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FOREWORD

This issue of the PATHFINDERis published principally, 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 the questions. Efforts have been made to use the methods
which will save much of the scarce examination time. Also, in order to facilitate
teaching, questions may be altered slightly so that some principles or application of
them may be more clearly demonstrated.

It is hoped that the suggested answers will prove o f tremendous assistance to
student s and those who assi st them in the
Examinations.

NOTES

Although these suggested solutions have been published
under the I nstituteds name,

of the Council of the Institute. The suggested solutions are
entirely the responsi bility of their authors and the Institute
will not enter into any correspondence on them.
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PROFESSIONAL EXAMINATIONSNOVEMBER009
FINANCIAL ACCOUNTING 1

Time allowed & 3 hours
SECTIOM Attempt All Questions

PART | MULTIPLEEHOICE QUESTIONS (Marks)

1. Which of the following is NOTa basis of sharing partnership profits?
Capital invested

Time spent on partnership business

Expertise or experience

Seniority

Age of partners.

moow>»

2. One of the entries under Cashflows from investing activities is

purchase of fixed assets
dividends paid to shareholders
proceeds from issue of shares
redemption of debenture stock
interest paid.

moow>

3. The price-earnings ratio for company with earnings per share of 8N4.25
is 8. If the total number of shares in issue is 50,000, what is the total market
value of the shares?

A. 1,700,000

B. §100,000

C. N212 500

D. N400,000

E. N50,000.

4. One of the following is NOT considered to be a feature of bills of exchange.

A. They fulfill, to a certai n extent, the function of money

B. They sewe as evidence of indebtedness
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C. They provide means of escaping payment of debt.

D. They serve as means of settling foreign debts and the financing of
exports.

E. They allow debtors to defer payment until maturity.

Certain specific accounts are peculiar to Pension or Provident Fund and must
be maintained by the Board of Trustees. Which of the following is NOT
included?

Pension Fund Account

Pension Profit and Loss Account
Investment Account

Balance Sheet

Revenue Account.

moow>

—

he invisible component of Computer Syste

input unit

output unit

system unit

auxiliary unit

central processing unit.

moowp

Disposal of fixed assets of significant value upon discontinuance of a
production |ine in a textile industry is

exceptional item
extraordinary item

prior -year item

ordinary activities

ordinary but exceptional item.

moow>»

In a limited liability company, which of the following are shown in the
appropriation account?

) Debenture Interest

1)) Proposed Dividend

1)} Transfers to Reserves

V) Directorsd Remunerati on
V) Amortization of Goodwill .
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A. Il and 11l
B. | and IV
C. [l only
D. I, IVandV
E. [, IVand V.
9. Which of these ratios will NOTbe useful to prospective or existing investors

in deciding whether to buy or sell shares in a company?

Earnings per share
Price/earnings ratio
Dividend yield
Dividend cover
Interest cover.

moow>

10.  The main responsibility of a librarian in a Computer Department is to

A. |l ook after the user Geoomputmsysterh s and gui d
applications

keep custody of programs and data files

ensure security of various components of the computer system

keep custody of the hardware and software

issue out source documents and records relating to the computerized

system.

moow

PART I  SHORT ANSWERUESTIONS (30 MARKS)

1. The difference between the purchase consideration and the net assets of a
company when thereisatake-over i s call edééééé. .
2. In the dissolution of a partnership, a partner who could not meet his
financi al obligations to the partnership
3. Under piece-meal dissolution of partnership, one of the two ways of

preparing the order of distribution state

4, On conversion of a partnership into a limited liability company, all expenses
incurred before the company starts tradin
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11.

12.

13.

14.

15.

16.

17.
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A company®6s av e@veaig6d dagst Its@aderage stockis
M520, 000. Cal cul ate the companyds averag

A partnerods capital asiN5a0t0003wherddgittvasnber 200
N320,000 as at 1 October 2008. The interest on capital is 15% per annum.

Cdculate the interest on capital for the year ended 31 December 2008 for the

partner.

Shares issued to existing shareholders fr
reserves are called ééééeée.

That part of the authorized share capital, issued but not yet called for

Ssubscription is referred to as éeéeéeéé.
The proportion of the price of a company?o
call edeéeeéeéé.

The financial statement that explains how the business resources generated
for a period are shared amongthe companyds st akehol ders i s
eéeé.

The report prepared by Joint Venturers to explain the business transactions
bet ween the parties is calledée.

State two of the parties that are involved in the issue of a Bill of Exchange.

In accordance with SAS 5 on construction contracts, foreseeable losses
should be written off within which period?

The balance in the Sinking Fund Account should at least be equal to the
bal ance of ééééAccount .

Which of the parties is expected to bear the maintenance cost of the assets in
a finance lease agreement?

Personsororporateent i ti es appointed by a 0Deedd t
assignment contained in the Deed for the benefit of named beneficiaries are
called ééé.

Investors under a Unit Trus t Scheme are called éé.
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19.

20.

21.

22.

23.

24

25.

26.

27.

28.

29.
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In Hire Purchase Accounting, the method whereby the Hire Purchase interest
is recognized at the beginning and written -off over the duration of the
contract is calledeéeé.

The financial statement that reconcilesacompany 6 s accounting pr of
its liquid position for a given period 1is

An investment purchased to include income due at the next payment date is

described asééeéeé.
The | ease agreement between the | essee an

If Hire Purchase interest is #15,000 and the period of agreement is 4 years,
using the sum of the years digits, calculate the interest income to be
recognised by the vendor in the third year.

A set of programs that act as part of the interface b etween the users of
computers on the one hand and the hardwar

A set of ready-made programs that will carry out specific process(es) on the
computer is called éé. .. ¢éé.

In accordance with the provisions of Prudential Gui delines, debts with
principal and interest outstanding for between ninety (90) days and one
hundred and eighty (180) days are calledégé

In accordance with SAS 6, items of revenue and expenditure that were
recorded in the current year, but would ha ve been recorded in the previous
year (s) i f all the facts had been known a

A scheme in which the employer agrees to make periodic payments to an
agency, usually an insurance company, bank or a trustee that manages the

employees retirement plan is call edéé.

The ratio expressing the relationship between debt capital and
equityholdersd fund is call edéé.

The Institution engaged in developing accounting standards in Nigeria is
call edeeéeé
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30. In Branch Accounting, th e situation whereby the physical stock quantity is

less than branch stock account balance is called é é é é ..

SECTION B ATTEMPT ANY FOUR QUESTIONS (60 MARKS)

QUESTION 1

M, O and T have been in partnership business sharing profits and losses in the rat io

5: 3:2 respectively. They make their accounts to July 31 every year. On July 31

2008, the firm discovered a small business owned by A and B to be taken over for

the following considerations:

i) Cash of&160,000 to be paid to the partners.
i) M8,000 of the trade creditors should be taken over.
iii) The whole 15% loan of the partnership is to be taken over for 815,000 in full

settlement.
iv) B6s entitlement s

t oN1@0®O00dndhe busimess efd, t o
O and T and this will attract int erest at 21% per annum.

The Balance Sheets of the two firms immediately before the absorption were as

follows:
M, O & T Balance Sheet as at July 31 2008
M O T TOTAL NOOO
NOOO NOOO NOOO NOOO
Capital Account 300 200 100 600 Motor Vehicles 300
Current Account 12 16 32 60 Equipment 200
312 216 132 660 Fittings 100
15% Loan 100 Goodwill
Trade Creditors 60 Current Assets
Stock 36
Debtors 24
Cadh at Bank 100
820

PROFESSIONAL EXAMINATION |
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Aand B
BALANCE SHEEAS AT 31 JULY 2008
A B TOTAL
NOOO NOOO NO6OO
Capital 100 60 160 Motor Vehicle
Current Account 72 8 80 Equipment
172 68 240 Fittings
15% Loan 16 Goodwill
Trade Creditors 32 Current Assets
Stock
Debtors

Cash at Bank

288

NGOO NOOO
120
60
40
220
20
23
19
6 48
288

The agreement further provided th at A and B should retain their cash and bank
balances. They also settle the balance of Trade Creditors of&24,000 not taken over
for a sum of 823,800 as full settlement. The balance of cash was shared by them
according to their entittements. Up to the p oint of absorption, A and B shared
profits and losses in the ratio of their fixed capital. M, O and T revalued the Assets
of A and B business as follows:

Motor Vehicle

Fittings
Equipment
Goodwill

You are required to:

N
130,000
46,000
58,000
7,000

(@) Show the necessary ledger accounts © close the books of A and B. (9 Marks)
(b) Prepare the Balance Sheet of the new firm immediately after the absorption.

PROFESSIONAL EXAMINATION |
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QUESTION 2

€) In the preparationof a bankés financial statement, e
Party transact i on sdsuch@ansaetions.wo ¢gXMarkg | e s

(b)  The following were extracted from the books of Trust Bank Plc. for the last

two years:

2008 2007

NO m NO m
Gross Earnings 7,495 5,515
Interest and other Income 3,929 2,746
Interest Expense 1,577 1,445
Provision for Risk assets 771 358
Provision on other Assets and long term Investment 214 28
Other Income 3,566 2,769
Operating Expenses 4,183 2,732
Taxation 250 315
Transfer to Statutory Reserves 153 191
Transfer to Small and Medium Industries Reserve 75 95
Dividend - 300
Transfer to General Reserves 272 51

Additional information:

® The Companyds i s s uddbilliSnhan d dl.5ompin t al of
2008 and 2007 respectively.
(i) Shar ehol der $bB4.86ilion ahd &N&A3r4 éillion in 2008 and
2007 respectively.
(i)  Total Assets for 2008 and 2007 are 866.9 billion and #&31.3 billion
respectively.
(v The bankos feiN30dillica ansl 6.5 billr at the end of
2008 and 2007 respectively.
You are required to prepare the Bankds Pr
ended December 31 2008 with comparative figures in a form suitable for
publication . (9 Marks)

(©) Use the above information to compute the following accounting ratios for the

two years.
i) Earnings per share (EPS)
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i) Return on capital employed.
iii) Bankds tot al debts ratio to sharehol de
iv) Liquidity ratio. (3 Marks)
(Total 15 Marks)
QUESTION 3

Alhaja Labake Enterprises is a wholesaler. On April 30, 2008, the warehouse was
engulfed in fire which destroyed many things including part of the stock held for
sale. The proprietress had earlier responded to the advice of her cousin, who is an
accountant and took an insurance cover for loss of stock for 83,360,000. The
workers made efforts but not much financial information was available as some
records were lost in the fire.

However, figures extracted from back -up records revealed the following:

NG 0 C
Sales in 2007 16,000
Opening Stock at 01/01/2007 2,800
Purchases in 2007 11,200
Closing Stock at 31/12/2007 3,200

The enterprise had a policy of reducing some of its stocks at stock-taking to half of
the cost.

The closing stock at 31/12/2007 included such items at 8400,000.

At the time of the fire, 240,000 worth of such goods had been sold (at the reduced
value) in February 2008. Also on March 3, 2008, &80,000 worth of such goods
were found valueless and therefore scrapped. The balance of the abnormal stock

items were part of the stock destroyed in the fire.

In 2008, before the fire occurred, the following transactions had taken place:

Purchases N5.820,000
Sdes N7.600,000
Sales Returns N160,000

The value of stock unaffected by the fire was 81,280,000 but the rest of the stock
had been destroyed.
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You are required to:
a) Calculate the normal gross profit for 2008, and (6 Marks)

b) Determine the amount which Alhaja Labake Enterprises can cla im for loss of
stock. (9 Marks)
(Total 15 Marks)
QUESTION 4

Bestway Nigeria Ltd. acquired a machine from Aby Concept Ltd. on January 3, 2008
under the Hir e Purchase agreement extending over three years.

The agreement required them to make an initial deposit of #1,280,000 to be
followed by three annual payments of &800,000, which should be made by
December 31 of each year starting from 2008.

The cash price of the machinery was #3,200,000 and Aby Concept Ltd. added 12%
interest which was duly communicated to Bestway Nigeria Ltd.

The annuity method is used to allocate interest.
You are required to:

€) Compute the interest element and the capital portio n of the annual
repayments; and (7%2 Marks)

(b) Show the journal entries that will record the transaction resulting from the
Hire-Purchase agreement, assuming Bestway Nig.Ltd. makes all payments
when due. (7%2 Marks)

(Total 15 Marks)

QUESTION 5

(@) Define Property, Plant and Equipment based on SAS 3. (3 Marks)

(b) State THREEcomponents of acquisition cost for each of the following items:

)] Land and Improvement (3 Marks)
i) Building s (3 Marks)
i) Plant and Equipment (3 Marks)

(©) State THREEOf the disclosure requirements in respect of Property,
Plant and Equipment (3 Marks)
(Total 15 Marks)
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QUESTION 6

Computer Software is broadly classified as System and Application programs.

a) Discuss the main features of System and Application programs. (4 Marks)
b) State THREEexamples of each class of programs. (3 Marks)
C) Explain: (i) Database Packages
(i) Integrated Packages. (3 Marks)
d) Itemise THREEAccounting Packages in common use and state the
advantages of using them. (5 Marks)

(Total 15 Marks)

SOLUTIONS TO SECTION A

PART | MULTIPLEEHOICE QUESTIONS

© © N o O A W N B
W m O @ mwO > > m

=
©
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TUTORIALS

3. Market price per share

Price/Earnings ratio
Earnings per share

Market price per share

=8
N4.25
Market price per share = 8 x N4.25 = N34
Total Market value = N34 x50,000 = N1,700,000

EXAMI NERSSd REPORT

The questions test all aspects of the syllabus. The majority of the candidates
performed well.

However, a few candidates displayed poor underst anding of Pension Fund
Accounting, Appropri ati on Ac csbatewvduétisn basedoni es and
Price/Earnings Ratio,

Candidates should ensure proper coverage of all areas of the syllabus so as to avoid
loss of useful marks in future examinations.

PART I SHORTANSWER QUESTIONS

1. Positive or negative Goodwill
2. Insolvent or deficient partner
3. Surplus capital method, and

Assumed loss method

Pre-operational or Pre -incorporation expenses
2,920,000

M54,750

N g &

Scrip issues or Bonus shaes
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12.

13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
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Uncalled-up capital

Price/Earnings Ratio (P/E Ratio)

Valued Added Statement

Joint Venture Memorandum Account
(@)  The Drawer

(b)  The Drawee

(c) Holder for value in due course
(d)  The Endorser

(e) The Endasee

In the period they are identified
Sinking Fund Investment

The Lessee

Trustees, or Executors

Unit Holders

Interest Suspense Method

Cash Flow Statement,or Statement of Cash Flows
Cumtdiv. or Cuntinterest

Sub-lease

N3000

Operating system

Application software

Substandard debts

Prior-year adjustment items

Funded Retirement Scheme

Capital gearing

Nigeria Accounting Standards Board (NASB)
Stock Deficiency.

PROFESSIONAL EXAMINATION I - NOVEMBER 2009
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TUTORIALS
Total days in period
5. Average Purchases = Average Stock x Average Stock Turnover
= N[520,000 x **°/]
= N2,920,000

6. Interest on Capital for year = N [(320,000 X **/,4, X %/,,)+ (500,000 X /.4, X */1,)]

= N54,750
.2 .

22. Interest Income in Year 3 = N15000 x 4+3+2+1

= NJ[15,000 x %, = N3,000
EXAMI NERS®d REPORT
Thequestions cover all aspects of the syl |l abu:
generally average.
The major pitfalls were candidatesd inabilit

computations involved in questions 5, 6 and 22; and inadequate understanding of
theory and principles underlying the preparation of miscellaneous accounts.

Candidates are advised to ensure proper coverage of all areas of the syllabus to
ensure good performance in future.
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SOLUTIONS TGECTION B

QUESTION 1

In the books of A and B.

REALSATION ACCOUNT
N N
Motor vehicles 120,000 | Purchase consideration (w.1) 283,000
Equipment 60,000 | Loan 1,000
Fittings 40,000 | Creditors 200
Goodwill 20,000
Stock 23,000
Debtors 19,000
Share of profits:
A 1,376
B 824 |
284,200 | 284,200
M. O. T. ACCOUNT
NOOC NOOC
Realisation 283,000 |Cash 160,000
Creditors 8,000
15% loan 15,000
21% loan 100,000
283,000 283,000
CAPITAL ACCOURST
A B A B
NOOC NGO 0 0 ( NOOC NOOC
21% Loar 100,000 |Bal b/f 100,000 60,000
Cash 173,376 Current 72,000 8,000
account
Realisation 1,376 824
Cash 31,176
173,376 100,000 173,376 100,000

PROFESSIONAL EXAMINATION |
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MOT BALANCE SHEET AS AT 1 AUGUST 2008

Motor vehicles
Equipment
Fittings

Goodwill
Current assets
Stocks
Debtors

Current liabilities

Creditors (60,000 + 8,000)
Bank (100,000 & 160,000)

Net current liabilities

Financed by:

Capital
Current account

PROFESSIONAL EXAMINATION |

M

N
300,000
12,000
312,000

N N
430,000
258,000
46,000
834,000
67,000
59,000
43,000
102,000
68,000
60,000
128,000
(26,000)
875,000
O T TOTAL
N N N
200,000 100,00 600,000
16,000 32,000 60,000
216,000 132,000 660,000

- NOVEMBER 2009

15% Loan Account Cash Account
N N N N
New firm 15,000 | Bal b/f 16,000 Bal b/f 6,000 | Creditors 23,800
Realisation 1,000 New firm 160,000 | Capital (A) 173,376
Capital (B) 31,176
16,000 16,000 197,176 197,176
Trade Credtors account 21% Loan account
N N N N
New firm 8,000 | Bal b/f New firm 100,000 | Capital (B) 100,000
32,000
Cash 23,800
Realisation 200
32,000 32,000
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Long term liabilit ies

15% loan (100,000 + 15,000) 115,000
21% loan stock 100,000
875,000
Workings
PURCHASE CONSIDERATIONY.1
N

Cash 160,000

Creditors taken over 8,000

15% loan 15,000

B 6 €apital account 100,000

283,000

EXAMI NERS3 REPORT

The qguestion tests candidatesd understanding
required to close the books of a partnership being absorbed by another partnership

as well as the preparation of the Balance Sheet of the new firm immediately after

absorption.

Candidatesd performance was generally averag
prepare the appropriate ledger accounts on closure of books of a dissolved

partnership. Some candidates prepared Revaluation Account instea d of Realisation

Account.

Candidates are advised to study the basic principles involved in the dissolution,
merger and absorption of partnerships, as all aspects of partnership accounting
will continue to feature in future examinations.

QUESTION 2

a. Related Party Transactions are those transactions entered into between the
bank and some stakeholders (privileged st
course of business. These include loans, deposits, foreign currency transactions
and guarantees involvingthebank s current and former dir
ex-staff including companies where they and their spouses have interest.
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b. TRUST BANK PLC

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2008

Gross earnings
Interest and other income
Less: Interest expense

Less: Provision for Risk Assets
Net interest margin
Provision on other and long term investment

Other income

Less: Operating expenses
Profit before taxation
Taxation

Profit after taxation

APPROPRIATION

Transfer to statutory reserves

Transfer to small and medium industries reserves
Dividend

Transfer to general reserves

C. 2008
M EPS Profit after tax 500,000
No. of ordinary shares 4,100,000
= 12.2K

(i) Return on Capital Employed
= Profit after tax x 100

Shareholders funds 14,800,000
= 3.4%

500,000 x 100

2008 2007
NO n NO n
7,495 5,615
3,929 2,746
1,577 1,445
2,352 1,301
771 358
1,581 943
214 28
1,367 915
3,566 2,769
4,933 3,684
4,183 2,732
750 952
250 315
500 637
153 191
75 95
- 300
272 51
500 637
2007
637,000
1,500,000
= 42.5K

637,000 x 100

13,400,000

4.7%
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OR
Profit before Interest and Tax x 100 / — 750 @ 952 ﬂ)
Total Assets 66,900 1 31,300 1
= 11.21% 3.04%
(i) Banks total debts ratio to Sharehol der sd
— Total debts(Assets- Shareholdersdfund)/ — 66,900 - 4,800 31,300 .3,400
Shareholdersola’gdbd 13,400
_ 52,100 17,900
14,800 13,400
= 3.5:1 1.3:1
(iv)  Liquidity Ratio = 069- 09 313- .1
521 179
_ 36.9 252
521 179
= 69% 140.7%

EXAMI NERS3 REPORT

The knowledge of preparation of fohasuitalles Pr of i
for publication is tested in this question. Candidates were also required to explain

the term 6Related Party Transactionsd and c
ratios.

Candidat es o performance was aver agte.of Commo
candidates to compute accounting ratios accurately and being unable to define
6Rel ated Party Transactionsd as it relates t

Candidates will perform better if they obtain Annual Reports of publicly quoted

banks with a view to fami liarizing themselves with the format of presentation of
their financial statements. They are also advised to study the basic principles
involving computation of accounting ratios.
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QUESTION 3
ALHAJA LABAKE ENTERPRISES
a. COMPUTATION OF NORMARGSS PROFIT FOR 2008
NOOONOOO NOOO
Sales 16,000
Less: Cost of goods sold
Opening stock 2,800
Purchases 11,200
Goods available for sale 14,000
Closing stock (after write -off) 3,200
Amount written off 400
3,600
Cost of goods sold 10,400

Gross profit

Hsn
(o2
o
o

b. STATEMENT OF INSURANCE CLAIM FOR STOCK LOSS

NORMAL STOCK  ABNORMAL TOTAL
NOOO'NOGOO NOOO NODOO NOOONOODO
Stock at 01/01/08 3,200 400 3,600
Purchases 01/01/086 30/04/08 5,820 - 5,820
Goods available for sale 9,020 400 9,420
Less: Cost of goods sold
Sales (01/01/08 6 30/04/08) 7,360 240 7,600
Less: Sales returns 160 - 160
7,200 240 7,440
Less: Normal profit @ 35% (W.I) 2,520 - 2,520
4,680 240 4,920
4,340 160 4,500
Stock scrapped - 80 80
Value of stock at 30/04/08 4,340 80 4,420
Computation of stock lost:
NO O C
Value of stock at 30/04/08 4,420
Less: Salvaged stock 1,280
3,140
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Insurance Claim =
3,360

Amount Insured/

= —— x #3,140,000
4,420
= N 2,386,968.33
Workings
, : 5,600
Normal gross profit margin ———— x 100
16,000
= 35%
EXAMI NERSG6 REPORT
The question tests candidates?d

unde

claim in respect of loss of stock and the calculation of normal gross profit.

Few candidates attempted the question and they performed poorly.

of insurance claim for stock loss.

Expected/Estimated Closing Stock x Stock Lost

rstandir

Candidates
displayed lack of understanding of the basic principles involved in the computation

Candidates are advised to study the basic principles involved in consequential
stock loss insurance claims in the Study Pack and relevant text books and also
practice the related past questions on this topic to ensure better performance in

future.

QUESTION 4
(@) ANNUITY METHOD

Cash flow

Outstanding

Capital repayment
Balance

Interest @ 12%of balance
Capital repayment

Year

1

N
3,200,000
1,280,000
1,920,000
230,400
569,600
800,000

PROFESSIONAL EXAMINATION |

1,920,000
569,600
1,350,400
162,048
637,952
800,000

1,350,400
637,952
712,448

85,494
714,506
800,000
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JOURNAL ENTRIES
2008

Jan. 3 Plant & Machinery
Aby Concept Limited

Dr
N
3,200,000

Cr
N

3,200,000

Purchase of machine from Aby Concept

Limited on hire purchase

Jan. 3 Aby Concept Limited
Bank

1,280,000

1,280,000

Payment of initial deposit under hire

purchase agreement

Dec. 31 Aby Concept Limited
Hire purchase interest
Bank

569,600
230,400

Apportionment of annual installment

between capital repayment

interests

and

800,000

Dec. 31 Profit and Loss Account
HP Interest Expense Account

230,400

Write-off of HP interest expense to Profit

and loss account

230,400

2009

Dec. 31 Aby Concept Limited
HP interest expense
Bank

637,952
162,048

Apportionment of annual installment for
the year between capital repaymen t and

interest

800,000

Dec. 31 Profit and Loss Account
HP Interest Expense Account

162,048

Write-off of HP interest expense to Profit

and loss account

162,048
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2010
Dec. 31 Aby Concept Limited 714,506
Hire Purchase interest 85,494
Bank 800,000
Apportionment of annual installment for
the year between capital repayment and
interest

Dec. 31 Profit and Loss Account 85,494
HP Interest Expense Account 85,494
Write-off of HP interest expense to Profit
and loss account

EXAMNERSS6 REPORT

The question tests the principles of Hire Purchase Accounting incorporating the
distribution of annual repayments into capital and interest portions and
journalising of hire purchase transactions.

Most of the candidates attempted the questio n but performance was generally
poor. The commonest pitfall was the inability of candidates to prepare journal
entries for recording of the transactions.

Candidates are advised to cover all aspects of the syllabus in their preparation for
future examinat ions.

QUESTION 5

a. Property Plant and Equipment are Tangible assets that:

(i) have been acquired or constructed and held for use in the production or
supply of goods and services and may include those held for maintenance or
repair of such assets; and

(i) are not intended for sale in the ordinary course of business.

b. Three components of Acquisition cost of:
() Land and improvement:
e Original purchase price
e Brokerds or Estate Agentds commi ssi on
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Legal fee for examining, recording and securing title

Cost ofsurvey

Cost of obtaining vacant possession

Payment of non-recurring levies on the Land at date of purchase if
payable by the purchaser.

Building:

Original purchase price or cost of construction.

Cost of remodeling, reconditioning or altering a buil ding to render it
suitable for its intended use.

Cost of excavating or filling of land for the specific building.

Foundation costs such as rock blasting, piling and rechanneling of canal
or underground stream.

Cost of building permits.

Payment of development levies on the building at the date of purchase,
if payable by the purchaser.

Professional fees for design, supervision and management of the
construction.

Cost of temporary buildings used during the construction period, less
disposal proceeds.

Plant & Equipment:

Original purchase price or cost of construction.

Freight, import duties and handling charges.

In-transit insurance charges.

Taxes and levies.

Cost of preparation of foundations, insulation protective and other
special devices.

Commissioning, including testing and running costs in preparation for

use.

If the item is a second-hand one, the cost of refurbishing it for the
intended use.

Information to be disclosed in financial statements:

The basis for determining the book value of proper ty, plant and equipment.

Where more than one basis has been used, the book value determined under
each basis in each category of property, plant and equipment.
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(i)  Where property, plant and equipment are stated at revalued amounts, the
method adopted to compute these amounts should be disclosed including
the policy with regards to the frequency of revaluation, the nature of indices
used and whether external valuers are involved.

(iv)  Movements in each category of property, plant and equipment ( that is,
additions and disposals) during the year.

(V) Contingent capital gains tax and deferred income tax liabilities attributable
to any revaluation surplus incorporated in or referred to in financial
statements.

EXAMINERSGREPORT

The questiontestsc andi datesd® knowledge of SAS 3, requiri:
and Equipment; identification of components of costs and stating disclosure requirements.

The question was attempted by most of the candidates but their performance was below
average. The commonest pitfalls were:

e Inability to correctly define Property, Plant and Equipment; and
¢ Poor knowledge of disclosure requirements in financial statements.

Since the knowledge of relevant accounting standards will continually be examined;
candidates are advised to study and understand the contents of the standards and
disclosure requirements in financial reporting.

QUESTION 6

a. SYSTEM PROGRAME:fer to the suite of programs tha t facilitate the optimal
use of the computer hardware systems and/or provide suitable environment for
writing, editing, debugging, testing and running of user and application
programs. These are programs, with associated documentation which control
the way the computer operates or provides facilities, which extend the general
capabilities of the computer system.

APPLICATION PROGRAM$ a complete suite of programs with its
documentation covering a business routine or specific practical use. They are
mostly ready -made, off-the-shelf packages or application packages designed in
a standardized way for applications or utilizations which are common to many
user.

PROFESSIONAL EXAMINATION I - NOVEMBER 2009 @



d.

PATHFINDER

A software house or a manufacturer or dealer in computer hardware/software
usually suppli es them and they are usually intended to meet the needs of a
wide range of users.

EXAMPLE:

(i) System programs & Operating system (single user, multi -user, etc), general
purpose, sub-routine language processor/translator (assemblers, compilers,
inter preters, etc), loaders, editors, communication monitors, database
management system, utilities and service programs.

(ii Application programs & Accounting packages, word processing packages (Ms
Word, Excel, multi mate, pagemaker, etc), desktop publishing packages,
banking application.

() DATABASE PACKAGES This is the software which constructs, maintains,
and expands database. It is a software for designing, setting up and
subsequently managing a data base. A data base is a collection of str uctured
data, with minimum duplication, which is common to all users of the system,
but is independent of programs which use the data. It is the data resource for
all computer -based information system. The data in the database can be
accessed, retrieved and modified with reasonable flexibility.

(i) _INTEGRATED PACKAGESThey are programs or packages that perform a
variety of different processing operations using operating system that is

compatible with whatever operation is being carried out. They perfo rm a
number of operations like word processing, database management and spread

sheet processes.

Accounting packages:

() SAGE
(i) Peachtree
(i) Dac Easy

(iv) Excel Financial

(v) Quick Books

(vi) Oracle Financials

(vii) Tally

(viii) First Accounting

(ix) Microsoft Navision, etc.

PROFESSIONAL EXAMINATION I - NOVEMBER 2009 ‘



PATHFINDER

Advantages of using Accounting Packages:

) They support odouble entryo6 accounting

undertake double entry of transactions simultaneously making sure the debits
always equal the credits.

(i) They provide standard approach to common applications.
(ii)) They save programming efforts.

(iv) They allow for simultaneous access to records.

(v) They improve versatility and quality of report generation.

(vii) They are efficient in terms of speed, accuracy and storage required.
EXAMI NERSS® REPORT

The question tests candidatesd knowledge of
computer programs and packages.

The question was well attempted and most candidates displayed impressive understanding
of its requirements. However, some of them were unable to properly distinguish between

System Programs and Application Programs.

Candidates are therefore advised to ensure a good unders