Corroborating evidence
E. Objectivity .
3. The financial statements of a limited liability company must be signed by a
minimum number of directors. What i s the minimum number?
A 1
B. 5
C 3
D. 4
E. 2.
4. Which of the following audit procedures is most useful for the detection or;
deterrence of a wide variety of fraudulent activities?
A Interim Audit
B. Compliance Audit
C Forensic Audit
D. Analytical Review
E. Operational Audit .
5. Which of the following has primary responsibility for the fairness of the
representation made in financial statements?
A Nigerian Accounting Standards Board
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~

Clientds Management

Audit Committee

Independent Audi tor

The Institute of Chartered Accountants of Nigeria.

monw

Dependence on total fees income from one audit client is an example of
one of the following

Familiarity Threat

Advocacy Threat

Self-Review Threat

Self-Interest Threat

Integrity Threat.

moow>»

The Companies and Allied Matters Act LFN 2004 requires a company to keep the
following books EXCEPT

an indexed register of members

register of audit committee members

proper accounting records

a register of directors and secretary

a register of charges.

moon w2

In designing and writing audit programmes, an auditor should establish
specific audit objectives that relate primarily to the

A. financial statement assertions

B. cost-benefit of gathering evidence
C timing of audit procedures

D. selected audit techniques

E. quality control .

Which of the following is NOT a component
A. Control environment

B. Control Risk

C Monitoring

D. Control Activities

E. Risk Assessment

An auditor strives to achieve independence as regards

A. evaluation of all matters of continuing accounting significance

B. becoming independent in fact.

C appearing to an independent third party not to have compromised their
integrity

D. complying with the inter national auditing standards of fieldwork
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11.

12.

13.

14.

E.

complying with the rules set by The Nigerian Accounting Standard s
Board.

Before accepting an audit engagement, the proposed auditors should make
specific enquiries of the existing auditor sregarding

A
B.

C

D.

E.

evaluation of all matters of continuing accounting significance

opinion of any subsequent events occurring since the existing auditors 0
audit report was issued.

understanding as to the reasons for the change of auditors

awareness of the consistency in the application of accounting principles
between periods

assignment yet to be completed.

To determine whether an audit firm has the capability and resources to carry
out an audit assignment, the auditor will need to determine the following

EXCEPT

A. the current commitment of the firm.

B. the number and degree of experience of the staff required.

C the size, location and nature of busin ess of the prospective client.
D. the timing of the audit

E. ability of the client to pay the audit fees .

Which of the following is NOTan element of assurance engagement?

moonwx

A conclusion and report
A suitable criteri on

A subject matter

Audit fees

An engagement process

The ability of an auditor to plan his work at the initial stage  of the audit without
interference is described as

moow»

personal independence
programming independence
planning independence
reporting independence

full independence.
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15.

16.

17.

18.

19.

Which of the following factors would most likely cause an auditor to decline a
new audit engagement?

A The prospective client is unwilling to make all financial records available
to the auditor.
B. The auditor | acks an understanding of t
and industry.
C The prospective client has already completed its physical inventory
count.
D. The auditor is unable to review the pre
E. The audit fee is too low.

Which of the following would NOTDbe considered as an analytical procedure?

A Developing the expected current year sales based on the sales trend of
the prior five years.
B. Estimating payroll expenses by multiplying the number of employees by
the average hourly wage rate and the total hours worked.
C Computing accounts receivable turnover by dividing ¢ redit sales by the
average net receivables
D. Projecting an error rate by comparing the results of a statistical sample
with the actual population characteristics.
E. Compari son of current year 0s account

preceding year.

Qut-off tests designed to detect purchases made before the end of the year that
have been recorded in the subsequent year would most likely provide assurance

~

about management 6s assertion of

A classification and understandability
B. occurrence

C completeness

D. valuation

E. correctness

Relationship between control risk and detection risk is ordinarily

A parallel
B. inverse
C equal

D. direct

E. vertical .

The risk that an auditor will conclude, based on substantive tests, that a
material misstatement does not exist in an account balance when infact, such
misstatement does exist is referred to as

A. control risk
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20.

monw

Proper segregation of functional responsibilities calls for separation of the

sampling risk
detection risk
non-sampling risk
inherent risk .

functions of

moow>»

custody, execution and reporting
authorisation, execution and payment
authorisation, recording and payment
authorisation, recording and custody
execution, recording and custody.
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PART Il - SHORTANSWER QUESTIONZ0 Marks)

1. The assumption that an enterprise will continue in operation for the foreseeable
future is referred to as

2. The procedures intended to ensure that movement of stocks are properly
identified and reflected in t he appropriate accounting periods is referred to as

3. List TWO types of methods commonly used by the Auditor in system
documentation.

4, Data used by the auditors for computer processing to test the operation of the
enterprisesdcomputer program is

5. When accounting data is stated incorrectly or presented in a misleading
manner, it is known as

6. Events both favourable and unfavourable which occur between the balance
sheet date and the date on which the financ ial statements are approved by the
board of directors are

7. The use of deception to obtain an unjust or illeg al financial advantage
is

8 State TWOmethods for selecting items to be tested in an audit sample.

0. Areviewofan organi sationds procedure to determ
is following specific procedures, rules or regulations set o ut by the organisation
is

10. A study of a specific unit of an organisation for the purpose of measuring its
performance is

11. Tests designed to obtain reasonable assurance that financial information system
controls are in place and effective are

12. Those policies and procedures in addition to the control environment which are
establishedt o achi eve the entitkiwnaspecific obje

13. Procedures designed to restrict access to online terminal devices, programs
and data are
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14.

15.

16.

17.

18.

19.

20.

Analysis of significant ratios and trends including the resulting investi gation of
fluctuations and relationships that are i nconsistent with other relevant

information or deviate from predictable amounts is

Representation by management, explicit or otherwise, that are embodied in the
financial statement s is

The audi

tors

wh o

audi

ted and

reported

financial statements and continue as the auditors f or the current period are

referred to as

The process of obtaining representation and
condition directly from a third party is

information of

an existing

Fraud involving one or more members of management or those c harged with

governance is

Procedures designed to prevent or detect improper changes to computer

programs that are accessed through on-line terminal devices are

Reports that are designed to create an audit trail for each on-line transaction

are
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SECTIONB - Attempt Any Four Questions (60 Marks)
QUESTION 1

oPIl anni ng Ilithose activities sarriedlout by the auditors to set out the work to
be done in advance in a systematic manner in order to facilitate the maximum

utilization of available resources and to ach
Required:
€) List FIVEaims of audit pla nning . (5 Marks)
(b) Enumerate five matters to be considered by the auditor when
developing the overall audit plan. (5 Marks)
(c) List FIVEreasons to justify the documentation of audit plans. (5 Marks)

(Total 15 Marks)

QUESTION 2

|l nternal Audi t can be referred to as: OANn i ni{
by the management of an organisation for the review of operations as a service to
management éé. . 0

Required:

(a) List and describe FIVEessential elements of internal audit. (5 Marks)
(b) State FIVE advantages and disadvantages each of outsourcing an internal audit

department. (10 Marks)

(Total 15 Marks)

QUESTION 3

The auditor wi || c otems af dhternal contra in orbder orsatiéiys sy s
himself as to the validity of the amounts attributed to stock and work -in-progress in
the Financial Statements.

Required:
(@) List ten objectives of stocktaking. (5 Marks)
(b) State three advantages and two disadvantages of continuous stocktaking.
(5 Marks)
(c) What procedures should an auditor carry out in the audit of work -in-progress?
(5 Marks)

(Total 15 Marks)
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QUESTION 4

Audit software comprises computer programs used by the Auditor to examine an
enterpriseds computer files. It enabl es the
report on data and programs held on storage facilities.

Required
(@) List EIGHTprocedures which an Auditor can perfor m by using typical computer
audit software packages. (8 Marks)

(b)  What are the steps to be followed in deve loping a computer audit program?

(5 Marks)
(c) List FOUR steps normally followed in developing and using a compu terized
audit software package. (2 Marks)

(Total 15 Marks)
QUESTION 5

(a)  State SEVENractors which an auditor may consider to determine the materiality
of an item in the financial statements presented for audit .

(7 Marks)

() What do you understand by the term 0Going
(2 Marks)
(c) List SIXindicators of going concern problems of which two each must be from
areas of financial, operational and other matters respectively. (6 Marks)

(Total 15 Marks)

QUESTION 6

€) State NINE functions of the Nigerian Accounting Standards Board (NASB) as
highlighted in the NASB Act 2003. (9 marks)

(b) Enumerate six powers of the Nigerian Accounting Standards Board. (6 marks)
(Total 15 Marks)
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SOLUTIONS TO SECTION A
PART | - MULTIPLECHOICE QUESTIONS

1. C
2. D
3. E
4. C
5. B
6. D
7. B
8. A
9. B
10. C
11. C
12. E
13. D
14. B
15. A
16. D
17. C
18. B
19. C
20. D
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PART II- SHORTANSWER QUESTIONS

1. Going concern concept
2. Cut-off procedures

3. a. Narrative Notes
b. Flow Charts
C. Internal Control Questionnaires

Test Data
Misstatement/fraud
Post balance sheet events

Fraud

© N o 0 &

@) Random

(b)  Systematic

(c) Haphazard

(d) Multistage

(e) Block

()] Stratified

9. Compliance audit

10.  Operational Audit

11. Compliance tests or tests of control
12.  Control procedures

13.  Access controls

14.  Analytical procedures
15. Management assertions
16.  Continuing Auditors

17.  Third party confirmation
18. Management Fraud

19.  Programming controls

20. Transactions logs.

98



SOLUTIONS TO SECTION B

SOLUION 1
(& Aims of Audit Planning
® Audit planning enables the auditor to determine the strategy to be
adopted during the course of the audi t.
(i) It assists the auditor to achieve his audit objective.
(i) It enables the auditor to determine the number of staff required to
complete the audit assignment.
(iv) It enables the auditor to determine the time it will take to complete the
audit assignment.
(V) It enables the auditor to determine whether there will be need for the use
of experts.
(vi) It enables the auditor to plan and determine the cost of resources
required to complete the assignment.
(vii) It enables the auditor to know the t ype of audit tests to perform during
the audit exercise.
(viii) It enables the auditor to determine the extent and level to which controls
can be relied upon.
(ix)  Planning establishes a basis for controlling and directing the audit work.
(x) It ensures that attention is paid to all aspects of the audit.
(xi) It helps to highlight areas of special audit emphasis
(xii) It ensures that auditors prepare audit programmes and audit budget.
(b)  Matters to be considered when developing the overall audit plan
0] Knowledge of the business.
(i) The existing accounting and internal control system s of the entity.
(i) Nature, timing and extent of procedures.
(iv)  Assessment of the risk and materiality and, identification of significant
audit areas.
(v) Coordination, direction, supervision and review of all parties involved
including staffing requirements.
(vi)  Other matters like going concern assumptions and other matters
requiring special attention.
(c). Reasons to justify the documentation of audit plan are to:

provide a record of the audit plan for future reference.

provide an evidence of the circumstances resulting in the auditors audit
approach decision.

provide a disciplined framework for ensuring that all relevant matters
are considered during the audit planning.
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Iv. provide a basis for the direction and control of the audit.

V. provide a basis for the coordination of the various sections of the audit
work.

Vi. provide a medium for communicating the audit plan to other members of
the audit team.

vi. ~ minimize any disagreements among members of the audit staff as
regards their respective responsibilities.

viii.  provide a basis for the review of the completed audit work.

IX. provide a basis for planning recurring audits.

SOLUION 2

(@)

The essential elements of internal audit include:

(i)

(ii)

(iii)

(iv)

(v)

(vi)

(vii)
(viii)

Independence & The internal audit or should have the independence
which permits the performance of duties objectively. He should report to
the Chief Executive or Audit Committee or the Board, if he is to have his
independence.

Staffing & The internal audit department should be adequately staffed in
terms of numbers, grades and experience.

Training & All internal audit staff should be fully trained and re -trained
continuously.

Relationships & Internal auditors should foster constructive working
relationships and mutual understanding with management, with
external auditors, with any regulatory agencies and where appropriate
with the audit committee.

Due care 8 The internal auditor s hould exercise due care in fulfilling his
responsibilities.

System controls & The internal auditor must verify the ope rations of the
systems in the same way as an external auditor.

The internal auditor should adequately plan, control and reco rd his work.
The internal audit or should obtain sufficient, relevant and reliable

evidence on which to base reasonable conclusions and
recommendations.
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(iX) Reporting & The internal audit or must produce timely, accurate and
comprehensive reports to management on a regular basis.

(x) Scope of work & The internal audit work should cover al | aspects of the
organi zationds operations.

(xi)  Audit Manual o There should be an audit manual in operation.
(b)  Advantages of outsourcing internal audit department include :

0] Staff recruitment and training: There will be no need to recruit staff for
the internal audit department. The outsourcing organisation will provide
all the staff and ensure staff are of adequate quality. The essence of
train ing staff would not therefore be necessary.

(i) Skills: The outsourcing organisation would have a large pool of staff
available to provide the internal audit service. This will provide access to
specialist skills that the organisation may not be able t o afford if the
internal audit department was run internally.

(i)  Setup time: The department can be set up in a short time period 0 say, a
few weeks rather than taking months to advertise and recruit
appropriate staff.

(iv) Cost Cost for the service will be agreed in advance. This makes
budgeting easier for the recipient organisation as the cost is fixed.

(v) Flexibility in staffing arrangements
Staff can be linked to suit the workloads and requirements of the
recipient company rather than full -time staff being idle for some parts of
the year.

(vi)  Reporting responsibility: It is apparent that independence of the internal
Audit would be enhanced since the consultants are expected to report to
the highest level of management.

Disadvantages of outsourcing internal audit

0] Staff turnover: The internal audit staff allocated to one organisation may
change frequently. Thi s means that organizationd
always be fully understood by new staff with the likelihood of decreasing
the quali ty of the service provided.
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(i) Cost The cost of the outsourced service may be relatively high for the
organisation, which means that since internal audit department may not
be established at all, there may not be established basis for comparison.
There may be an initial assumption that internal audit provision would
be even more expensive.

(iii) Confidentiality: Knowl edge of organi sationds sys
data will be available to a third party. Although the service agreement
should provide confidentiality clauses, this may not stop breaches of
confidentiality e.g. individuals selling data fraudulently.

(iv)  Control: Where internal audit is provided in -house, the organisation will
have more control over the activities of the department; ther e is less need
to discuss work patterns or suggest areas of work to the internal audit
department.

(v) Management manipulation : Appointment of out sourced internal auditors
i's open to top managementds manipul atio

SOLUION 3

(@  Obijectives of stock taking
i. To verify the condition of stocks
il. To verify the existence of stocks
iii. To establish title to stocks

iv. To determine the accuracy of cut-off

V. To ascertain the effectiveness of internal control system over stocks

Vi. To provide a basis for checking the corrections of stock records

vii.  To ensure that adequate provision is made for slow moving, obsolete and
damaged stocks

viii.  To provide a basis for the quantity required for the valuation of stocks.

IX. To determine the accuracy of stock valuation at the lower of cost and net
realizable value
X. To prevent/minimise misappropriation of stocks.

(b)  Advantages of continuous stocktaking

I. It ensures that the condition and age of stock s are frequently reviewed
resulting in the identification of slow moving, damaged and obsolete
items.

. It does not require a total closure of business and attendant disruption
that is common with the year end complete stock taking exercise.

102



iii. It serves as a moral check over the storekeeper who may not know when
and which stock s will be counted.

V. It helps in generating reliable stock values for the preparation of
accounts.

V. Discrepancies between actual stock figures and book figures are brought
to light faster, and investigated.

Vi. It permits a mor e accurate check on the stock.

Disadvantages of continuous stock taking

I. May be expensive to maintain in terms of labour and material.
il. May disrupt the smooth running of business activities.

(c) In the audit of Work -In-Progress, the Auditor should carry out the following
procedures:

i. Attend and observe stock count or measurement on the production floor
ensuring restriction of the movement of stock s for the period.
il. Vouch cost of stock with suppli®rsd inv
iii. Trace raw material contents to raw material accounts.
iv. Test direct labour cost content against job order or specification.

V. Check overhead apportionment

Vi. Review and test cut-off procedure for accuracy

Vil. Ensure that proper valuation is done on the stocks, taking into account
the type and nature of stock.

viii. ~ Check the final stock sheets for correctness of costs and extension.

iX. Carry our analytical review of work in progress.

X. Ensure compliance with accounting standards as to the adeq uacy of
disclosure and presentation in the financial statements

Xi. The auditor could use audit packages like Interactive Data Extraction and

Analysis (IDEA) to re-perform work -in-progress costing and valuation.

SOLUION 4

(a)  The following procedures can be performed by using typical computer audit
software packages.
I. Selecting data for testing against source documents.
il. Comparing audited source data to data recorded on computerized
records.
iii. Recomputing information contained in computer genera ted data files.
iv. Testing computer processing logic.
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Vi.
Vil.

viii.

Examining entire population for certain characteristics, such as obsolete
inventory, credit balances in account receivables, unusually large items
etc.

Changing the sequence of data extracted from client data files to
facilitate the performance of the audit.

Preparing accounts receivable and other confirmation requests and
special reports.

Preparing audit lead schedules from computer ledger files.

Analysing accounts and variation s in those accounts from expected
amounts, identifying unusual items for further verification.

Testing distribution of transaction processing systems through the
electronic data processing system.

(b)  Steps to be followed in developing computer audit program.

I. Determine the audit objectives to be met and the procedures to be
followed through use of the program.

il. Prepare a statement that defines in detail the processing required to
meet those audit objectives and to perform the required auditing
procedures.

iii. Develop a system flowchart showing all of the inputs, outputs, and the
procedures to be performed by the central processing unit.

Iv. Develop the audit program from the flowchart in a language compatible
with the equipment on which the pro gram is to be used.

V. Debug and test the program to see that it meets the audit objectives and
procedures set out for it.

(c) Steps normally followed in developing and using a computerized audit software
package.

i. Define the Audit objective

. Study the feasibility and develop an overall flowchart and other
documentary support, and design the audit software

iii. Code and test the audit software

iv. Use the software package in an actual audit situation and evaluate the
result.

SOLUION 5
(@) The following factors may be considered by an Auditor as determinants of
materiality.

® The proportion which the item bears to the class of transaction s or

account balance to which it belongs or; to the financial statements as a
whole.
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(b)

(€)

(i) The impact of statutory provisions on the item e.qg. if law requires an item
to be disclosed, the item should be considered material.

(i)  The impact of the omission or inclusion of the item on the financial
statements.

(iv)  The impact of Accounting Standards on the item e.g. financial statements
are required to comply with the requirement of Accounting Standards,
and the auditor should report if there is non -compliance.

(v) The exactness or accuracy with which an item can be stated.

(vi)  The marginal effect of t he inclusion or otherwise of the item on result of
operations or financial position of the entity.

(vii)  If the nature of omission or misstatement is such that it has a qualitative
(as against quantitative) effect on the financial statements such as
violation of conventional obligations or transactions that raise questions
about management integrity, such as illegal transactions.

Going concern concept states that the enterprise will continue in operational
existence for the foreseeable future time. This means in particular that the
enterprise has no intention or necessity to liquidate or curtail significantly its
scale of operations. This standard definition is supported by legal requirements.
Under these requirements, the financial statements of an e ntity are assumed to
be prepared on a going concern basis. Thus, in financial statements, assets are
recognized and measured on the basis that the entity expects to recover
(through use or realization) the recorded amounts in the normal course of
business. Liabilities are recognized and measured on the basis that they will be
discharged in the normal course of business.

Indicators of going concern problems

Financial

® An excess of total liabilities over a ssets.

(i) Net current liabilities .

(i)  Continuing default on terms of loan agreement and potential breaches of
covenants.

(iv)  Significant liquidity or cashflow problems
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Operational

® Fundamental changes to the market or technology to which the entity is
unable to adapt adequatel .

(i) Externally forced reduction in operations.

(i) Loss of key management staff, labour difficulties or excessive
dependence on a few product lines where the market is depressed.

(iv)  Loss of key suppliers or customers or, technical developments.

Other Areas

0] Maj or l' itigation in which an adverse |
continued existence.

(i) Issues which involve a range of possible outcomes so wide that an
unfavorable result could affect the appropriateness of the going conce rn
basis.

(i)  New technologies and inventions that could render existing product lines
obsolete.

SOLUION 6

(@)  The functions of the Nigerian Accounting Standard s Board (NASB) as provided
for in the NASB Act 2003 are:

® Develop and publish in the public interest accounting standards to be
observed in the preparation of financial statements.

(i) Promote the general acceptance and adoption of such standards by
preparers and users of financial statements.

(i)  Promote and enforce compliance with the accounting standards
developed or reviewed by the Board

(iv)  Review from time to time the accounting standards developed in line
with the prevalent social, economic and political environment.

(v) Receive from time to time notices of non-compliance with its standards
from the preparers, users or auditor s of an account.

(vi) Receive copies of all qualified reports together with detailed
explanations for such qualifications from auditors of the accounts within
a period of 60 days from the date of suc h qualifications.

106



(b)

(vii)

(viii)

(ix)

Advise the Minister on the making of regulations under section 356 of the
Companies and Allied Matters Act LFN 2004.

Advise the Federal Government on matters relating to accounting
standards; and

Perform such other duties which in the opinion of the council are
necessary or expedient to ensure the efficient performance of the
functio ns of the Board under this Act.

The Nigerian Accounting Standard s Board shall have powers to

(i)

(i)
(iii)
(iv)
(v)

(vi)

identify accounting statements whi ch require standardization and
establish the order of priority for addressing them

determine the scope and objectives of each standard

prescribe the methods and procedures for the productions of standards
approve discussion papers, expoaure drafts and standards

enforce and approve enforcement of compliance with accounting
standards in Nigeria , and

exercise such powers as are necessary or expedient for giving effect to
the provisions of this Act.
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THE INSTITUTE OF GYRTERED ACCOUNTANTS OF NIGERIA
INTERMEDIATE EXAMINATION
AUDIT AND ASSURANCE

SECTION AAttempt All Questions)

PART | MULTIPLEEHOICE QUESTIONS$20 Marks)

1. Which of the following is NOT the responsibility of the Nigerian Accounting
Standards Board?

A. Develop and publish, in the public interest, accounting standard s, to be
observed in the preparation of financial statements

B. Promote the general acceptance and adoption of such standards by
preparers and users of financial statements.

C Develop and publis h in the public interest, accounting legislations to be
observed in the preparation of financial statements.

D. Promote and enforce compliance with accounting standards developed
and reviewed by the Board.

E. Receive from time to time notices of non-compliance with its standards

from the preparer, user or auditor of an account.

2. Which of the following is NOT necessarily a pre-requisite for qualification as
approved auditor of a bank?

A. A member of one of the professional bodies recognized in Nigeria.

B. Approved by the shareholders

C Approved by the Central Bank of Nigeria.

D. Resident in Nigeria

E Carrying on in Nigeria professional practice as accountant and auditor
3. Internal Auditing can best be described as: -

A. an accounting fu nction

B. a compliance function

C a control function

D. an activity primarily to detect fraud

E. an activity primarily to review the com
4. Which one of the conditions below is NOT necessary for the auditor to exercise

lien overclient s books and records?

A. Documents retained must belong to the client who owes the money

B. Such documents must have come from the client who owes the money.

C Some work must have been done and fees for work performed must be

outstanding.
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Suchdocuments must have come from t
the money.

The possessor has the right to retain goods or records until a debt arising

in the connection with those goods or records is paid.

Which of the following is NOT part of the ethical principles which govern
auditorsd® professional responsibilities?

moowp

Integrity
Accuracy
Objectivity
Independence
Confidentiality

Which of the following is NOTan element of quality control?

moon w2

Supervision
Inspection
Investigation
Consultation
Planning

Before accepting an audit engagement, the incoming auditor should make

speci fic
A

B.

C

D.

E.

awareness of the consistency in the application of accounting standards
between periods

evaluation of all matters of continuing accounting significance
opinion of any subsequent events
report was issued

evaluation of all matters of continuing auditing significance.
understanding as to the rea sons for the change of auditors.

Prior to the acceptance of an audit engagement with a client who has
terminated the services of the pre ceding auditor, t he incoming auditor should ,

A

B.

C

contact the preceding auditor, without informing the prospective cli ent,

preceding auditor of utmost confidentiality.
accept the engagement without contacting the pre ceding auditor.

not communicate with the pre ceding auditor because this would in effect
be asking the auditor to violate the confidential relationship  between

auditor and client.

inform the client of t he intention to contact the preceding auditor and

request permission for the contact.
notify the client of the need to guarantee independence of the auditors
regarding engagement of new auditor.

109

he cl i

enquiries of the outgoing auditor
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10.

11.

12.

Which of the following best describes the reason why an independent auditor
reports on financial statements?

A

B.

A management fraud may exist and is more likely to be detected by an
independent auditor.

Different interests may exist between the company preparing the
statements and the persons using the statements.

A misstatement of account balances may exist and is generally corrected
as the result of the independent
Poorly designed internal control system may exist

An accounting overstatement may be detected and corrected as a result

audi to

of the independent auditords wor k.

The following are the major regulatory objectives of Central Bank of Nigeria

EXCEPTo

A. maintain the external reserves of the country

B. promote monetary stability

C act as lender of last resort and adviser to the Federal Government.
D. acquire shares in small and medium scale enterprises.

E. issue legal tender.

According to S.359 of the Companies and Allied Matters Act LFN 2004, the Audit
Committee of a public company shall consist of:

A

B.

representatives from the <clientds
customers.

representatives of the major equity interests such as preference and

ordinary shareholders

equal number of directors and r epresentatives of the shareholders of the
company, subject to a maximum number of six members.

Members of the Board of directors who are not officers or employees of
the company.

Equal number of directors and representatives of the employees of the

company subject to a maximum number of six members.

Which one of the following types of internal control is NOTvalid?

A
B.

C

Organisation which defines and allocate s responsibilities

Segregation of duties which says no person should be responsible for the
recording and processing of a complete transaction.

Physical & which concerns physical custody of assets and involves
procedures designed to limit access to authorised personnel only.
Accountability which indicates that an officer must be accountable for all
his actions positive or otherwise.

Authorisation and approval which indicate that all transactions should
require authorization and approval by appropriate person.
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Audit evidence consists of any kind of information from any source written or
oral, which forms the basis of the opinion expressed by the auditor on the
financial statements. Which ONE of the following is not a basic technique for
collecting audit evidence?

A Observation

B. Re-computation
C Enquiry

D. Inspection

E. Investigation .

The criteria for assessing the internal audit function include the following
EXCEPT

A number of staff in the organisation.

B scope of audit function

C technical competence

D due professional care

E availability of resources .

What is the reporting deadline for the auditor to forward the domestic report on
t he bankd gothe Central/Barik ofdNigeria?

6 months after the Balance Sheet date.

4 months after the Balance Sheet date

3 months after the Balance Sheet date

12 months after the Balance Sheet date

9 months after the Balance Sheet date.

moow»

The Audit of small businessesis influenced by the following factors EXCEPT

A. the intrinsic characteristics of small businesses

B. the nature of the profe ssional relationship between suc h businesses and
their Auditors

C the small size of the audit team

D. the Audit Fees

E any special legal consideration affecting small businesses.

The written agreement between the auditor and client concerningthe audi t or 0 s
responsibility for discovery of illegal acts is usually set forth in the

Clientd Representation letter

Management letter

Letter of Inquiry

Engagement Letter

Audit Report.

moow»
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18.

19.

20.

When there is report of gross misconduct against a member of the Institute of
Chartered Accountants of Nigeria, the Institute will

oCnwx»

E.

sue the member

immediately discipline the member

do nothing

arrange settlement between the member and the body that makes the
report

refer the matter to disc iplinary tribunal.

Auditor -General for a State is not permitted

moonwx

access to the State house

access to minutes and proceedings of the House of Assembly

access freely to the books and accounts of the institution being audited
to conduct an inquest

to recommend appointment of External Auditors

Which of the following is not true of Transactions Audit?

A
B.

C
D.
E

To ensure that the financial assets of the business are safeguarded.

To ensure that the accounts are prepared in accordance with generally
accepted accounting principles

To discover all fraud perpetrated during the period of the audit.

For proper review of the Accounts by Principal Audit Partner

To obtain adequate audit evidence in forming audit opinion.
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PART Il SHORTANSWER QUESTIONS (20 MARKS)

1.

10.

11.

12.

A situation where all transactions and events are expected to have been
recorded have been recorded e.g. management asserts that all expenses and
transactions are recorded; and none has been excluded is referred to as

A situation when an auditor becomes too
because he has a close relationship with an assurance client, its directors,
officers or employees, occurs when there is a

A situation where anaudi t or becomes an advocate for
adversarial proceeding or situation is

The probability that material irregularities will occur , ignoring the effect of
internal controls is

State two typical areas where the auditor may need to use the work of an
expert.

The probability that if material irregularities occur, the internal controls may
fail to prevent or correct them is

A situation when an auditing firm arranges for a critical r eview of its practices
by another audit firm is

The use ofan outside specialist organisation to perform functions which would
otherwise be performed in house is called

The method in which the auditor uses the mathem atical laws of probability in
determining the sample size, selecting the sample items and evaluating the
sample results is

State two basic elementsoftheaudi t or 6s report .

The authority to conduct periodic checks of Agencies, Parastatals and
Corporations is vested in

Section 85 (5) of the 1999 Nigerian Constitution provide s that the Auditor
General shall submit his reports to each house of the National Assembly
within days of receipt of the AccountantdGe n e r @inangial
statements.
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13.

14.

15.

16.

17.

18.

19.

20.

That circumstance in which the auditor is unable to form an opinion on the
financial statement sis called

A term used in describing a statement where the auditor emphasizes a
particular matter regard ing the financial statement s on which he is reporting
is

The divergence between the actual present role of the auditor and the role
expected of him by those who rely on t he audit function is

Intentional misrepresentations of financial information by one or more
individuals among management , employees or third parties is

Violations of laws and government regulations including acts of br ibery and
corruption, breach of laws, theft and fiscal offences is

Mention two systems of stock taking that are generally in use.

In a computer based systems, ITF means

What is the full meaning of SCARF in a computer based systent?
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SECTION B - Attempt Any Four Questions (60 Marks)

QUESTION 1

(@) Defineandexplant he term OAssurance Ser (9iMarksy 6
(b) Give SIX examples of assurance services a professional accountant
can be engaged in. (6 Marks)
(Total 15 Marks)

QUESTION 2
(a) State the statutory provisions that are made to protect the independence
of auditors (8 Marks)

(b) Explain the concept of confidentiality and under what circumstances an
auditor may break the ethical pri nciples of confidentiality. (7 Marks)
(Total 15 Marks)

QUESTION 3

The Central Bank of Nigeria (CBN) was established by the CBN Act of 1958 (Amended
in 1991) and, commenced operations on July 1, 1959.

Required:

€) List THREEmajor regulatory objectives and SEMEN of the powers of CBN as
stated in the Act. (10 Marks)

(b) List the prohibited activities of the CBN (5 Marks)

(Total 15 Marks)

QUESTION 4

Audit software i ncludes computer programs deployed by the Auditor to examin e an

enterpriseds computer fil es.

Required:

(@) Describe three main types of Audit software programs . (9 Marks)

(b) Explain the type of uses particularly in substantive testing to which computer
audit program s can be put. (6 Marks)
(Total 15 Marks)

QUESTION 5
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A business risk is the threat that an event
ability to achieve its set objectives, and can be split between external and internal

factors.

Required:

(a) Indicate the r isks that may have effect on the audit when it is being planned.

(5 Marks)
(b)  Mention TENTrisks that may arise due to external factors (5 Marks)
(c) Mention TENrisks that may arise within the company. (5 Marks)

(Total 15 Marks)

QUESTION 6

In the audit of financial statements, the external auditors should be able to place
reliance on the work of the internal auditor.

Required:
(a)  State factors which can be considered by the external auditor before reliance
can be placed on the work of internal auditor. (7 Marks)

(b) Describe EIGHT areas of co-operation between the external auditor and the
internal auditor. (8 Marks)
(Total 15 Marks)
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SOLUTIONS TO SECTION A

PART | - MULTIPLECHOICE QUESTIONS
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PART II- SHORTANSWER QUESTIONS

Test of mmpleteness
Familiarity threat

1
2
3. Advocacy threat
4 Inherent Risk
5

(@)  Valuation of certain type s of assets

(b)  Determination of qual ity, quantity and physical condition of
assets

(©) Determination of amount s by means of special techniques or
methods

(d) Legal opinions concerning interpretation of agreement s,
statutes and regulations.

6. Control Risk

7. Peer Review
8. Out Sourcing
9. Statistical sampling method

10. (a) Title
(b) Those to whom the report is addressed
(c) The Financial Statements to which the report refers.
(d) A reference to the statute under which the audit was carried out
(e) The auditor@ opinion
(f) The auditor @ signature
(g) The date of the report
() The auditords address

11.  The Auditor-General

12. 90

13.  Uncertainty

14. Emphasis of Matter or Added emphasis
15.  Expectation Gap

16. Fraud

17. lllegal Acts

18. (a) Continuous or perpetual stock taking
(b) Periodic or annual stock taking

19. Integrated Test Facility

20.  System Control and Review Files
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SOLUTIONS TO SECTION B
SOLUION 1

(@)

(b)

OAssurance Servicesbd have been
professional services that improve information quality or its context.
The main purpose of assurance services is toprovide independent and
professional opinion that improves the quality of information to
management as well as other relevant decision makers in an
organisation. In effect, assurance services reduce the information risk
d risk that information, either fin ancial or non -financial, is not correct.
On many occasions, managers must take decisions on matters they
have incomplete or inaccurate data for and to take likely incorrect
decisions of such data, would increase the overall business risk.
Assurance services help in reducing such business risk and assist
managers take confident and well informed decisions. This would
have been made possible by for example, the professional accountant
tests and the report on validity of the relevant data of the business
cycles.

Examples of assurance services provided by professional accountants
include:

® Accounts Receivable Review

(i) Business risk assessment

(i)  Customer satisfaction survey

(iv)  Information systems security review.

(V) Internal audit outsourc ing

(vi)  Market survey

SOLUION 2

(@)

Statutory provisions that are established to protect the independence
of auditors are enshrined in relevant enabling laws. For instance, in
the case of Companies and Allied Matters Act LFN 2004 (CAMA),

ref er

provisionsdesi gned t o assist the auditorsd ind

® That an officer or servant of a company cannot audit that
company because he cannot be

(i) Similarly, a partner or an employee of an officer or servant of a
company cannot audit that company for the same reason as (i)
above.

(i) An Auditor is normally appointed by members not the directors
to make him independent of management. A ny appointment
made by directors isusually 6 casual 0.

expect e



(v)  An Auditor can only be removed by shareholders and there are
elaborate rules to protect him, as appropriate, in case there is a
proposal to remove him as an auditor .

(V) The auditor has right of access to books and also to information
so that he can perform an independent audit (progra mming
independence)

(vi) There is a provision in section 359 (6) of CAMA for the
establishment of audit committees of companies to serve as a
bridge between the auditor and the board of directors (and the
management) of the company.

(vi) Audi t o rudestiorr ie fixed by members and not by the
directors who only fix auditors remuneration for the casual
appointments made by them.

(viii)  The auditor is not qualified under section 387 of CAMA as a
receiver of the same company he audits in the same accounting
year.

(ix)  In the case of Banks and other Financial Institutions Act LFN
2004, any person who has interest in a bank other than a
depositor or who is indebted to a bank shall not be eligible for
appointment as the approved auditor of the bank ost ensibly to
ensure independence of the auditor.

(b)  Concept of confidentiality and circumstances under which the auditor
may break the ethical requirements of confidentiality.

0] Professional accountants have an obligation to respect the
confidentiality o f information about a cl
affairs acquired in the course of professional services. The duty
of confidentiality continues even after the end of the
relationship between the professional accountant and the client
or employer.

(i) It is required that the auditor must maintain the confidentiality
of clientds affairs. He should not
to him by his client to a third party, without the specific
consent of the client, unless:-

X If a competent court of law demand s suchinformation .
X If he knows or suspects that the client committed or is

about committing or will commit a criminal offence, he
could disclose the information in the public interest.
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X If a government authority demands such information .

X If the auditor needs the information to defend himself in
a charge brought against him.

Nevertheless, ethical guidelines still direct that the client or
employer should be notified in advance of the disclosure being
made. It may be a criminal offence in certain circums tances to
use confidential information in an improper manner.

SOLUION 3

(a)

The major regulatory objectives of the Central Bank of Nigeria (CBN)
as stated in CBN act of 1958 are to:

(i)
(ii)
(iii)
(iv)

issue legal tender

maintain the external reserves of the co untry

promote monetary stability and a sound financial environment
act as a banker of last resort and act as financial adviser to the
Federal Government of Nigeria.

The Central Bank has powers to:

(b)

(i)
(i)
(i)

(iv)
V)
(vi)
(vii)
(viii)
(ix)
(x)
(xi)

(xii)
(xiii)

issue demand drafts

purchase and sell gold coins or bullion

open accounts for and accept deposits from Federal, State and
Local Governments and Parastatals

purchase, sell, discount and rediscount all kinds of bills of
exchange and promissory notes.

purchase, sell, discount and rediscount treasury bills, treasury
certificates and project tied bonds, issued by State
Governments, Local governments and parastatals

publish minimum re -discount or monetary policy rates

issue directives on cash reserves

issue and manage Federal Government loans

act as banker to state and local governments

carry out open market operations for the purpose of
maintaining monetary st ability in the Nigerian economy

act as clearing house for banks to facilitate the clear ing of
cheques and credit instruments

buy and sell Nigerian Currency

purchase and sell securities of the Federal Government.

The Central Bank of Nigeria (CBN) shall not:

(i)

engage in trade or otherwise have a direct interest in any
commercial, agricultural or industrial undertaking except for
the purpose of its business, provided that all such interest so
acquired shall be disposed of at the earliest suitable time.
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(i)
(iii)

(iv)
(v)

(vi)

(vii)

grant loan upon the security of any shares

purchase, acquire or lease real property except for the
provision of business premises for the CBN and its agencies and
residences for the Governor, Deputy Governors, and officers and
other employees of the CBN.

draw or accept bills payable otherwise than on demand .

pay interest on deposits except deposits in respect of cash
reserve and special deposits made by various banks to the CBN
to maintain the required ratio of the deposit liabilities.

accept for discount or as security for an advance made by the
Central Bank, bills or notes signed by members of the Board or
by officers and other employees of the Bank.

open accounts for or accept deposits from persons other than
Federal, State, Local Government, banks and other credit or
financial institution s, Central Banks and other banks outside
Nigeria.

SOLUION 4

(@)

(b)

Three main types of audit software programs

(i)

(ii)

(iii)

Package Programs: Package programs consist of preprepared
generalized programs for which the auditor will specify his
detailed requirement s by means of parameters, and sometimes
by supplementary program code.

Purpose Written Programs: Purpose written programs involve
the auditor satisfying his detailed requirements by means of
program code specifically written for the purpose.

Utility Programs: Utility programs consist of programs available
for performing simple functions, such as sorting and printing
data files. These programs are usually run independently of the
enterprise® computer based accounting system. Audit software
also includes interrogation facilities available t o the enterprise.

Computer audit programs have many uses particularly in substantive
testing. These include:

(i)

selection of a sample of records from a file e.g. a random
selection of goods dispatched notes or selection of all stock
items valued over a certain amount.



(i) checking computations and calculations by reperformance e.g.
verifying the accuracy of an aged de

(i)  Checking application controls e.g. when testing input controls
over completeness, a computer audit program can identify any
missing items from a sequence.

(iv)  re-organising data into a form for audit use e.g. sorting a file of
purchases grouped by a product into a file grouped by supplier
and product for a year end cut -off-tests.

(v) comparing two or more different files e.g. comparing total sales
invoices with the sales ledger to ensure that all invoices have
been posted.

SOLUION 5

(@) In planning the audit, the auditor must consider whether: -

0] there is any risk of litigation against the company

(i) there is any risk of withdrawal of support loan or trade credits

(i) the business is under threat of being taken over with the risk of
management misstating financial statements

(iv)  there are related parties with di fferent agenda

(v) there is a high risk of fraud.

(vi)  there is any risk that threatens the going concern status of the
company

(vii) the accounting system is adequate both in compliance with
statutory regulations and considering the complexities of
modern business environment

(viii)  the management manages risk effectively

(ix)  the environmental control has been considered.

(b)  Risks due to external factors
0] Changes in government policy or legislation.
(i) Changes in bang&ds interest rate
(i)  Charges in foreign exchange rate s
(iv)  Public opinions, attitudes and fashions
(V) Natural hazards
(vi)  Import competition e.g. protectionist policy
(vii)  Price wars from competitors
(vii  Changes in technologies and ideas
(ix)  Environmental matters
x) Bad-Debts
(xi)  Litigation
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(c) Risks that may arise within the company
® Failure to improve quality of products, processes, labour
relations and marketing.
(i) Failure to meet minimum standard s set by regulatory
authorities.e.g. Nigerian Standard s Organization
(i)  Bad public relations when dealing with suppliers and
customers
(iv)  Excessive reliance on a dominant chief executive
(V) Cash flow problem including overtrading
(vi)  Excessive reliance on one or a few productsandc ust omer s 0
supplies
(vi)  Weak internal controls
(viii) Lack of research and development
(ix)  Computer systems failure
(x) Fraud within the organization
(xi)  Irresponsible or unresponsive board members
(xii)  Labour unrest
SOLUION 6
€) Before placing any reliance on the wor k of an internal auditor, the

external auditor must assess the internal auditor objectively and his
work in the following areas:

(i)

(ii)

(iii)

(iv)

(v)

Independence: The internal auditor who is an employee of the
company should be able to organize, plan and carry out his
own work and report his findings to the highest authority in his
organisation. An internal auditor on whom the external auditor
places reliance must be independent and be able to
communicate freely with the external auditor

The scope and objectives of the internal audit function. The
external auditor should examine
term of reference and should ascertain the scope and objectives

of internal audit assignments.

Due professional care: The external auditors should consider
whether the work of internal audit generally appears to be
properly planned, controlled, documented and reviewed.

Technical competence: Membership of a recognized
professional body with competent and ethical implications is
desirable. He should be sound in mind and computer literate.

Reporting standards: A competent and useful internal auditor
will provide high standard reports which are acted upon by
management.
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(b)

(vi)

(vii)
(viii)

Resources available An internal audit department that is
starved of resources would not be very useful to the external
auditor, since performance should be at a low level.

The efficiency of operation in the internal audit department.

The experience of cooperation in previous audit assignments.

The internal auditor could be of great help to the external auditor in
the following areas:

(i)
(ii)
(iii)
(iv)
(v)
(vi)
(vii)
(viii)
(ix)
)

Verification of stock and work -in-progress

Recording of accounting and internal control systems.

Review of accounting and internal control system s

Debtors and creditors circularization and bank confirmations.
Investigations whenever the external auditor is put on enquiry.
Physical verification of fixed assets.

Analytical review procedures.

Compliance and substantive tests.

Surprise cash counts

Preparation of audit working schedules.
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA

INTERMEDIATE EXAMINATION

BUSINESS COMMUNICATION AND RESEARCH METHODOLOGY

SECTION AAttempt All Questions)

PART | MULTIPLECHOICE QUESTION$20 Marks)

1.

Which one of these tests is an exception to report writing?

moow>

Planning

Collecting data
Analyzing data
Conducting interview
Writing the report

Which one of these is NOTa graphical aid used in report writing ?

MOO®W>I MUO®P

Tables
Charts
Graphs
Pictographs
Numbers

orizontal Communication takes place among all these EXCEPT

Heads of Departments
Managing Director
Supervisors of Sections
Managerial Staff

Deans of Schools

Which of these is NOT a route of @mmunication in an Organization?

moow>»

Upward
Rectangular
Horizontal
Diagonal
Downward

Which one of the foll owing is NOT a major part of a Report?

mooOw>»

w
A.
B.

Introduction

Methods of data collection
Sources of data

Administration of questionnaire
Body of the report

hich of the following is NOT a barrier to effective communication ?

Backbiting
Semantics

12¢



10.

11.

12.

C. Stereo-typing
D. Feeling
E. Information overload.

All of these are methods of speech delivery EXCEPT

A. Extemporaneous
B. Impromptu
C. Expository
D. Written-and-read
E. Memorized

All the following are examples of Probability Sampling T echnique
EXCEPT

Judgment sampling

Simple Random Sampling

Stratified sampling

Multistage sampling

Cluster Sampling

moOow>»

Which of the following is not part of Non -Probability Sampling
Technique?

Quota Sampling

Accidental Sampling

Purposive Sampling

Theoretical Sampling

Cluster Sampling

moonw>

The following are characteristics of a statistical graph EXCEPT
Scale

Key

Gradient

Source of data

Column title

kewness of distribution can be studied by using
Bar chart

Pie Chart

Lorenz curve

Histogram

Frequency Polygon

MoOW>®w MUO®p

The following are characteristics of a good Hypothesis EXCEPT:
It is a statem ent about the relationship between variables.
The variables in a hypothesis are potentially measurable .
The statement should be ambiguously stated .

The statement should imply the possibilities of empirical
testing.

It should be derived from the problem being investigated.

oow>

m
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13.

14.

15.

16.

17.

Which of the following best represents features of Likert scale? It:

A. recognizes that the respondent would give strong indicator on
a variable and would also give its weaker indicator.

B. must use a scale of strongly agreed, agreed, disagreed and
strongly disagreed.

C. provides a scale for grouping indicators of a variable that is
empirically structured.

D. facilitates the determination of the relative intensity of
different items by respondents/interviewees.

E. measures the non-existence of a feature as zero and represents

its existence from 0 to 100

A typical research report structure has the following EXCEPT:

A. The research budget

B. Methods of data analysis

C. The purpose of the research study
D. References

E. Appendix

Which of the following stateme nts can be regarded as an ordinal
scale?

Mike is a male while Rose is a female

Mike is older than Rose

Mike is 40 years old and Rose 20 years old

Mike is 2 times as old as Rose

Rose is 2 times younger than Mike.

moow>»

A probability sampling technique where the population of study is
divided into homogenous group is.

A. Simple random
B. Systematic

C. Cluster

D. Quota

E. Stratified

Okokomaiko Co. Ltd classifies workers status as Senior Managrs,
Managers, Supervisors and Gerks. For the purpose of data collection,
1 was assigned to Senior Managers, 2 to Managers, 3 and 4 to
Supervisors and Jerks respectively. Which of these best describes the
data sets?

Qualitative nominal

Quantitative nominal

Qualitative continuous

Quantitative numerical

Quadrivariate data

mooOw>»
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18.

19.

20.

Which of the following is not a property of American Psychological
Association Style of Referencing?

A. Clarity

B. Simplicity
C. Footnoting
D. Flexibility
E. Easy to use

Which of the following can be used to provide the most current
reference on a research topic?

A book

A microfilm

A research project

An encyclopedia

An electronic journal

moow>

A market research should contain all of the following EXCEPT
Research budget

The identification of the target problem

Limitation of the research study

Statement of the research problem

An outline of the background of the problem.

moow>



PARTII SHORTANSWER QUESTIONS

A relational statement that implies the possibilities of testing is a
eéeé

A variable that is capable of taking on an orde red set of values within

,,,,,,,,,

A systematic empirical inquiry in which the investigator does not have
direct control of the independent variables because their

,,,,,

The aspect of a research study that explains the extent of coverage of
the subject matter, geographical area and period of coverag e, is

/////////

referred to as ééeééeeceéeée
The aspect of language that deals with speech formation isé é é é
The ability of a Manager to identif y the impact of monthly saving s on

hi s wor k e,rdep@&ndssdadn ahis uevel of interaction with the
workers.

Use the statement above to answer questions 6 to 8

6.

10.

11.

12.

13.

//////

The statement is expressed iné € € € é é . tense.

What must the Manager do to identify the relationship between

mont hly savings &eécweeckérsd status

The wor ke fsttds develapmdnt dependson é € é é é
contribution.

In a business organization, the level of success of a two -way
communication processi s measured by the éééeééé.

////////

When a Head of Department is presenting the Executive Summary of a
major project report, two members that will constitute the audience

,,,,,,,,,,

are eeeee. and eeeee.

An attempt to predict, explain and explore the relationship between

rrrrrrrr

The process by which practitioners attempt to study their problems

13C



14.

15.

16.

17.

18.

19.

20.

scientifically in order to guide, correct and evaluate their decision and

,,,,,,

Research that dependson the experience or observation of
phenomena and events is call ed

A form which is prepared and distributed for the purpose of securing

/////////

A list of all works which an author uses, whether such works are
actually referred to in the main text or not is known as

,,,,,,,

eeeeeee

A subset or part of a population that is carefully selected, observed
and studied in order to make a n inference about the whole population

//////

,,,,,,,

guantitative or qualitative isknownas é€é é é é é é ¢ .

A statistical method of selecting sample from population is known as

eeeeeeece.

A definite plan that is completely determined before any data is

//////
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SECTION B- ANSWER ANY FOUR QUESTIONSO Marks)

Write short notes on any THREEof the following G raphical Aids.

QUESTION 1
® Tables

(i) Bar Graph
(i)  Pie Chart
(iv)  Line Graph
QUESTION 2

(15 Marks)

As the Project Manager of Amax Group of Companies, you are required to
plan the marketing s trategies for the launching of a brand of new consumer

household product & Maxident - that will be used for dental pu rpose. You
the product to your potential customer & Cons

(10 Marks)

(5 Marks)
(Total 15 Marks)

intend to introduce
Supermarket.
(@) Write a short introduction on the product .
(b) Write a covering letter to the introduction written in (a) to the Manager
of Cons Supermarket
QUESTION 3
(&)  What do you understand by Coefficient of Variation? (3 Marks)
(b) A Chemical Company named Chemol Limited presented its financial
analysis for two years to the Executive Director of Finance as given in
the table below:
Table of Two-Year Financial Analysis of ChemolLimited
Year Mean Variation | Standard
Deviation
1 914,923 | 71,373 1,008
2 546,705 | 25,993 732
Required:
0] Compare the variation of the two -year analysis.
(i) What conclusion can be drawn from the analysis?
(i)  Assuming you are the Co mpany 0 s

fi

nanci al anal yst,

you give for improving the financial status of the Company?

(12 Marks)
(Total 15 Marks)



QUESTION 4

List and explain any FIVE steps of Research as drawn from the Reflective

Thinking Approach. (15 Marks)
QUESTION 5
(a) Describe the TWOtypes of formatting of an Abstract. (5 Marks)

(b) List and explain any FIVEcharacteristics of an Abstract. (10 Marks)
(Total 15 Marks)

QUESTION 6
(a) List any FIVErequirements for Effective Communication. (5 Marks)
(b)  Distinguish between Grape-vine and Rumour. (10 Marks)

(Total 15 Marks)
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MULTIPLE CHOICE QUESTIONS
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PART Il SHORT ANSWERS QUESTIONS

1. Hypothesis

2. Continuous variable

3. Ex-Post facto

4, Scope of study

5. Diction/P honics

6. Present

7. Interact with workers

8. Monthly savings

9. Feedback/Response/Raction
10.  Source/Channel/Receiver

11. Managing Director/Director/Divisional Manager
12.  Hypothesis/Proposition

13.  Action research

14.  Empirical research

15.  Questionnaire

16. Bibliography

17. Sample

18.  Variable

19. Sampling Technique/Method
20.  Sample desgn
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SOLUTIONS TO SECTION B

SOLUION 1

(i)

(it)

(iii )

Tables:

Tables are the easiest and commonest way of presenting data/
information in rows and columns. Tables allow the reader to see
precise figures and compare exact figures within and among given
categories. Tables can be formal or informal. An informal table is brief
and unlined while a formal table is usually tabulated and lined.

Below is an example each of Informal and Formal tables :

Informal: Average attendance of Pupils in Schools A & B in a week
School A Mon 45 Tue 33, Wed 32, Thurs 40, Fri 35.

School B Mon 34, Tue 38, Wed 41, Thurs 45, Fri 36.

Formal: Average attendance of Pupils in Schools A & B in a week.

SCHOOL |MON TUE WED [|THUR | FRI
A 45 33 32 40 35
B 34 38 41 45 36

Source: Attendance Registers of Schools A and B

Bar graph

Bar Graph is used to indicate comparisons and trends over time. It is
easy to construct and very adaptable for data presentation. There are
different types of Bar Graphs. Of these types, two are commonly used
in most reports. These are vertical and horizontal Bar Graphs. Both
are most suitable for presenting data in relation to time. Other forms
of Bar Graphs are composite, dual, stacked and three dimension al.

Pie Chart

Pie Chart is used to present percentage or fractional components of a
given element. By its use, relative sizes of the various elements and
the percentages or fractions of each element contributes to make up
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the whole are clearly shown. Each element is arranged in a clockwise
direction and clearly distinguished by assigning a name and the
correct percentage.

[ O wed

17%

(iv)  Line graph
Line graph is used to indicate trend over time or to compare the
distribution of one variable with another. There are various ty pes of
line graphs. There is a Simple Line Graph and the Multiple Line Graph.
A Simple Line Graph shows the movement of only one variable while
Multiple Line Graph shows changes that occur in two or more
variables.

SOLUTION 2
(@)  The Introduction of the new product, MAXIDENT

| NTRODUCTI ON O& OMAXI DENT

Followingour o mpanyds extensive research on how
health of the generalit y of our people, a product known as MAXIDENT has
been produced and is ready to be released to the public.

This product has unique features different from other brands of
toothpastes currently in the market. It comes in rubber tubes of 25ml,
50ml, 100ml, 150ml and 200ml. When used, the mint gel leaves a






