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FOREWORD

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

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

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

(i) Lecturers and students interested in acquisition of knowledge in the rel evant
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 of tremendous assistance to
students and those who assist them in their prepar ati ons for
examinations.

NOTES

Although these suggested solutions have been published
under the I nstituteds tithawess

of the Council of the Institute. The suggested solutions are
entirely the responsibility of their authors and the Institute
will not enter into any correspondence on them.
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FINANCIAL ACCOUNTING |l

Time allowed 8 3 hours

SECTION A- Attempt all questions

PART | MULTIPLEEHOICE QUESTIONS (MARKS)

1.

In the context of SAS 13, investment properties are to be valued at

Average cost
Standard cost
Market value
Book value
Transfer value.

moow>»

Some years ago, Gbenga Plc acquired 75% interest in the equity shares of
Agboju Plc. During the year ended 31 December, 2008 Gbenga Plc sold
goods worth 8360,000 to Agboju Plc. Two-fifth of the goods were yet to be
sold by Agboju Plc at the year end. It is the policy of Agboju Plc to invoice
goods at cost plus 33%,%.

Calculate the unrealized profit on stock.

A. N36,000
B. N27,000
C. 8120,000
D. N48,000
E. #&54,000.

Amina Nigeria Plc owned 60% and 70% interest in the ordinary shares of
Bongo Nigeria Limited and Kwame Ghana Limited respectively. In relation
to Amina Nigeria Plc group, Kwame Ghana Limited is a

foreign jointly controlled entity
foreign associate

foreign partner

foreign subsidiary

fellow subsidiary .

mooOw>»
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Below is the Balance Sheet extract of Bello Plc and its subsidiary Shola
Limited.

Bello Plc Shola
Limited
NO O C NOOC
Ordinary shares of 50k each fully paid 1,000,000 200,000
Reserves at 30 April 2004 624,500 150,600
Reserves at 31 December 2008 900,000 362,000

Bello Plc purchased 300,000 ordinary shares of Shola Limited on 30 April
2004. Calculate the amount of non-controlling interests which will appear in
the consolidated balance sheet as at 31 December 2008.

A. N140,500
B. #&87,650
C. N128,150
D. #&50,000
E. N178,150.

Which of the following is NOT a one-off cost in a computerized accounting
system?

Hardware cost

Networking cost

Installation cost

Cost of providing additional space
Data transmission cost.

moow>

The only current assets possessed by a company are cashd2,550,000, stock
7,000,000, Debtors N5,450,000 and the acid test ratio of the company is
1.25:1. What is the current ratio?

2:1

2.34:1
0.23:1
2.43:1
1.95:1.

moow»
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7. A credit balance in the purchase of business account in a business
combination is called

Goodwill

Purchase consideration
Profit on combination
Loss on combination
Negative goodwill.

moow>»

Use the followin g information to answer questions 8 and 9.

The creditors of Big-Ben Limited at the date of a Court winding up order in 2008,
consist of the following:

NO 0 C

PAYE Tax Deduction (2007 N12,000; 2008 N15,000) 27,000
Income Tax Assessment (2007425,600; 2008 §20,400) 46,000
21 months rates 31,500
Loan for payment of salary 50,000
18 months NPF deduction 12,500
Sundry creditors 128,000

295,000

The sundry creditors are to be settled at a dividend of 90 kobo in the Naira.
8. Calculate the preferential creditors.

A. N115,900
B. N111,733
C. N121,100
D. N116,933
E. #&71,100.

9. Calculate the unsecured creditors.

N166,300
MN170,467
N165,267
N211,100
~161,100.

mooOw2»
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Which of these accounting entries is made to record the agreed purchase
consideration in the book s of the absorbed company?

Debit realization account, credit sundry members account

Credit realization account, debit sundry members account

Credit acquiring company account, debit realization account

Debit acquiring company account, credit realization account

Debit acquiring company account, credit

moow>
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PART IISHORTANSWER QUESTIONSO MARKS)

1. A situation in business acquisition whereby a subsidiary company at the end
of the acquisition becomesthe par ent company i s known as
2. Subsidiaries owned indirectly by a parent company arec al | ed ¢é é é
3. In the consideration of foreign subsidiary the profit and loss account items
are converted at éée. rate.
4. Ezinwa Plc has 70% interest in a foreign subsidiary based in Accra Ghana. It

received an interim dividend of &35,000 from the subsidiary during the
accounting year ending 30 June 2009. The prevailing exchange rate at the
time of the payment of the interim dividend was 25 cedi to one naira.
Calculate the amount of the interim dividend contained in the profit and loss
account of the foreign subsidiary.

Use the following information to answer questions 5 and 6

PROFIT AND LOSS ACCOUNT EXTRABHEKO LIMITED

MO OC NOOC

Profit before taxatio n 465,000

Taxation (139,500)

Profit after taxation 325,500
Dividend 0o preference 25,500
Ordinary 50,000
General Reserve 100,000

(175,500)

150,000

5. Calculate the non-controlling interest for consolidation purp ose if Fela Plc

acquired 80% interest in equity of Beko Limited, with no interests in
preference share capital.

6. What is the amount of the non -controlling interest for consolidation purpose

if Fela Plc acquired 70% and 40% interests in the equity and preference
shares of Beko Limited respectively?
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Use the following information to answer questions 7 and 8.

Rejoice Plc purchased 80% interest in the ordinary shares of Wisdom Limited for
N178,500 when profit and loss account balance was 825,000 debit. An extract
from the balance sheets of the companies revealed the following as at 31 December
2008.

BALANCE SHEET EXTRACT

Rejoice Plc  Wisdom PlIc

NG 0 C NO O C
Ordinary shares of N1 each 1,000,000 200,000
10% preference shares of¥1 each 500,000 100,000
Profit and loss account 480,000 168,000
7. Calculate the goodwill on consolidation.
8. Determine the amount for profit and loss account which will appear in the

Consolidated Balance Sheet as at 31 December 2008.

grou
e [

0s cash fividend/ pagl t ta t nermeontrolling d
h o er

I n p
shar d s is classified under éeéeée.
10. Identify any two items likely to appear in the main menu on a sales ledger
package.

11. From the following information, calculate the stock turnover period to the
nearest number of days.

Turnover A500 million
Average stock &250 million
Gross profit % 20%

Days inthe year 360
Use the following information to answer questions 12 and 13.
Balance of over-provision in the tax liability accounts is #&414,800
Estimate of tax on profit for the year is 81,493,800

Tax paid during the year was the balance in the tax liability account at the
beginning of the year.
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13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

PATHFINDER

What amount should be charged to the profit and loss account for the year?
What would be the balance in the tax liability account at the year end?

From the following information, calculate the earnings per share

NO mi |
Profit before interest and tax 680
Interest 160
Tax 120
Preference dividend on profits for year 48
Ordinary share capital at 8N0.50 800

Why is land not a depreciable asset?

In a cash flow statement, under which of the three main headings would
cash received from sale of property be reported?

State one main characteristic of cash and cash equivalent.

The class of users who are interested in all aspects of the financial

i nformation is the ééeéeécéé

When a company has excessive amount of capital in relation to its level of

operation, the company is described as

In a business combination, state the double entry for the liabilities taken

over by the new business in the books of the old business.

Where there are no dependable estimates or where there are inherent
uncertainties which made forecast unr el i
recognize profit on long -term contract.

In accordance with the provision of SAS 6, the profit realized from the sale of

a discontinued | ine of business is ééee

Using the information in questions 23 and 24, calculate the deferred tax provision.
The tax rate is 30%.

23.
24,

Asset with a carrying value of 8500million is revalued at &750m.

Rent received in advance was 8100million, tax is charged on cash basis.
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Use the following information to answer questions 25 to 27.

Consolidated profit and loss accounts for the year ended 30 September 2009

NO M NO M

Group profit after tax 1,000
Share of associatedc 167
Profit before tax 1,167
Group tax 366
Share of associatet 82
(448)
Profit after tax 719

Consolidated Balance S$heets (Extracts) as at 30 September 2009

2008 2009
NO m NO m
l nvest ment i n Assoc 621 635
Loan to associate 409 518
Current assetsd Debtors 258 345

Included within the group debtors are the following amounts:

Dividend receivab le from associate 39 65

Current account with associate 95 54

25. Calculate increase in debtors to be adjusted in the consolidated cash flow
statement.

26.  How much is shown under cash flow from investing activities?

27. Calculate dividend receivable from the associate to be reflected in the
consolidated cash flow statement.

28. State how dividend received from associate is accounted for in the
consolidated cash flow statement.

29. State the effect of the deficiency in the private estate of a bankrup t on the
statement of affairs.

30. Given ordinary share capital of &1 per share with total value of NO900m. A

reduction of each shareby 80 . 6 5 per share would require
Accountwith 8585 m and a credi tN68m éééé. . with
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SECTION B ATTEMPT QUESTION 1 AND ANY OTHER THREE (60 MARKS)

QUESTION 1

The following are the Consolidated Balance Sheet and parent company Balance
Sheet (PROGRESS LIMITED) as at 30 June 2009.

Consolidated Progress
Balance Limited
Sheet Balance
Sheet
NOOOO NOOOC
FIXED ASSETS
Freehold land & Building 318,500 211,000
Plant & machinery 156,800 125,000
Goodwill 214,200 -
Investment in subsidiary (126,000 shares) - 378,000
CURRENT ASSETS:
Stock 304,010 177,800
Debtors 176,050 116,900
Dividend receivable - 12,600
Cash at bank 60,900 -
1,230,460 1,021,300
FINANCED BY
Ordinary share capital 350,000 350,000
Capital reserve 231,000 231,000
Profit and loss accounts 199,710 88,200
Non-controlling interest 30,800 -
CURRHET LIABILITIES:
Creditors 321,650 174,300
Taxation 67,900 51,800
Bank overdraft - 98,000
Dividend 29,400 28,000

1,230,460 1,021,300

You are provided with the following additional information:

0] The group has only one subsidiary called Professional Nigeria Limited
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(i) The profit and loss account of the subsidiary, Professional Nig. Limited had a
credit balance of M42million at the date of acquisition.

(i)  The parent company (Progress Limited) invoiced goods of #10.5 million to
the subsidiary, the goods had cost 8.4 million to the parent company.
These goods had not been paid for by the subsidiary and they still remain in
the closing stocks of the subsidiary company as at 30 June 2009.

(iv)  There is right of set-off between overdraft and bank balances.
(v)  Shares are denominated at N1 per share.

(vij There is no capital reserve in Professional Nigeria Limited financial
statements as at 30 June 2009.

Required:

Prepare the Balance Sheet of Professional Nig Limited as at 30 June, 2009. (Show
all relevant workings). (15 Marks)
QUESTION 2

Wayoo-Ojoro Nigeria Limited got into financial difficulties and on 30 June 2009, a

Receiver was appointed by the debenture holders with floating charge; and a
liquidator was appoint ed on 31 October 20009. On the
appointment, the trial balance of the company was as follows:

NOOOOC NOOOC

Plant and machinery 305,000

Stocks 183,750

Debtors and creditors 102,500 178,750

Mortgage loan 20,000

Taxation (2007 ¥65,000; 2008 &30,000) 95,000

10% Debentures 120,000

Debenture interest accrued (30 June, 2009) 6,000

Motor vehicle 94,800

Profit and loss account 80,000

Cash in hand 20,200

Capital reserve 11,500

5% preference shares ofN1 each fully paid 30,000

Ordinary shares of &1 each fully paid 250,000

Ordinary shares of 81 each 60k paid up 75,000
786,250 786,250
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Additional information:

(i) Creditors consist of: N
PAYE tax deductions (January to June 2009) 18,400
NPF contribution 7,600
Local rates (16 months to 30 June 2009) 4,800
Loan for settlement of staff salaries 47,450
Sundry trade creditors 100,500

178,750

Sundry trade creditors have agreed to accept a di vidend of 92K in the naira in full
settlement.

(i) The mortgage loan was secured on a fixed plant with a book value of
40,000,000 but was realized by the Receiver for %31,800,000.

(i)  The Receiver also realized the remaining plant and machinery for
N228,600,000 and the motor vehicle for #§49,950,000.

The expenses of the Receiver wasN9,840,000, while the remuneration was agreed
at N6,000,000 plus 3% of the amount realized. On 31 October he made all his
obligator y payments and transferred to the L iquidator t he balance of cash in hand.

(iv)  The liquidator realized the stock for #102,226,000 and collected only 65% of
the book debtors. His expenses and remuneration were ¥12,300,000 and
N25,440,000 respectively.

(v)  The preference shareholders were to be settled at a premium of 10 kobo per
share before the ordinary shareholders.

Required:

Prepare the final accounts of

0] The Receiver and (8 Marks)
(i) The Liquidator (7 Marks)

(Total 15 Marks)
QUESTIONS

(@) Explain the following terms as it relates to bankruptcy.
(1) Statement of Affairs
(i) Preferential debts (5 Marks)
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(b) Pastor Rasak filed his own petition in bankruptcy. The balance sheet of his
business as at 31 March 2009, the date of the receiving order, is as follows:

NO 0 C NOOOO
LIABILITIES ASSETS
Capital 25,000 Freehold premises 50,000
Profit for the year 10,000 Furniture & equipment 37,500
35,000 Stocks 12,500
Less: drawings 5,000
30,000
Trade creditors 54,000 Trade debtors 17,500
Bank balance 3,000
Bank overdraft 37,500 Cash in hand 1,000
(Secured on freehold premises)
121,500 121,500

Additional information:

0] The business assets of Pastor Rasak are estimated as follows:

NO O C
Freehold premises 65,000
Furniture and equipment 9,000
Trade debtors 13,500
Bank balance 3,000

(i) Trade creditors included an amount of 83,750,000 regarded as
preferential.

(i) Pastor Rasakds per sonal assets I ncl u
5,000,000, a savings account maintained with Trust Microfinance
Bank (MFB) Limited standing at 1,875,000, a plasma TV valued at
M875,000. His personal liabilities were #500,000 due to staff and
1,250,000 for unsuccessful football forecast due to his pool agent .

(iv)  The value of his personal assets and liabilities remained unchanged.

PROFESSIONAL EXAMINATION Il - NOVEMBER 2009 ‘



PATHFINDER

You are required to prepare as at 31 March 2009:

® A Statement of Affairs (5 Marks)
(i) Deficiency/surplus accounts. (5 Marks)

(Total 15 Marks)
QUESTION 4

The following information have been extracted from the financial statements of
Zobo Plc.

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2008

NO 0 C NOOC

Turnover 60,000
Cost of sales (30,000)
Gross profit 30,000
Selling and admin. Expenses (10,000)
Profit before tax 20,000
Taxation (6,000)
Profit after tax 14,000
Transfer to revenue reserve 2,000
Dividend 3,000

(5,000)
Retained profit for the year 9,000

BALANCE SHEET AS AT 31 DECEMBER 2008

NOOC NOOC
Fixed Assets:

Freehold property 40,000
Plant and machinery 18,000
Furniture and fittings 12,000
70,000
Current Assets
Stocks 2,000
Debtors (less provision) 1,400
Cash balance 3,600
7,000
77,000
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Sharehol derso6 funds:
Ordinary share capital of 50k each

Share premium

General reserve

Retained profit

50,000
1,000
2,000
9,000

62,000

Liabilities:

10% debentures 7,000
Trade creditors 600
Taxation 6,000
Dividend 1,400

Additional information:

15,000

77,000

® Selling and admin expenses included the sum of #700,000 paid as interest.
(i) The current market value of Zobo Plc share is 86.44 per share.
Required:
€) Calculate the following financial ratios:

® Stock turnover

(i) Debtorsd collection period

(i) Return on Shareholdersdéd Equity (ROSE)

(iv)  Return on Capital Employed (ROCE)

(V) Gross profit margin

(vi)  Net profit margin

(vii)  Interest cover

(vii)  Earnings per ordinary share

(ix)  Dividend per share

x) Price earnings ratio

(xi)  Dividend yield

(xii)  Earnings yield (12 Marks)
(b)  State SIX liquidity and short -term solvency ratios. (3 Marks)

(Total 15 Marks)
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QUESTION

@) Explain the following methods and procedures followed by the oil and gas
companies in accounting for exploration and development costs according to
SAS 14 0 ACCOUNTING IN THE PETROLEUM WETRY (UPSTREAM

ACTIVITIES)

® Full Cost Methods (2 Marks)
(i) Successful Efforts Methods (2 Marks)
(i)  Reserve Recognition Accounting (2 Marks)

(b)  JACKO OIL Limited was formedwith authorized share capital of N2 billion of
which N1.2 billion was issued and fully paid. The company engaged in oil
prospecting investment in the off -shore coast of Bayelsa State of Nigeria.

During the first year of operations, the following transac tions took place:

0] Exploration and development cost:

NG OC
AREA W 800
AREA X 660
AREAY 100
AREA Z 120
(i) By the end of the first year
Area W - was fully explored yielding 90,000 barrels
Area X - was fully explored yielding 440,000 barr els out of
which 240,000 barrels were extracted
Area Y - exploration abandoned because no oil was found

Area Z

exploration has reached an advanced stage
but the quantity of resources was yet to be
established

(i)  Average production cost in each area of production is estimated at
M1.00 per barrel.
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(iv)  The company is obliged to sell all its oil to NNPC at N5 per barrel and
the company reckons that its selling price of crude oil and production
cost will not change adversely in the nearest f uture.

(v) The company paid 81 million for the operating licence (OPL) and it is
the normal practice to amortise licence cost over five years.

Required:

Prepare the Revenue Accounts for the first year of operation using full cost,
successful effort and reserve recognition accounting method s. (9 Marks)

QUESTIONG

(Total 15 Marks)

Jaycee Industries Plc uses the following codes in its nominal ledger:

11500/00011/0008
11500/00013/0006
11500/00016/0003
11300/00015/0004
11300/00014/0007
10202/00101/0002

Required:

Sales of computers in Abuja

Sales of printers in Enugu

Sales of flash drives in Ibadan
Purchase of monitors from Kaduna
Purchase of keyboard from Lagos
Commissions to marketers in Onitsha

(a)  State the codes for the following:

® Commission to marketers in Abuja

(i) Sales of Computers in Onitsha

(i)  Sales of printers in Lagos.

(iv)  Purchase of flash drives from Enugu

(v) Purchase of keyboard from Ibadan

(vi)  Commission to marketers in Lagos

(vii)  Purchase of monitors from Enugu

(vii) Sales of keyboard in Abuja

(ix)  Sales of flash drive in Onitsha

(x) Purchase of printers from Ibadan. (5 Marks)
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(b)  One-off costs associated with developing a computerized accounting system
can be capital or revenue in nature.

Give FOURexamples each of one-off cost; capital and revenue. (4 Marks)

(c) State any SIX uses for which the electronic spreadsheet can be employed in
Accounting. (6 Marks)
(Total 15 Marks)

e e ©
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SOLUTIONS TO SECTION A

PART1 MULTIPLECHOICE QUESTIONS

1. C
2. A
3. D
4. A
S. E
6. B
7. A
8. C
9. E
10. D
Tutorials:
2. Unrealised profit on stock -
N360,000 x 2/5 x 33'/, = 836,000
133",
4, Non-controlling interest -
100 x (N200,000 + M362,000) = 8140,500
400 1
6. Current ratio = Current Assets

Current Liabilities
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Current Liabilities = N2.55m + N5.45m = N6,400,000
1.25
= N2.55m + N5.45m+7m_ = 2.34:1
N6.4m
8. Preferential Creditors N6 OOO
Paye (tax) 15,000
Income tax 25,600
Rates (12 months) 18,000
Loan for salary 50,000
NSITF 12,500
121,100
9. Unsecured Creditors NOOOO
PAYE 12,000
Income tax 20,400
Rate (°/;, x 31.5m) 13,500
Sundry Creditors (234,200 - 128,000) 115,200
161,100

EXAMI NERS3 REPORT

The questions testmany aspects of the syll abus. Candi
average. The commonest pitfall was the inability of candidates to calculate
correctly the preferential and unsecured creditorsinq uesti ons 688 and 609¢

Candidates are advised to pay more attention to computation of preferential and

unsecured creditors in bankruptcy or liquidation situation as well as other aspects
of the syllabus for better performance.
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PART I SHORTANSWHR QUESTIONS

© ® N o g0 » w DR

 —
©

11.
12.
13.

14.

15.

16.

17.

18.
19.

Reverse Acquisition
Sub subsidiaries
Average

N1, 250,000
N85,500

105,300

N38,500 positive
N634,400
Financing

0] Enter transactions details
(i) Update account details
(i)  Sales ledger reports

(iv)  End of period

(V) System configuration

(vi)  Exit or Quit

225 days

§1,079,000

1,493,800

22 kobo

Land has unlimited useful life
Investing activities

i) Amount receivable is certain
i) Minimal risk of fall in value.

i) Cash is received at short notice

Management

Overcapitalised or undertrading

PROFESSIONAL EXAMINATION I
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20. Debit - Liability Account
Credit - Realization Account
21. Completed contract

22.  Extraordinary

23. N7/5m
24. 0 or Nil
25. M61m
26 MN109m
27. NASM

28.  Operating activities

29. No effect

30. ) Share capital
i) Capital reduction

TUTORIALS

4. N35,000 x 25
0.7

= N 1,250,000

5. N25,500 x 20%@325,500 8 25,500)

1

= 85,500
6. [@ X 25,500]+ [1@ X §(325, 500 625,500)]

100 1 00 1

= 15,300 + 90,000

= N105,300
7. N178, 500 6 80% (200,00008 25,000) = N38,500
8. N480, 000 + 80% (168,000 + 25,000) = N634,400
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11. Stock Turnover Period = AveragesStocy @ s X 360days

= N250m x 360days
80% xN500m 1

= 225days

12. N1,493,800 0 N414,800 = N1,079,000

14. N680mM 0 N160m d N120m 6 N48m

800m + 0.50

= 22 kobo
23.  Carrying value MN750m

Tax base 500m

Temporary difference 250m

Tax provision(30% of 500 m) 75m
24.  Carrying value MN100m

Tax base 100m

Temporary difference Nil
25.  (N345 0 N65m) 0 (N258m d N39m) = N61m
26. Loanto Associates = N518m - N409m = N109m

27. (N621m + N39m + N167m) - (N635m + N65m + N82) = N45m
29. The deficiency in the private estates is not inclu ded in the statement of
affairs.
EXAMINERSSREPORT
The questions test various aspects of the syllabus. The performance of the
candidates was below average. Most of the candidates could not correctly carry out

basic accounting calculations.

Candidates are advised to pay attention to all sections of the syllabus.
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SOLUTIONS TO SECTION B

QUESTION 1

PROFESSIONAL NIG. LTD.
BALANCE SHEET AS AT 3QUNE 2009

Fixed Assets

Freehold Land & Buildings (318,500 6 211,000)
Plant & Machinery (156,800 & 125,000)

Current Assets

Stocks (w2)
Debtors (w3)
Cash & Bank (60,900 + 98,000)

Current Liabilities
Creditors (321,650 + 10,500 8 174,300)
Taxation (67,900 6 51,800)
Proposed Dividend (w1)

Net Current Assets

NET ASSETS

FINANCED BY:

Ordinary Share (126,000 + 0.9)
Profit & Loss Accounts (w4)

WORKNG NOTES

1. CONTROL OF PROGRESS LIMITED

DIVIDEND PROPOSED

Per consolidated balance sheet
Less:

Parent Company proposed dividend

PROFESSIONAL EXAMINATION I

N6 OC N6 OC

107,500
31,800
139,300
128,100
69,650
158,900
356,650
157,850
16,100
14,000
187,950
168,700
308,000
140,000
168,000
308,000
NOOC
29,400
28,000
1,400
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Add:

Dividend receivable from subsidiary by parent 12,600

Total dividend proposed by subsidiary 14,000

Control of parent over subsidiary = Total Dividend Receivable

by Parent Company
Total dividend proposed by
subsidiary.

= 12,600 x 100 = 90%
14,000 1

Non-controlling interest (100% -90%) = 10%

2. STOCKS NOOO
Per CBS 304,010
Add:

Unrealized profit (10,500 6 8,400 x 90%) 1,890
305,900
Less: Parent company stock balance 177,800
128,100

3. DEBTORS

Per consolidated balance sheet 176,050

Intra group debt 10,500

186,550

Less: Parent Company Debtors 116,900

69,650

4. Subsidiary Company 8 Profit & Loss NO
Non-controlling Interest per CBS 30,800
Less:

Non-controlling Int. in sub. Share capital 14,000
Non-controlling Int. in parent company

Profit & Loss balance 16,800
Subsidiary profit & loss balance (16,800 + 10%) 168,000

EXAMI NERSd REPORT

The question tests candidatesd ability to p

on parent companyds and consolidated bal ance

The performance was poor. The commonest pitfall was that cand idates could not
derive the control of parent company over the subsidiary. Moreover they could not
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sheet figures.
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the necessary

adjustments to

Candidates are advised to pay more attention to basic principles guiding the
preparation of consolidated accounts.

QUESTION 2
WAYOQ OJORO NIGERIA LTD.
RECEI VERG6S FI NAL ACCOUNT
Receipts NGO 0 C NO O (¢ Payments: NGO OC N3 0C
Cash in hand 20,200 | Expenses 9,840
Realizations Remuneration (w2) 15,311
Fixed plant 31,800 Secured creditors-loan 20,000
Other plants & 228,600 Preferential creditors 142,050
machinery (wl)
Debentures with floating:
Motor vehicle 49,950 310,350 Principal 120,000
Accrued interest (w3) 10,000
Balance transferred to
liquidator 13,349
330,550 330,550
LI QUI DATOR3S FI NAL ACCOUNT
Receipts: NO 0 ¢ Payments: NO O C
Balance from Receiver 13,349
Realizations: Expenses 12,300
Stock 102,226 | Remuneration 25,440
Debtors 66,625 | Unsecured creditors (w1) 123,660
Call Return to shareholders
125,000,000 ordinary shares at
(N0.8992 0 NO0.6) 37,400 | 50% preference shares 33,000
Fully paid ordinary shares (w5)
250,000,000 shares at 80.1008 25,200
219,600 219,600

PROFESSIONAL EXAMINATION I
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Workings:
1. Analysis of Creditors: Preferential Unsecured
N6oOC NOoOC

PAYE tax deduction 18,400

Pension contribution 7,600

Local rates 3,600 1,200

Loan for settlement of staff salaries 47,450

Sundry trade creditors (0.92 x 92,460

N100,500)

Taxation 65,000 30,000
142,050 123,660

2. Receiver Remuneration N6,000,000 + 3/100 x N310,350,000
= N15,310,500 or N15,311,000 (approx.)

3. Debenture interest = N6,000,000 + 10 x N120,000,000 x 4/12

100
= N10,000,000
4. Deficiency/Loss per share: NO O C
Total Deficiency = 5% preference shares (balance) 12,200
Ordinary shares fully paid 250,000
Ordinary shares partly paid 75,000
N337,200
Therefore: Loss per share = N337,200
N375,000
= NO0.8992
5. Return to Preference Shares: N6 OC
Share Capital 30,000
Premium on liquidation 10k per share 3.000
N33,000

EXAMI NER3S REPORT

The question tests the preparation of receipt and payment accounts of receivers
and liquidators.
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Candidates have clear understanding of the question and their performance was
generally above average.

However, the commonest pitfalls of the candidates include the following:

a. Inability to identify and classify preferential and unsecured creditors.
b. Wrong computation of re ceiverd remuneration.
C. Inability to correctly determine the balance due to the liquidator.

Candidates are advised to consult relevant and recommended text books on this
topic in order to perform better in future examinations.

QUESTION 3

a. (i) STATEMENTOF AFFAIRS
This is a statement showing assets and liabilities at break up values as at the
date of the receiving order.

The Statement of Affairs prepared under Bankruptcy Act 1979 (as amended)
should be submitted within 7 days if filed by debtors, and fou rteen days
where the creditors filed the petition, except if the court grants an ex tention.

Statement of Affairs must be supported by the debtor, with sworn affidavit
by the debtor.

(i) PREFERENTIAL DEBTS

These are debts due from the bankrupt to the States at the date of the
receiving order which have become due and payable within 12 months

before the date of the bankruptcy, for example , wages and salaries
(including Commission) of any employee over a period of four months to the

date of the bankruptcy not exceeding 8300 per employee.
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b. PASTOR RASAK
(i) STATEMENT OF AFFAIRS AS AT30ARCH 2009
Gross Liabilities Expected | Asses Estimated
Liabilities to Rank to Realise
NGO 0 C NO 0 ( NGO 0 C N3O OC
Cash 1,000
Unsecured Cash @ Bank (3000 + 1875) 4,875
50,750 | Creditors 50,750 | Furniture & equipment 9,000
Motor vehicle 5,000
Secured Stock 12,500
37,500 | Creditors 37,500 Trade Debtors 13,500
Plasma TV 875
Value of
Security 65,000 46,750
Surplus 27,500 Surplus on security 27,500
74,250
3,750 | Preferential Preferential creditors (3,750)
Creditors 3,750
Surplus 19,750
70,500 70,500
(i) SURPLUS ACCOUNT
Items Increasing Surplus: NO 0 C [tems Reducing Surplus: NOOC
Excess of Assets over Liabilities 32,250 Drawings 5,000
Losses written off:
Furniture & Fittings 28,500
Profit for the year 10,000 Debtors 4,000
Freehold premises 15,000
Surplus per statement of 19,750
affairs
57,250 57,250
EXAMINERSOREPORT
The question testscandi datesd® knowl edge of t he

Statement of Affairs, Preferential Debts and Deficiency Accounts.
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Candidatest performance was above average but few candidates could not give
correct definition of preferential debt and Statements of Affairs, and demonstrate
an understanding of the provisions of the Bankruptcy Act.

It is important for candidates to familiarize themselves with the provisions of the
Bankruptcy Act and Companies and Allied Matters Act Cap C20 CFN 2004.

QUESTION 4
i) Stock Turnover Cost of Sales
Average Stock
= N30,000
N2,000 = 15 times
i) Debtors Collection Period = Debtors x 365 days
Sales
= N1,400 x 365
60,000 = 9 days
iii) Return on shareholders equity = PAT x 100
Shareholders fund
= 14,000 x 100
62,000
= 22.58%
iv) Return on capital employed = PBIT X 100
Capital employed
= §20,700 x 100
N69,000
= 30%
V) Gross profit margin = Gross Profit x 100
Sales
= N30,000 X 100
§60,000
= 50%
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Vi)

vii)

viii)

Xi)

b)

Net Profit margin

Interest cover

Earnings per share

Dividend per share

Price/Earnings Ratio

Dividend Yield

PATHFINDER

Profit before tax x 100
Sales

20,000 x 100

N60,000

Profit Before Int. & Tax
Interest

N20,700

N700 = 30 times

PAT

Not of ordinary shares issued
N14,000

100,000 shares = 14 kobo

Dividend for the year

No of ordinary shares issued
N3,000

100,000 share = 3 kobo

Market Price Per Share

EPS
N6.44
NO0.14 = 46 Times
EPS x 100
Market price per share
N0.14 x 100
N6.44 = 2.17%

Six liquidity and short term solvency ratios:

- Stock Turnover

- Current ratio

- Liquidity ratio/Quick ratio/Acid Test ratio

- Debtors Collection Period

- Creditors Payment Period

- Cash ratio
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EXAMINERSGREPORT

The question tests candidatesd6 understanding
of ratios.

Performance was above average, although few candidates could not correctly
compute Return On Capital Employed (ROCE)nd Interest Cover.

Candidates are advised to learn how to compute ROCE and Interest Cover.

QUESTION 5
a) () FULL COST METHOD

This method involves capitalization of acquisition, exploration and
development costs, irrespective of whether or not the activities resulted in
the discovery of oil reserves.

The method allows costs to be carried forward where the value of the reserve
discovered is at least equal to the cost incurred. However, full cost
accounting takes into consideration all the operations of the company and
not just the particular area where oil is discovered. The basis of
amortization in O6fulréksereeost met hodd is pro

(i) SUCCESSFUL EFFGRMETHOD

Under the successful effort method, cost associated with successful wells are
capitalized while costs of unsuccessful acquisition and exploration activities
are expensed. The use of celling tests is not mandatory under the successful
effort method and the basis of amortization of pooled cost is only on unit of
production basis. The basis of amortization is proved developed reserve.

(i) RESERVE RECOGNITION ACCOUNTING

With this method, revenue is recognized when the reserve is discovered
rather than when the oil is sold. The method allows an enterprise to
recognize the value of proved oil and gas reserve as assets. Changes in such
reserves are valued as earnings in the financial statements. The method is
not in common use and is not recommended by SAS 14.
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b) JACKO OIL LTD
REVENUE ACCOUNT FOR THE FIRST YEAR

Full Cost Successful Reserve

Method Effortd s Recognition
Method Accounting
N3 O | NS O NSO

Sales (w1l) 1,200 1,200 2,650
Less:
Expenses:
Operating license (w2) (200) (200) (200)
Production cost (w3) (240) (240) (530)
Exploration & Develop (w4) (702) (900) (1,560)
Net profit (loss) 58 (140) 360

Working Notes:

1. Sales - Full Cost 85x240, 000 = 1,200,000
Successful effort N5 x 240,000 = 1,200,000
Reserve recognition N5 x (440,000+90,000) = 2,650,000
2. OPL N1. 000,000 N200,000
5
3. Production Cost
Full CostfMN1, x 240,000 = N240,000
Successful effort 1, x 240,000 = N240,000
Reserve recognition = M1 x 530,000 = M530,000
4. Exploration & Development Cost
Full Cost Method Quantity NOOOO
Area W 90,000 800
Area X 440,000 660
AreaY - 100
Area Z -

530,000
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Amount to be capitalized is lower of

290,000 i.e. (90,000+440,000 0 240,000) x 1,560,000 = N858,000
530,000 1

and
(5-1) x 290,000 i.e.(200,000+90,000) = 1,160,000

Amount to be written off to P & L= N1, 560,000-858,000 = 702,000

SUCCESSFUL EFFORT METHOD

Amount
Total Amount Capitalized Amount Written off
NOOOO NOOOO NOOOO
(5-1) x90
Area W 800 360 440 i.e.(800 0 360)
Area X 600 Lower of
(@) 200x660= 300 360i.e.(660 & 300)
440
and
(b) (5-1) x 200 =800
AreaY - 100
Area Z - -
900
Working
Amount written off
N6 OO0O0)
Area W 800
Area X 660
Area Y 100
Area Z --
1560
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EXAMINERSGREPORT

The question tests candidatesdknowledge of the methods of accounting for oil and
gas industries and their application.

Majority of the candidates did not attempt the questi on; while the few that
attempted performed poorly.

The commonest pitfalls of the candidates include the following:

a. Poor knowledge of the provisions of SAS14 Accounting in the Oil and Gas
industry (upstream activities).

b. Inability to distinguish between v arious types of costs in the Oil and Gas
industry.

Candidates are advised to study the relevant provisions of the standards on oil and
gas accounting.

QUESTION 6

a. i) 10202/00101/0008
ii) 11500/00011/0002
iii) 11500/00013/0007
iv) 11300/00016/0006
V) 11300/00014/0003
Vi) 10202/00101/0007
vii)  11300/00015/0006
viii)  11500/00014/0008
iX) 11500/00016/0002
X) 11300/00013/0003

b) One-off Cost (Capital)

i) Hardware cost
i) Networking cost
i) Installation cost

iv) Cost of provision of additional space

PROFESSIONAL EXAMINATION Il - NOVEMBER 2009 ‘



PATHFINDER

One-off cost (revenue)

i) Hiring of new specialist strategy
i) Staff training cost
iii) System development cost e.g. testing and converting cost

iv) Redundancy payment as a result of introducing the new system

C) Uses of Electronic Spreadsheet

i) Payroll preparation

i) Financial analysis and ratios

iii) Data capture and analysis

iv) Credit analysis

V) General ledger and sub-ledgers
Vi) Preparation of trial balance

vii)  Inventory analysis

viii)  Treasury analysis

iX) Budgeting analysis

X) Preparation of profit and loss account
Xi) Preparation of Balance sheet

Xii) Preparation of cashflow statement

EXAMI NERSG6 REPORT

The question tests the candi dat es & u n dpelicatian aoihldformagon o f
Technology (IT) in an accounting environment.

The general performance was above average. Some candidates could however not
state the uses of electronic spreadsheet.

Candidates are advised to show more interest in information technology by
consulting relevant and current journals o n this topic and learn practical
application of I.T. in order to further improve their knowledge in this area.
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ICAN/092M/2 EXAMI NATI ON NOééé. ..

THE INSTITUTE OF CHARTGERED ACCOUNTANTS OF NIGERIA
PROFESSIONAL EXAMINATIONAINOVEMBER 2009
MANAGEMENT ACCOUNTING

Time allowed 0 3 hours
SECTION A (Attempt all questions)

PART1 MULTIPLE CHOICE QUESTIONS (10 MARKS)

1. Overhead is under-absorbed when
A. actual cost exceeds planned cost
B. planned cost exceeds actual cost
C. actual cost is the same as planned cost
D. actual cost is more than the variance achieved
E. budgeted cost is less than standard cost.

2. Which of the following measures do companies use to improve profit when
production capacity is lower than market requirement?

A. Make or buy decision
B. Discontinue a product line
C. Special order pricing
D. Standard costing
E. Joint product decision.
3. The correct integrated standard costing entry for labour allocated to factory
is
A. DR WIP Control &Acount CR Wages Control Account
B. DR Wages Control AccounCR WIP @ntrol Account
C. DR Wages Control Acount CR Finished Goods Account
D. DR WIP Control &Acount CR Wages Payable Account
E. DR WIP Control Account CR Overhead control Account.
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Determine marginal cost from the figure provided below:

Total variable cost for level (1) - &1,800 for 30 units
Total variable cost for level (2) - 3,000 for 50 units
N60
NOO
N30
N50
N40

moow>

A firm earns a profit of #60,000. The total contribution comes to &90,000
while the variable cost for the period is #220,000. The fixed cost for the
period is

A. #§150,000.00
B. #&170,000.00
C. & 30,000.00
D. #~230,000.00
E. #~100,000.00

A firm receives a special order from a customer. It incurs an incremental
cost of M250,000 for the order; fixed cost for the firm is &180,000 and the
cost of forwardin g the item produced to the buyer is #10,000.

If the normal profit for the firm during the period is  #&400,000 while
management planned profit for the period is 8430,000. What is the
minimum price to charge the customer?

A. §290,000
B. N470,000
C. ~680,000
D. N440,000
E. ~250,000

Skimming pricing involves charging

a low price for a new product

a low price for old product

anaverage price for companyds product
total cost for a new product

a high price for a new product.

moow>»
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The system by which maximum returns per unit of bottleneck activity is
achieved is referred to as

balance score card
marginal costing

quality improvement
throughput costing
just-in-time manufacturing.

moow>

The purposes of Management Accounting include all of the following EXCEPT

focusing on continuous impro vement towards cost and quality
focusing on strategic decisions

examining the competit ive strength of an organization
safeguard tangible and intangible asset

presentation to shareholders through annual report.

moow>»

Sunk costs comprise all of the items listed below EXCEPT

book values of an existing fixed assets
cost of new plant to be purchased
assets with no realizable value

cost of a resource acquired in the past
depreciation of old machines purchased.

moow»

PART I  SHORT ANSWER QUESTIONS (38RKS)

The establishment of budgets, standard costs and actual costs of operations,
processes, activities or products and the analysis of variances, profitability or

the soci al use of funds i s called ééécéé.
The i nformati on-line madge by 0 0suoht as Head
éééé.

ATS Limited has a product with a safety stock of 950, a re-order quantity of
5,700 and a rate of demand which varies between 380 and 1,330 per week.
The average stock is approximately ééeeée..

oDi scarded auwubeganocegsahued are called éeéeé
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11.

12.

13.

14.

15.

16.

17.

18.

PATHFINDER

The net revenue foregone as a result of the rejection of an alternative is

called a/an ééeeéeé.

The coef fi ci ent of determination is a
regression

The formula (sales-variable cost))s al es i s éééée.
Budgeting is a tool for éééeé and eéée
The harmonizing of a managerds goal
e é.

Accounting rate of return does not

project appraisal.

The process of transmitting actual results to officers responsible for
comparing them against a budget or standard and initiating control action is

éeee

What is the time focus for Management Accounting Reports?

The manager in charge of an investment centreisres ponsi bl e for

Return on Investment (ROI) is computed as average operating income

divided by é6é6éé6é.

Which method of ranking projects is preferred in evaluating mutually
exclusive projects under a condition of capital rationing?

The amount of stock that is carried in excess of the expected use during the
lead time to provide a cushion against running out of stocks because of

"""

fluctuation in demand i s éééeéecéé

The method of selecting the periods of highest and lowest activity levels and
comparing the changes in costs that result from the two levels is

"""

eeeeece

An activity -based costing approach where costs are allocated to activities
required to design, procure, market, distribute and service a product or

service is é. é é .
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19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

29.

30.

PATHFINDER

The analysis of strategic factors in the pricing decision process that includes

competitorsodo price reaction, price el ast
scale and experience i s eéé.

Canto Ventures sells study packs bundles at 25% margin on sales. If the cost

of the goods is 8134,400, what is the selling price?

Management Accounting places more emphasi
than on the ééeeéeé.

What is the characteristic of variable cost of production per unit?

Where there is more than one independent variable involved, the regression

is called eéeéeéeée

A change in income can be quickly computed by multiplying a change in

sales in Naira by ééééecée.

A budget whose foundation starts from the
Profitability accounting and activity accounting can also be referred to as
eéeéeé.

The delegation of decision making to individual division of an organization

is eééeée.

I nternal rate of return is the rate at wh
Just-In-Time cannot be implemented without a commitmentto ------------

Atbreak-even point, ééééé and éééééé. are eaq
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SECTION BAATTEMPT QUESTION 1 AND ANY OTHER THREE QUESTIONS (60 MARKS)

QUESTION 1

CASE STUDY

Temilade Toyo Fabrication Limited is considering the establishment of a new
production centre to manufacture a new prod
reasons, the selling price would be set at N50 per unit. However, Temilade is

uncertain about the scale of demand at that price. It is estimated that two states of

demand are equally likely. State A represents relative failure in competing with

established product, while State B represents relative success in that competition.

Once the state has been identified, there remains some uncertainty about the

actual level of demand because of uncertainty about general economic conditions.

State A State B
Volume per annum Probability  Volume per annum Probability
Units Units
8,000 0.2 12,000 0.2
11,000 0.6 15,000 0.6
15,000 0.2 19,000 0.2

It would be possible to commission a market research survey to discover with
certainty whether State A or State B prevails.

The manufacture of Glasson wauld require the purchase of a machine. Two models
(Small and Big) are available; one which costs #400,000 and has a capacity of
12,000 units per annum and one which costs #&600,000 and has a capacity of
20,000 units per annum. Both models would have opera ting life of five years and
no scrap value at the end of that time. In addition to the costs of making the
machine, the manufacture of Glasson would involve variable costs of 25 per unit
and an increase of 8100,000 per annum to the fixed cost of the firm .

The companyds cost of capital iI's 15% per an

costs may be assumed to remain constant throughout the life of the machine. Sales
and production costs are assumed to take place on the last day of each year.
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Required:
€) Calculate the expected Net Present Value of purchasing each model of the
machines. (14 Marks)

(b) Recommend which machine should be purchased assuming no market
research is undertaken. (4 Marks)
(Total 18 Marks)

QUESTION 2

Carina Industries sold 150,000 units of its product at &20 per unit. Variable costs
are N15 per unit (manufacturing cost of #12 and selling expenses of ¥3). Fixed
costs are incurred uniformly throughout the year and amount to &972,000, that is,
manufacturing costs of 8600,000 and selling expenses of 8372,000.

You are required to calculate:

(@)  The break-even point in units and Naira. (4 Marks)
(b)  The number of units that must be sold to earn an in Jcome of

75,000 before income tax. (2 Marks)
(c) The number of units that must be sold to earn an after tax

profit of 8100,000 if the income tax rate is 40% (3 Marks)
(d)  The number of units required to break -even if variable cost

increase by 5% and fixed cost increaseby 2.50% (5 Marks)

(Total 14 Marks)

QUESTION 3

You have been appointed as the Management Accountant of Big Triton Restaurant
Plc. Your Managing Director, Mr B.W.U. Olowu, who is an engineer, wants you to
outline seven ratios that would be helpful to the company and for the appraisal of
management.

(Note: At least four of the ratios must be non-financial) . (14 Marks)

QUESTION 4

Sangay PLC produces 3 products X,Y and Z from a joint process. Joint production
cost for the year was #N250,000.
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Product X may be sold at the split-off point or processed further. The additional

processing requires no special facilities and all additional processing costs are

variable. Sales values and costs needed to evaluatet he companyds prod
policy regarding product X are:

Units produced 5,000
Sales value after split-off &90,000
Additional cost after further processing N30,000

Additional sales value after further processing N150,000

You are required to advise if product X should be sold at the split -off point or
processedfurther. (14 Marks)

QUESTION 5

Deowal Company plans to introduce a new product line for the production of its
Major products. For this reason, the firm plans to acquire either semi -automated
plant or an automated plant. The relevant data for the two proposed plants are:

AUTOMATED SEMAUTOMATED
Original purchase price 2,000,000 1,000,000
Installation cost ~500,000 §200,000
Estimated useful life 15 years 14 years
Method of depreciation Straight line Straight line
Yearly sales revenue N2, 000,000 2,000,000
Yearly material and labour cost ~900,000 1,400,000
Yearly variable overhead N600,000 N300,000
Yearly apportioned fixed overhead §200,000 §100,000
Required:
a. Define Pay Back Period (PBP) (2 Marks)
b. Select the appropriate plant on the basis of :
(i) PBP and
(i) Discounted Cash Flow (Rate 10%) (9 Marks)
C. List three hindrances of PBP (3 Marks)
(Total 14 Marks)
QUESTION 6

A sales budget for the first FIVE months of 2009 is given for a particular production
line manufactured by Kechukwu Limited.

PROFESSIONAL EXAMINATION Il - NOVEMBER 2009 ‘



PATHFINDER

Month Sales Budget (units)
January 14,800
February 16,800
March 13,500
April 12,400
May 19,800

The inventory of finished products at the end of each month is to be equal to 25% of
the sales estimate for the next month. On January 1, there were 3,700 units of
product on hand. There was no work in progres s at the end of any month.

Each unit of product requires two types of material in the following quantities:

Material X: 4 units
Material Y: 5 units

Materials equal toone-hal f of the next monthds requirenmn
the end of each month. This requirement was met on January 1, 2009 .

Required:
Prepare a budget showing the quantities of each type of materials to be purchased
each month for the first quarter of 2009. (14 Marks)
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SOLUTIONS TO SECN@&

PART 1 MULTIPLE CHOICE QUESTIONS

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

10.
Workings
4. Marginal cost = TVCiid TVCi = N3,000 - 81,800
Qii 8 Qi 50 - 30
= N60

5. Contribution Fixed Cost+ Profit

Fixed cost = Contribution - Profit
= N90,000 - N60,000
= N30,000
6. Minimum Price =  Incremental cost + transport cos t to buyer +

additional profit needed to meet the budgeted profit
=  N250,000 + N10,000 + (430,000 6 N400,000)

= N290,000
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EXAMI NERSd REPORT

The questions cover almost all the sections of the syllabus.

All questions were attempted by nearly all the candidates.

The performance was good as about 60% of the candidates scored 50% and above.

The main pitfall was candd at es 6 i nability to deter mine
guestion four.

Candidates are advised to cover the syllabus before attempting the examination in
future.
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PART Il SHORANSWER QUESTIONS

© ® N o 0 & w DR

N N N N NN RPR B R R R R R R R p
05 O N P O © ® N ® 0k NP O

Cost Accounting

Operational I nformation

3,800 units

Waste

Opportunity cost

Goodness of fit/Best of fit

Contribution Margin Ratio/Profit Volume Ratio/Contribution Sales
planning; control

Goal congruence

Time value of money; cash flow

Feedback

Future/futuristic/predictive

Profit in relation to investment/Performance/Cost, Revenue
Average operating Assets/Average investments
Profitability Index/Cost Benefit Analysis

Safety stocks/buffer stocks

High and Low Method

Value-chain costing

Strategic Pricing

N179,200

Future; Past

Constant

Multiple Regression

Contribution Margin Ratio/Percentage level of activity achieved

Zero-Based Budgeting
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26.  Responsibility Accounting
27.  Decentralisation/Divisionalisation
28.  Present value of cash inflow; Initial Investment
29. Total Quality Management
30. Fixed Cost; Contribution
Workings
3. Average stock Re-order Quantity (50%) + Safety stock
(5,700)(50%) + 950 = 3,800 units
20. Cost M134,000
Selling Price N134,000 + 1/3(N134,000)
N179,200
OR
N
Unit Selling price 100
Margin 25
Cost _15
Selling Price N134,400 x 100
75
N179,200
EXAMI NERSd REPORT

The questions test all sections of the syllabus.

All the candidates at tempted the questions.

The performance was below average as about 40% of the candidates scored above

50%.

Most of the candidates who attempted the questions could not use the appropriate
terminologies required.

Candidates are advised to read not only te xt books but to also visit relevant web
site, read local and international journals and keep abreast of various accounting
standards and terminologies.
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SOLUTIONS TO SECTION B
QUESTION 1

CASE STUDY

@) Calculation of NPV of each Model

® Small Machine (Capacity 12,000 units)
State A

Expected annual sales in unit

Possible Sales (unit) Probability Expected units
8,000 0.2 1,600
11,000 0.6 6,600
12,000* 0.2 2,400
10,600

*Computation to be restricted to machine maximum capacity i.e 10,600 units
hence Annual Net Cash Flow is (10,600 x&25) 6 8#100,000(FC) = 165,000

(i) Small Machine (State B)
Since each of the possible sales demands is at least equal the maximum
machine capacity, the maximum capacity prevails, hence
Expected Annual Sales in unit = 12,000 x 1 = 12,000 units
Annual Cash Flow = (12,000 x &25) d 100,000 = §200,000

Calculation of Net Present Value of Small Machine model
State A State B
Yr Cash flow DF PV Cash flow DF PV
N N N N
0 (400,000) 1.00 (400,000) (400,000) 1.00 (400,000)
1-5 165,000 3.352 553,080 200,000 3.352 670,400

NPV 153,080 270,400
Probability 0.50 0.50
ENPV 76,540 135,200
Total ENPV N211,740
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(i)  Big Machine (State A)

Sales (units) Probabilities Expected units
8,000 0.2 1,600
11,000 0.6 6,600
15,000 0.2 3,000
11,200

Expected Annual Net Cash Flow (11,200 xM25) - 8100,000 = #&180,000

(iv) Big Machine (State B)

Sales (units) Probabilities Expected units
12,000 0.2 2,400
15,000 0.6 9,000
19,000 0.2 3,800
15,200

Expected annual net cash flow (15,200 x §25) 6 8100,000 = #280,000

Calculation of Net Present Value of Big Machine model
State A State B
Yr Cash flow DF PV Cash flow DF PV
N N N N
0 (600,000) 1.00 (600,000) (600,000) 1.00 (600,000)
1-5 180,000 3.352 603,360 280,000 3.352 938,560

NPV 3,360 338,560
Probability 0.50 0.50
ENPV 1,680 169,280
Total ENPV N170,960

(b) Recommendation

Without market research, the company should buy the small machine
because its ENPV is more than that of the big machine at &211,740 against
§170,960

EXAMI NERSd REPORT

The question tests candi dmdneappiaisal undee Riskt andi n
and Uncertainty.
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This is a compulsory question. Most of the candidates attempted it.

The performance was very poor as about 85% of the candidates scored less than
50% of the total marks awarded.

The common mistake made by the candidates was traced to non -adherence to the

dictates of the question that specifically stated the maximum capacity of Big

Machine (state B). Majority of the candidates failed to take this into consideration.

They used the same volume of Big Machine (state A) to appraise the projects.

Candi dates ar e advised t o read guestions
instructions before attempting questions.

QUESTION 2

CARINA INDUSTRIES

Fixed Cost
Selling Price 0 Variable cost (unit)
= N972,000
N(20 0 15)
= 194,400 units

€) Break-even point (Units)

(Naira) Fixed Cost
Contribution Margin Ratio
= N972.000

N(20 0 15)/20

= 3,888,000

(b) Units required to earn &75,000 Profit

= Fixed cost + Target Profit
Selling Price 0 Variable cost (units)
= N972,000 + N75,000
N20 - N15
= 209,400 units
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(c) Units required to earn &100,000 after tax profit
= Fixed cost + Target Profit
Selling Price 0 Variable cost (units)
= MO72,000 + (100,000/(1 -0.4))
N20 - N15
= N972,000 + 166,667
5
= 227,733 units

(d) Units required to break -even
= Fixed Cost (Revised)
SP - VC (Revised)
= (N972,000 x 1.025)
N20 - (M15 x 1.05)
= N996,300
N(20 0 15.75)
= 234,424 units
EXAMI NERS6 REPORT

The question tests break-even point analysis using marginal costing technique.

Almost all the candidates attempted this question and their performance was fairly
good as over 60% of the candidates scored 50% and above.

However, some candidates could not relate the implication of income tax to their
computation.

Candidates are advised to pay attention to details on the treatment of taxation in
decision making.

QUESTION 3

The following are some of the ratios that would be helpful to the managers of Big
Triton Restaurant Plc and for the appraisal of management:

Financial Ratios

0] Material Cost as a percentage of Turnover;
(i) Material wastag e as a percentage of cost of materials input;
(i)  Labour cost as a percentage of turnover;
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(iv)  Profit as a percentage of turnover or Profit Margin;
(v) Return on Capital Employed,;

(vi)  Assets Turnover,

(vii)  Liquidity Ratios (Current, Acid Test and Cash Ratio);
(viii)  Gross Profit Margin;

(ix)  Return on Investment;

(x) Debt/Equity Ratio;

(xi)  Price Earning Ratio;

(xii)  Gearing Ratio;

(xiii) Dividend Yield and Dividend Per Share;

(xiv) Earnings Per Share;

(xv)  Contribution Margin Ratio;

(xvi) Stock Tumover;

(xvii) Debtors Collection Period;

(xviii) Creditors Payment Period;

(xix) Interest Cover.

Non Financial Ratios

(1) Labour capacity (Actual Hours worked over Budgeted hours worked);

(i) Labour efficiency (Standard hour produced over actual hour worked);

(i)  Cycle times for the production and delivery of standard or typical meals;

(iv)  Restaurant capacity ratio (number of customers served over maximum
possible);

(v) Customer waiting time (to be calculated for each category of customer);

(vi)  Percentage of customer complaints;

(vii)  Staff turnover,

(viii)  Market share ratio.

Note: The question requires that at least four of the ratios must be non -financial.
EXAMI NERS6 REPORT

The question tests candidatesd ability to ¢
financial ratios.

Over 90% of thecandidates attempted this question.

The performance was below average as about 45% of the candidates who
attempted the question scored 50% and above.
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Candidatesd commonest pitfall was their inat
and non-financial ratios.

Candidates are advised to pay attention to the requirements of questions.
QUESTION 4

SANGAY PLC

The question can be solved using any of the following approaches:

Total Project approach;
o The incremental approach and
o The opportunity cost ap proach

Total Project approach

Sell Process Difference
further

N N N
Sales 90,000 150,000 60,000
Costs - 30,000 30,000
Net Revenue 90,000 120,000 30,000
Incremental approach
Incremental Sales Revenue 60,000
Incremental cost (additional processing) 30,000
Incremental gain 30,000

Opportunity cost approach

Sales Revenue after processing X 150,000
Less costs:

Additional processing 30,000

Net Rewvenue forgone (opportunity cost) 90,000 (120,000)
Difference in favour of processing further 30,000
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Decision

In each of the approaches, Product X should be processed further because of the
additional revenue of &30,000 earned. Please note that the joint production cost of

M250,000 is not considered in any of the approaches because it is a sunk cost and
not relevant to the decision.

EXAMI NERS3 REPORT

The question tests candidatesd knowledge of
decision making.

About 20% of the candidates attempted the question and performance was poor as
about 85% of candidates scored less than 50% of the marks.

Candidatesd pitfalls were:
o inability to correctly determine the incremental gain which is key to the
decision and;
o the treatment of joint production cost which is a sunk cost and irrelevant

to the decision.

Candidates are advised to ensure full coverage of the syllabus and make use of the
Pathfinder and Study Pack.

QUESTION 5

DEOWAL COMPANY

(@) Pay Back Period is defined as the period, usually expressed in years, which it
takes the cash flows from a capital investment project to equal the cash

flows generated. (CIMA)

(b)i  The comparison of the cash flows contribution margin for the purpose of
making selection:
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Semi-Automated Automated Plant
Plant
NO0O NOO0O NOO0O NOO0O
Yearly sales Revenue (A) 2,000 2,000
Less Variable cost:
Material and Labour cost 1,400 900
Variable overhead 300 600
(B) 1,700 1,500
Contribution of cash flow 300 500
Payback period = Investment cost = 1,200 2,500
Yearly cash flow 300 500
= 4 years 5 years
Decision:

Semi automated plant is considered more suitable because of PBP of 4 years as
against 5 years for an automated plant.

(i) Using Discounted Cash Flow, the NPV of the Plants

Automated
Year Cash Flow DCF @ 10% Present Value
N N
0 (2,500,000) 1.000 (2,500,000)
1-15 500,000 7.606 3,803,000
NPV 1,303,000
Semi Automated
Year Cash Flow DCF @ 10% Present Value
N N
0 (1,200,000) 1.000 (1,200,000)
1-14 300,000 7.367 2,210,100
NPV 1,010,100

Decision

It is advisable to select Automated plant that gives a higher NPV though the
capital requirement of the plants differs.
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(c) Hindrances of PayBack Period include the following:

® It fails to consider enti re cash flows;

(i) It neglects the application of time value of money;
(i) Itis biased against long term projects;

(iv) It does not consider the risk factor;

(v) It is not affected by change in inflationary levels.

EXAMI NERS3 REPORT

Thequestion tests candidatesd abil iMogelin o use
decision making.

About 70% of the candidates attempted the question.

Candidatesd performance was fair as over 509
scored 50% and above.

The commonestpt f al | was candidatesdé inability to d
understanding of the basic principle of Pay Back Period.

Candidates should lay more emphasis on Capital Investment appraisal while not
neglecting other aspects of the syllabus.

QUESTION 6
KECHUKWU IMITED
Production Budget for the first Quarter and for
the month of April 2009
Jan Feb Mar  April
Budgeted sales d units 14,800 16,800 13,50 12,400
Add: Desired inventory ending 4,200 3,375 3,100 4,950
19,000 20,175 16,600 17,350
Less: hventory at beginning 3,700 4,200 3,375 _3,100
Required monthly production 15,300 15,975 13,225 14,250
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DIRECT MATERIAL USAGE & PURCHASE BUDGET
FOR THE FIRST QUARTER 2009 (MATERIAL X)

Jan Feb March
Production requirement 9 4 units of X for each
unit of finished product 61,200 63,900 52,900
Add: Desired inventory 6 ending 31,950 26,450 28,500
93,150 90,350 81,400
Less: Inventory at start 30,600 31,950 26,450
Budgeted purchases (units) 62,550 58,400 54,950

DIRECT MATERIAL USAGE & PURCHASE BUDGET
FOR THE FIRST QUARTER 2009 (MATERIAL Y)

Jan Feb March
Production requirement 9 5 units of Y for each
unit of finished product 76,500 79,875 66,125
Add: Desired inventory o ending 39,938 33,063 35,625
116,438 112,938 101,750
Less: Inventory at start 38,250 39,938 33.063
Budgeted purchases (units) 78,188 73,000 68,687

EXAMI NERSOd REPORT

The question tests candidates?®d
production.

About 70% of the candidates attempted the question.
50% of the candidates who attempted it scored 50% and above.

However, few candidates could not determine the closing inventory.

knowl edge

Candidates are advised to practice more examples during their study. They should
obtain good tuition, r ead pathfinder and other study pack before registering for the

examination in future.

Philo
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ICAN/092/V/4 EXAMI NATI ON NOééééé. .

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA
PROFESSIONAL EXAMINATIONIINOVEMBER 2009
BUSINESSCOMMUNICATION AND RESEARCH METHODOLOGY

Time allowed 8 3 hours

SECTION A- Attempt all questions
PART | MULTIPLEHOICE QUESTIONS (10 MARKS)

1. One of these indicates the appropriate communication process.
A. FeedbackY MessageY Channel Y ReceiverY Sender
B. Sender Y MessageY Channel Y ReceiverY Feedback
C. MessageY SenderY Channel Y ReceiverY Feedback
D. MessageY Channel Y Sender Y ReceiverY Feedback
E. Channel Y MessageY SenderY ReceiverY Feedback

2. A Project Manager who conceptualises the path of carrying out his project
alone is involved in one of the following:

A. External Communication

B. Internal Communication

C. Intrapersonal Communication

D. Interpersonal Communication

E. Extra personal Communication.
3. One of these features distinguishes a business letter from an informal letter.

A. Date

B. Salutation

C. Name and address of company

D. Body of the letter

E. Closing.

4, Which of the following is NOTpart of the essential step s in hypotheses
testing?

A. Statement of the hypothesis
B. Specify the level of significance

PROFESSIONAL EXAMINATION Il - NOVEMBER 2009 ‘



PATHFINDER

C. Decide on the nature of the test
D. Decide on the distribution of test statistic and sidedness of the test
E. Locate the rejection region and test statistic on the number line.

Use the table below to answer questions 5 and 6

X 2 3 4 5
F 1 4 10 5
5. The mean of the distribution
A. 3.95
B. 4.95
C. 3.59
D. 459
E. 3.85.
6. The mode of the distribution

moowp
N D O W

10.

S

S

//////

eeeeece

rrrrrrrr

eeeeeeee.

7. The decision on a suitable sample size is guided by the following EXCEPT

moow>

the size of the population from which the sample is being drawn
the types of analysis to be used

the accuracy required for any estimate

the major components in the research population
the locations of the respondents.

8. If an accounting research consultant wants to identify a research problem for

his client, which of the following will

moow»

PROFESSIONAL EXAMINATION I

NOTbe consdered?

Ability to access relevant data for the problem
The problem should be capable of being linked to theory
The financial and time resources to study the problem
The skills required to conduct the study

The solutions to be considered?
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The concept of business research nethod deals basically with

statistical analysis

review of literature

systematic inquiry

determination of research objectives
decision-making process.

mooOw2>

What major guiding principle should a researcher consider when selecting a
sample?

A The size of population

B. The place of population

C. The characteristics of population
D The culture of population

E The objective of population .
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PART Il SHORT ANSWER QUESTIONS (30 MARKS)

1.

10.

11.

12.

13.

A page in a research report that contains the summary of the salient

i nformation of what

the researcher

The range of values within which limits we can assert with some degree of
certainty that the estimated unknown population parameter will lie is

,,,,,,,,

call edéeéééeéecéeé.

The proportion of variation in the dependent variable that can be explained
the independent

by the wvariation 1in

The degree of consistency of research results over time is measured

,,,,,,,,

When construding a questionnaire, the researcher should avoid items

i nvol vingéééé

did is

vari a

ltems in a questionnaire should not beééé
Pri mary dat a may be coll ected usi ng |
instrument.

In statistical analysis, the measure of dispersionisused t o check t heéc
of data.

A measurement scale that classifies observations into qualitative categories

is calledééeée.

The spread of data around the centre of tendency on a distribution pattern is
eééeéeée

A measuring scale that considerstheor der i ng of data is ééeé
Reports are written.in ééééeéééetense

A report that pro vides information on how the stage of completion in a

specific projectorassi gnment i s calledééééreport.

PROFESSIONAL EXAMINATION I
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15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

PATHFINDER

The recorder of the minutes of a meeting is called t h e

""""

eeeeeee

The name given to the short form of communication intended for inter nal

circulation i sééeéé.

Information about venue, date and time of a meeting issued to those qualify

to attend is the &

An unbiased or impartial record of the pr oceedings at a meeting is called.

The list containing all the business topics to be discussed at a meeting is

/////

known as éééée.

The term that states the minimum number of members who must be present
to make a meeting valid iséeéée.

Whenaded si on on a motion is taken,

t he

A subset of a population selected to meet specific objectives is known

rrrrrr

aséééeééé
Whatisthe4™t er m of t he

Google and Yahoo ar

f

ol l owing seri

e exampl es

of

es:

s sz 7 oz

mot i

s z z

eeeeeecce

The distribution of quantifiable data for a variable in which the majority of
the data are found bunched to the left with a long tail to the right is

call edéeéecéee.
The value of coefficient of determinati on
The numbert hat occurs most in an array of dat

The production manager of ZEBRA Manufacturing Company observed that as
the total cost of production (X) reduces, the quantity of the product produced
(Y) increases. The type of correlation that exists between X and Y is called

eeeé.
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28. Inresearch report, the terms or concepts that have unique meanings as used
in the context of the research study are stated in a section

""""

29. A research study that is undertaken after the events h ave taken place and
the data are already in existence is call

30. The questions in questionnaire that restrict the extent of the r espondent s o

responses are calledeéeeéeéeééé.
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SECTION B ANSWER ANY FOUR QUESTIONS
QUESTION 1

@) Distinguish between feasibility study and research proposal. (4 Marks)

(b) List four major components of a typical feasibility study and discuss
briefly any two of them. (11 Marks)
(Total 15 Marks)

QUESTI®I 2

List and discuss any FIVEterms commonly used in a formal meeting. (15 Marks)

QUESTION 3

In a survey recently conducted by the Central Bank of Nigeria with a view to

reforming the Banking Sector, it was discovered that billions of Naira were | ost to

poor | oan management . The Volume of money
onepner f or mi ng oOlpooaonrsldy asmedcur ed | oansao.

The relevant data collected from the banks on the poor loan s management were
analysed using SPSS Computer Softwareand the output is presented in the table
below:

Source of variation df Sum square | Mean square | F-ratio | P-Value

Between poor loan mgt. a C D

Within poor loan mgt. b 8,199 E f 0.00

Total 14 74,027
Required:
M Formulate suitable nul | and alternate hypotheses (3 Marks)
(i) Calculate the values of a, b, ¢, d, e and f (9 Marks)
(i) Is there any significant difference in the volume of money lost to

various types of poor loan management portfolio? Why? (2 Marks)

(iv)  How many banks were sampled for the study? (1 Mark)

(Total 15 Marks)
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QUESTION 4
€) Define the concepRed iafbidValyidodiatnydd sehrodv & h ¢
relationships that exist between them. (6 Marks)

(b) Discuss briefly 6 t @estte st anhda|l6fsbp laist t echni ques of t
reliability of measuring instruments. (9 Marks)

QUESTION 5

A detailed formal report is usually broken into many components for ease of
presentation and comprehension. List and discuss any FIVEimportant components
of a formal report. (15 Marks)

QUESTION 6

In a survey conducted to determine the profitability of the Microfinance Banks
(MFBSs) in Lagos and Ibadan, the Inspectorate Department of the Central Bank of
Nigeria (CBN) conjectured that the profit margin of MFBs in Lagos is higher than
those in Ibadan.

The research unit of the Central Bank selected 10 Microfinance Banks from Lagos
that gave a mean profit of N35.06 million with standard deviation of &8 million
while the mean and standard deviation of another 10 selected banks from Ibadan
were ¥31.75 million and &6 million respectively.

€) Formulate a suitable null and alterna te hypotheses. (4 Marks)
(b)  Test the hypothesis at 5% level of sgnificance (9 Marks)
(©) What conclusion can be drawn from the result of the test? (2 Marks)

(Total 15 Marks)
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SOLUTIONS TGECTION A

PART | MULTIPLE CHOICE QUESTIONS

B © © N o o s w Nop
O o mmOo >» O 0O O W

EXAMI NERSOd REPORT

The questions represent the syllabus and within the understanding of the
candidates.

The performance of the candidates was impressive.
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PART Il SHORANSWER QUESTIONS

a M W bhoE

10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24,

Abstract

Confidence interval

Coefficient of determination/ R?; R where R is coefficient of correlation.
Reliability

Calculation or reliance on memory or double-barrelled questions or sensitive or

hard or difficult questions or ambiguity or suggestive or leading

Leading/calculation/reliance on memo ry/double -barrelled questions/ambiguous/
Suggestion

Experimental/interview/questionnaire/observation/inquiry
Spread/variability/degree or extent of variability

Nominal/categorical

Skewness/mean deviation/variance/standard deviation/coefficient of v ariation
Ordinal

Past

Progress

Secretary/Scribe

Memorandum/memo/circular

Notice of meeting

Minutes

Agenda

Quorum

Resolution

Sample

1 ;%% = 9,38, 1

Search engines/electronic or internet search engine

Positive skewness/positively skewed/skewed to the right
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26.
27.
28.
29.
30.

PATHFINDER

Oand 1

Mode

Negative correlation

Definition of terms/operational definitions

Ex-post-facto

Closeended/structured questions/fixed alternative questions/directed questions/

patterned questions.

EXAMI NERS3 REPORT

The questions cover the entire syllabus. They test the candidates on the concepts
and principles of the course.

The performance was good although the statistics aspect was poorly answered. 70%
of the candidates scored above average.

Candidates should continue to pay att ention to all aspects of the syllabus.
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SOLUTIONS TGECTION B

QUESTION 1

(a)(i) Feasibility study is a study conducted to determine the viability or otherwise
of an investment or project.

Major components of a typical feasibility study are:
o background/introduction

e technical survey
o market survey/economics analysis
o manpower requisition
e financial study
DISCUSSION:

Background/Introduction
The background of the feasibility study explains the rationale for the study,
detailed descript ion of the project, the location and other features of the project.

Technical Survey
This aspect is concerned with determining whether a product can be designed and
manufactured at a reasonable cost and in a particular location.

The technical report/survey should provide information on product description,
manufacturing process, plant capacity and production volume, machinery and
equipment, factory location and layout, land, building and raw materials.

Market Survey

This examines the characteristics of the product in detail and specifies the
requirement that must be met if the product is to be acceptable. This study includes
prices, market size, and market segmentation, estimation of quantity and quality to
be supplied; among others.

Manpower Requirement

This examines the estimated number of manpower/labour needed to execute the
project. It also examines the qualifications, job experience of the manpower and
their respective status.
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Financial Survey

This assesses the project from economic point of view. It does this by using the
information gathered from the marketing and technical studies to estimate the total
cost, project cash flow and projected balance sheet.

These estimates serve as the basis for assessing the project and its viability.

ii. Research proposal is a research plan that shows the procedure and methodology,
which a researcher intends to use in investigating an identified problem.
Or
Research proposal is a model/miniature/smaller version of a research project
that is
to be conducted. It gives an outline of the research project including the budget
implications of conducting the research investigation.

EXAMI NERS3 REPORT

The question tests the candidates on the concepts of feasibility study and research
proposal.

The candidatesd understanding of the concepts
concept of research proposal for research report. Above 80% of the candidates
attempted the question but less than 40% of them scored above average.

The candidates should read more about the concepts.

QUESTION 2

The following list includes some of the principal terms used in meetings:
Ad hoc

Adjourn

Agenda

Annual General Meeting (AGM)
Apologies

Bye-laws

Consensus

Convene

Extraordinary meeting
Ex-officio

Lobbying

Minutes

Motion
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Mover

Point of order

Any other business (AOB)/General Business
Proposal

Proxy

Resolution

Quorum

Sine die

Veto

Ad hoc: From Latin, meaning Ofor the pur-pose
committee is set up to organize a work or perform a definite task. The very momen t
the said task is completed, such a committee is dissolved.

Adjourn: To hold a meeting over until a later date. After all items on an agenda had
been discussed d nothing else to be discussed, a motion will be proposed and
supported, adjourning the meetin g to another date.

Agenda: A schedule of business items, topics, issues, proposals, etc drawn up for
discussion at a meeting. Agenda for a meeting is usually drawn jointly by the
chairman and secretary. However, other members may have inputs, but such mus t
receive the approval of the chairman. Agenda for a business meeting may be sent
alongside the notice of meeting. If it is an Annual General Meeting (AGM) of a
public quoted company, an agenda must be sent alongside the notice of meeting or
published in n ational newspapers. An agenda apart from stating proposed items,
issues, etc, it also states the order in which the topics are to be discussed; hence the
items are numbered.

Annual General Meeting (AGM): All members are usually eligible to attend this kin d
of meeting. This is one of the statutory meetings, especially public quoted

companies. Such a meeting must be held at least once a year and it must be held in

venue within the country.

Apologies: Excuses given in advance for inability to attend a meetin g.

(0]

Byelaws: Rul es regul ating an organizationds acti

Consensus:Agreement by general consent, no formal vote being taken.

Convene: To call a meeting.
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Extraordinary Meeting: A meeting called for all members to discuss a serious issue
affecting all is called an Extraordinary General Meeting; otherwise a non -routine
meeting called for a specific purpose.

Ex-officio: Given powers or right by reason of office. For example, a trade union
convener may be an ex-officio member of a work council.

Lobbying: A practceof seeki ng membersdé support before

Minutes: The written accounts/records of a meeting. Resolution minutes record only

decisions reached while narrative minutes provide a record of the decision -making

process.

Motion: Thename gi ven to a 6proposal d when it is b
Mover: One who speaks on behalf of a motion.

Point of order: The drawing of attention to a breach of rules or procedures.

Any Other Business/General Business: Either items left over from a p revious

meeting or items discussed after the main business of a meeting.

Proposal: The name given to a submitted item for discussion (usually written)
before a meeting takes place. After a proposal had been discussed/deliberated
upon, there may be need to put it to vote. After such, the said proposal then
becomes a resolution or decision.

Proxy: Li terally, ©6on behdaproxywte. anot her persond
Resolution. The name given to a O6motiond which has
after the decision has been reached.

Quorum: The minimum number of members that must be present before a meeting
can commence or before a decision can be taken.

Sine die: From Lati n, I

I terally, oOwi thout a daybo
6adjourned sine diebd

Veto: A power exclusively conferred on a chairman/president to overturn a
unanimously passed decision. Such a power can not be delegated.
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EXAMI NERS3 REPORT

The question tests the candidates on the concept of formal meetings.

The candidates demonstrated good knowledge of the terms commonly used in
formal meetings. Over 80% of the candidates attempted the question and about
70% of them scored above average. Their major pitfall was the use of wrong

grammar -such as wrong spelling, tenses and choice of words.

Candidates should be familiar with essentials of grammar.

QUESTION 3

i. Null Hypothesis: There is no difference in the volume of money lost to the three
types of poor loans management (i.e. Hy: U, = U,= Uf)

Alternative Hypothesis: There is difference in the volume of money lost to the three
types of poor loans management. (H,: U,1 U,1 U)

Where U, volume of bad loans U, is volume of non-performing loan, U ;is volume of
poorly secured loan.

ia=K 01;and K=3
therefore:a=K 01= 2

b=14 62= 12

c=74.027 08.19 = 65.828
d = 65.828
2 = 32914
e= 8.199
12 = 0.68325
f = 32914
0.68325 = 48.17
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iii. There is significant difference in the volume of money lost to the various
types of poor loans. This is because the Rvalue (as given in the AN OVA table
is less than the calculated F value which is 48.17, that is H , is accepted.

Iv. Nol=14
N =14+1

EXAMI NERS3 REPORT

The questiontestsc andi dat esd® knowl ed g e hypothesis iestirdjer st an
using Analysis of Variance (ANOVA) and its computer output interpretation.

About 30% of the candidates attempted the question with about 60% of them
scoring above average.

The major pitfall was the inability of the candidates to analyse the ANOVA table.

Candidates are advised to familiar ise themselves with the concept as well as
hypothesis testing methods.

QUESTION 4

a. Validity can be defined as the degree to which a measuring instrument
measures what it is designed to measure.

Reliability is defined as the con sistency between independent measurements
of the same phenomenon. It has to do with the accuracy or precision of the
measuring instrument.

A measuring instrument could be reliable without being valid. Validity can
result to reliability. However, bo th are helpful in the determination of the
usefulness of a measuring instrument.

b. Testre-test:
This is one of the tests for the reliability of measuring instruments. In test -re-

test reliability, the same measuring instrument is used to take two se parate
measurements on the same population at different times.
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The higher the

relationship (positive correlation) between the two

measurements, the higher the reliability of the measuring instrument. The
smaller the difference between the two measures i.e. the closer the results in

the two measurements, the
instru ments.

Split-half technique:

higher the

reliability of the measur ing

In this technique, the assumption is that the measuring items can be
randomly assigned to two equal parts. That is, t he measuring items can be
randomly split in half and each half is now treated as an alternative form of

the same measurement. In t

esting for

the reliability, the higher the

coefficient of correlation, the higher the reliability of the measuring

instrument.
EXAMI NERSO6 REPORT

The question tests the candidatesd
validity and reliability in research study.

knowl edge

and thenconeaptsof andi n

About 50% of them attempted the question and their performance was poor. The
pitfall was their inability to  understand the relevant concept s.

The candidates are advised to familiar ise themselves with this concept.

QUESTION 5
Important components of a formal repo
i. Title
il. Author
iii. Authorization
iv. Summary/Abstract
V. Purpose
Vi. Limitation
Vi, Methodology
Viii. Findings
iX. Conclusion
X. Recommendation
Xi. Terms of Reference
Xil. Names and signatures
xii.  Date
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i. Title: This summarizes the content of the report. It is usually
very short. It highlights the central theme of the report.

ii. Author(s): indicates the name(s) of the person or people
responsible for putting the report together.

iii. Authorization: It gives the name(s) or groups or body which
commissioned the report.

iv. Summary/Abstract: This is the readerdés view of th
form and what is con tained in the body of the report. It
enables him to have a panoramic view of the content of
the report.

v. Purpose: This clearly states the reportéos
Is perhaps the most important component of the report.
The aim(s) and objective(s) of report must be stated in
an unambiguous manner.

vi. Limitation: This component enumerates problems encountered such
as lack of access to required information, inadequate
fund and time. These limitations affect findings and
constitute a cog in the wheel of the progress of the
researcher.

vii. Methodology: This refers to the method or procedure adopted in
collection and analysis of data. This method could be
from primary or secondary sources.

viil. Findings: This is the longest and probably the most detailed part
of the report. This component provides the details that
help to justify the purpose of the project. It also indicates
the thoroughness and volume of work put into the
research. This section needs proper organization.

ix. Conclusion: This component provides an evaluative account of the
facts presented and discussed in an objective. It is
important for the conclusion to be derived from the data
and information contained in the findings section. This is
where the loose ends are tied up and a definite
statement is made.
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X. Recommendation: This is the component that suggests actions to be taken
in view of the evidence presented in the report. The
suggestions given are to urge, persuade or advise rather
than command that a course of action be taken. The
language used in this section should be persuasive.

xi. The Terms of Reference (T®):
These are the gudelines given to the report writer to
investigate the identifi ed problem. The content of the
guidelines includes:

a. identification of cause(s) of a problem

b. identification of active and passive participants in
the creation of the problem.

C. The scope or limitation of investigation.

d. The time or duration of investigation

e. recommendation on how to sol ve the problem and

reward for participants.
xii. Names and Signatures:
All members involved in the writing of the report must
include their names and signatures. Where all members
could not sign the chairperson and secretary could do
this on their behalf.

Xiii. Date: This indicates the day that the report is completed.

EXAMI NERSG6 REPORT

The question tests the candidatesd knowl edge andofthenconeaptsof andi n ¢
report writing and presentation.

The candidates demonstrated good knowledge of the question and the performance
was good.
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QUESTION 6

H, The profit margins of microfinance Banks in Lagos and Ibadan are equal
(Ho:X; = X)

H, The Profit margin of Microfinance Banks in Lagos is higher than those in Ibadan

ThereforeH, =X, s X,
Remark = This is one tail test.

b. The test statistic is:

t= X - X or t = X - X
s, +8%, s p & + Yn,
nl n2

(2 Marks)

Sp =/n,- DS? + (n, - 1)S*?
n, + n, -2

Where X - mean of the micro finance banks in Lagos.
X, - mean of micro finance banks in Ibadan

sp =7.071
n, =10, X, =35.06, S,=8
n, =10, X, =31.75, S,=6

t= 35.06 - 31.75 or t= 3506 - 3175
8 + 6 V?.O?l 1
10 10

= 3.31 = 3.31
3.162 7.071 x 0.447

= 1.047 = 1.047

The table value is t g, alpha = 1.734

DECISION: Do not reject H,
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Conclusion:

Profit margins of Microfinance Banks in Lagos and Ibadan are significantly equal.

EXAMI NERSS6 REPORT

The question tests the candidates6 knowl edge andofhypothesis.st andi ng

Most candidates did not understand the question as over 60% of them who
attempted the question scored below average.

Candidates should lay more attention on techniques on hypothesis in future
examinations.

PROFESSIONAL EXAMINATION Il - NOVEMBER 2009 ‘



PATHFINDER

ICAN/092M/3 EXAMI NATI ON NO: 666666666
THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA

PROFESSIONAL EXAMINATIONSINOVEMBER 2009
PUBLIC SECTOR ACCOUNTING AND FINANCE
Time Allowed 8 3 hours

SECTION A (Attempt All Questions)

PART | MULTIPLEEHOICE QUESTIONS (10 Mas)

1. Revenue income treated as capital receipts
A. increases @apital and decreases net profit
B. overstates long-term Liabilities and current assets
C. understates capital and overstates fixed assets
D. increases capital and net profit
E. decreases capital and net profit.
2. An error of principle is made when
A. errors cancel out
B. an entry is mad e in the wrong class of account
C. an item is entered on the wrong side of the account
D an item is completely omitted
e there is complete reversal of entries.

3. The public officer whose appointment is regulated by sections 86 and 87 of
the 1999 Constitution of Nigeria is

The Head of the Civil Service of the Federation
The Secretary to the Government of the Federation
The Accowntant-General of the Federation

The Auditor -General for the Federation

The Chief of Staff to the President.

moow»
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Which of the following government functionaries is not an Accounting officer
of a Ministry/Extra -Ministerial Department?

The Accountant-General of the Federation
The Honourable Federal Minister of Finance
The Auditor -General for the Federation

The Governor of the @ntral Bank of Nigeria
The Director-General of NAFDAC.

moow>

The receipts section of the cash flow statements on operating activities
include s the following:

0] Statutory Revenue Allocation.

(i) Value Added Tax.

(i)  Subsidies.

(iv)  Internally Generated Revenue.

A. (), (i) and (i)
B.  (ii); (iii) and (iv)

C.  (i); (i) and (iv)

D.  (i); (i) and (iv)

E.  (i); (ii); Giii) and (iv)

A surplus budget can be used to.

increase the level of economic activities.
boost aggregate demand

control inflation

increase the level of employment

revive a depressed economy.

moow>»

A development plan that spans over fifteen years is

A. a short term plan

B. a budget

C. a medium term plan
D. a rolling plan

E. a perspective plan.
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The performance of the Nigerian Economy can be measured by the size of
the

populati on.
national Income.
labour force.
public sector.
private sector.

moow>

An example of capital expenditure is

spending on salaries.

rent and rates.

building construction.
maintenance cost of a vehicle.
honorarium payment.

moow>»

The sources of external public debt in Nigeria include all but one of the
following:

London Club of Creditors.
Paris Club.

Treasury Certificates.
Multilateral Creditors.
Bilateral Creditors.

moow>»
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PART IISHORT- ANSWERQUESTION$%30 MARKS)

1. The type of budget that may be adopted by the government to stimulate
economic growth during economic depressio

2. A short-term public debt for which a sinking fund has been set aside for its

repaymentisreferred t o asééééééeé.

3. In CostBenefit Analysis (CBA) the mputed value for some goods and services
that are not traded in the market is call
4, Any expenditure by the government for which it receives no goods or

///////

5. Inter-governmental transfers which are not tied to specific projects and

which do not require the recipient to provide any repayment proposal is

call edeééeéece
6. I n Nigeria, Value Added Tax (VAT) is <colll
7. A conscious and carefully planned schedule of the acquisition, deployment

and retirement of loans contracted by the government is called

eeeeeeeece

8. In the analysis of the nature of government expenditure , the capital and
recurrent expenditure on education, health, a nd housing are grouped
aséee.

9. The offer of a substantial discount by a creditor to a debtor n ation so as to
encourage immediate payment of an existing debt 5
call edeeééeeéeéece.

10.  An instrument of domestic borrowing which is issued by State and Loca |
Governments and are usually backed up with the pledge of revenue to be
generated from the project being financed 5
call edeeééeeééeéeéec

11. The sector of the economy concerned with the transactions of Government is

referred to as theéeéééeéeééée.
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