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FOREWORD

This issue of the PATHFINDERis published principall y, in response to a growing
demand for an aid to:

0] Candidates preparing to write future examinations of the Institute of
Chartered Accountants of Nigeria (ICAN).

(i) Unsuccessful candidates in the identification of those areas in which they
lost marks and need to improve their knowledge and presentation.

(i) Lecturers and students interested in acquisition of knowledge in the relevant
subjects contained herein, and

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

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

It is hoped that the suggested answers will prove of tremendous assistance to
students and those wh o assi st t hem in t heir prepar
Examinations.

NOTES

Although these suggested solutions have been published
under the I nstituteds name, t
the Council of the Institute. The suggested solutions are
entirely the responsibility of their authors and the Institute
will not enter into any correspondence on them.

— >

INTERMEDIATE EXAMINATION T NOVEMBER 2009



PATHFINDER

TABLE OF CONTENTS
SUBJECT PAGES
COST ACCOUNTING 33528
PRINCIPLES AND PRACTICE OF AUDITING 29 - 53
GENERAL PRINCIPLES OF LAW 54 3 69
MANAGEMENT 70 3 89

— >

INTERMEDIATE EXAMINATION T NOVEMBER 2009



PATHFINDER

ICAN/092/P/1 EXAMI NATI ON NOééééé..

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA
INTERMEDIATE EXAMINATIOBINOVEMBER 2009
COST ACCOUNTING

Time allowed & 3 hours

SECTION A Attempt all questions

PART | MULTIPLEEHOCE QUESTIONS (10 MARKS)

1. A standard that is left unchanged over a long period can be referred to as
A. Attainable standard
B. Ideal standard
C. Loose standard
D. Basic standard
E. Current standard.

2. A manufacturing firm was very busy and overtime was worked. The amount
of overtime premium contained in direct wages would normally be classed
as
A. part of prime cost
B. factory overhead
C. direct labour cost
D. personnel cost
E. administrative cost.

3. Fixed costs are conventionally deemed to be
A. constant per unit of output
B. outside the control of management
C. constant in total when production volume changes
D. those unaffected by inflation
E. influenced by management.

4. Which of the following would be most appropriate basis for apportioning
machinery insurance costs to cost centres in a factory?

A. The cost of the machinery in each cost centre
B. The number of machines in each cost centre
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C. The floor area occupied by the machinery in each cost centre
D. The operating hours of the machinery in each cost centre
E. The wages of the labour force who worked on the machines.

5. Which of the following costing methods is most likely to be used by a
company involved in the manufacture of paint?

Standard costing
Batch costing
Service costing
Job costing
Process costing.

mooOw2>

6. A chemical process has a normal wastage of 10% of input. During the
period, 5,000 kg of materials were input and there was an abnormal loss of
150kg. What quantity of good production was achieved?

4,350 kg
4,500 kg
4,450 kg
4,650 kg
4,850 kg.

moow>»

7. A ¢ o mp an y-éen-pbint ie @000 units per annum. The selling price is
MO0 per unit and the variable costis 8 0 per uni t . Wh a 't
annual fixed cost?

240,000
§120.000
360,000
~300,000
N540,000.

moow»

8. The process of cost apportionment is carried out so that

cost units gather overheads as they pass through cost centres
common costs are shared among cost centres

costs may be controlled

the whole items of cost can be charged to cost centres

all costs are equally segregated.
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9. When comparing the performance of two facto ries, one of which is owned
and the other rented, the inclusion of rent as an expense in the profit
statement of the factory owned is known as the inclusion of a

relevant cost
comparable cost
normal cost
controllable cost
notional cost.

moow>

10. A method of dealing with overheads involves spreading common costs over
cost centres on the basis of benefit received. This is known as overhead

analysis
allocation
apportionment
absorption
distribution.

moow>
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PART II- SHORT ANSWER QUESTIO{#® MARKS)

1. The unit of product or service in relation to which costs are ascertained is

e é.
2. Payments to production workers for work directly related to production is

€ é.
3. The total of direct costs is known as eéeéée
4. The factors which influencethe costs of an activity are
5. The control of those materials which are kept in the store is known as

eéeé
6. The highest | evel which inventory shoul d
7. The method of material pricing which will ensure that cost of operation is

near enough to current price i s éééé
8. The method of depreciation used during hyper -inflationary period is

eéeééé
0. Variable overhead efficiency variance is the difference between the absorbed

/////

variable overhead and the ééécéé.

10. The overhead accounting method whereby fixed and variable costs are
absorbed into production is called éééé.

11. Nor mal process |l osses are borne by éééeé

12.  Proceeds of scrap, if small, should be treated as windfall to the department,
if substantial , it should be deducted from ééeeé

13. The difference between the standard cost and actual cost of a product or
service is termed ééeeé

14. Budgetary control relates expenditure to the person who incurs the
expenditure, standard costing relates expenditur e t o é é é é
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15. A standard established for use over a short period of time, usually a year is
called éeée

16.  The difference between the standard cost of overhead absorbed in the output
achieved and the actual overhead cost is

17.  The variance caused by the payment of more or less than the rate specified
in the standard wage is ééée.

18. The relationship between the budgeted number of working hours and
maxi mum number of working hours in a budg

19. The bottleneck which is vital to operational success in a budgetary system is
termed ééé.

20.  Where production is the problem, one important means of overcoming the
l'imiting factor is eéeéée.

21.  Where sales is the problem, one important means of overcoming the limiting
factor is éeécee

22.  The summary budget which shows the Budgeted Profit and Loss Account for
the budget period and the Budgeted Bal anc

23. Justin-t i me system i s a move -tneddvwrks éé. per
24.  Justin-time systemisamovetowar ds €ééé. | evel of invent

25. In a flexible budgetary system, the difference between overhead absorbed
by actual production and budgeted over hea

26. Marginal costing technigue brings out the relationship between
cost/sd es/ éé.

27. If levels of budgets are set which are too low, a condition will exist which is
called éeééee.

28. In the cost ledger, the control account into which are posted income or
expenditure extracted from the financi al

29. The di fference between sales value and mar

30. The amount by which the volume of sales may decrease before the break-
even point is reached is called ééeeé
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SECTION B ATTEMPT QUESTION 1 AND ANY OTHER THREE (60 MARKS)

QUESTION 1- CASE STUDY

llesi Valley Resort (IVR) offers very high quality services which guests expect during
their stay in such a serene environment. However, there are other places viz:
Agerige Inn and Egbuya Hotels located not too far from IVR, that o ffer similar
services.

The three have been spying on one another with a view to outsmarting each other.

The General Manager of Egbuya Hotels recently discovered that the good
performance of IVR has been created by its Managing Director/Chief Executive

Officer and the Financial Controller. It was further revealed that one of the secrets

of | VR6s success is the forecasts and budg:¢
subsequent performance evaluations. Prepar
with the sal es budget usually prepared by the sales director. Budgeted sources of

revenue include hire of functional rooms, and halls for conventions, wedding and

meetings. The financial controller gathers relevant input from all departmental

managers. The completed sales budget and annual operating budget are
periodically compared with actual performance with a view to ensuring compliance

with plans. In addition, at the end of each month, budgets for the next three

mont hs are reviewed t o ilboecosgrser Also,lalVnRabagersg o al s
at the centre meet at the close of work each day to review performance to date and

adjust prices if situation demands. Meeting the monthly budgeted goals is

primarily the responsibility of each manager. The manager rece ives monthly report

from the office of the financial controller to show how each division performed

against budget as well as against the actual performance of each division.

Managers regularly come up with new ideas for boosting revenues and reducing

cods. This attitude has in no small measure contributed to the success of the

resort.

Agerige Inn approved the use of budget in principle but the organization is yet to
start the preparation and use of budgets as a means of guiding and controlling its
operations. The Inn believes strongly in good human relations, captivating
advertisements among others as tools needed to succeed in the industry and not
necessarily the use of budgets.

The founder and Chief Executive Officer of Egbuya Hotels is of the view that budget
preparation process is not only boring and cumbersome but a time wasting exercise
hence he has never given the issue a serious consideration. He relies on his friends
as advert agents for his business. He has so many friends working in some of the
new generation banks and feels he can always get financial succour from them
whenever he runs out of cash, so why does he have to prepare budgets?

INTERMEDIATE EXAMINATION T NOVEMBER 2009
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On 1 December, IVR attempted to project cash receipts and disbursements through
to the following February. Creditors to the company usually give one month credit.
Salaries are paid in the current month. Fixed costs are paid one month in arrears
and include a charge for depreciation of &85m per month. At the end of February, a
debit note will be pay able in the amount of 8150m. Credit sales are settled as
follows: 40% in the month of sale, 45% in the next month and 12% in the month
following the next. The balance represents bad debts. Additional information are
as stated below:

Month Cash Credit Purchases Salaries Fixed
sales sales overhead
NO m NO m NO m NO m NO m
October 74 10 10 30
November 82 12 10 30
December 20 80 20 18 30
January 22 90 13 12 32
February 25 100 16 12 32

The opening bank balance was 827million.

(@) You are required to prepare a cash budget for the relevant month. (S how
your workings). (10 Marks)
(b) At IVR, all staff participate in the budget preparation process; state any
THREEDbenefits derived from and any THREEproblems associated with this
approach. (6 Marks)
(c) Briefly comment on the attitudd2Marfks)l VRS s
(Total 18 Marks)

QUESTION 2

CHEMICO is an industrial lubricant which is formed by subjecting certain crude
chemicals to two successive processes The output of process 1 is passed to process
2 where it is blended with other chemicals. The process costs for period 3 were as
follows:

Process 1

Material: 3,000kg at M2.50 per kg
Labour: 1,200

Process plant time: 12hrs at 8200 per hr
Process 2

Material: 2,000kg at 84.00 per kg
Labour: N840

Process plant time: 20hrs at N135 per hr
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General overhead for period 3 amounted to 83,570 and is absorbed into process
costs on a process labour basis.

The normal output of process 1 is 80% of input while that of process 2 is 90% of
input. Waste matter from process 1 is sold for 82 per kg, while that from process 2
is sold for N3 per kg.

The output for period 3 was as follows:

Process 1 2,300kg
Process 2 4,000kg

There was no stock or wark-in-process at either the beginning or end of the period.
Required:

Prepare the following accounts:

® Process 1 account

(i) Process 2 account

(i)  Normal loss account

(iv)  Abnormal loss account

(v)  Abnormal gain account
(vi)  Finished stock account (Total 14 Marks)

QUESTION 3

(@) The stock levels in the bin card are meant to ensure effective control.
Describe any FOURlevels. (6 Marks)

(b) List FOURsituations in which you forward a debit note to the supplier.
(2 Marks)

(c) List the FOURmain documents that are used for materials control. (2 Marks)
(d)  State the format of a simple cost statement to arrive at the total cost.

(4 Marks)
(Total 14 Marks)

— >
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QUESTION 4

RILWAN Limited manufactures a single product and employs standard marginal
costing. The following were extracted from its books for the last budget period:

BUDGET FOR PERIOD 1

Production - 24,000 units
Sales - 24,000 units
N N

Sales proceeds 624,000
Marginal costs:
Material 96,000
Labour 360,000
Variable overheads 72,000

528,000
Contribution 96,000
Fixed costs 50,000
Profit 46,000
ACTUAL FOR PERIOD 1
Production - 22,400 units
Sales - 22,400 units

N N

Sales proceeds 604,800
Marginal costs:
Material 100,800
Labour 310,800
Variable overheads 78,400

490,000
Contribution 114,800
Fixed costs 56,800
Profit 58,000

— >
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The standard cost card for the product carries the following data:

N
Material 4kg at N1/kg 4
Labour 2hrs at 87.50/hr 15
Variable overhead 2hrs at 81.50/hr 3
Standard marginal cost 22
Standard contribution 4
Standard selling price 26

During the period 89,600kg of materials were used and 42,000 labour hours were
worked. Calculate the following variances:

- Operating profit

- Material price

- Material usage

- Labour efficiency

- Labour rate (Total 14 Marks)
QUESTION 5
€) Define contract costing. (2 Marks)

(b) ROSE Limited, a building company, showed the followi ng information in
respect of a contract which commenced on 1 April 2008.

N
Materials issued to site 678,400
Wages 614,200
Plant installed 120,000
Direct purchases 27,256
Overhead Expenses 33,008
Material in stock at site 15,064
Value of plant at 30/09/08 88,000
Value of work certified by Architect 1,560,000
Cost of work not yet certified 36,000

Contract price was 82,000,000. Cash received from contractee was#1,440,000.
You are required to prepare a contract cost account.

Candidates are required to show all workings. (12 Marks)
(Total 14 Marks)
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QUESTION 6

(a) GO WELL Limited is a manufacturer of children nappies which sells for N150
per piece. Below is the budgeted profit and loss statement for one year
based on sales and production at a normal level of activity.

PROFIT AND LOSS ACCOUNT

NO OO NOOO

Sales 3,000
Costs:

Direct Materials 900

Direct wages 600

Production overhead:

Fixed 300

Variable 200
Administration overhead (fixed) 150

Selling and Distribution (fixed) 100 (2,250)
Net profit 750

In preparing the budget for the year ending 31 December Year 2010 and 31
December 2011, sales are to be shown as only 70% of the normal activity and
productions to be included at the normal activity for Year 2010 while for the year
2011, sales are to be shown as achieving the normal activity and productions to be
included at 60% of the normal level of activity.

Required:

€) Prepare budgeted profit and loss statements for each of the years ending
2010 and 2011 based on marginal costing. (8 Marks)

(b) Marginal and absorption costing are different techniques for assessing profit
in a period. Differentiate between marginal and absorption costing.
(6 Marks)
(Total 14 Marks)

— >
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SOLUTIONS TGECTION A

PART 1- MULTIPLE CHOICE QUESTIONS

© © N o O A W N B
O m @@ g » m » O W O

 —
©

EXAMINERSREPORT

The questions test a sizeable proportion of the syllabus and performance was
generally good.

Candidates are advised to read widely.

INTERMEDIATE EXAMINATION T NOVEMBER 2009 ‘



PATHFINDER

PART Il SHORJANSWER QUESTIONS

1. Cost Unit

2. Direct Wages

3. Prime Costs

4. Cost Drivers

5. Stock Control or Inventory Control or Material Control

6. Maximum Stock Level

7. LIFO (Last In- First-Out)

8. Revaluation Method

9. Actual Variable Overhead Expenditure

10.  Absorption Coding

11. Good Production

12.  Total Cost of the Job

13.  Cost Variance

14.  Product

15.  Current Standard

16. Overhead Variance

17.  Direct Wages Rate Variance

18. Capacity Usage Ratio

19.  Principal Budget Factor or Limiting Factor or Key Factor
20.  Overtime Work or Double Shift or Outsourcing of Mat erials
21.  Sales Promotionor Further Marketing Strategy or Advertising
22. Master Budget

23. 100

24. Zero

25.  Volume

26.  Profit

27. Budgetary Slack
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28.  (ost Ledger Adjustment or Cost Ledger Control Account

29. Contribution

30. Margin of Safety

EXAMINERSGREPORT

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

Candidates are advised to ensure that they cover all areas of the syllabus.
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SOLUTIONS TO SECTION B

QUESTION B CASE STUDY

(@)
ILESI VALLEY RESORT
PREPARATION OF CASH BUDGEIR THE MONTHS OF DECEMBER, JANUARY & FEBRUARY

DEC JAN FEB

NO m NO m NO m
RECEIPTS
Cash Sales 20.00 22.00 25.00
Cash From Debtors 77.78 81.84 90.10
Total Cash Inflow (A) 97.78 103.84 115.10
PAYMENTS
Salaries 18.00 12.00 12.00
Fixed Overhead 25.00 25.00 27.00
Debit Note 150.00
Cash to Creditors 12.00 20.00 13.00
Total Cash Outflow (B) 55.00 57.00 202.00
Net Cash Flow (Ad B) 42.78 46.84 (86.90)
Balance Brought Forward 27.00 69.78 116.62
Balance Carried Forward 69.78 116.62 29.72
Workings
Calculation of collection from debtors

December January February
NOOC NOOG NOOC

40% ofN80m (Dec) 32,000 40% ofN¥90m (Jan) 36,000 40% of&100m (Feb) 40,000
45% ofN82m (Nov) 36,900 45% ofN80m (Dec) 36,000 45% ofN90m (Jan) 40,500
12% ofMN74m (Oct) 8,880 12% of&N82m (Nov) 9,840 12% of&N80m (Dec) 9,600

77,780 81,840 90,100

— >
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(b) BENEFITS OF I VRS BUDGET APPROACH

Provides clear guidelines for managers

Makes Management by Exception possible

Provides avenue of communication among all employees in the organisation
Promotes common understanding

Makes better management of cash and working capital possible

Aids financial and non -financial controls
Motivates employees

Compels planning

Coordinates activities.

PROBLEMS

Challenges of budgetary slack are frequently encountered

Inappropriate participation may result in adverse reactions

Budgets may be seen as a pressure system

Too much attention may be paid to the control aspects

Employees may feel threatened by the process if the behavioural aspect is
not considered

It is time consuming

Standard costs used may be too ambitious

Seasonal changes may render the budget meaningless

Technological changes may render the budget ineffective

(c) Organisations that embrace the use of budget enjoy a lot of advantages
including coordination, clarification of responsibilities, improved
communication, increased control and the motivation of personnel . All these
seem to be presently lacking in the two organ isations hence the attitude of
| VROs competitors to budget process

EXAMI NERSG6 REPORT

The question tests Cash Budget and Budgetary Control and was attempted by
almost all the candidates.

Performance was generally above average.
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The pitfalls were as follows:

o Non-cash items such as depreciation, provision for unpaid wages, etc
were recognized by candidates as outflows in the cash budget.

o There was poor interpretation of budget s and budgetary control

o Budgetary control was confused with Inventory control by some candidates.

Candidates are advised to cover the syllabus more effectively in future
examinations.

QUESTION 2
® PROCESS 1 ACCOUNT
Kg N Kg N
Material 3,000 7,500 Normal Loss (20%) 600 1,200
Labour 1,200 Transferto Process 2 2,300 11,500
Process plant time 2,400 Abnormal Loss 100 500
General Overhead 2,100
3,000 13,200 3,000 13,200
(i) PROCESS 2 ACCOUNT
Kg N Kg N
Transfer from Process 1 2,300 11,500 Normal Loss 430 1,290
Material 2,000 8,000 Transfer to Fin. Stock 4,000 24,000
Labour 840
Process plant time 2,700
General Overhead 1,470
Abnormal Gain 130 780
4,430 25,290 4,430 25,290
(iii) NORMAL LOSS ACCOURTNCOME
N N
Process 18 Normal Loss 1,200 Abnormal Gain Account 390
Process 20 Normal Loss 1,290 Cash Received 2,300
Abnormal Loss Account 200
2,690 2,690
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(iv) ABNORMAL LOSS ACCOUNT

N N
Process 1 500 Normal Loss Account 200

Profit and Loss Account 300

500 500
(V) ABNORMAL GAIN ACCOUNT

N N
Normal Loss Account 390 Process 2 780
Profit and Loss Account 390

780 780
(vi) FINISHED STOCK ACCOUNT

N N

Process 2 24,000
Workings
Process 1

® General Overhead
Labour Process 181,200 + Process 2 M840 = N2,040
N1,200/2,040 x 3,570 = N2.100

(i) Cost per unit = #(13,200 0 1,200)/2,400 kg = N5

Process 2
0] General Overhead
NB840/2,040 x 3,570 = N1,470

(if) Cost per unit = #N(2,450 0 1,290)/3,870 kg = N6
EXAMI NERSSH REPORT

The question tests Process Costing requiring:

A preparation of process ledger accounts

A determination and valuation of normal and abnormal losses
A valuation of proc ess transfers and finished goods

Majority of the candidates attempted this question and their performance was
above average.

— >
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The pitfalls were as follows:
A entries were not made in sequential order
A inability to value correctly the process abnormal lo sses
A process gains were wrongly computed

Candidates should improve on their performance in future examinations by:
A ensuring adequate coverage of syllabus.
A reading Study Packs, Pathfinder and other recommended

texts

QUESTION 3
STOCK CONTROL LEVELS

(a)

0] Maximum Stock Level
This is the upper level of the inventory and the quantity that must not be
exceeded without specific authority from the management of the
organisation. It is calculated as follows:
Max. Stock Level = Re-order Level + Re-order Qty d (Min. Usage x Min Re-
order Period)

(i) Minimum Stock Level
This is the lowest level to which the inventory should be allowed to fall. It is
the warning | evel to draw managementds at
inventories are approaching a dangerously low level and that a stock -out
may be experienced. It is calculated thus:
Min. Stock Level = Re-order Level d (Av. Usage x Av Re-order Period) or Av.
Lead Time

(i)  Re-order Level
This is the level to which the stock level is to be allowed to fall befo re an
order for further supplies is placed. It is calculated as follows:
Reorder Level = Max Usage x Max Reorder Period or Max Lead Time

(iv)  Average Stock Level
This is the level within which inventory fluctuates between the minimum
(safety) inventory and the highest possible inventory level. It is calculated as
follows:
Av Stock Level = Min Stock level+ ¥ (Re-order Qty) or Max Stock Level +Min
Stock Level/2.

— >
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(V) Re-order Quantity
This is the Economic Order Quantity (EOQ) or simply the normal order. It is
the quantity that minimizes the total cost of order and holding stock. It is
calculated as follows:

2Dh
EOQ = c
where D = Annual Demand
h = Holding Cost
¢ = Carrying cost

(b)  Situations in which debit notes could be forwarded to a supplier are when:

® t he amount on the supplierds invoice i
(i) supplies are not in accordance with the specifications in the purchase
order

(i)  supplies are damaged while in transit
(iv)  quantities supplied are understated
(V) discounts are negotiated and agreed after supplies have been made.

(© Documents used for materials control are:
0] Materials Requisition Note
(i) Materials Transfer Note
(i)  Materials Return Note
(iv)  Purchase Requisition
(V) Purchase Order
(vi)  Goods Received Note
(vii)  Delivery Note/Waybill
(viii)  Store Ledger Card(Account)
(ix) Bin Card
(x) Quotations

(d) The format of a simple cost statement:

N
Direct Materials XX
Direct Labour XX
Direct Expenses XX
Prime Cost XX
Facdory/Production Overhead XX
Production Cost XX
Selling and Distribution Cost XX
Administration Overhead XX
TOTAL COST XXX
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EXAMI NERS3 REPORT

The question tests candidatesd understanding
A Inventory Management and Control
A Presentation of a Cost Statement

Most of the candidates attempted this question and the performance was above
average.

The pitfalls were as follows:
A Inability to describe a Cost Statement
A Many candidates could not explain various stock control levels
and reasons for their determination

Candidates are advised to:
A Adequately cover the contents and requirements of the syllabus
A Consider using the Pathfinder, Study Packs and other important

texts.
QUESTION 4
COMPUTATION OF VARIANCES
N
(@)  Operating Budgeted profit 46,000
Actual Profit 58,000
Operating Profit Variance 12,000 Fav.
(b)  Actual Quantity at Actual Price 100,800
Actual quantity at Standard price 89,600
Material Price Variance 11,200 Adv.
(©) Actual Quantity at Standard Price 89,600
Standard Quantity at Standard Price (W.I) 89,600
Material Usage Variance NIL
(d)  Actual Hours at Actual Rate 310,800
Actual Hours at Standard Rate 315,000
Labour Rate Variance 4,200 Fav.
(e)  Actual Hours at Standard Rate 315,000
Standard Hours at Standard Rate 336,000
Labour Efficiency Variance 21,000 Fav

— >
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Workings

® Computation of Standard Quantity
= Actual Production x Standard Quantity Specified
= 22,400x 4 = 89,600 kg.

(i) Computation of Standard Hours
Actual Production x Standard Form Specified
22,400 x 2 = 44,800 hours

EXAMI NERSSd REPORT

The questiontest s candi datesd understanding of
Standard Costing and Variance analysis

Few candidates attempted the question and their performance was poor.

The pitfalls were as follows:
e omission of the fact that a variance is eith er Favourable or
Adverse
¢ inability to compute variances
e poor interpretation of variances

Candidates are advised to
A improve on their preparation by making use of recommended
texts, Pathfinder and Study Packs.

QUESTION 5

(@) Contract costing is a form of job costing which is most commonly used by
civil engineers engaged in construction work and by firms of builders of
single houses or large estates. Under contract costing, each site is given a
contract number. This method makes it possible to ascertain pr ofit or loss for
each site.
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(b) ROSE LTD
CONTRACT COST ACCOUNT
=N= N

Material to site 678,400 Materials carried down 15,064
Wages 614,200 Plant carried down 88,000
Plant Installed 120,000 Work-in-Progress 36,000
Direct Purchase 27,256 Cast of Work Certified ¢/d 1,333,800
Overhead Expenses 33,008

1,472,864 1,472,864

Cost of Work Certified b/d 1,333,800 Value of Work Certified 1,560,000
Profit taken 150,800

Profit not taken 75,400
1,560,000 1,560,000
Material brought down 15,064
Plant brought down 88,000
Work-in-progress brought down 36,000
Workings
Profit taken (I x&226,200) = 150,800
Profit not taken (M x 8N226,200) = 75,400
226,200
Value of Work Certified 1,560,000
Add: Cost of Work not Certified 36,000
1,596,000
Less: Cost to date 1,369,800
Profit 226,200

EXAMI NERSd REPORT
The question tests candidatesd understanding

Most of the candidates attempted the question and their performance was good.

— >
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The pitfalls were as follows:
¢ inability of candidates to differentiate between items for the
debit side from those for the credit side.
¢ The definition of Contract Costing was poor and inadequate

Candidates are advised to
e improve on their coverage of the syllabus as well as th e quality
of tuition and texts used.

QUESTION 6

(a) GO WELL LIMITED
BUDGETED PROFIT AND LOSS STATEMENT FOR YEAR 2010 AND YEAR 2011 USING
MARGINAL COSTING

YEAR 2010
NOOOO NOOOO

Sales (70% of 3,000,000) 2,100
Less: Variable cost of production:
Direct Material (45 x 20,000) 900
Direct Wages (30 x 20,000) 600
Variable Production Overhead (10 x 20,000) 200

1,700
Less Closing Stock §,000 x 85) 510 1,190
Contribution 910
Deduct Fixed Cost:
Production Overhead 300
Administration Overhead 150
Selling Overhead 100 550
NET PROFIT _360
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YEAR 2011

NOOOO MOOOO
Sales (20,000 x 150)
3,000
Less: Variable cost of production:
Opening Stocks 510
Direct Material (14,000 x 45) 630
Direct Wages (14,000 x 30) 420
Variable Production Overhead (10 x 14,000) 140

1,700
Less Closing Stock - 1,700
Contribution 1,300
Deduct Fixed Cost:
Production Overhead 300
Administration Overhead 150
Selling Overhead 100 550
NET PROFIT 750
Workings
Sales in units = 3,000,000 / 150 = 20,000 units
Sales in 2010 : 70% of 20,000 = 14,000 units
Closing Stock = 6,000 units
Marginal Cost / Unit:
Direct Material = 900,000/ 20,000 = N45

Direct Wages 600,000/ 20,000 = N30

Variable Production Overhead = 200,000/ 20,000 = N10
Total N85/Unit

— >
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(b)

DIFFERENCES BETWEEN MARGINAL AND ABSORPTION COSTING

MARGINAL COSTING

ABSORPTION COSTING

1 | Treats fixed production overhead as
period cost

Treats fixed production overhead as
product cost

2 | Excludes fixed production overhead
from production costs

Absorbs fixed production overhead into
production costs

3 | Values stock with only variable
production costs

Values stock with total producti on costs

4 | Values finished goods with only
variable production costs

Values finished goods with total
production costs

5 | Values cost of sales with variable
costs

Values cost of sales with total production
costs

6 | Does not recognise fixed production
overhead volume variance when
analysing variances

Recognises fixed production overhead
volume variance when analysing
variances

EXAMI NERS3 REPORT

The question tests

candi dat esd

Most of the candidates attem pted the question and their performance was average.

The pitfalls were as follows:

¢ inability of many candidates to differentiate between marginal
and absorption costing
¢ many candidates could not recognise the effect of changes in

activity level

Candidates are advised to improve on the coverage of syllabus.
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ICAN/092/P/3 EXAMI NATI ON NOééééé. .
THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA

INTERMEDIATE EXAMINATIOBINOVEMBER 2009
PRINCIPLES AND PRACTICE OF AUDITING

Time allowed 0 3 hours
SECTION A- Attempt all questions

PART | MULTIPLEEHOICE QUESTIONS (10 MARKS)

1. Where a Company suffers loss as aresultofanaudi t or 8s negl i genc
directors do not take any action, any member of the company may take
action against the auditor by

A. direct institution of a case in court against the auditor

B. convening a meeting of members within 30 days

C. giving 60 days notice to the company of his intention to institute an
action in court

D. giving 30 days notice to t he company of his intention to i nstitute an
action in court

E. obtaining the consent of 30 members of the company .

2. Which of the following professional services is not provided by a firm of
Chartered Accountants?

A. Auditing the financial statements of a company
B. Tax work
C. Financial advice
D. Investigations
E. Quality control on the shop floor .
3. When a company receives the notice of the resignation of the Auditor, the
company shall within 14 days send a copy of the notice to
A. all shareholders and all persons entitled to be sent copies of the
financial statements
B. all shareholders and creditors
C. Corporate Affairs Commission
D. Corporate Affairs Commission and all minority shareholders
E. Corporate Affairs Commission and every person who is entitled to be

sent copies of the financial statements .
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4, Which of the following external influences will not affect the directors in the
preparation of the financial statements?

A. Legislation
B. Regulatory requirements
C. The political environment
D. Accounting requirements
E. Users of the financial statements.
5. An auditor cannot obtain audit evidence by
A. physical inspection
B. observation of procedures
C. computation and checking of client & records
D. computation and checkidrgecordsf cl i entds c
E. analytical review .
6. Which one of the following is NOT a condition for the auditor to disclose

unlawful acts of the client uncovered by him ?

The client refuses authority to disclose

The client authorises him to disclose

The caurt compels him to disclose

Disclosure is in the interest of the auditor especially to defend himself
in a litigation

E. If the auditor owes the duty to the public to disclose .

00w

7. Which of the following statements is false?

A. The External Auditor is appointed by the shareholders at the Annual
General Meeting

B. The Internal Auditor is appointed by the shareholders after the

approval of the management

The Internal Auditor is appointed by the management

The Directors can appoint External Audit or to fill a ca sual vacancy

There is no specific qualification for the appointment of Internal

Auditor .

mo o
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8. Issue of bonus shares can be made out of

A. undistributed profit only

B. cash and bank balances only
C. share premium account, undi stributed profits or capital redemption
reserve fund
D. consolidated fund, undistributed profits or share premium account
E. revenue reserve fund, capital reserve fund, share premium account.
0. Which resolution does a company need to pass to remove an auditor before

the expiration of his term of office?

Special Resolution
General Resolution
Majority Resolution
Ordinary Resolution
Extra-ordinary Resolution.

moow>»

10. A company that has the liability of its members limited by the Memorandu m
of Association to such amount as the members may respectively undertake to
contribute to the assets of the company in the event of its being wound up is

termed

A. Limited Liability Company

B. Public Limited Liability Company
C. General Limited Liabil ity Company
D. Company Limited by Guarantee

E. Limited by Memorandum .
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PART I SHORTANSWER QUESTIONS (30 MARKS)

1. The audit method of sampling selection which is non -statistical is called

eéeéeé
2. An audit carried out because oflegal r equi r ement i s call ed

3. An auditor of a company may resign his office by depositing a notice in

""""""

4, An approved bank auditor who acts in contravention of or fails deliberately
or negligently to comply with the required provisions of the Banks and Other
Financial Institutions Act 1991 (as amended) is guilty of an offence and is
|l iabl e on conviction to pay a fine to

ée

t he

5. The review of an audi't firmds auditt acti v

guality control is called éééeééeéeé

6. An application can be made to court seeking for an injunction to stop

auditorods rdpuebeneptéesvseaeniation i s deemed

7. Section 358 of Companies and Allied Matters Act LFN 2004, (as amended)
provides that someone is qualified for appointment as auditor of a company
i f but only i f éééeéé.

8. Section 361 (2) of the Companies and Allied Matters Act LFN 2004, (as
amended) provi des t hat t he Audi torséo

,,,,,,,,

eeeeeeeece

9. How do you present a contingentli abi | ity that is consider

Financial Statements?

10. The type of report to be issued by an auditor in respect of an item which is
material and which he disagreed with but not fundamental to the accounts
i s cal Eéedeéé.

11. A company incorporated under the Companies and Allied Matters Act 2004
(as amended) shall not carry on any business not authorised by its

"""""

eeeeeeeee.

12.  Section 25(1) of Banks and Other Financial Institution s Act 1991 (as
amended) provides that every bank shall render monthly returns to Central

Bank of Ni geria not | ater than éééeee
month.

— >
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13.  The annual returns of a limited liability company shall be forwarded to the
Corporate Affairs Commission 42 days aftaé é é é

14. The computer that combines some of the properties of both digital and
anal ogue is called éeéeéeéeéeééé.

15. The primary means of ensuring that collusion among employees cannot take

pl ace i s eéééééééece.

16.  The type of test an Auditor would perfor m in order to confirm that necessary
procedures are currently performed as designed on paper is
call edééeéecééeéé

17.  State TWOstock valuation methods that are not recommended by Statement
of Accounting Standards No. 4.

18. The inability of an auditor to trace an individual transaction through the
system from originating document to the financial statements is termed

/////////

ecéeééeéecée.
19 Test data packs, snapshots and tracing ar

20. The system whereby organizations use outside specialists to perform
functions whi ch woul d ot her wi se be per

///////

eeeeeeece.

21. A privately owned medium sized company has to apply for listing on the

eéééeéeéé. of the Stock Exchange in the ééé

22.  The concept of obtaining the best possible combination of services from the

| east resources I s calledééeéeéeéeecéecececee.

23. A statement that is prepared by estimating the time required for each step in
the audit programme for each of the various levels of staff involved in the

,,,,,,,,

auditiscal |l edééeéeéééee.

24. A detailed list of the audit procedures to be performed in the course of audit
i's calledééeééeéééé.

25. The tests that examine representative transactions from initiation of the

rrrrrr

transaction to its final inclusion in the finalaccounts i s cal | ed j eéeéeéé.
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26. Section 221 (1) of the Companies and Allied Matters Act LFN 2004 (as
amended) provides that every public company shall hold a statutory meeting
of the members of the company after incorporation within a period of

rrrrrrrr

eeeeeeee.

27. The business transacted at an Annual General Meeting shall be

""""

28. Any person who undertakes to take part in forming a company with
reference to a given project and set it going and undertakes a part in raising

//////////

capital for itéeckakkékeédeemedEe

29. No allotment shall be made of any securities of a company offered to the

public for subscription unless éééééécéceec
by the issue has been subscribed on application .

30. According to Section 334 of the Companies and Allied Matters Act LFN 2004

(as amended), one item which may not necessarily appear in the financial
statements of a private | imited company
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SECTION B ATTEMPT ANY FOUR QUESTIONS (60 MARKS)

QUESTION 1

The Nigerian Deposit Insurance Corporation Act No 102 was promulgated in 1988 .

a) What informed the establishment of the Nigeria n Deposit Insurance
Corporation (NDIC)? (5 Marks)

b) State FIVEfunctions of the NDIC as given by the enabling Act. (10 Marks)
(Total 15 Marks)

QUESTION 2

a) List TEN of the records an insurer is required to keep and maintain at its
principal office under the Insurance Act , 2003. (10 Marks)

b)  Write brief notes on the follow ing: -

(i)  Provisions for unexpired risks and outstanding claims. (3 Marks)
(i) Contingency Reserves (2 Marks)
QUESTION 3
a) Whatis Audit Planning? (3 Marks)

(b) State SIXimportant matters that would be considered in the body of an Audit
Planning Memorandum . (6 Marks)

(c) List SIXimportant benefits an audit firm can derive from audit planning
(6 Marks)
(Total 15 Marks)

QUESTION 4

Write bri ef notes on the following: -

a) Appointment of E xternal Auditors of companies (3 Marks)
b) Audit Committee (3 Marks)
C) Environmental audit (3 Marks)
d) Value for money audit (3 Marks)
e) True and fair view (3 Marks)

(Total 15 Marks)

— >

INTERMEDIATE EXAMINATION T NOVEMBER 2009



PATHFINDER

QUESTION 5

A new Governor has just assumedoffice in Wazobia State. One of the career officers
he met on the ground is the Auditor General who is 55 years old. As the Governor
does not want to work with officers older than 50 years, he intends to remove the
Auditor -General.

Required:
a) Advise the Governor on his intention to remove the Auditor -General.

(6 Marks)
b) Highlight the process of appoint ing a new Auditor -General. (5 Marks)

C) State how the reports of the Auditor -General on the St at e 0 s financ
statements are treated. (4 Marks)
(Total 15 Marks)

QUESTION 6

The use of computers far the processing and production of accounting information
has created a number of challenges for the auditor.

a) Enumerate SIX challenges associated with computer based system.
(6 Marks)
b) Give SIX suggestions on how the Auditor deals with such challenges.
(6Marks)
C) What do you understand by software? (3 Marks)

(Total 15 Marks)

INTERMEDIATE EXAMINATION T NOVEMBER 2009



PATHFINDER

SOLUTIONS TO SECTION A

PART 1- MULTPLECHOICE QUESTIONS

1. D
2. E
3. E
4. C
5. D
6. A
7. B
8. C
9. D
10. D

EXAMI NERGRY RE

The questions test candidatesd knowledge of
of Auditing.

Candidatesd® under st an dndnhg geadral perffoenanceuveas t i on s
average.

Candidates are advised to cover every section of the syllabus.

— >
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PART II- SHORTANSWER QUESTIONS

1. Haphazard/Judgemental
2. Statutory Audit
3. Companyds Registered Office
4, Central Bank of Nigeria
5. Peer Review
6. Defamatory
7. The person is a member of a body of Accountants in Nigeria established fr om
time to time by an Act or Decree
8. Sums paid by the company in respect of au
9. As ONotes to the Financial Statementso.

100 O0Except forod audit report
11. Memorandum of Association

12. 28

13.  The Annual General Meeting for the year.

14.  Hybrid

15.  Segregation of duties/Institution of Internal Checks

16. Compliance Tests

17. Base stock, Latest Rirchase Price, Last In First Qut (LIFO
18.  Loss of Audit Trail

19. Computer Assisted Audit Techniques (CAATS)

20.  Outsourcing

21. Dalily official list; Emerging Market

22.  Value for money or efficiency, or economy, and effictiveness
23. Time Budget

24.  Audit Programme

25. Indepth Tests
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26. 6 Months

27.  Special Business unless otherwise specified

28.  Promoter

29.  Minimum amount of 25%

30. Cash Flow Statement; Value Added Statement; Five Year Financial Summary
EXAMI NERSS6 REPORT

This part covers many sections of the syllabus.

Candidatesd® gener al performance, which und
guestions, is generally low.

Candidates are advised to read widely and prepare well for the examinations.
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SOLUTIONS TO SECTION B

QUESTION 1

(@)  The Nigerian Deposit Insurance Corporation (NDIC) was established as part
of the reform measures to ensure the safety base for the banking sector,
foll owing the governmentdos structural ad
correct the imbalances in the economy. There also was the dire need to
create and sustain enabling environment that would ensure banking
stability by protecting the banking sector against destructive runs, protect
banksand other financi al i nstitutionsd dep
equity amongst the competing banks. The enabling law was also
promulgated to avert the problems as existed consequent to bank failures in
the 1950s.

(b) Functions of the Nigeria Deposit Insurance Corporation as enunciated in the
enabling act include: -

0] Insuring all deposit liabilities of licenced banks and such financial
institutions operating in Nigeria within the meaning of  sections 20
and 26 of the law so as to engender confidence in the Banking
System. The deposit liabilities as per section 20 of the law include all
deposits less (i) deposits of Staff and Directors (ii) Counterclaim from a
person using deposit for securing a loan (iii) Any other deposits as so
specified by the Board.

(i)  Giving assistance in the interest of depositors in case of imminent or
actual financial difficulties of banks particularly where suspension of
payments is threatened; and avoiding damage to public confidence in
the banking system.

(i)  Guaranteeing payments to depositors, in case of imminent or actual
suspension of payments by insured banks or financial institutions up
to the maximum amount as approved by section 26 of the law. The
maximum amount payable presently is §200,000 per depositor.

(iv)  Assisting monetary authorities in the formulation and implementation

of banking policy so as to ensure sound banking practice and fair
competition among banks in the country.
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(V)

Pursuing any other measures necessary to achieve the functions of the
corporation provided such measures and actions are not repugnant to
the functions of the corporation.

EXAMI NERS3 REPORT

The question tests candi datesd familiarity wigtthe
National Deposit Insurance Corporation.

Most candidates avoided the question.

The few that attempted it performed below average.

Candidates should always cover all areas of the syllabus.

QUESTION 2

(@)  Section 17 of the Insurance Act 2003 provides that an insurer shall keep and
maintain at its principal office the following:

(i)

(ii)

(iii)

(iv)

(v)

The Memorandum and Articles of Association or other evidence of the
constitution of the insurer;

A record containing the names and addresses of the owners of the
insurance business, whether known as or called shareholders or
otherwise;

The minutes of any meeting of the owners and of the policy -making
executive(s) whether known as or called the Board of Directors or
otherwise);

A register of all policies in which shall be entered in respect of every

policy issued, the name and address of the policy-holder, the date
when the policy was effected and a record of any transfer, assignment

or nomination of which the insurer has notice;

A register of claims in which shall be entered every claim made
together with the date of claim, the name and address of the claimant
and the date on which the claim was settled . In the case of a claim
which is repudiated, the date of repudiation and the grounds f or the
rejection. In the case of litigation, the particulars of the litigation and
the decision of the court in the matter;

t
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(vi) A register of investment showing those which are attributable to the
insurance funds and those which are not, and also any alteration in
their values from time to tim e;

(vii) A register of reinsurance ceded showing separately those ceded in
Nigeria and those ceded outside Nigeria;

(viii)  Aregister of its assets
(ix) A cash book
(x) A current account book

(xi)  Aregister of open policies in respect of marine insurance transactions;
and

(xi) A management report by external auditors.

The following additional records are to be kept with respect to its life insurance
business.

A register of assured under group polici es;
A register of loans on policies;

A register of cash surrendered values; and
A register of lapsed and expired policies .

(b)i. Provisions for unexpired Risks and Outstanding Claims

An insurer shall in respect of its general business, establish and ma intain the
following provisions applicable in respect of each class of insurance
business.

o Provisions for unexpired risks which shall be calculated on a time
apportionment basis of the risks accepted in the year.

o Provisions for outstanding claims which shall be credited with an
amount equal to the total estimated amount of all outstanding claims
with a further amount representing 10 percentum of the estimated
figure for outstanding claims in respect of claims incurred but not
reported at the end of the year under review; and

. Provision for outstanding claims.
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i Contingency Reserves

An insurer shall establish and maintain contingency reserves to cover
fluctuations in securities and variation in statistical estimates. The

contingency reserves shall be credited with an amount not less than 3

percentum of the total premium or 20 percentum of the net profits

(whichever is greater). The amount so credited shall accumulate until it

reaches the amount of the minimum paid up capital or 50 per centum of the
net premium (whichever is greater)

EXAMI NERS3d REPORT

The question tests candidatesd understandi ni
Act 2003.

The question was poorly attempted. Performance was poor.

Candidates are advised to cover every aspect of the syllabus and prepare
adequately for the examinations.

QUESTION 3

(@  Audit Planning
This refers to the efforts put into deciding in advance how audit objectives
will be timely, economically, efficiently and effectively attained.

Planning ahead for audit work will not only facilitate a valid audit opinion
but will also assist the auditor to achieve required objectives.

(b)  The important matters that would be considered in the body of an Audit
Planning Memorandum (APM) include:

(1) Cl i e madkgiosind lmformation .

This will include a review of:

o The nature and size of the organization.
o History of the organization.

o Main sources of revenue or income.

o The industry it operates in, and

>
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o Details of subsidiaries and branches, if any.

(i) Timing and Reporting requirements: - It would indicate what reports
are required, when they are required, when timing of critical phases
is agreed with the client and also lia ison with internal audit.

(i) Changes that have taken psimepevioun t he
audit, management structure, accounting system, legislat ions and
other regulations and pronouncements as they aff ect the business and
other environmental factors that may impact on the organization

(iv)  Audit strategy regarding audit app roach, audit objectives, audit risk
analysis for the various sections of the financial statements and areas
requiring special audit attention and procedures to be applied.

(V) Job assignment and administration. This includes:
o The partner in charge of the audit assignment .
o The manager in charge of the audit .
o The senior in charge of the audit .
o Dates of audit visits including any interim and final audit
visits.

(vi)  Staff requirements and time budget

This will include review of:

o Staff require ments taking into account their qualifications and
experience.

o Preparation of time and cost budgets

o Job division in a joint audit situation and

o Negotiation of audit fees .

(vii)  Audit programme:
This is a schedule prepared by auditors setting out tho se procedures
to be executed during the course of the audit in ord er to obtain audit
evidence from which the auditor draws conclusion on the financial
statements. It also incorporates changes in the audit programme with
special emphasis on particular areas in relation to the evaluation of
audit risks analyzed.
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(viii)  Other operational considerations .

This will include a review of :

o Head office procedures
. Use of computer resources
. Main staff contacts that will include :

Managing Director

Other Directors

Head of Finance/Accounts
Head of Internal audit

(c) Benefits of Audit planning

) A number of clients may have very tight deadline s which means that
the auditor is required to complete his examination by a certain date,
so that accounts can be submitted to shareholders in ample time for
the annual general meeting and also for submission to the regulatory
authorities.

(i) It is helpful in the direction and control of audit work.

(i)  Advance planning can incorporate planning for assistance. e.g. in the
area of need for an expert.

(iv)  The growth in size and complexity of organisations, some of which
will have several branches and subsidiaries audited by other firms,
has increased the need for greater planning.

(V) Planning will improve th e efficiency of audit by ensuring that there
are no gaps or duplication in the audit work. Every member of staff
understands what he is required to do and the key control areas are
identified in advance so that attention is devoted to the critical
aspects of the audit.

(vi) It ensures a scheduled timely conclusion of audit assignment.

(vii) It ensures discipline in the audit process

(viii) It provides basis for review
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(ix) It helps the auditors gain preliminary familiarity with the client before
the audit commences.

(x) It is useful in the training of new staff

(xi) It serves as a guide for future audit work
(xii)  Itis useful in audit staff planning

(xiii)  Auditors operational standards prescribe it

(xiv) It is a means of effective lia ison and authorized delegation between
the audit partner , manager and audit team leader

(xv) It is a means of effective lia ison in a joint audit situation where more
than one firm is involved in the audit

(xvi) It is a means of controlling audit costs by the preparation of budgets
based on an approved audit plan.

EXAMI NERSd REPORT

The questiontestsc andi dat esd® understanding of:
(@  Audit planning

(b)  Matters in the Audit Planning Memorandum and

(©) Benefits of Audit planning.

Most of the candidates attempted the question and performance was average.

QUESTION 4

(@) Appointment of External Auditors of Companies
Section 357 of Gompanies and Allied Matters Act LFN 2004 (as amended)
provides as follows:

® First Appointment: The first appointment of ext ernal auditors could be
made by the directors before the first Annual General Meeting (AGM)
and the company at the Annual General Meeting (AGM).
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(i) Subsequent Appointments: The following rules guides the subsequent
appointments of external auditors :-

o External Auditors are appointed at Annual General Meeting
(AGM)and are to hold office to the conclusion of the next AGM.

o A retiring auditor will be re -appointed without passing any
resolution except:-

- He is disqualified from appointment.

- Aresolution appointing someone else or expressly providing
that he should not be re -appointed has been passed.

- Notice of his unwillingness to be re -appointed has been
given.

o The Minister has powers to direct the registrar of companies to
appoint a person to fill a casual vacancy if at the AGM no
Auditor is appointed and the retiring one is not re -appointed.

o If someone else apart from the retiring A uditor is to be
appointed special notice (i.e 28 days) of the resolution must be
given and the notice must be communi cated to the Auditor who
may make representation to the company.

(b)  Audit Committee
Section 359 (3) of the Companies and Allied Matters Act LFN 2004 (as
amended) provides that every public company shall establish an audit
committee. The committee is to comprise of an equal number of directors
and representatives of the shareholders of the company subject to a
maximum number of six members.

Functions: Subject to such other additional functions and powers that the
companyo6s articl es ipddte, thelsjentivas and fuoctionsmay st
of the audit committee shall be to: -

() Ascertain whether the accounting and reporting policies of the
company are in accordance with legal requirements and agreed
ethical practices.

(i) Review the scope and planning of audit requirements.
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(i)  Review the findings on management matters in conjunction with the
external auditors and departmental responses thereon.

(iv) Keep under revi ew the effectivenesen ofof t he
accounting and internal contr ol.

(V) Make recommendations to the Board in regard to the appointment,
removal and remuneration of the E xternal Auditors of the company
and

(vi)  Authorise the Internal Auditor to carry out investigations into any
activities of the company which may be of interest or concern to the
committee.

(c) Environmental Audit
Environmental audit is an analysis of environmental problems in an
organization to ensure compliance with regulatory requirements in order to
assuage these environmental problems.

Environmental Audit is the begin ning of a planning process . It is a widely
practised discipline providing top management with assurance that
organizations operations are being managed in compliance with established
government standards, internal poli cies and good industry practice and
culture.

(d) Value for Money Audit
This is also called performance, economy, efficiency, and effectiveness audit.
The main essence of value for money audit is to determine whether an entity
is acquiring, managing or utilizing its resources in the most economical,
efficient and effective manner. It is a major focus in public sector audits.
The purpose of a value for money audit is to:

(1) investigate a system or activity in the organisation.
(i) judge whether the objectives of the system are being achieved and if
not, why?

(i)  assesswhether the resources of the organisation are being efficiently
utilized in achieving those objectives.

(iv)  judge whether the system is being operated economically or
otherwise.
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In all, value for money audit look s at effectiveness, efficiency and economy
in a system.

(e) True and Fair View
® The word 0Tr atéenformatienasnfactual dand conform with
reality, not fake or false. In addition the information conforms with
required standards and law.

(i) The wor dongofesathat iaformation is free from discrimination
and bias and in compliance with expected standard and rules. It has
been suggested that otrue and fairdé vi
It is an expression of audit opinion as to whether the state of affairs of
the organisation and the results of the period reported on are fairly
presented to members of that organisation . The auditor forms this
opinion after due exercise of his professional skill and judge ment and
after performance of standard audit procedures. Even though, legal
and professional framework require s financial statements of entities
to refl ect 0ot rgitetioa,heére it moiauthontative legal
definition or interpretation of the concept The Companies and Allied
Matters Act 1990 LFN 2004 (as amended) and statements of
Accounting Standards did not define the concept.

EXAMI NERS3 REPORT

The question is in five parts (a) to (e) and requires candidates to write brief notes
on some auditing areas/topics.

Most of the candidates attempted the question.

Candidates performed creditably well in parts (a) and (b) but perform ed poorly in
parts (c),(d)and(e)due to | ow | evel of candidatesd un:q

Candidates are therefore advised to cover adequately, various sections of the
syllabus.
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QUESTION 5

(@) The only reason given by the new Governor of Wazobia State to remove the
Auditor-General for the State is on account of age. Section 127 of the
Gonstitution of the Federal Republic of Nigeria stipulates conditions for
removing an Auditor -General for a State from office and are that:

0] The Governor shall not remove the Auditor-General from office before
attaining retiring age .

(i) The Governor can only remove the Auditor-Generd for inability to
discharge his functions in office either arising from infirmity of mind
or body or another cause; or for misconduct.

(i)  The Auditor-General can only be removed from office by the Governor
acting on an address supported by two-thirds majority of the State
House of Assembly.

Since the Auditor-General has neither attained the retirement age of sixty
nor the mandatory thirty -five years length of service, the Governor cannot
remove him. The Governor should be advised to this effect.

(b) Section 126 of the Constitution states that an Auditor -General for the State
shall be appointed by the Governor of the State on the recommendation of
the State Civil Service Commission subject to confirmation of the State House
of Assembly. The power to appoint a person to act in the office of the
Auditor-General for a State for six months is vested only in the Governor, but
the State House of Assembly can approve a longer tenure with the passing of
a resolution to that effect.

(c) The reports of the Auditor-General for a State are submitted to the State
House of Assembly, and the House shall cause the reports to be considered
by a committee of the House responsible for public accounts i.e. Public
Accounts Committee

EXAMI NERSG6 REPORT

The question tests candi dat es & knowl edge of withubl i c
particular reference to appointment, and removal of the Auditor -General for States.

Most of the candidates attempted the question.

— >
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The commonest pitfall was t he ref erence of | @henmathethet e s
guestion specifically mentioned 0Stateé.

Candidates are advised to read and understand questions well before proffering
solutions.

QUESTION 6

(@) The challenges the auditor would face when carrying out the audit
assignment in a comput erized environment include:

M The auditord sk n o w lcanphgee based systemsis limited .

(i) There may be concentration of processing activities in the
computer department which may vitiate the vital ¢ ontrol of
segregation of duties.

(i) Significant accounti ng controls may become the function of non -
accounting trained persons who are unable to appreciate their

importan ce.

(iv)  There are no primary accounting records in the conventional form as
in the manual systems such as the purchases and sales day books.

(v) Poor system design can lead to significant processing errors;

(vi)  There may be partial or complete loss of audit trail which is not
common in the manual system.

(vii)  Cooperation from the information technology department of the
organizational may be lacking. For example, computer-based
information may not be readily available.

(b) Dealing with challenges faced by the auditor .

The following approaches are suggested for dealing with the challenges
identified in the system.

® The auditor should be involved at the design stage when systems are
set up. This is because he has a knowledge of internal control

— >
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systems. Accordingly, he would make sure that the system set up will
produce reliable records.

(i) The auditor will need to increase the frequency of his audit visits and
especially may need to carry out his tests on a regular basis when the
transactions are being processed rather than on historical basis.

(i)  The auditor should have a clear understanding of internal controls in
a computer based system.

(iv)  The auditor may recreate some already processed data manually. This
involves obtaining relevant input data and processing them manually.
The manually generated output is then compared with the supported
computer output. This will increase the confidence of the auditor if
there are no differences.

(v)  The auditor may use test data techniques. This involves entering data
into the computer system and comparing the result obtained with the
predetermined results.

(vi)  The auditor may also use computer audit assisted techniques (CAATS)
to obtain and process data of audit significan ce in the computer
based accounting system. This will make information readily
available.

(vii) The use of secondary storage devices backup system will prevent
loss of partial or complete audit trail.

(viii)  The use of antivirus vaccines will prevent the corruption of audit
trail and computer files.

(iX) The purchase or availability of off -the-shelf accounting packages
provides conventional forms for primary accounting records.

(x) Formal training for auditors will enable them use computer -based
system effectively.

(c) Software is a generic term used to describe all programs that run on
computer system. It gives li fe to and drives the hardware. It also controls
the affarsof har dware to solve userds probl ems.

Software are divided into two - Application packages and system software.

— >
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Application packages are programs that help in solving specific problems e. g.
DBMS and several accounting packages such as stock control package payroll
application packages and spreadsheet.

The system software comes with the system from the manufacturer and drives the
system.

Examples of computer software include:

® Operating system or control program

(i) Translators i.e. compilers and assemblers

(i) Utilities or service programs

(iv)  Data base management system (DBMS)

(v)  Application software (e.g stock control, sales invoicing, network analysis and
payroll application software).

EXAMI NERS3d REPORT

The question has part (a) requiring candidates to enume rate challenges associated
with Computer based system; part (b) asking on how the Auditor could deal with
such challenges and part (c) asking candidates to explain what they understand as
0Softwared.

Most candidates did not attempt the question.
Candidates generally performed below average in this question. It shows that
candidates have not yet understood the importance of Computer to the accounting

and auditing functions.

Candidates are advised to wake up to their responsibility by embracing compute r
based accounting systems and related auditing functions.

— >
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ICAN/092/P/2 EXAMI NATI ON NOééé&ééééé.
THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA

INTERMEDIATE EXAMINATIOBINOVEMBER 2009
GENERAL PRINCIPLES OF LAW

Time allowed & 3 hours

SECTION AAttempt all questions)

PART | MULTIPLECHOICE QUESTIONS

1. Which of these is not an inferior court in Nigeria?
A. Magistrate Court
B. Customary Court
C. Area Court
D. District Court
E. Federal High Court.
2. Which of these is not involved in the administration of Justice in Nigeria?
A. High Court Judge
B. Grand Khadi
C. Chief Registrar
D. Deputy Sheriff
E. The Chief Librarian of the court.

3. Under the 1999 Constitution, which of the following has exclusive
jurisdiction in respect of the Residual Legislative list?

The Federal Government

The State Government

The National Assembly

The State House of Assembly

The Senate

mooOw>»

4. Which of the following is not a fundamental right in the 1999 Nigerian
Constitution?
A. Right to life
B. Right to marry two or more wives
C. Right to freedom of speech

>
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D. Right to freedom of association
E. Right to freedom of religion.

5. Which of the following is not a type of mistake?
A. Unilateral mistake
B. Common mistake
C. Bilateral mist ake
D. Mutual mistake
E. Uncommon mistake.
6. Which of the following is not a type of misrepresentation?
A. Fraudulent misrepresentation
B. Reckless misrepresentation
C. Innocent misrepresentation
D. Negligent misrepresentation
E. Fraudulent misrepresentation.
7. Which of the following is not a duty of an agent?
A. To exercise due or reasonable care and skill in carrying out his duties
B. To keep the principalds money separate
C. To pay over to the principal all moneys held on his beha |If
D. To ensure that the children of his principal go to school
E. Not to receive secret profit.

8. Who, among the following, can successfully maintain an action against a
third party who wrongfully takes the pledged goods from the pledgee?

The pledgor only

The pledgee only

The pledgor and the pledgee

The personal representative of the pledgor only

The personal representative of the pledge only.

he liability of a guarantor or surety is secondary, and it is limited to the
actual amount owned by the debtor

amount which the guaran tor or surety can afford to pay

amount whic h the creditor demands from him

amount which he has undertaken to pay

amount which an arbitrator advises him to pay.

o
moowx»d4 MOO®mP

10.  Which of these is not an advantage of unwritten constitution?

A. It easily responds to dynamics of the society
B. Its amendment is not time consuming in the area of parliamentary
debates

— >
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C. It expressly states how powers are to be shared between all the arms
of government

D. It mini mizes the chances of constitutional conflicts and political
instability

E. It promotes democratic governance

PART Il SHORTANSWER QUESTIONS (30 MARKS)

1. What is the legal term for the remarks of the court made in the process of
giving a judgment w hich do not form the basis of the judgment?

2. What prevails in a situation where there is equal equity?

3. State the minimum number of witnesses that is/are required to prove the
existence of a custom before a superior Court.

4, What is the principle t hat provides that a judicial decision reached by a
competent court and on merit concludes the matter between the parties?

5. State the procedure which a lower court may adopt in order to avoid
following the earlier decision of a higher court.

6. In what type of contract must the parties reveal all material facts to each
other?
7. What is the situation when one person applied violence or threat of violence

to another person in order to make the latter enter into a contract?

8. The effect of any contract which is for the purpose of carrying out an illegal
enterprise is ééée.

0. A contract in which one person covenants or agrees to restrict his future
|l i berty to practice his trade, business o

10. What is the applicable legal term when an existing contract is substituted
with another one and the earlier one is thereby discharged?

11. To convert an offer into a contract, the
12. For an acceptance to be wvalid, it must be

13.  The revocation of an offer only becomes effective when it is communicated to

the éééeéeé

NOVEMBER 2009 ‘
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14. A mere domestic, soci al or family agr eeme

15. Consideration could be said to be execute

16.  The principle that operates when a creditor unequivocally promises to accept
a lesser amount from his debtor as full and final payment of a debt is known

,,,,,,

as eeeeee.

17. When two offers identical in terms, are sent by two parties to each
otheréééé. €é&.. is said to take place.

18.  When does an acceptance by post take effect?

19. What is the effect of the death of an offeror on the offer before the offeree
accepts the offer?

20. The rule of interpreting a contract document with ambiguity against the
maker i s known as e€eécée.

21. An agent that is appointed to carry out or perform a specific action on behalf
of his principal is called a €éeé. . ¢éé¢

22.  What is the general rule in the law of agency about an agent who acts for an
undisclosed principal with respect to the third party?

23.  The legislative list on which both the National Assembly and State Assembly
can make | aws is known as ¢é¢é¢.

24.  The latin maxim delegatus non potest delegare me ans € ¢é é .

25. One of the available remedies to an aggrieved party where there is an

innocent misreprese nt ati on i n a contract is ééééeéee

26. Under the Sale of Goods hw, goods can be classified into ascertained or

€é... goods.
27. A right to |ife as guaranteed by the Cons
28.  Agency relationship can be terminated by operation o f | aw under é¢éé:
and ééééeéé. situations.

29. Apparent authority in | aw of agenf I's al
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30. Caveat Empforme ans éééeee. .

SECTION B- ATTEMPT ANY FOUQUESTIONS (60 MARKS)
QUESTION 1
€) State FOURcourts of record in Nig eria. (4 Marks)

(b)  What is the requirement for the appoin tment of a High Court Judge?
(2 Marks)

(c) Abdul, a chartered accountant, has just lost his case in the magistrate court.
Segun who was his neighbour, and who was a court clerk fo r many years has
now helped him to file appeal papers at the Supreme Court.

® Advise Abdul on the validity of the appeal (3 Marks)
(i) Can aformercourtclerk act as Abdul 8ds I[(laMakle r ?
(i)  What court does the appeal go to? (2 Marks)
(iv)  Who is the most Senior Judge at the Supreme Court and state
two of his or her functions. (3 Marks)

(Total 15 Marks)
QUESTION 2

(@) Oluis a Chartered Secretary. He was contacted to prepare a feasibility study
for CMN Company Ltd on investment in the Nigerian t elecommunication
industry.

The report was negligently prepared and it contained many errors.
However, on each page of the report, Olu put the clause that he will not be
liable for any loss arising from reliance on the report.

CMN Company Ltd relied on the report, invested heavily in the
telecommunication industry and lost all the investment.

® Advise CMN Company Ltd on its richts (if any) under the law.
(6 Marks)

(i) Will your advice be different if the clause excluding Ol u d s
liability appeared only on the last page of the report? (4 Marks)
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() Write short notes on neighbourodés principl

(5 Marks)
(Total 15 Marks)

QUESTION 3

Chief (Mrs.) Olowo was a wealthy and influential woman who owned land ed and
other properties worth millions of Naira. Upon the advice of a very close family
friend, she joined a body called The Sacred Order of Devout Sisters five years ago
and within one year, her riches almost doubled.

Two years ago, she fell seriously ill, and the Head of the Order, Sister Queen
convinced her that her problems were caused spiritually by her enemies and in
order to recover, she had to transfer half of her wealth to the Order and move from
her palatial home to the premises of the Order. Chief (Mrs.) Olowo complied with
all those, but her illness persisted and even worsened.

Then last year, one of her children residing in the United States of America forcibly
moved her abroad for medical treatment and it was discovered that her ailment
was purely medical. She was completely cured within six months and on her return
to Nigeria, she sought to recover her properties from the Order, but the Order
resisted her claim on the ground that the properties were legally transferred to
them.

Advise Chief (Mrs.) Olowo. (15 Marks)
QUESTION 4
(@) Explain tclhhersteerirsmso ad 7 demo (5 Marks)

(b) Cita Properties Limited had landed property in Victoria Island which it
wanted to put to profitable commercial use. The company invi ted Architect
Okpara to a meeting at which the development of the property for various
commercial purposes was discussed. The minutes of the meeting, the
feasibility study on the commercial development of the property and the
survey plan of the property w ere subsequently sent to Architect Okpara who
went ahead to prepare designs and sketch drawings which he forwarded to
Cita Properties limited. This was followed by a bill for professional fees of
MN250,000. Cita Properties Limited has refused to pay the fees as the
company contends that no offer was made to the Architect.

Advise the parties. (10 Marks)
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(Total 15 Marks)

QUESTION 5

(@) State FIVEways by which an agency relationship may be terminated.
(10 Marks)

() Bayo the owner of OMercy Castl ed6 NeOmpl oy e
million at a 10% commission. Before Toyin could get a buyer for the castle,
Bayo became insane. Toyin got Lawal to buy the house for #10 million, from
which he retained his 10% commission. Bayo regained his sanity after the
sale and refused to sign the entire documents for the sale to Lawal.

Advise the parties. (5 Marks)
(Total 15 Marks)

QUESTION 6

€) In July 2007, Mr Akuse borrowed one million Naira from his bank and used
his only landed property, two plots of land at Bariga, Lagos, as security for
the loan. Under the terms of the agreement, the loan was repayable in
twenty -four equal monthly instalments , ending in June 2009. Mr Akuse paid
eighteen instalments but ran into financial problems which made him to
default in the payment of the remaining six instalments.

Fortunately, however, he recently inherited a substantial amount of money
from a deceased uncle and he offered to pay the whole six outstanding
instalments to recover his land. The bank has refused to allow him to do
this.

Advise Mr. Akuse. (7 Marks)

(b) Enumerate and briefly explain four of the rights of the mortgagee in a
mortgage transaction . (8 Marks)
(Total 15 Marks)
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SOLUTIONS TO SECTION A

PART | MULTIPLE CHOICE QUESTIONS

1. E
2. E
3. E
4. B
5. C
6. B
7. D
8. C
9. D
10. C

EXAMINERSREPORT

The questions coverthe major areas of the syllabus. Candidates performed well.
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PART I SHORTANSWER QUESTIONS

1. Obiter dictum

2. The law

3. None

4. Res judicata

5. Distinguishing

6. Contract uberrimae fidei

7. Duress

8. Void

9. Gontract in restraint of trade

10. Novation

11. Unconditionally / unequi vocally
12. Communicated

13. Offeree

14. Intention to create legal relations
15. Executory, or

16. Promissory estoppel or Waiver
17. A cross offer

18. The moment the letter is posted
19. The offer lapses

20. Contra preferentem rule

21. Special Agent

22. The third party can enfo rce the contract against the agent, or against the

principal, when he discovers his identity and existence.
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23. Concurrent Legislative List

24. A delegate cannot further delegate authority

25. Rescission or affirmation or damages

26. Unascertained

27. Fundamental

28. Death or insanity or bankruptcy or supervening circumstances
29. Ostensible authority

30. Let the buyer beware

EXAMI NEHPORT

The questions cover the entire syllabus. Candi d andergafding and
performance were good.
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SOLUTIONSIO SECTIOB

QUESTION1

@) Qourts of record in Nigeria are:
(i) Supreme Court
(i) Court of Appeal

(iif) High Court of a State

(iv) Federal High Court

(v) Sharia Court of Appeal

(Vi) Customary Court of Appeal

(b) Minimum of ten years post - call experience as a legal practitioner
(c) i. The Appeal is most likely to have a problem because Abdul has not sought
the advice of a qualified lawyer. Moreover, the appeal has been filed at the
wrong court.
ii. No. Itis only a qualified legal practitioner that can act as his lawyer in court.

iii. Appeal lies from Magistrate Court to the High Court .

iv. The Chief Justice of the Federal Republic of Nigeria is the most senior judge
at the Supreme Court.

His duties include :

U To preside over cases at the Supreme Courtand

U To administer oath of office to the President and Vice President of the
Federal Republic of Nigeria

U To perform sundry administrative duties s uch as

o assigning cases to Judges

o empanelling Justices to hear cases in the Supreme Court
o appointment of Notaries Public .

o general administration of justice.
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EXAMI NEHPORT

Thequestion i s t e skhowledge of th ehiedhichy aftcaudsdand the
gualifications of judges and counsel s who can serve in these courts in Nigeria.
Candidates had a good understanding of the question and performed well.

QUESTION2

(a)i. The case in question relates to whether there can be liability in respect of
negligent mis -statement in respect of the advice given by Olu to CMN LTD.
Negligent misstatement occurs where a person makes an untrue statement
negligently, thereby amounting to a breach of duty of care. This type of
misrepresentation was established in the case of Hedley Bryne & Co. Ltd V
Heller & Partners (1964).

The right of CMN Company to sue is restricted by the fact that a disclaimer or
exemption clause inserted by Olu on each page of the feasibility report.

ii. If the exclusion clause had appeared on the last page of the report, it would
not have mattered or affected the advice. The advice would remain as above,
as the exclusion clause is effective all the same. Therefore, Olu cannot be
held liable for his negl igence based on the decision in Hedley Bryne & Co.
Ltd V. Heller & Partners (1964).

() The neighbourdés principle waBonoghue Wsbl i she
Stevenson (1932)under the duty of care owed by a defendant to a plaintiff.
According to Lord Atkin, every one is under a duty not to cause harm to his
neighbour. Neighbour, in law, means anyone who is closest and directly
affected by my act that | ought reasonably to have him in contemplation as
being so affected whenever | am directing my mind to an act or omission
which are called in question.

Therefore, where a plaintiff cannot show a duty of care imposed by statute,
he can alternatively pr ove t hat he is the defendant 0s

E XA MI NEHBPORT

Part (a) is testing the effect of exemption cla uses as they relate to negligence on the
part of a professional; while part (b) is testing candidates® knowledge of the
neighbour's principle in the law of torts. Candidates™ performance was just fair.
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Their commonest pitfall was inability to explain the neighbour's principle as
enunciated in Donoghue v. Stephenson(1932).

Candidates are advised to read more of this section of the syllabus.

QUESTION3

One of the essential ingredients of a valid contract is consensus ad idem. The
parties must volu ntarily enter into the contract. A situation where one party enters
into a contract not through his free will, but through coercion is a vitiating element

in contract.

Undue influence is a vitiating element in contract. It occurs when one party to a
contract is in a superior or dominating position over the other party, and can thus
influence the other party to enter into the contract which he would otherwise not
have done if they were at arms length. Undue influence is presumed in special
relationships such as between religious leader and follower, parent and child,
solicitor and client etc, unless the dominant party is able to show that the weaker
party had an independent advice.

It can make the person assert that he entered into the contract through un due
influence and that he can avoid the contract. The contract may be brought to an

end, however, by the influenced person, provided he takes steps to avoid the
contract within a reasonable time after he escapes from the influence exercised
upon him by the other party.

In this particular case, the Order is bound to return the property of Chief (Mrs.)
Olowo as she was clearly unduly influenced; and she acted promptly after her
recovery. Allcard V. Skinner (1887).

EXAMI NEHPORT

The question tests candidates™ understanding of the principle and effect of undue
influence in contract s. Performance was generally good, but a few of the
candidates mistook undue influence for misrepresentation.

Candidates are advised to take time to read and understand the question very well
before rushing to answer.
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QUESTION4
(@) Il n the | aw afisensus adtiderabc ti,s 6t he coming toge
minds with a common intention. |t i's al s

~

mi nds 0 parfies to b eontract, since both parties, the offeror and the
offeree, must agree on the subject-matter of the contract they are entering
into.  Raffles V. Wichelhaus (1864).

A 6consensus ad i demd0 i s neadngsisetherthe f or €
parties intend to create legally enforceable rights and obligations.

It is also helpful to determine whether either or both parties are mistaken as
to the identity of the subject -matter of the contract.

(b)  The issue for determination in this case is whet her there is offer and
acceptance between Cita Properties Limited and Architect Okpara, which
may lead to an enforceable contract.

The parties held a meeting at which the company made known what it
intended to do with the landed property. Architect Okpar a must show
whether a specific offer was made to him to prepare designs and sketch
drawings. This would have come in the form of instructions communicated to
him, in writing as a professional. Moreover, his fees would also have been
agreed upon either at a meeting held or through communication between
the parties. Considering all the facts, a specific offer to the Architect whether
orally or in writing is missing. The absence of a specific offer in form of an
instruction to the Architect means he, in turn, cannot accept a non-existent
offer.

In the case of Olagpa V. Obafemi Awolowo University (1997), the university
invited an architect in similar circumstances. He went ahead to prepare
designs and sketch drawings when the university had not specifically
instructed him or negotiated fees with him. It was held by the court that
there was no contract whatsoever between the parties, because there was no
offer from the university which the architect was capable of accepting.

EXAMI NEHPORT

The question is testing candidates™ knowledge of the meaning, implication and
usage of the term ‘consensus ad idem " in a contract. They performed very well.

QUESTIONS
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