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

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

 

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

 

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

 

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

 

The answers provided in this publication do not exhaust all possible alternative 
approaches to solving the questions.  Efforts have been made to use the methods 
which 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 

students and those who assist them in their preparations for the Instituteõs 
Examinations.    
            
            
            
            
            
          

 

 

 
 

 

 

NOTES 
 

Although these suggested solutions have been published 
under the Instituteõs name, they do not represent the views 
of the Council of the Institute.  The suggested solutions are 
entirely the responsi bility of their authors and the Institute 
will not enter into any correspondence on them.  
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ICAN/092/Q/1                  EXAMINATION NOééééééééééééé 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA 

PROFESSIONAL EXAMINATION 1 ð NOVEMBER 2009 
FINANCIAL ACCOUNTING 1 

 

Time allowed ð 3 hours 
 

SECTION A Attempt All Questions 
 

PART I     MULTIPLE-CHOICE QUESTIONS (10 Marks) 
 
1. Which of the following is NOT a basis of sharing partnership profits?  
 A. Capital invested 
 B. Time spent on partnership business 
 C. Expertise or experience 
 D. Seniority 
 E. Age of partners. 

 
2. One of the entries under Cashflows from investing activities is  
  
 A. purchase of fixed assets 
 B. dividends paid to shareholders  
 C. proceeds from issue of shares 
 D. redemption of debenture stock  
 E. interest paid.  
 
3. The price-earnings ratio for company with earnings per share of N4.25  

is 8.  If the total number of shares in issue is 50,000, what is the total market 

value of the shares? 
 
A. N1,700,000 
B.    N100,000 
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 serve as evidence of indebtedness 



 
 

 PATHFINDER   

  

 PROFESSIONAL EXAMINATION I  -  NOVEMBER 2009 
4 

 
 
 
 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.  
 
5. 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? 

  
 A. Pension Fund Account 
 B. Pension Profit and Loss Account 
 C. Investment Account 

 D. Balance Sheet 
 E. Revenue Account. 
 
6. The invisible component of Computer System is éééé.. 
  

 A. input unit  
 B. output unit  
 C. system unit 
 D. auxiliary unit  
 E. central processing unit.  
 
7. Disposal of fixed assets of significant value upon discontinuance of a 

production line in a textile industry is an example oféé. 
  
 A. exceptional item  
 B. extraordinary item  
 C. prior -year item 
 D. ordinary activities  
 E. ordinary but exceptional item.  
 
8. In a limited liability company,  which of the following are shown in the 

appropriation account?  
 
 I) Debenture Interest 
 II)  Proposed Dividend 
 III)  Transfers to Reserves 
 IV) Directorsõ Remuneration 

 V) Amortization of Goodwill . 
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 A. II and III  
 B. I and IV 
 C. III only  
 D. II, IV and V 
 E. III, IV and V. 
  

9. Which of these ratios will NOT be useful to prospective or existing investors 
in deciding whether to buy or sell shares in a company?  
 
A. Earnings per share 
B. Price/earnings ratio  
C. Dividend yield  

D. Dividend cover 
E. Interest cover. 

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

A. look after the userõs manuals and guides on computer system 
applications  

B. keep custody of programs and data files  
C. ensure security of various components of the computer system 
D. keep custody of the hardware and software  
E. issue out source documents and records relating to the computerized 

system. 
 
 

PART II    SHORT ANSWER  QUESTIONS  (30 MARKS) 
 

1. The difference between the purchase consideration and the net assets of a 
company when there is a take -over is calledééééé.. 

 
2. In the dissolution of a partnership, a partner who could not meet his 

financial obligations to the partnership is described aséééé.. 
 
3. Under piece-meal dissolution of partnership, one of the two ways of 

preparing the order of distribution statement iséééé.. 
 
4. On conversion of a partnership into a limited liability company, all expenses 

incurred before the company starts trading activities are calledééé. 
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5. A companyõs average stock turnover is 65 days.  Its average stock is 

N520,000.  Calculate the companyõs average purchases for a year. 
 
6. A partnerõs capital as at 31 December 2008 was N500,000, whereas it was 

N320,000 as at 1 October 2008. The interest on capital is 15% per annum.  
Calculate the interest on capital for the year ended 31 December 2008 for the 

partner.  
 
7. Shares issued to existing shareholders free of charge from the companyõs  

reserves are called ééééé.. 
 
8. That part of the authorized share capital, issued but not yet  called for 

subscription is referred to as éééééé. 
 
9. The proportion of the price of a companyõs share to its average earnings is 

calledéééé. 
 

10. The financial statement that explains how the business resources generated 
for a period are shared among the  companyõs stakeholders is referred to as 
éééé. 

 
11. The report prepared by Joint Venturers to explain the business transactions 

between the parties is calledéé. 
 
12. State two of the parties that are involved in the issue of a Bill of Exchange.  
 
13. In accordance with SAS 5 on construction contracts, foreseeable losses 

should be written off within which period?  
 
14. The balance in the Sinking Fund Account should at least be equal to the 

balance ofééééAccount. 
 
15. Which of the parties is expected to bear t he maintenance cost of the assets in 

a finance lease agreement? 
 
16. Persons or corporate entities appointed by a òDeedó to carry out an 

assignment contained in the Deed for the benefit of named beneficiaries are 
called ééé. 

 

17. Investors under a Unit Trust Scheme are called éé.. 
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18. 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 calledéé.. 

 
19. The financial statement that reconciles a compa nyõs accounting profit with 

its liquid position for a given period is calledééé 

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

described asééééé.. 
 
21. The lease agreement between the lessee and a third party is called aééé 
 

22. If Hire Purchase interest is N15,000 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.  

 
23. A set of programs that act as part of the interface b etween the users of 

computers on the one hand and the hardware on the other is calledéé.. 
 
24 A set of ready-made programs that will carry out specific process(es) on the 

computer is called éé...éé.. 
 
25. 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 calledéééé.. 

 
26. 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) if all the facts had been known at that time is calledééééé.. 

 
27. 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 calledéé. 

 
28. The ratio expressing the relationship between debt capital and 

equityholdersõ fund is calledéé. 
 
29. The Institution engaged in developing accounting standards in Nigeria is 

calledééé 
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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  éééé.. 
 
   

SECTION B ð 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 N160,000 to be paid to the partners.  
ii)  N8,000 of the trade creditors should be taken over.  
iii)  The whole 15% loan of the partnership is to be taken over for N15,000 in full 

settlement.  

iv)  Bõs entitlement is to be converted to a loan of N100,000 in the business of M, 
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 

Nõ000 
    O 

Nõ000 
    T 

Nõ000 
 TOTAL 

Nõ000 
 Nõ000  Nõ000 

Capital Account 300  200  100  600 Motor Vehicles 300   
Current Account 12  16  32  60 Equipment  200   

 312  216  132  660 Fittings  100   

           600   
15% Loan       100 Goodwill   60 
Trade Creditors         60 Current Assets    
        Stock 36   
        Debtors 24   
        Cash at Bank 100   

           160 

       820    820 
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A and B 
BALANCE SHEET AS AT 31 JULY 2008 

 A  
Nõ000 

 B 
Nõ000 

 TOTAL 
Nõ000 

 Nõ000  Nõ000 

Capital 100  60  160 Motor Vehicle 120   
Current Account 72    8  80 Equipment    60   

 172  68  240 Fittings    40   

         220 
15% Loan       16 Goodwill   20 
Trade Creditors       32 Current Assets      
      Stock 23   
      Debtors 19   
      Cash at Bank   6   48 

          

      288     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 N24,000 not taken over 
for a sum of N23,800 as full settlement.  The balance of cash was shared by them 
according to their entitlements.  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: 
 

 N 
Motor Vehicle  130,000 
Fittings     46,000 
Equipment     58,000 

Goodwill      7,000 
 
You are required to:  
(a) Show the necessary ledger accounts to close the books of A and B.  (9 Marks) 
(b) Prepare the Balance Sheet of the new firm immediately after the absorption.  

           (6 Marks) 
 (Total 15 Marks)
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QUESTION 2 
 
(a) In the preparation of a bankõs financial statement, explain the term òRelated  
 Party transactionsó. Give two examples of such transactions.             (3 Marks) 
 

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

 
 2008 

Nõm 
 2007 

Nõm 
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:  
 
(i)  The Companyõs issued Share Capital of N4.1billion an d N1.5billion in 

2008 and 2007 respectively.  

(ii)  Shareholdersõ Funds are N14.8 billion and N13.4 billion in 2008 and  
2007 respectively. 

(iii)  Total Assets for 2008 and 2007 are N66.9 billion and N31.3 billion 
respectively. 

(iv)  The bankõs fixed assets are N30.9 billion and N6.1 billion at the end of  
2008 and 2007 respectively.  

You are required to prepare the Bankõs Profit and Loss Account for the year 
ended December 31 2008 with comparative figures in a form suitable for 
publication .                               (9 Marks) 
 

(c) Use the above information to compute the following accounting ratios for the 
two years. 

 i)  Earnings per share (EPS) 
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ii)  Return on capital employed.  
 iii)  Bankõs total debts ratio to shareholdersõ funds. 
 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 N3,360,000.  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:  
 

 Nõ000 
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 N400,000. 
 
At the time of the fire, N240,000 worth of such goods had been sold (at the reduced 

value) in February 2008.  Also on March 3, 2008, N80,000 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 
Sales N7,600,000 
Sales Returns    N160,000 

 
The value of stock unaffected by the fire was N1,280,000 but the rest of  the stock 

had been destroyed. 
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You are required to: 
 
a) Calculate the normal g ross 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 N1,280,000 to be 
followed  by three annual payments of N800,000, which should be made by 
December 31 of each year starting from 2008.  
 

The cash price of the machinery was N3,200,000 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: 
 

(a) Compute the interest element and the capital portio n of the annual 
repayments; and         (7½ 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.             (7½ Marks) 

                         (Total 15 Marks) 
 

QUESTION 5 
 
(a) Define Property, Plant and Equipment based on SAS 3.            (3 Marks) 
 

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

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

(c) State THREE of 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 THREE examples of each class of programs.              (3 Marks) 
 
c) Explain:     (i)  Database Packages 
         (ii)  Integrated Packages.               (3 Marks) 
 
d) Itemise THREE Accounting Packages in common use and state the  

advantages of using them.                  (5 Marks)
                      (Total 15 Marks)  

 
 
 
SOLUTIONS TO SECTION A 
 
PART I   MULTIPLE-CHOICE QUESTIONS 
 

1. E 

2. A 

3. A 

4. C 

5. B 

6. E 

7. B 

8. C 

9. E 

10. B 
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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 x 50,000    =  N1,700,000   

 
 
EXAMINERSõ 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,  Appropriation Accountõs entries and share valuation based on 
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 II  SHORT-ANSWER QUESTIONS 
 

1. Positive or negative Goodwill  

2. Insolvent or deficient partner  

3. Surplus capital method, and  

 Assumed loss method 

4. Pre-operational or Pre-incorporation expenses 

5. N2,920,000  

6. N54,750   

7. Scrip issues or Bonus shares 
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8. Uncalled-up capital  

9. Price/Earnings Ratio (P/E Ratio)  
   

10. Valued Added Statement 

11. Joint Venture Memorandum Account 

12. (a) The Drawer 
 (b) The Drawee 
 (c)        Holder for value in due course  
 (d) The Endorser 
           (e)      The Endorsee 
     

13. In the period they are identified  

14. Sinking Fund Investment  

15. The Lessee 

16. Trustees, or Executors 

17. Unit Holders 

18. Interest Suspense Method  

19. Cash Flow Statement, or Statement of Cash Flows 

20. Cum-div. or Cum-interest  

21. Sub-lease 

22. N3000  

23. Operating system 

24. Application software  

25. Substandard debts 

26. Prior-year adjustment items   

27. Funded Retirement Scheme 

28. Capital gearing  

29. Nigeria Accounting Standards Board (NASB) 

30. Stock Deficiency. 
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TUTORIALS 

                                                                                    Total days in period  
5.    Average Purchases    =     Average Stock  ×    Average Stock Turnover 
                                          =     N [520,000 x 365/65]  
                                          =     N 2,920,000 
 

6.    Interest on Capital for year =  N [(320,000 x 15/100 x 9/12)+ (500,000 x 15/100 x 3/12)]  
                                                         =  N 54,750 
                                                                                     .      2     .           
22.    Interest Income in Year 3       =  N 15,000   ×    4+3+2+1  
                                                         =  N [15,000  x    2/10]      =    N 3,000 
  
EXAMINERSõ REPORT 
 
The questions cover all aspects of the syllabus.  Candidatesõ performance was 
generally average.  
 

The major pitfalls were candidatesõ inability to undertake basic financial 
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 TO SECTION B 
  

QUESTION 1 
 
In the books of A and B. 

 
REALISATION 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 

 
 Nõ000  Nõ000 
Realisation  283,000 Cash 160,000 
  Creditors 8,000 
  15% loan 15,000 
  21% loan 100,000 

 283,000  283,000 

 
CAPITAL ACCOUNTS 

  A                         B                            A                   B 

 Nõ000  Nõ000  Nõ000  Nõ000 
21% Loan   100,000 Bal b/f  100,000  60,000 
Cash 173,376   Current 

account 
72,000  8,000 

    Realisation 1,376  824 
    Cash   31,176 

 173,376  100,000  173,376  100,000 
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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 Creditors account 21% Loan account 

 N  N  N  N 
New firm  8,000   Bal b/f   

32,000 
New firm  100,000 Capital (B) 100,000 

Cash  23,800       
Realisation  200       

 32,000                         32,000     
 

MOT BALANCE SHEET AS AT 1 AUGUST 2008 
 

           N N 
Motor vehicles  430,000 
Equipment   258,000 
Fittings   46,000 
  834,000 
Goodwill  67,000 
Current assets   
Stocks 59,000  
Debtors 43,000  
 102,000  
Current liabilities    

Creditors (60,000 + 8,000)  68,000  
Bank (100,000 ð 160,000) 60,000  
 128,000  
Net current liabilities   (26,000) 
  875,000 

 
Financed by:        
 M 

N 
 O 

N 
 T 

N 
 TOTAL 

   N 
Capital  300,000  200,000  100,00  600,000 
Current account 12,000  16,000  32,000  60,000 

 312,000  216,000  132,000  660,000 
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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 CONSIDERATION ð W.1 
 

 N 
Cash 160,000 
Creditors taken over 8,000 
15% loan 15,000 
Bõs  Capital account 100,000 

 283,000 

 
EXAMINERSõ REPORT 
 
The question tests candidatesõ understanding of the preparation of ledger accounts 
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.  
 
Candidatesõ performance was generally average as majority of them could not 
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 stakeholders) in the bankõs normal 
course of business. These include loans, deposits, foreign currency transactions 
and guarantees involving the ba nkõs current and former directors, current and 
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 

 
 2008  2007 
 Nõm  Nõm 
Gross earnings 7,495  5,515 

Interest and other income  3,929  2,746 
Less: Interest expense 1,577  1,445 
 2,352  1,301 
Less:  Provision for Risk Assets 771  358 
Net interest margin  1,581  943 
Provision on other and long term investment  214  28 

 1,367  915 
Other income 3,566  2,769 
 4,933  3,684 
Less: Operating expenses 4,183  2,732 
Profit before taxation  750  952 

Taxation 250  315 
Profit after taxation  500  637 
 
APPROPRIATION 

   

Transfer to statutory reserves 153  191 
Transfer to small and medium industries reserves  75  95 
Dividend  -  300 
Transfer to general reserves 272  51 
 500  637 
                                                                                            
c.                                                                           2008                    2007 

 (i)       EPS        Profit after tax                           500,000                  637,000   
       No. of ordinary shares                   4,100,000          1,500,000 
                      =  12.2K                =  42.5K 
     
   (ii)  Return on Capital Employed 
           =      Profit after tax  × 100     =   500,000  × 100 637,000 ×  100  

  
       Shareholders funds              14,800,000            13,400,000 
                                                                     =     3.4%                      4.7% 
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OR 
  

     Profi t before Interest and Tax x 100/Total Assets       =       
900,66

750
x

1

100
               

300,31

952
 x 

1

100
 

                                                  =          11.21%                  3.04% 
 

(iii)  Banks total debts ratio to Shareholdersõ fund    

 = Total debts(Assets - Shareholdersõ fund)/
Shareholdersõ fund = 

800,14

800,14900,66
         

400,13

400,13300,31
  

 

                                                          =           
800,14

100,52
                     

400,13

900,17
  

                         =           3.5:1                  1.3:1 
 

(iv)  Liquidity Ratio                                      =        
1.52

9.309.66
                  

9.17

1.63.31
 

                                         =          
1.52

9.36
                         

9.17

2.25
 

                                           =             69%                      140.7% 
                                            
EXAMINERSõ REPORT 
 
The knowledge of preparation of Bankõs Profit and Loss Account in a form suitable 
for publication is tested in this question.  Candidates were also required to explain 
the term ôRelated Party Transactionsõ and compute some comparative accounting 
ratios.  
 
Candidatesõ performance was average. Common pitfalls include inability of 

candidates to compute accounting ratios accurately and being unable to define 
ôRelated Party Transactionsõ as it relates to the banking sector. 
 
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 NORMAL GROSS PROFIT FOR 2008  
 
 Nõ000 Nõ000 Nõ000 

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   5,600 
 

 
b. STATEMENT OF INSURANCE CLAIM FOR STOCK LOSS 
 
 NORMAL STOCK ABNORMAL TOTAL 
 Nõ000 Nõ000 Nõ000 Nõ000 Nõ000 Nõ000 
Stock at 01/01/08  3,200     400  3,600 

Purchases 01/01/08 ð 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 ð 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: 
 Nõ000 
Value of stock at 30/04/08 4,420 
Less: Salvaged stock 1,280 
 3,140 
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Insurance Claim           =         Amount Insured/Expected/Estimated Closing Stock    ×   Stock Lost 

                                        =  
420,4

360,3
   x   N3,140,000 

                               =  N 2,386,968.33 
Workings 

Normal gross profit  margin  
000,16

600,5
 x 100 

             =  35% 
 
EXAMINERSõ REPORT 
 
The question tests candidatesõ understanding of the computation of insurance 
claim in respect of loss of stock and the calculation of normal gross profit.  
 
Few candidates attempted the question and they performed poorly.   Candidates 
displayed lack of understanding of the basic principles involved in the computation 
of insurance claim for stock loss. 
 

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 
 

(a) ANNUITY METHOD  
 Year 

1 
 Year 

2 
 Year 

3 
 N  N  N 

Cash flow 3,200,000          --  -- 
Outstanding  --  1,920,000  1,350,400 
Capital repayment  1,280,000  569,600  637,952 
Balance 1,920,000  1,350,400  712,448 
Interest @ 12% of balance 230,400  162,048  85,494 
Capital repayment  569,600  637,952  714,506 
 800,000  800,000  800,000 
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(b) JOURNAL ENTRIES 

 
2008  Dr 

N 
Cr 
N 

Jan. 3 Plant & Machinery  3,200,000  
 Aby Concept Limited  3,200,000 
 Purchase of machine from Aby Concept 

Limited on hire purchase  

  

    
Jan. 3 Aby Concept Limited 1,280,000  
 Bank  1,280,000 
 Payment of initial deposit under hire 

purchase agreement 
  

    
 
Dec. 31 

 
Aby Concept Limited 

 
569,600 

 

 Hire purchase interest  230,400  
 Bank  800,000 

 Apportionment of annual installment 
between capital repayment and 
interests 

  

    
Dec. 31   
 
 
 
 
2009 

Profit and Loss Account 
HP Interest Expense Account 
Write-off of HP interest expense to Profit 
and loss account 
 

230,400  
230,400 

Dec. 31 Aby  Concept Limited 637,952  
 HP interest expense 162,048  
 Bank  800,000 
 Apportionment of annual installment for 

the year between capital repaymen t and 
interest 

  

    
Dec. 31   
 
 
 
 

 
 

Profit and Loss Account 
HP Interest Expense Account 
Write-off of HP interest expense to Profit 
and loss account 
 

162,048  
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 
HP Interest Expense Account 
Write-off of HP interest expense to Profit 
and loss account 
 

85,494  
85,494 

 
 
EXAMINERSõ 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  

(ii)  are not intended for sale in the ordinary course of business.  
 
b.  Three components of Acquisition cost of:  

(i)  Land and improvement:  

 Original purchase price  
 Brokerõs or Estate Agentõs commission 
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 Legal fee for examining, recording and securing title  
 Cost of survey 
 Cost of obtaining vacant possession 
 Payment of non-recurring levies on the Land at date of purchase if 

payable by the purchaser.  
 

(ii)  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. 
 

(iii)  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. 

 
c. Information to be disclosed in financial statements:  
 
(i)  The basis for determining the book value of proper ty, plant and equipment.  
 
(ii)  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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(iii)  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. 

 

EXAMINERSõ REPORT 

 

The question tests candidatesõ knowledge of SAS 3, requiring definition of Property, Plant 

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: 

 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 PROGRAMS  refer 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 PROGRAMS is 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. 
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      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. 

 

b.  EXAMPLES: 
(i)  System programs ð 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 ð Accounting packages, word processing packages (Ms 
Word, Excel, multi mate, pagemaker, etc), desktop publishing packages, 
banking application.   
 

c.  (i)  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.  

 

(ii)  INTEGRATED PACKAGES ð They 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. 

 
d.   Accounting packages: 

(i)      SAGE 

(ii)    Peachtree 
(iii)   Dac Easy 
(iv)  Excel Financial 
(v) Quick Books 
(vi)  Oracle Financials 
(vii)  Tally 
(viii)  First Accounting 
(ix)  Microsoft Navision, etc. 
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Advantages of using Accounting Packages: 
 

(i)  They support òdouble entryó accounting system.  The accounting packages 
undertake double entry of transactions simultaneously making sure the debits 
always equal the credits.  

 

(ii)   They provide standard approach to common applications.  
 

(iii) 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.  
 

EXAMINERSõ REPORT 

 

The question tests candidatesõ knowledge of the basic features, benefits and examples 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 understanding of information 

technology so as to be well prepared for the challeng es of modern day professionals.  
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ICAN/092/Q/2                                     EXAMINATION NO:ééééééé 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA 
PROFESSIONAL EXAMINATION I ð NOVEMBER 2009 

TAXATION 
 

Time allowed ð 3 hours 
 

SECTION A  Attempt All Questions 
 

PART I      MULTIPLE-CHOICE QUESTIONS (10 Marks) 
 

1. The operational arm of the Federal Inland Revenue Service Board is known 
as  

   
 A. State Board of Internal Revenue 
 B. Federal Inland Revenue Service 
 C. Joint Tax Board 
 D. State Internal Revenue Service 

 E. National Plann ing Commission. 
 
2. Provisional tax is payable not later than --------------------  from the  beginning  

of a year of assessment. 
 
 A. three months 
 B. six months 

 C. one year 
 D. eight months  
 E. one month. 
 

3. Which of the following does minimum tax law a pply? 
 
 A. Company with at least 25 percent imported equity  
 B. Company with 30 percent imported equity  
 C. Company with 29 percent imported equity  
 D. Company with 50 percent imported equity  
 E. Company with 20 percent imported equity.  
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4. A loss arising from letting of land or building is not available as a relief to  
 
 A. an agent 
 B. an individual  
 C. a company 
 D. a parastatal  

 E. an executor. 
 
5. The technical committee of the Federal Inland Revenue Service Board is 

headed by the  
 
 A. Executive Chairman 

 B. Legal Adviser 
 C. Permanent Secretary, Federal Ministry of Finance  
 D. Technical Committee 
 E. Tax Controller. 
 

6. Who is the Chairman of the Revenue Committee of a Local Government? 
 
 A. Local Government Chairman 
 B. Majority Leader 
 C The Supervisor for Finance 
 D. Minority Leader  
 E. Local Government Treasurer. 
 
7. Withholding tax due on a dividend is  
 
 A. 5% 
 B. 10% 
 C. 15% 
 D. 20% 
 E. 25%. 
 
8. Income subject to tax for life assurance companies is  
 A. gross premium income 
 B. net premium  income 
 C. premium written  
 D. investment income  
 E. gross profit.  
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9. Taxes on documents which are not on transactions or persons is called 
 A. import duties  
 B. fixed duties  
 C, ad-valoren duties  
 D. stamp duties 
 E. back duties. 

 
10. A person appointed by the State or Federal Government to manage Stamp 

Duties is called 
 
 A. Commissioner of Stamp Duties 
 B. Stamp Duty Clerk 

 C. Commissioner for Finance 
 D. Accountant General 
 E. Commissioner of stamping. 
 

PART   II   -   SHORT ANSWER QUESTIONS (30 MARKS) 
 
1. Apart from the Chairman and the Secretary of the Federal Inland Revenue 
 Service Board, name any other member of the Technical Committee of the 
 Board. 
 
2. Under what condition can a person enjoy disabled person allowance?  
 
3. State any TWO Tax Authorities in Nigeria.  
 
4. What is a year of assessment? 
 

5. Who is a taxable person? 
 
6. What is a Self Assessment Scheme? 
 
7. The time limit for carrying forward a trading loss by an insurance company 

is ééééé.. 
 
8. Companiesõ income tax is levied and payable at the rate of thirty kobo on 
every  Naira of -----------------  
 
9, A quorum is formed at any meeting of the Federal Inland Revenue Service 

 Board where  the number of members in attendance is -----------------  
 



 
 

 PATHFINDER   

  

 PROFESSIONAL EXAMINATION I  -  NOVEMBER 2009 
33 

\ 
 
 
10. A òforeignó company is chargeable to companies income tax on its income 
 derived or deemed derived from ----------------- . 
 
11. Withholding tax credit, strictly speaking, can only be set off against tax 

liability of the ---------------- . 
 

12. Withholding tax deducted from payment due to a limited liability company is 
payable to ---------  

 
13. Qualifying public transportation (inter -city) New Mass Transit Coach 

Expenditure  means a capital expenditure incurred on new transit coach of         
----------------  seats. 

 
14. What is the time li mit within which a taxpayer must claim relief in the case 

of an error or mistake in his assessment? 
 
15. What is the amount retained in the books in respect of an asset in the last 

year when capital allowance is claimed?  
 
16. In the determination of profit , defalcation by a junior staff is ----------------- . 
 
17. The relevant tax authority in relation to a partner in a firm for a year of 
 assessment is the tax authority of the territory in which the partnership has  
 ------------------------------ . 
 
18. Define òchargeable incomeó in relation to the taxation of individuals. 
 
19. Education tax is due and payable within -------------- days after the notice of 
 assessment is served on a company. 
 
20. State the relevant tax authority in respect of withholding tax on  rental 
 income on properties in Lagos due to the Nigerian Ambassador to Kenya.  
 
21. Income not subjected to further taxes in the hands of final recipients after 
 deduction of withholding tax is called ----------------- . 
 
22. An estate, trust or settlement  is usually set up by either a will  or by a ---------  
 
23. State TWO ratios that are usually adopted by the Federal Inland Revenue 

 Service in computation of tax liabilities of foreign airlines in Nigeria.  
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24. What is the minimum tax payable by a comp any engaged in air or sea 

transport business in Nigeria?  
 
25. Taxes charged on documents and not on transactions or persons are called--- 
 
26. State ONE of the consequences of an unstamped or insufficiently stamped 

instrument.  
 
27. Value Added Tax is charged at ----- % on vatable goods and services.  
 
28. If a transaction can be effected without a written instrument, stamp duty will 

be ----------------- . 

 
29. VAT charged on the sale of final products is called -------- VAT. 
 
30. A taxable person in respect of VAT shall render returns to the Board, on or 

before the --- day of the month following that in which the purchase or 

supply was made. 
 
 
SECTION  B -  ANSWER  QUESTION 1  AND ANY OTHER THREE  (60 MARKS) 

 
QUESTION  1    CASE STUDY 
 
James Bond Nigeria Limited, based in Ibadan was incorporated in January, 2005 as 
a producer of wallets and other safe keeping products.  
 
The first set of audited accounts was made up to 31 st December, 2005 and it was 

filed by Messrs F.J. Yaba & Co to the relevant Tax Authority together with the tax 
computations.  
 
Upon examination of the tax returns, the inspector of taxes raised some queries 
relating to the following expenses:  
 
(a) Bank charges; 
(b) Electricity expenses; 
(c) Hotel expenses; 
(d) Cost of equipment; 
(e) Building costs;  

(f)  Purchase of raw materials;  
(g) Salaries and wages; 
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(h) Directorsõ fees; 
(i)  Business insurances; and 
(j)  Rent. 
 
Assuming you are the Inspector of Taxes, you are required to do a letter to the tax 
consultants requesting for the relevant documents evidencing the various  expenses 

noted above.                 (18 Marks) 

 
QUESTION    2 
 
The incomes derived from business operations in Nigeria are subject to tax under 
Companies Income Tax Act, Cap C 21, LFN 2004 while those of individuals are 
covered under Personal Income Tax Act Cap 8, LFN 2004.  In the light of the 
foregoing, you are required to state in broad terms, the methods of assessing the 
following incomes to tax in Nigeria.  
 
(a) Unit trust Income                   (2 Marks) 

(b) Profit of edu cational institutions                 (3 Marks) 
(c) Partnersõ salaries in a partnership               (3 Marks) 
(d) Profit of a limited liability company                (3 Marks) 
(e) Profit of a foreign company engaged in cable undertakings.             (3 Marks) 
                     (Total 14 Marks) 

QUESTION 3 
 
System Feasibilitie s Limited is a company incorporated in Nigeria on the 1 st of July 
2001.  The company engages in marketing and distribution of computer accessories 
with a good network of branches across the country.  Due to high cost of 
distribution, transportation  and advertising, the company has been recording losses 

since incorporation.  
 
The audited financial statements for the year ended 30 th June, 2006 revealed 
turnover of N23 million with operating loss of N6 million.  Provision for taxation in 
the accounts was not acceptable to the Managing Director as there was no basis for 
charging tax on loss incurred .  While preparing for the next annual general meeting 
of the company, the Managing Director realized that, the provision for minimum 
tax was in order.  
Based on the foregoing:  
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a) State the basic conditions which must be met before a minimum tax can be 
 levied and payable by a company for any particular year of  assessment. 
                            (4 Marks) 
 

b) Enumerate the procedures for the computat ion of minimum tax; and  
                           (7 Marks) 
 

c) State the companies exempted from minimum tax provisions.         (3 Marks) 
           (Total14 Marks) 

 
QUESTION   4 

 
          N  
Net profit per accounts  7,100,000 
  
After charging:   

- Depreciation of fixed assets    710,000 
- Loss on Sale of fixed assets    355,000 
- Loan interest 2,130,000 
- Rent on MDõs house (Basic Salary of MD. N710,000)  

and crediting:  
 
1,065,000 

     -     Bank deposit interest (Gross) 3,550,000 
     -     Franked Investment income    284,000 

  
Additional Information:   
i)     Unrelieved losses brought forward     497,000 
ii)    Capital allowances claimed  6,390,000 
  

 
a) You are required to compute the companyõs tax liabilities for the relevant 

year of assessment.                  (9 Marks) 
 
b) State the three primary objectives of education tax as introduc ed by the 
 Government.                        (1½ Marks) 

 

Imobe Enigbon (Nigeria) limited is a multiproduc t handling establishment with 
adequate foreign content in its activities.  The company exports some of its products to 
United States of America.  The companyõs financial results for the year ended 31st 
December, 2005, are stated below: 
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c) State clearly four peculiarities of withholding tax.                       (3½ Marks) 
            (Total14 Marks) 
 

QUESTION   5 
 

a) With respect to VAT, state the penalties for the following offences:  
 

i)  Non-registration for VAT scheme 
ii)  Failure to submit returns  
iii)  Furnishing false information  
iv)  Unauthorised/unreg istered person issuing Tax Invoice.             (4 Marks) 
 

b) What are the exceptions to the admissibility rule of unstampe d instruments? 
                                     (4 Marks) 
 

c) Write short notes on the following terminologies in respect of Stam p Duties 
Act Cap S8, LFN 2004. 

 

i)  Adjudication                    (2 Marks)  
 ii)  Fixed duties                  (2 Marks) 
 iii)  Ad-valorem duties                  (2 Marks) 
          (Total 14 Marks) 

 
QUESTION   6 
 
Mr. Ojere is the General Manager of a manufacturing company in Lagos.  Details of 
his emoluments for year 2004 are as follows:  
 

Basic Salary N600,000 

Transport Allowance N120,000 
Housing Allowance N230,000 

 
Mr Ojere is married with three children and all of them are still of school age.  
 
He has a dependent relative on whom he spends N80,000 annually.  His younger 
brother also contributes the same amount towards the upkeep of the dependant.  
He pays an annual premium of N21,000 with a capital sum assured of N800,000. 
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You are required to prepare the following:  
 
a) Total Earned Income                  (2 Marks) 
b) Personal reliefs               (2½ Marks) 
c) A schedule showing how much Mr. Ojere will pay as tax for each  

of the months from January to June 2004.            (9½ Marks) 

            (Total14 Mark) 
 

TAX RATES 
 

1. CAPITAL ALLOWANCES 
Initial %  Annual % 

 Office Equipment          50        25 
 Motor Vehicles                      50        25  
 Office Building            15        10 
 Furniture & Fittings            25        20 
 Industrial Bui lding            15        10 

 Non-Industrial Building           15        10 
 Plant and Machinery ð Agricultural              

          Production        95        NIL 
      ð Others         50        25 
 
2. INVESTMENT ALLOWANCE       10% 
 
3. TAX ð FREE ALLOWANCE: 
       Maximum Per Year 
                   N 
 Rent             150,000 

 Transport              20,000 
 Utility                10,000 
 Meal Subsidy                5,000 
 Entertainment            6,000 
 Leave      10% of Annual Basic Salary 
 
4. PERSONAL INCOME TAX RELIEFS / ALLOWANCES 
 
 (a) Personal Allowance ð N5,000 plus 20% of Earned Income 
 (b) Children Allowance  ð N2,500 per annum per unmarried child  
      subject to a maximum of four children.  

 (c) Dependent Relative ð N2,000 each 
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(d) Disabled Persons ð N5,000 or 10% of Earned Income (which  
     ever is higher)  
(e) Life Assurance   ð Actual Premium paid  
 

 
 

5. RATES OF PERSONAL INCOME TAX: 

      Taxable Income          Rate of Tax 
                 N             % 
 First            30,000              5 
 Next            30,000            10 
 Next            50,000           15 
 Next            50,000           20 

 Over          160,000           25 
 

Note: Annual income of N30,000 and below is exempted from tax but a 
minimum tax of 0.5% will be ch arged on the total income.  

 

6. COMPANIES INCOME TAX RATE  30% 

 
7. EDUCATION TAX      2%  
 
8. CAPITAL GAINS TAX    10% 
 
9. VALUE ADDED TAX      5% 
 
10. WITHHOLDING TAXES 

  

Type of payment     Rates            Rates 

                                                                     (Companies)        (Non- corporate)   

 Dividend, Interest, Rent      10%   10% 
 Royalties       15%   15% 
 Contract supplies        5%   5% 
 Building construction activities       5%   5% 
 Consultancy/Professional services    10%   5% 
 Management services     10%   5% 
 Commissions       10%   5% 
 Technical services      10%   5% 
 Directors fees      10%   10% 
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SOLUTIONS TO SECTION A 
 
PART I    MULTIPLE-CHOICE QUESTIONS 
 

1. B 

2. A 

3. A 

4. D 

5. A 

6. C 

7. B 

8. D 

9. D 

10. A 
 
EXAMINERõS REPORT 
 
The questions are designed to ensure a wide coverage of the syllabus. 
 
Many candidates attempted the questions and the performance was above average.  
 
Candidates are advised to cover the entire syllabus before sitting for an 
examination.  
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PART II  SHORT ANSWER QUESTIONS 
 
1a. All Directors and Heads of Departments of the Federal Inland Revenue 

Service (FIRS). 
 b. The Legal Adviser to FIRS. 
 

2. The person must be using a special equipment and the services of an 
attendant in the course of paid employment.  

 

3a. Federal Inland Revenue Service 
 b. State Internal Revenue Service  
 c. Local Government Revenue Committee 

 
4. A period of twelve months commencing on the first day of January of each 

year and ending on the last day of December of the same year. 
 
5. Any individual or company or body of individuals, any corporate sole, trustee 

or executor, having any income which is chargeable to tax under the 
provisions of the law.  

 

6. Self Assessment Scheme is a system whereby each taxpayer assesses 
himself/herself as opposed to the traditional method whereby assessments 
are raised by the Revenue. 

 

7. Four years 
 

8. Total Profit  
 

9. Seven 

10. Nigeria  

11. Year of assessment to which the income relates 

12. Federal Inland Revenue Service 

13. 25 

14. Six years 

15. N10 

16. Allowable  

17. Its principal place of business  

 



 
 

 PATHFINDER   

  

 PROFESSIONAL EXAMINATION I  -  NOVEMBER 2009 
42 

 

 

18. Chargeable income is the income of a taxpayer after granting personal 

reliefs. 

19. 60 

20. Federal Inland Revenue Service 

21. Franked Investment Income 

22. Deed of Settlement or Trust Deed 

23. They are: 
 (i)  Adjusted Profit Ratio  
 (ii)  Depreciation Ratio 
 

24. 2% of the full sum receivable in respect of carriage of passengers, mails, 
livestocks, or goods shipped or loaded into an aircraft in Nigeria.  

 

25. Stamp duties 
 

26. (i)  Such an instrument shall not be given in evidence.  
(ii)  Such an instrument is not admissible whether directly or indirectly as 

collateral.  
 (iii)  Cross examination upon an unstamped instrument is not allowed.  
 

27. 5 

28. Avoided or Unnecessary or Nil  

29. Output 

30. 30th 

 

EXAMINERõS REPORT 

The questions test the candidatesõ understanding and knowledge of basic taxation 
concepts and principles.  
 
Many candidates attempted the questions and the performance was above average.  
 
Candidates are advised to be conversant with tax terminologies.  
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SECTION B 
 
QUESTION 1 ð CASE STUDY 
 
       Federal Inland Revenue Service 
       Integrated Tax Office 

       Ibadan.  
 
       18 October 2006 
The Tax Partner  
Messrs F. J. Yaba & Co. 
Tolulope Street 
Molete, Ibadan.  
 
Dear Sir, 
 
JAMES BOND NIGERIA LIMITED 
RE:  AUDITED FINANCIAL STATEMENTS FOR THE YEAR ENDED  
31 DECEMBER, 2005 
 
We refer to the tax returns filed on behalf of your client, for the year ended 31 
December 2005, together with the tax computations for 2005 and 2006 years o f 
assessments. 
 
Having examined the accounts and the accompanying schedules, it becomes highly 
imperative to seek for more clarifications on some of the expenses incurred by your 
client.  To this end, we hereby request for some documents evidencing the var ious 
expenses as follows: 

 
(a) Bank charges ð Give details of your clientõs bankers and provide us with all 

the bank statements from January to December 2005.  
 
(b) Electricity expenses ð Forward copies of all electricity bills for the year under 

review. 
 
(c) Hotel expenses ð All hotel bills for the year under review are needed.  
 
(d) Cost of equipment ð All invoices and receipts evidencing payments and 

delivery of the equipment  to be submitted . 

 
 



 
 

 PATHFINDER   

  

 PROFESSIONAL EXAMINATION I  -  NOVEMBER 2009 
44 

 
 
 
(e) Building costs ð Building plan, survey plan, receipts a nd invoices, vouchers, 

certificate of occupancy and architectõs certificates are needed. 
 
(f) Purchase of raw materials -  Receipts and invoices, Goods Received Notes, 

waybills and stock cards  are required . 
 

(g) Salaries and Wages ð Staff payroll, evidence  of PAYE, appointment letters 
and tax receipts evidencing remittance  are needed. 

 
(h) Directorsõ fees ð Forward evidence of withholding tax deducted and remitted 

to the Board of Internal Revenue and vouchers for payments of Directorsõ 
fees. 

 

(i) Business insurances ð Insurance policies, receipts issued by insurance 
companies and claims received, if any , are to be submitted . 

 

(j) Rent ð Rent agreements, receipt issued by the landlord, evidence of 
deduction and payment of withholding tax , and vouchers are required . 

 

It is our hope that you will expedite necessary action in this regard by providing all 
the evidence without delay.   Kindly respond to our queries within 30 days after the 
date of this letter.  
 

Thanks for your anticipated cooperation.  
 

Yours faithfully,  
 
 

J. O. AGBELOBA 
Inspector of Taxes. 
 
EXAMINERõS REPORT 
 
The question tests candidatesõ knowledge of documentary evidence which are 
usually requested for by Tax Inspectors and to enable them confirm that the 
expenses were wholly, exclusively, necessari ly and reasonably incurred by a 
company. 
 
Many candidates attempted the question and the performance was above average.  
The common pitfalls were the inability of the candidates to:  
 
(a) differentiate between a memo and a letter; and  
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(b) state the documents required for expenses to be admissible to the Federal 

Inland Revenue Service. 
 
Candidates are advised to read the Instituteõs Pathfinder and should always expect 
questions relating to practical problems.  
 
 

QUESTION 2 
 

Incomes derived by both indivi duals and business organizations operating in 
Nigeria are subject to tax under different tax laws.  
 

While limited liability companies are under the provisions of Companies Income Tax 
Act, Cap C21, LFN 2004, individuals are covered under Personal Income Tax Act Cap 
P8, LFN 2004. 
 

Below are the methods of assessing the following incomes to tax in Nigeria.  
 

(a) Unit Trust Income 
 

Incomes received by unit trusts are exempted from tax including withholding 
tax with effect from 1996,  to avoid double taxation.  

 
(b) Profits of Educational Institutions  
 

Section 19(c) of Companies Income Tax Act, Cap C21, LFN 2004 exempts the 
profits of companies engaged in educational activities of a public character 
in so far as such profits are not derived from a trade or business carried on 
by such institution s. 

 

(c) Partnersõ Salaries in a Partnership 
 

For the purposes of taxation, the income of a partnership cannot be directly 
assessed to tax but the partnersõ share of profits and other incomes will be 
subject to tax in their han ds. 

 
In addition, salaries of partnersõ form part of the incomes earned by them 
and these will be subject to tax under the Personal Income Tax Act Cap P8, 
LFN 2004 and administered by the State Internal Revenue Service. 
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(d) Profit of a Limited Liabi lity Company 
 

The profit of a limited liability company is chargeable to tax under 
Companies Income Tax Act, Cap C21, LFN 2004.  The Total Profit and the 
Assessable Profit will be assessed to both the Companies Income Tax and the 
Education Tax respectively.  The profit of an incorporated business includes 

all incomes derived or deemed to be derived from Nigeria and proceeds from 
all sources, that is,  
 
(i)  Income from any trade or business. 
(ii)  Rent or premium arising from commercial letting of properties . 
(iii)  Dividends, interests, discounts, royalties, charges or annuities . 

(iv)  Fees, dues and allowances. 
 
(e) Profit of a Foreign Company engaged in cable undertakings  
 

Where a foreign company is engaged in the business of transmission of 

messages by cable or any other form of wireless apparatus, it is assessable to 
tax in the same way as foreign companies engaged in air or sea transport 
business.  Its profits which are deemed to be derived from Nigeria are from 
the transmission of messages through its network in Nigeria to pla ces 
outside the country (Nigeria).  

 
Such cable messages originating from Nigeria are deemed equivalent to the 
shipping or loading of passengers, mails, livestocks or goods from Nigeria.  

 
All other provisions relating to the taxation of companies engaged in  air or 
sea transport companies apply exactly in the same way as to companies 
engaged in cable undertakings.  

 
EXAMINERõS REPORT 
 
The question tests candidatesõ understanding of the methods of assessing the 
incomes of individuals, specialized institutions a nd limited liability companies.  
 
Many candidates attempted the question but performance was below average.   
Most of the candidates displayed poor understanding of the methods of assessing 
incomes of specialized institutions.  
 

Candidates are advised to cover all the topics in the syllabus in order to pass in 
flying colours.  
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QUESTION 3 
 
(a) Minimum tax is levied and payable by a company that has been in business 

for four years  and in a particular year of assessment where:  
 

(i)  in ascertainment of total pro fits from all sources, a loss occurs, or  
(ii)  tax on total profits is less than the minimum tax.  
(iii)  Total  profits result in no tax payable . 

 
(b) The procedures for the computation of minimum tax are as follows:  
 

(i)  where the turnover is N500,000 or below, minimum t ax payable shall 
be the highest of:  
 0.5% of gross profit 

 0.5% of net assets 
 0.25% of paid-up capital, or  
 0.25% of turnover for the year 

 
(ii)  where turnover is above N500,000, minimum tax payable shall be the 

sum of: 
 highest factor in (i) above, plus  
 0.125% of turnover in excess of N500,000. 

 
(c) The following companies are exempted from minimum tax provisions:  
  

(i)  a company carrying on agricultural trade or business  
(ii)  a company with at least 25% imported equity  
(iii)  a company operating for the first four calendar years . 

 
EXAMINERõS REPORT 
 
The question covers the tax provisions relating to the computations of a minimum 
tax liability of a limited liability company.  
 

Many candidates attempted the question and the performance was average.  
However, many candidates displaye d poor understanding of part (a) of the 
question. 
 

Candidates are advised to be familiar with tax laws.  
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QUESTION 4 

(a)                        IMOBE ENIGBON (NIGERIA) LIMITED 
COMPUTATION OF INCOME TAX LIABILITIES 

2006 YEAR OF ASSESSMENT 
 
 N  N 
Net profit per accounts   7,100,000 
Add:    
Depreciation of fixed assets 710,000   
Loss on sale of fixed assets 355,000   
Excess rent on M. D.õs house: (N1,065,000 ð N710,000) 355,000   

   1,420,000 

   8,520,000 
Deduct:    

Franked Investment Income   (284,000) 

Adjusted profit    8,236,000 
Deduct:    
Unrelieved loss brought forward    (497,000) 

   7,739,000 
Capital allowances 6,390,000   
Restricted to 66 2/3 x N8,236,000 (5,490,667)  (5,490,667) 

Capital allowance c/f  899,333   

Total profit    2,248,333 

    
Tax payable    

    
(i)   Income Tax payable  N2,248,333 x 30%   N674,499.90 

    
(ii)  Education Tax payable N8,236,000 x 2%   N     164,720 

 
(b) The primary objectives of education tax as introduced by the Government are 

to provide funds for:  
 

(i)  rehabilitation;  
(ii)  restoration; and  
(iii)  consolidation of education in Nigeria.  
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(c) Four peculiarities of withholding tax are:  
 

(i)  A tax payer has no option as to whether to pay it or not as the person 
making the payment is statutorily required to deduct at source.  
Failure to deduct attracts sanctions.  
 

(ii)  It is an advance payment of income tax and can therefore be utilized 
as tax credit against income tax liability of the year to which the 
income relates. 

 

(iii)  It represents the final tax, especially, when the recipient o f the income 
is a non-resident person. 

 

(iv)  Withholding tax credit cannot be used to offset tax liability of prior or 
future years except the year to which the income relates.  It cannot be 
used to settle back year or future year tax liabilities.  

 

EXAMINERõS REPORT 

The question tests candidatesõ knowledge of the tax provisions relating to 
Withholding tax, Education tax and computation of taxes (income and education) 
for limited liability companies.  
 
Many candidates attempted the question but performance was bel ow average.  

Parts (b) and (c) of the question were poorly attempted as many of the candidates 
did not know the primary objectives of Education tax and peculiarities of 
Withholding tax.  
 

Candidates are advised not to ignore the theoretical aspects of the s yllabus.  
 

QUESTION 5 
 
(a) Penalties and offences on VAT: 
 

OFFENCE PENALTIES 
         (i)  Failure/Non -registration for VAT    
              Scheme 

Where Tax payer refuses, he will be 
liable to a fine of N10,000.  If after one 
month, the registration has n ot been 

made, the premises where the business 
is carried on shall be sealed.  
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        (ii)  Failure to submit returns  Penalty of N5,000 for every month in 
which the failure continues.  

  
        (iii)  Furnishing false information  Fine of twice the am ount under -

declared. 
  

        (iv)  Unauthorised/Unregistered     
               person issuing tax invoice  

On conviction, a fine of N10,000 or 
imprisonment for a term of 6 months.  

 
(b) Exceptions to the admissibility of unstamped instruments : 
 

The unstamped or improperly stamped instrument may however be admitted 

under the following conditions:  
 

(i)  where it may be used to prove fraud;  
(ii)  where it is necessary to prove an act of bankruptcy;  
(iii)  where a criminal proceeding is being held.  This is also applicable 

before a rent tribunal or a proceeding before the Commissioner of 
stamp duties;  

(iv)  where the instrument may be admitted subject to an undertaking that 
the instrument would be stamped later; and  

(v) where it is imperative to refresh the memory of a witness.  
 
(c) Short notes on terminologies  
 

(i)  Adjudication  
 

Adjudication is the process of determining the correct amount of 
Stamp Duties payable on an instrument by the Commissioners of 
stamp duties.   
 
The importance of adjudication can be summarized as follows:  

 
Á It satisfies the statutory requirement ; 
Á Where the instrument is duly sta mped under adjudication 

process; the instrument is admissible for all purposes 
notwithstanding any objection as to the duty required to be 
paid ; and 

Á It is the best that can be done to conv ince third parties that an 

instrument is genuine.  
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(ii)  Fixed Duties 

 
These are duties that do not vary with the consideration for the 
document being stamped.  This means that irrespective of the value of 
the instrument, the same amount of duty is payab le. 

 

Examples of instruments assessed by fixed duties include: 
 

Á    Payment receipts 
Á    Cheque leaves 
Á    Bank notes or bills payable at sight  
Á    Proxy forms 

Á    Guarantor forms 
 

(iii)  Ad-Valorem Duties 
 

These are duties that vary with the amount of consider ation and in 

accordance with a scale stated in the relevant schedule fixed by the 
government.  In ad -valorem assessment, the Commissioner of Stamp 
Duties or adjudicator will require to know the amount involved in the 
transaction to enable him determine cor rect duty to pay.  

 
 

  Examples of instruments for ad -valorem assessment include: 
 

Á    Bills of exchange; 
Á    Share capitals of companies; 
Á    Promissory notes; and 
Á    Property valuation . 

 
EXAMINERõS REPORT 
 
The question is on the administration of tax with sp ecial emphasis on VAT and 
terminologies in respect to Stamp Duties.  
 

Many candidates attempted the question but the performance was poor.  Parts (b) 
and (c) were poorly attempted and some candidates could not state the penalties 
for the offences. 
 

Candidates need to be conversant with the provisions of the relevant tax laws on 
Stamp Duties and VAT. 
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QUESTION 6 
 
(a) TOTAL EARNED INCOME OF MR. OJERE FOR 2004 
 
 N 
         Basic salary 600,000 
         Transport allowance (N120,000 ð N20,000) 100,000 
         Housing allowance ( N230,000 ð N150,000) 80,000 

 780,000 
  
(b)     RELIEFS  

         Personal allowance (N5,000 + 20% of N780,000) 161,000 
         Children allowance ( N2,500 x 3) 7,500 
         Dependents (½ x N2,000) 1,000 
         Life assurance relief (Actual)  21,000 

 190,500 

 

 
(c)  Schedule of the Tax Deducted (January to June 2004) 
 

 
 
 

Month 

Monthly 
taxable 

Pay 
N 

Cumulative 
Taxable 

pay 
N 

Total 
Free Pay 
to date 

N 

Total 
taxable 

pay to date 
N 

Cum. Tax 
Payable 
to date 

       N     K 

Tax 
deducted  

 
    N         K 

Tax 
refund  

 
N 

Jan. 65,000 65,000 15,875 49,125 3,412.50 3,412.50 - 
Feb. 65,000 130,000 31,750 98,250 10,237.50 6,825.00 - 
Mar. 65,000 195,000 47,625 147,375 19,475.00 9,237.50 - 
Apr. 65,000 260,000 63,500 196,500 31,125.00 11,650.00 - 

May 65,000 325,000 79,375 245,625 43,406.25 12,281.25 - 
Jun 65,000 390,000 95,250 294,750 55,687.50 12,281.25 - 

 
Workings: 
 
Total taxable pay to date is arrived at , as follows: 
 

(i)  January 
 

 

         N N      K 
 30,000  at  5% 1,500.00 

 19,125  at  10% 1,912.50 

 49,125   3,412.50 
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(ii)  February 
 

 

       N N     K 
 30,000  at  5% 1,500.00 
 30,000  at  10% 3,000.00 
 38,250  at  15% 5,737.50 
 98,250 10,237.50 

   

   
 

(iv)  April   

        N N 
 30,000  at  5% 1,500 
 30,000  at  10% 3,000 
 50,000  at  15% 7,500 
 50,000  at  20% 10,000 
 36,500  at  25% 9,125 
 196,500 31,125 

              
(v) May 

 
 

         N N     K 

 30,000  at  5% 1,500.00 
 30,000  at  10% 3,000.00 
 50,000  at  15% 7,500.00 
 50,000  at  20% 10,000.00 
 85,625  at  25% 21,406.25 
 245,625 43,406.25 

 
  
 
 
 

 
 

(iii)  March  
        N N     K 
 30,000  at  5% 1,500.00 
 30,000  at  10% 3,000.00 
 50,000  at  15% 7,500.00 
 37,375  at  20% 7,475.00 
 147,375  19,475.00 
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(vi)  June 
 

 

       N N      K 
 30,000    at  5% 1,500.00 
 30,000    at  10% 3,000.00 
 50,000    at  15% 7,500.00 
 50,000    at  20% 10,000.00 
 134,750  at  25% 33,687.50 

 294,750 55,687.50 
         
Tax deducted is arrived at by deducting previous monthsõ cumulative taxable pay 
to date from that of the present month.  
 
EXAMINERõS REPORT 
 
The question tests candidatesõ understanding of the computation of tax payable by 
an employee (P.A.Y. E). 
Many candidates attempted the question but the performance was very poor.  Most 
of the candidat es who attempted the question did not attempt part (c) because they 

did not understand same.  
 
Candidates should expect questions on the practical aspect of P. A. Y. E. and should 
be well grounded in its principles.  
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ICAN/092/Q/3        EXAMINATION 

NOééééé.. 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA 
PROFESSIONAL EXAMINATION 1 ð NOVEMBER 2009 

MANAGEMENT INFORMATION SYSTEM 

 

Time allowed ð 3 hours 
 

SECTION A - Attempt all questions  
 
PART 1 - MULTIPLE-CHOICE QUESTIONS (10 MARKS) 
 
1. Which of the following is NOT a characteristic of a good information?  
 

A. Accessibility 
B. Exposure 
C. Accuracy 

D. Secured  
E. Reliability.  

 

2. A communication processor that connects dissimilar networks by providing 
the translation from one set of protocols to another is known as  

 

A. bridge  
B. interface 
C. modem 
D. gateway 
E. connector. 

 

3. Which of the following is NOT a sending and receiving interface device in a 
data communication system? 

 

A. Modem 
B. Facsimile 
C. Protocol 
D. Front-End Processor 
E. Multiplexor.  

 

4. Which of the following is NOT a source of data for decision making in an 
organization?  

 

A. Internal source data   
B. External source data 
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C. Reference data 
D. Data library  
E. Intuition.  

5. Which of the following is NOT a reason for project initiation or development 
of a new system? 

 

A. The current system cannot cope 
B. The need for better internal information for decision making  
C. The provision of competitive customer services 
D. User demands 
E. The opportunities provided by the new technology.  

 

6. The review of the processes of the model of an existing system may be 
referred t o as  

 
A. design 
B. investigation  

C. analysis 
D. evaluation  
E. maintenance.  

 
7. The act of putting in place a system built and tested according to 

specification in the systems development life cycle is known as  
 

A. evaluation  
B. change over 
C. design 
D. implementation  
E. system analysis. 

 
8. Which of the following is NOT a logical access control in the system security 

methods? 
 

A. Use of passwords 
B. Physical restriction of access to the computer room 
C. Handshaking  
D. Encoding of data 
E. Provision of a firewall.  
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9. Which of these is NOT an object-oriented computer language?  
 

A. C++  
B. Java 
C. Small talk  
D. Visual basic 
E. Pascal. 

 
10. Which of the following is NOT true about flowcharting?  
  

A. It shows the logic used in computer programs  
B. It is easy to prepare and reuse  
C. It is a narrative representation of an in formation system  
D. It uses a standard set of symbols to describe pictorially the flow of data 

through a system 
E. It is an analytical technique used to describe some aspect of an 

information system in a clear, concise and logical manner.  
 

 

PART II SHORT ANSWER QUESTIONS (30 MARKS) 
 
1. An original formal record of a transaction is referred to as éééé. 
 
2. Each quantity that is to be processed by a digital computer must be 

converted to a set of binary patterns consisting of ééé. 
 
3. Any of the following divisions  of a business organization: sales, 

administration, accounting etc., is referred to as éééé of the 
organization.  

 
4. A system in which its value or capability is greater than the simple sum of 

the values or capabilities of its individual sub -systems is said to display 
éééé 

 
5. The payroll system is designed to support the éé.. functions in an 

organization.  
 
6. The Executive Support System (ESS) serves the ééé level of the 

organization.  
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7. The use of multiple computers in different locations linked by a  

communications network so that a single job is shared between them is 
termed ééé. 

 
8. Strategies put in place to take care of the unexpected but foreseen computer 

failure is called éééé. 
 

9. A situation where an organization with fluctuating needs for com puter 
processing, pays for only what it uses rather than building a computer centre 
which may be underutilized is referred to as ééé. 

 
10. In order to allow users to operate the system correctly or efficiently they 

need to be ééé. 

 
11. Evaluating a compute r system after it has been installed and is in operation 

is called---------------------  
 
12. The complete switching from an old system to a new one is known as ---------  

 
13. Running a program with known data and known output is called éé.. 
 
14. After system implementation, éééé is an activity that involves making 

modest changes to a system over the course of its working life.  
 
15. The word used to describe the quantum of binary data processed at a time 

by a computer is a ééé.. 
 
16. The final testing of system by the user department after it has passed its 

nominal test is ééé testing. 
 
17. GUI is an acronym for éééé 
 
18. The three types of system maintenance activities are ééé, adaptive and 

perfective. 
 
19. Software designed for general use directly without the need for making any 

special alteration to them are called éééé.  
 
20. The assessment of the strengths and weaknesses of an existing system is 

system ééééé 
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21. A program that propagates itself by attaching codes to other programs or 

data files is called éééé.. 
 
22. The most dangerous health hazard in a computer environment is éé.. 
 
23. The transmission of data of exact duplicate copies of documents including 

exact copies of signatures, pictures and diagrams is called ééé 

 
24. Each quantity which is t o be operated on by a computer is converted to a set 

of binary digits called éééé.. 
 
25. The central information document through which a website is accessed and 

which is linked to all the pages on the same website is called ééé 

 
26. Telecommunications system is a collection of compatible hardware and 

software arranged to transfer ééé. from one location to another. 
 
27. A term commonly used to refer to the relationship among hardware elements 

in a communication network is ééé.. 
 
28. Operating instructions d esigned for those who will use an information 

system are called ééé.. 
 
29. An internet tool capable of using one computer to access another computer is 

ééé.. 
 
30. A meeting that takes place with people who are at physically different sites, 

through the use  of telecommunications technology is called ééé. 
 
 

SECTION B ð ANSWER QUESTION 1 AND ANY OTHER THREE (60 MARKS) 
 
QUESTION 1 - CASE STUDY 
 
KEN-LAWRENCE HOLDINGS AND CO. 
 
Ken-Lawrence Holdings and Co. employs about 100 staff and has five departments; 
Administration, Finance, Medical Services, Information Technology and Property 
Management. 
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Ken-Lawrence Holdings and Co. is responsible for the provision of health services 
for a population of over 700,000 people.  Some departments are located in open -
plan offices.  The departments are networked with desktops, laptops and 
peripherals.  
 
All the departments are further connected within a wide area network.  
 

Recently: 
 

(i)  The administration department noticed slight changes in the personnel files;  
 

(ii)  The finance department noticed some additional disk activities before the 
system could start running;  

 

(iii)  The property management department found out that the operation of the 
system has slowed down so much that it became virtually unusable;  

 

(iv)  In the medi cal department, some of the terminals when started would 
display funny messages.   

 
These developments were reported the I. T. Manager. 
 
Required: 
 
a(i)  What would you suggest was wrong with the system?                         (1 Mark)  
 (ii)  Give FOUR reasons to support your claims.      (4 Marks) 
 
(b) Suggest any EIGHT lapses in Ken-Lawrence that could have caused these 

problems.                        (8 Marks) 
 

(c) List any EIGHT measures that could have been taken to prevent these 
problems. 

                      (8 Marks) 
                    (Total 21 Marks) 

QUESTION 2 
 
(a) Explain and give SIX functions of an operating system.            (9 Marks) 
 
(b) Distinguish very clearly between the following terms as used in recent times:  
 (i)  Information systems an d 
 (ii)  Information technology                (4 Marks) 

           (Total 13 Marks) 
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QUESTION 3 
 
(a) Suggest TWO possible situations in which consultants may be preferred to set 

up a computer department rather th an using in -house personnel.    (4 Marks) 
 

(b) Three of the many job descriptions in a computer department are Data entry, 
Data control and Programming.  Give TWO functions each of the personnel 
employed in these areas.                 (6 Marks) 

 
(c) Give THREE ways by which management can encou rage the staff to accept 

computeri zation of the organization.               (3 Marks) 
 (Total 13 Marks) 

 

QUESTION 4 
 

(a) List any FIVE ways to forestall the risks involved in implementing a new 
system.                      (5 Marks)                     

(b) Write short notes on the following:  
 (i)  Direct changeover.                (2 Marks) 
 (ii)  Pilot implementation.                (2 Marks) 
 (iii)  Phased implementation.                    (2 Marks) 
 (iv ) Parallel implementation.                (2 Marks) 

  (Total13 Marks) 
 

QUESTION 5 
 

(a) Companies these days are now deriving strategic business values from the 
use of the internet.  

 
(i)  Give FOUR  advantages which most companies achieve in the building 

of e-commerce websites. 
(ii)  Give any THREE disadvantages of businesses on the internet.  

            (7 Marks)
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(b) The goal of security management is to ensure the accuracy, integrity and 

safety of all e -commerce processes and resources.  Briefly explain each of the 
following methods:  

 
(i)  Data encryption  
(ii)  Firewalls   

(iii)  Biometric security.                   (6 Marks)       
       (Total 13 Marks) 

QUESTION 6 
 
 (a) Give any FOUR objectives for maintaining a compan yõs information system.

                    (4 Marks)       
(b)i.  What is a disaster recovery plan?                          (1 Mark) 
 
     ii.  Give any THREE key elements required in a disaster recovery plan.  (3 Marks)       
 
(c) As the Chief Information Systems Officer of a company, you are required to 

evaluate the various software that are made  available for the systems 
operations.  List any FIVE software evaluation factors that you need to use in 
performing your assignment.                (5 Marks) 

       (Total 13 Marks)  

 
SOLUTIONS TO SECTION A 
 
Part 1 - MULTIPLE CHOICE QUESTIONS 
 

1. B 

2. D 

3. C 

4. E 

5. D 

6. D 

7. D 

8. B 

9. E 

10. C 
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EXAMINERSõ REPORT 
 
The questions test candidatesõ knowledge on basic principles and concepts in 
information systems. Points expected to be raised cover many topics in the syllabus.  
The performance of the candidates was impressive as 60% of the candidates 
passed. 

 

Part II    - SHORT ANSWER QUESTIONS 
 

1. Source document 

2. 0 , 1 

3. Sub-system/Department/Section 

4. Synergy /Synergism 

5. Accounting 

6. Top /Strategic 

7. Distributed processing  

8. Contingency plan / Disaster recovery plan 

9. Outsourcing 

10. Trained 

11. Post-implementati on review / System evaluation /System review 

12. Direct changeover 

13. Program testing  

14. System maintenance 

15. Word length 

16. Acceptance 

17. Graphic user interface 

18. Corrective 

19. Off-the-shelf packages 

20. Evaluation 

21. Computer virus 

22. Electromagnetic radiation /Screen viewing  

23. Facsimile /Fax transmission 

24. Word 

25. Home page 

26. Signal /Data/Information  

27. Topology 

28. Procedural manual /User manual  
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29. Telnet  

30. Teleconferencing 

 
EXAMINERSõ REPORT 
 

The questions cover the entire syllabus and test candidatesõ knowledge on the basic 
principles and concepts in  information system.  
The performance was just fair as 40% of the candidates passed. 
The major pitfall was that many candidates could not give the exact technical terms 
required.  
 
Candidates are advised to read more on the concepts in information systems.  

 
SECTION B 
 
QUESTION 1  (CASE STUDY) KEN ð LAWRENCE HOLDINGS AND CO. 

a. i.       The network in Ken -Lawrence has been infected by a computer virus.  

ii.  Some reasons to support this claim include:  

 Unexplained changes in the file.  

 The slowing down of the system operations 

 The system displaying funny messages. 

 Additional  disk activities  before the system could start run ning in 

the finance department.  

b. Possible lapses in Ken-Lawrence will include:  

(i)  The use of pirated software. 

(ii)  The use of office system to play games. 

(iii)  Lack of multi -level password system. 

(iv)  Use of terminals by unauthorized persons.  

(v) Use of free software. 
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(vi)  Unrestricted access to the offices. 

(vii)  Non-introduction of updated anti -virus software.  

(viii)  No control over disks used in the company.  

(ix)  Infection via e -mail.  

(x) File download from file sharing network or other non -trusted 

websites. 

c. Measures that could have been put in place include:  

(i)  The use of virus vaccines programs. 
(ii)  The guarding against the use of unauthorized software.  
(iii)  Ensuring that disks received from outside are vir us free before 

use. 
(iv)  Rectification of any flaws in any widely used programs as soon 

as they come to light.  
(v) The establishment of procedures and reviews to minimize the 

chances of virus infections. 
(vi)   Virus control should have been part of internal control syst ems. 
(vii)  There should have been clear demarcation between storage of 

the programs and data files on disk.  
 
EXAMINERSõ REPORT 
 
The question is a case study and it tests candidatesõ knowledge on the causes of 
malfunctioning of information systems and the anticip ated remedies. 

 
All the candidates attempted this question because it is compulsory. 60% of the 
candidates who attempted it scored above 50%. 
 
The major pitfalls were the inability of the candidates to recognize the causes of the 
malfunctioning and to proffer solutions. 
 
The candidates are advised to pay more attention to the possible causes of the 
malfunctioning of computer systems and the possible remedies.  
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QUESTION 2 
 
a. Computer operating system is an integrated system of program that 

manages the operation of the Central processing unit CPU, controls the input 

/output and storage resources and activities of the computer system and 

provides various support services as the computer executes the application 

programs of users. 

Functions of operating system include:  
 User interface: It enables users to communicate with the 

computer via menu or graphic user interface.  

 Resource management: It manages hardware and networking 

resources. 

 File management: It controls, creates, deletes and  accesses data 

 Task management: It manages the accomplishment of 

computing task of end -users. 

 Memory management: It ensures that different programs are 

secured in the memory. 

 Error handling: It bugs errors.  

 Logging: It keeps records of its activities.  

  b.   (i).        Informati on System (IS) is a set of interrelated components 

working together to collect, process, store and disseminate    
information to support decision -making and control in an 
organization.  

   
          (ii).  Information Technology (IT) refers to the hardware,  software, 

other telecommunication networks (e.g the internet), computer -
based resources and management technologies employed to 
transform data resources into an endless variety of information 
products for consumers and business professionals. 
Whereas Information System accepts data resources as input 
and processes them into information product as output,  
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Information Technology is a generic term given to a collection 
of techniques /methods for information /data representation,  
information/data communi cation on digital computers and 
communication networks.  

 
EXAMINERSõ REPORT 

 
The question tests candidatesõ understanding of the major functions of 
Operating Systems. It also requires candidates to be able to distinguish an 
Information System from an Inform ation Technology. 
 
Majority of the candidates attempted this question and performance was 

good as over 60% of the candidate passed. 
 
However a few of the candidates could not give a distinction between 
Information System and Information Technology.  
Candidates are advised to read widely.  

 
QUESTION 3 
 

a. Situations in which consultants may be preferred to set up a computer 

department rather than using In -house personnel include the following:  

i. External consultants are independent and their objective viewpoint 

can be very useful, even if the In -house personnel have a good 

understanding of what is to be done.  

ii.  A consultant may offer specific skills or experience not available in -

house. 

iii.  The skills of the consultant may be needed for a period to get things 

stabilized i n the department.  

iv.  Cost control: The outsourcing would have been predetermined and the 

cost known before the start of the project.  

v. It is also to enable the organisation to focus on its core objectives.  

b.  i.        Functions of Data Entry personnel include:  

 Preparation and verification of source data for entry.  
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 Input prepared data  
 Proper handling of data capture  equipment.  

           
        ii.  Functions of Data Control personnel include:  
 

 Source documents (jobs) from other departments that need to be 

inpu t to the computer are received and documented together with 

control totals which usually accompany the data.  

 Output from the jobs are reconciled here and final output are sent 

to the relevant departments.  

 Setting up procedures for distributing outputs.  

iii.  Functions of Programmers include:  

 Preparing program specifications, including program flowchart 

from analystõs system specifications where necessary. 

 Testing programs using own test data and that supplied by the 

analyst. 

 Producing all necessary program documentation.  

 Coding programs according to the specification and 

incorporating standard software.   

c.  In order to encourage the staff to accept computerization of   an 

organization, the management could:  

(i)  Assure the staff that there will be no retrenchment.    

(ii)  Ensure that staff members are trained so that they are useful in 

the new dispensation.  

(iii)  Carry the staff along during the computerization process.  

(iv)  Familiarise the staff with the new procedures.  

(v) Explain the benefits of the project to the staff.  
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EXAMINERSõ REPORT 
 
This question tests candidatesõ understanding of the preference of outsourcing 
projects to using in -house staff. 

 
Many candidates attempted this question and the performance was fair as 40% of 
the candidates passed. 
 
The major pitfall was the ina bility of the candidates to identify the principal 
functions of the Data entry officer and the Data Control officer.  

 
Candidates are enjoined to pay more attention to the functions of the Data 
Processing staff as it is a critical part of the syllabus.  
 

QUESTION 4 
a. The ways to forestall the risks involved in implementing a new system 

include:  Ensuring  
i. the involvement of the users in the system analysis stage.  

ii.  that the design meets the exact needs of the users. 

iii.  that the quality measures have been followed in the stages of system 

development life cycle.  

iv.  adequate training for the users.  

v. programmes are fully tested.  

vi.  the systems are fully tested. 

vii.  the documentation of the new system.  

viii.  there is a clear cut procedure for system monitoring.  

ix. that there exist a procedure for system maintenance.  

x. that there is availability of a fallback system.  

b. i. Direct changeover 
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This strategy describes the replacement of the old system with a new 
system in a single move eg. Overnight or over the weekend. The main 
challenge of this  strategy is transferring data from the old to the new  
system since the new system must have the existing data to run. This 
strategy is relatively cheap but risky, because if it fails, the entire data will 
be lost. 

         ii. Pilot Implementation  
This strategy requires one or more segments of the company to use the new 
system before the entire company uses it. There is no guarantee that risk is 
eliminated since the increased load on the system , for example, can slow 
the response time. This strategy may be best suited for organizations that 
are well segmented.  

    iii.    Phased implementation  
this strategy introduces the components of the new system one at a time,      
e.g. the organization may start with invoicing, then accounts receivable, 
etc.  Some may prefer this strategy on the argument of reduced risk but 
this may also imply higher cost in relation to others.  

    iv.    Parallel implementation  
   This strategy refers to the use of both systems for a period of time using the    

same data. This is said to be relatively safe but could be costlier than 
others. 

 
EXAMINERSõ REPORT 
 
The question tests candidatesõ knowledge of what is to be done or put in place to 
ensure that a new system about to be implemented works. It also tests candidates 
familiarity w ith the various methods of changeover implementations.   
 

Majority of the candidates attempted this question and performance was average 
as about 50% passed. 
 
However, a few of the candidates who attempted this question could differentiate 
between pilot imp lementation and phased implementation.  
 
Candidates are advised to read the MIS Study pack and other literature on systems 
development.  
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QUESTION 5 
 

a.  i. Advantages derived from building e -commerce websites include: 
 Reduce costs through online sales and customer support. 

 Generate new revenue from online sales. 

 Attract new customers via web marketing and advertising and online 

sales, 

 Increase the loyalty of existing customers through improved web 

customer services and support. 

 Develop new web-based markets and distribution channels for 

existing products.  

 Develop new information -based products accessible on the web. 

 Promote corporate image. 

 Company does not pay rent on a retail store. 

 An online purchase on any item is very quick and easy.  

          ii . Disadvantages of business on Internet: 
 Lack of privacy on financial issues.  

 It is largely unregulated i.e. any item whether prohibited or not could 

be put on sale. 

 The business is not tied to some place the purchaser or investor can 

visit.  

 The credibilit y of the company is largely dependent on the web page 

presentation.  

 The product could only be physically verified on delivery.  

 The investor or purchaser can easily defraud each other in respect of 

payment for the period and services.  
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(b)  i.   Data encryption  

  This involves the use of special mathematical algorithm or key to 
transform  data into scrambled code before they are transmitted, and to 
decode the data when they are received.  

            ii. Firewall  

 This serves as a gatekeeper system that protects a companyõs intranets   
and other computer networks from intrusion by providing a filter and 
safe   transfer point for access to and from Internet and other networks.  

ii. Biometric Security.  
 This involves the use of some unique physical characteri stics such as 

fingerprints, voice prints, retinal scans (i.e a scan of the blood vessels in 

the userõs eye) and hand geometry, for authentication of a user of 
computer based resources. 

 
 This is a òsomething you haveó security authentication technology.  

Authentication is the process of verifying that the user is who he/she 

claims to be. 
  

EXAMINERSõ REPORT 
 
The question tests candidatesõ knowledge of the advantages and disadvantages of 
building an e -commerce website. It also tests some specific security measures 
associated with networks.  
 
Majority of the candidates attempted this question. The performance of the 
candidate was good as over 60% of them passed. 
 
The major pitfall was the inability of the candidates to give correct and satisfactory 
definitions of Firewalls and Data encryption as security measures associated with 
intranet and extranet of organizations.  
 
Students are advised to familiarize themselves more in this core area, as this topic 
is on modern trend in telecommunication.  
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QUESTION 6 
 
     a.  The objectives for maintaining a companyõs information system include: 

 The security for data files.  

 Coping with new technology  

 Competitive edge or advantage 

 Maximum profitability  

 Meeting the changing requirements of a dynamic environment.  

 Ensuring that the initial objectives of the organization are being met.  

b. i. A disaster recovery plan is an arrangem ent that provides for immediate  
access to the alternative computer hardware and the restoration of 
software programs, data and telecommunication  facilities in case of the 

unexpected. 
 
ii. Key elements required in disaster recovery plan are:  

 An emergency plan 
 A backup plan  
 A recovery plan 
 A test plan 

 
c. The software evaluation factors that the Chief Information Officer may 

need for evaluation incl ude: 
i. The security measures inherent in the software.  

ii.    The technology version.  
iii.     The available hardware memory capacity.  

   iv.     Availability of documentation / manual.  
   v.     Accessibility to the Internet.  
  vi.   Robustness. 
  vii.   Maintainability i.e ability to maintain the software.  

viii.   Upgradability i.e is the software capable of being upgraded?  
    ix. Portability.  
    x. Support for database system. 
     xi. Availability of the software e.g. off -the-shelf packages. 
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EXAMINERSõ REPORT 
 
The question tests candidatesõ knowledge of the objectives for an Information 
System in a company, a fallback system in event of a system failure as a result of 
the unexpected and evaluation criteria when choosing a software for a companyõs 
Information  System. 
 

The performance of the candidates was good as over 60% of the candidates passed. 
However, a few of the candidates could not identify clearly the components of 
Disaster recovery plan. 
 
Candidates are advised to study harder for future examination . 
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ICAN/092/Q/4      EXAMINATION NOééééé.ééé 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA 
PROFESSIONAL EXAMINATION I ð NOVEMBER 2009 

BUSINESS LAW 
 

Time allowed - 3 hours 
  

SECTION A  Attempt All Questions 
 

PART I MULTIPLE- CHOICE QUESTIONS (10 MARKS) 
 
 

 
1. Where a scheme is proposed for a compromise, arrangement, or 

reconstruction between two or more companies, who may order separate 
meetings of the companies involved?  
 

A. The court 
B. The Nigerian Stock Exchange 
C. The Directors 
D. The Annual General meeting  
E. The Corporate Affairs Commission. 

 
2. After the three -fourth (¾) majority of the members have agreed to a 

proposed reconstruction or merger with another company at a court -ordered 
meeting, where should the scheme be referred to for approval?  

 
A. The court 

B. The Securities and Exchange Commission 
C. The Corporate Affairs Commission 
D. The Chairman of the Company  
E. The Managing Director. 

 
3. State the minimum number of witnesses that may attest a Will.  

 
A. 1 
B. 2 
C. 3 
D. 5 

E. 4. 
 



 
 

 PATHFINDER   

  

 PROFESSIONAL EXAMINATION I  -  NOVEMBER 2009 
76 

 
 
4. A bill of exchange drawn on a bank payable on d emand is called a  

 
A. promissory note 
B. share warrant  
C. treasury bill  
D. cheque 
E. bank note. 

 
5. Where there is no partnership deed, how may the profits of the partnership 

be shared? 
 
A. According to the amount of investment in the partnership  
B. As determined by the shareholding  

C. Equally 
D. By order of Court 
E. By order of the Corporate Affairs Commission. 

 
6. By which resolution could a company increase its share capital?  

 
A. Extra-Ordinary Resolution 
B. Ordinary Resolution 
C. Special Resolution 
D. Voting Resolution 
E. Conditional Resolution. 

 
7. The document containing the rules and regulations governing the internal 

affairs of a company is called  
 
A. Memorandum of Association 
B. Company Agreement 
C. Shareholdersõ Agreement 
D. Articles of Association 
E. Partnership Deed. 

 
8. Which order does the Federal High court make to protect the estate of a 

debtor upon receipt of a bankruptcy petition?  
 
A. Secured order 
B. Protection order 
C. Receiving order 

D. Discharge order 
E. Bankruptcy order . 
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9. Which ONE of the following is NOT the duty of a Banker to customers? 

 
A. Duty to honour cheques 
B. Duty to give financial advice to customers  
C. Duty of secrecy 
D. Duty to pay only on customersõ authority 

E. Duty not to make unauthorized withdrawals . 
 
10. What is the maximum number of persons that can form a partnership that is 

not for the practice of accounting or law ? 
 
A. 20 

B. 15 
C. 25 
D. 100 
E. 10. 

 

PART II SHORT-ANSWER QUESTIONS (30 MARKS) 
 
1. What is the main objective for the formation of a partnership?  

 
2. Under what law is a partnership registered in Nigeria?  
 
3. What document must a company possess in order to carry on banking 

business in Nigeria? 
 
4. Which statutory body has the sole right of issuing currency notes and coins 

in Nigeria?  
 
5. Which system of law governs the distribution of the property of a man who 

died intestate and was married under Nigerian custom?  
 

6. If a debtor files a de claration of his inability to pay his debts in a Federal 
High Court, his action is called éééééé. 
 

7. In what clause of the Memorandum of Association do the founders of a 
company subscribe their names? 
 

8. What is the name of the document issued by the Corporate Affairs 

Commission upon the registration of a company? 
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9. At what meeting does a company increase its nominal capital?  
 

10. The interest of a shareholder in a company measured by a sum of money is 
known as ééééééééé.. 
 

11. The person appointed by court to conduct  proceedings in winding up of a 
company is called ééééééé. 

 
12. A person that is alive at the death of a deceased and, entitled to the property 

of the deceased is known as ééééé 
 

13. What type of company must engage the services of a professional as 
company secretary? 

 
14. The body established to, among other functions, determine the political, 

economic and social objectives of privatization and commercialization of 
public enterprises in Nigeria is éééééé 
 

15. In an insurance proposal form, information not specifically req uested is 
deemed ééééééé 
 

16. In what proportion is the ultimate residue of the assets of a dissolved 
partnership distributed where there is no partnership deed?  
 

17. Where a married person not subject to customary law dies intestate, who has 
the first priority to  apply for Letters of Administration?  
 

18. From which fund of the company is dividend legally payable?  
 

19. What agency of the Federal Government of Nigeria is charged with the 
responsibility for coordinating the enforcement of the provisions of the 
Money Laundering Act 2004? 

 
20. What is a bill which has been paid in due course called?  
 
21. State the term given to a member of a company who did not vote in favour of 

a merger scheme. 
 

22. If a poll is demanded at a companyõs Annual General Meeting, each 
memberõs vote will depend on ééééé.. 
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23. The provisions of which document determines whether or not a companyõs 
act is ultra vires ? 
 

24. State the class of persons that may restrain the company from embarking on 
ultra vires  act. 
 

25. Who is the person responsible for taking the inventory  of a deceased 

testatorõs estate and paying the debts owed by the deceased? 
 

26. What is the consequence where a Will is not specific as to whom a gift is 
given or the quantity of interest being given?  
 

27. How may decisions affecting the ordinary partnership busi ness can be 

arrived at among partners?  
 

28. State the appropriate person that takes over the property of a bankrupt in 
bankruptcy proceedings.  
 

29. Which property right cannot be enforced by physical possession but by legal 
action? 
 

30. Who is the person that orders money to be paid on his behalf in a Bill of 
exchange? 
 

SECTION B ð ANSWER ANY FOUR QUESTIONS (60 MARKS) 
 
QUESTION 1 
 

(a) Chief Yaya Oba has recently been served with a petition for bankruptcy that  
is before the Federal High Court, Lagos, and has refused to produce an 
inventory of his property.  He has also refused to submit a list of his creditors 
and debtors as well as the debts due and from them.  When the creditors 
called him for a meeting, he declined to attend, and threatened Court action 
against them, alle ging breach of his fundamental human rights.  He also 
vowed never to execute any power of attorney, or deed, or instruments in 
favour of the trustee -in-bankruptcy.  Meanwhile, Chief Yaya Oba has been 
nominated to contest the senatorial election in his sena torial district.  
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Required: 

 
(a) Advise Chief Yaya Oba on the legality of his actions.         (12 Marks) 
(b) What is the course of action open to the creditors?           (3 Marks) 

 (Total 15 Marks) 
 
QUESTION 2 

 
Chief Loya has approached you saying he and 23 of his friends desire to form a 
partnership in Nigeria to manufacture and sell household furniture.  He is however 
doubtful of the eligibility of some of the proposed partners.  These are:  Chief Alaga, 
a successful general furniture merchant; Chief Digbol ugi a rich food merchant with 
a history of past medically confirmed mental illness; Kekere a 16 year old, and Mr. 

Vanus, a citizen of another country currently at war with Nigeria.  
 
You are required to: 
 
Advise Chief Loya on the legality of the partnership  and the competence of the 

proposed partners.                       (15 Marks) 
 

QUESTION 3 
 
(a) Define the term òInsurable Interestó.                (3 Marks) 

 
(b) Explain the following statements:  
 

(i)  an owner of property has insurable interest in his property   (2 Marks) 
 

(ii)  a lessee or tenant has insurable interest in the landed property  

 (2 Marks) 
(iii)  a mortgagee has insurable interest in the mortgaged property   

 (2 Marks) 
(iv)  a trustee has insurable interest in the trust property             (2 Marks) 

 
(v)  a shareholder has insurable interest in the companyõs property   

 (2 Marks) 
(vi)  an employee has an insurable interest in the life of his employer  

           (2 Marks) 
              (Total 15 Marks) 

 

 
 




