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Editorial
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T o encourage hard work and
diligence, three University students
were awarded ICAN’s Professional
Examination scholarship, for their
brilliant performance at the Annual

Essay Competition organized for students in
ICAN Accredited institutions. The topic of the
essay was “The Role of Chartered Accountants
in Maintaining the Financial Health of
Nigeria”.

The awards were presented to these students,
Miss Busayo Omowunmi Ashade (Obafemi
Awolowo University, Ile-Ife); Mr. Chibueze
Valentine Ndukwu (University of Calabar) and
Mr. Adekunle Oluwaseyi Famosa (Obafemi
Awolowo University) at the recently
concluded 46th Annual Accountants’
Conference of the Institute.

The keenly contested competition earned the
students cash prizes, laptops, plaques and
ICAN Professional examination scholarship
covering tuition, study text and examination
fees. The details are contained in this edition.

You will also read Dr. Ben Ukaegbu’s article
entitled “Dividend Policies: To Pay or Not to
Pay”. The nitty-gritty of dividend payment in
financial management was thoroughly
discussed as the author explained the different
types of dividend, company dividend policy,
traditional view on dividend, why companies
pay dividends etc.

Our regular column - The Examiner - is also
featured to serve as guide to students on how
to tackle questions and pass their
examinations. Your comments and contrib-
utions are welcome.

Write to: corporateaffairs@ican.org.ng  or
    aoowolabi@ican.org.ng

• Ikorodu District Awards Twelve Scholarships

• Three University Students Win ICAN Essay
Competition

• Examination Malpractice: Six Students Black-
listed

• Dividend Policies: To Pay Or Not To Pay
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Three University Students Win ICAN Essay Competition
…Bag ICAN Professional Examination Scholarship
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Ikorodu District Awards Twelve Scholarships

I n order to attract young minds to the
Accounting profession, the Ikorodu &
District Society of ICAN awarded

twelve scholarships to students in the area
while it also organized three catch-them-
young programmes for students in
secondary schools in Ikorodu and
environ.

Mr. Ladi Williams, Vice Chairman of the
District, made this disclosure when
members of the District paid a courtesy
visit to the 52nd ICAN President of the
Institute, Deacon Titus Soetan in Lagos

…organises three catch-them young programmes

T hree University students have been
awarded ICAN’s Professional
Examination scholarship following

their brilliant performance in the annual
essay competition organized for students
in ICAN accredited institutions.

The topic of the essay was “The Role of
Chartered Accountants in Maintaining
the Financial Health of Nigeria”.

The three students, Miss Busayo
Omowunmi Ashade (Obafemi Awolowo
University, Ile-Ife); Mr. Chibueze
Valentine Ndukwu (University of Calabar)
and Mr. Adekunle Oluwaseyi Famosa
(Obafemi Awolowo University) came
first, second and third respectively.

recently. He explained that the District is
striving to produce as many chartered
accountants as possible within the possible
time frame, due to a dearth of professional
accountants from the region.

He urged the Institute to assist the District to
do more in this direction.

Responding, Deacon Soetan promised that
the Institute would do all within its power to
assist District Societies in their efforts to
encourage young hearts in embracing
accounting profession.

Speaking further, the President advised
members of the District who operate small
and medium firms to embrace merger with
other firms to form a larger and formidable
practice. He explained that if small and
medium sized practices merge, it would
afford them the opportunity to compete
favourably with other big ones in practice.

He also advised members to embrace
entrepreneurship programme of the
Institute in order to become employers of
labour instead of looking for paid jobs.

At the end of the competition, cash prizes,
laptops, plaques and ICAN Professional
examination scholarship (with a value
covering tuition, study text and examination

Examination Malpractice: Six Students Blacklisted

In line with its discipline and zero
tolerance for examination mal-
practices, the Institute has blacklisted

six students caught cheating during the
May 2016 diet of professional exam-
ination. The affected students with the
following examination and registration
numbers are :
Exam. No: 20161/204108/s/5

(Reg. No. 154315)

The students were penalized for various
offences ranging from caught with written
materials, holding of GSM phones in the
hall, taking away answer booklet and
formula written on calculator.

The students were blacklisted and banned
from all the Institute’s examinations; de-
registered as the Institute’s students, while
all the papers for the particular examination
were cancelled.

Exam. No: 20161/208294/s/14
(Reg. No. 129543)

Exam. No: 20161/208558/s/45
(Reg. No. 156337)

Exam. No: 20161/203723/s/14
(Reg. No. 202817)

Exam. No: 20161/201123/s/1456
(Reg. No. 204346)

Exam. No: 20161/100328/F/35
(Reg. No. 167844)

fees) were presented to the best three
students at a colourful ceremony during the
gala nite at the recently concluded 46th
Annual Accountants’ Conference in Abuja.

Winners of the essay competition
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Dividend Policies: To Pay Or Not To Pay

Introduction
The payment of dividend is one of the three important decisions
for financial managers. The other two are: investment and financing
decisions. The overriding objective of financial management is to
maximise shareholder’s wealth. In order to achieve that sole
objective, investment decision has to be made and for investment
to be executed it has to be financed. It is when the return generated
by the investment is over and above the initial capital outlay and
finance cost that shareholder’s wealth can be said to have been
maximised.  Once the task of recovering the initial capital outlay
and finance costs are achieved, the next decision is whether to
pay or not to pay dividend.  Or better still, whether the excess
return should be re-invested into the business and save the firm
from borrowing thereby reducing cost of capital.  For the purpose
of this paper our focus will be on dividend payment or distribution.

Definition of Dividend Policy
A company’s dividend policy is the proportion of after tax earnings
(profits) paid out in cash to shareholders by a company. For listed
companies, dividend policy must first be articulated when a
company makes an initial public offer (IPO). A dividend policy
may undergo changes over time and may be measured by:
(i) Dividend Payout Ratio = Total Dividends/Total Earnings or

Dividend Per share/ Earnings per share
(ii) Dividend Yield = Dividend Per share /kobo per share

Dividend payout ratios range from 0% to 100 %.  British oriented
companies, including Nigerian companies either pay interim and
final dividends or quarterly dividends for those quoted on US Stock
exchanges. Companies may also occasionally pay special
dividends. There are, however, other forms of distribution:

Scrip Dividend
This is where a company issues additional shares to shareholders
which are paid out of cash which would otherwise have been
used to pay a cash dividend.  For instance a company declares a
cash dividend of 10k per share. An investor owns 10,000 shares
and is therefore entitled to a dividend of N1000. Instead of
receiving N1000, the investor chooses to receive shares in lieu of
the cash dividend. If the new shares are issued at N5 per share,
then the investor will receive 200 (N1000/5) new shares.

Scrip Issue (or capitalisation issue or bonus issue of shares)
A company issues new shares to existing shareholders and ‘pays’
for such shares by transferring funds from retained earnings,
including share premium account to the capital account. Unlike a
scrip dividend, a scrip issue does not involve any cash transactions.

Share Repurchase or share buyback
This involves a company reducing its capital by buying back some

of its shares on the market, usually after making general offers to
all shareholders for such a transaction. Shares repurchased must
be kept in treasury and may be re-issued at some point in the
future.  In Nigeria, there is a restriction placed on public companies
both by Companies and Allied Matters (CAMA) and SEC Rules to
the effect that the company can only draw the cash needed for the
purchase of its own shares from a specific source. Further, the
buy-back can only be carried out in a certain manner within a
certain frame and a certain proportion.

Company’s Life Cycle and Dividend Policy
The life cycle of a company may have a considerable influence on
its dividend policy because cash flows over a company’s life cycle
and its funding needs.  In a young company, for example, there
may be no dividends as investment needs are significant.
Companies undergoing rapid expansion are likely to prioritise
investment needs to dividend payment and mature companies
without the ambition of further growth are more likely to pay
dividends while companies in decline are also likely to pay
dividend as investment opportunities dry up.

Types of Dividend Policy
(i) No Dividend Payment
Payout ratio is zero. Usually for growth companies. Microsoft for
instance did not pay dividends until 2004. It however, had a
programme of share re-purchases.

(ii) Constant Payout Policy
The same proportion of earnings is paid out as cash dividend each
year. E.g. 30% dividend payout ratio.

(iii) Residual Dividend Policy
Dividends are paid only after all investment projects have been
financed. Dividend payments will therefore vary from year-to-year.
Growth companies tend to retain and reinvest earnings and mature
companies tend to pay high dividends.

Target dividend payout ratio
Lintner (1956) surveyed American managers about dividend policy
and found that dividend policy is not subjected to the firm’s
financing and investment policy. This cast a doubt on the residual
dividend policy. More recent US and UK studies have confirmed
these findings.

Lintner found that managers usually decide to pay a certain fraction
of their earnings as dividends.  However since earnings may vary
from year to year, the target payout ratio is applied to long-term
earnings. Companies therefore move gradually over-time towards
their target payout ratio. Lintnertherefore proposed the partial

By Ben Ukaegbu
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adjustment model of dividend payments. Fama and Babiak (1968),
in an empirical test of Lintner’s model found that current and past
earnings affect current dividends.

Real Life Companies’ behaviour
Most companies aim to pay a level of dividend which they can
sustain in the long-run. Companies do not therefore increase
dividend dramatically when there is an increase in earnings. There
is also a reluctance to cut dividends when earnings are low unless
management believes that reduced earnings will continue for
several years.

Dividend Policy and Share Price
Does a company’s dividend policy affect its share price?  This is a
question that has long been due for an answer.

Traditional View
The traditional view on how dividend policy affects a company’s
share price asserted that shareholders prefer dividends to capital
gains and so firms should pay dividends.

Graham and Dodd (1934) in their book Security Analysis asserted
that ...shareholders prefer liberal dividends as opposed to niggardly
ones, i.e., they prefer more cash to less cash dividends and that
investors take the company’s dividend into account in deciding
on which shares to purchase.

Gordon (1959) rationalised this assertion by arguing that since
investors are risk averse, they prefer a stream of relatively certain
dividend to uncertain capital gains, which may arise from invested
earnings. He further argued that: Since the value of the firm’s
equity is the discounted value of dividend, a steady dividend
payment (certain) is less risky and therefore can be discounted
at a lower discounted rate (cost of equity), which will provide a

higher value of the firm.

However, if the investor receives capital gains which is uncertain,
it implies that he receives a risky cash flow. A risky cash flow
would therefore have to be discounted at a higher discount rate
and therefore reduces the value of the firm.
E.g. Dividend   = 20k   discount rate 10%
Capital Gain =20kdiscount rate 13%
Assume that both dividends and capital gains are perpetual
Price if dividend is discounted = 20/.10 = N2.00 and Price if
capital gain is discounted = 20/.13 = N1.67

The traditional view is characterised as the BIRD-IN-HAND fallacy
by Bhattacharya (1979),

Bhattacharya argued that the assertion that capital gains are riskier
than dividends is fallacious because the riskiness of a firm’s cash
flows applies to both dividends and capital gains such riskiness
depends on the riskiness of the firm’s earnings. If the firm’s ability
to generate earnings varies widely from year to year, its ability to
pay cash dividend will also vary from year to year in much the
same way as its ability to generate capital gains for investors through
share price increases.  The riskiness of the firm’s earnings depends
largely on the riskiness of its projects. Therefore, a firm’s ability to
generate earnings to pay dividends is as risky as the firm’s ability
to generate earnings that is invested in new projects to generate
more earnings to bring about an increase in its share price.
Therefore if we are discounting what shareholders expect from a
firm to arrive at the fundamental price of a share, it makes no
difference whether we discount dividends or capital gains.
Therefore, a firm’s share price is not affected, whether it pays
dividends or retains earnings to generate capital gains for its
shareholders.
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Modigliani and Miller on Dividend Policy
An earlier critique of the traditional view of how dividend policy
affects share price was offered in 1961 by Modigliani and Miller
(MM).  MM showed that the value of the firm is derived solely
from generated earnings and what the firm will continue to
generate in the future as its investment policy unfolds. Hence, as
long as the firm accepts all positive NPV projects, it can pay any
level of dividend it desires each period. If dividends are paid, the
firm must issue new shares to raise the required cash to finance
the project. On the other hand, a firm can retain the funds and use
such funds to finance the investments. Either value will produce
the same total market value for the firm.

Dividend Clientele Effects
Modigliani and Miller (MM) also argued that if dividend policy
(payout ratio) matters to investors then firms will supply the desired
payout ratios so that in equilibrium a firm will attract to itself the
clientele which prefers its dividend policy (there will be different
dividend policies ranging from no payout to 100% payout for
investors to choose from). This means that in equilibrium no firm
can increase its value by following a particular dividend policy.

Information content of dividend
MM argue that their irrelevance proposition is not inconsistent
with share prices changing in response to dividend changes. They
write:
…where a firm has adopted a policy of dividend stabilisation
with a long established and generally appreciated ‘target payout
ratio’, investors are likely to (and have good reason to ) interpret
a change in the dividend rate as a change in management’s views
of the future prospects of the firm. The dividend change, in other
words, provides the occasion for the price change though not its
cause, the price change still being solely a reflection of future
earnings and growth opportunities.

THE DIVIDEND PUZZLE
In practice, a variety of dividend policies are observed: range from
0% to very high payout ratios.
The question that needs answering is why companies choose to
pay dividend given that doing so imposes costs on the company
and on shareholders and not consistent with shareholder wealth
maximisation.

Paying dividend implies:
(1) A company has to issue new shares at significant transaction

costs to finance investment which could have been avoided
with the use of retained earnings. Why do companies not use
earnings for reinvestment and avoid share issue costs?

(2) Paying dividends also means that shareholders pay taxes on
dividends which exceeds the taxes shareholders will pay if
shares are repurchased. Why do companies not repurchase
shares but instead pay dividends which is costly to
shareholders?

The two questions constitute what Black (1976) called the Dividend

Puzzle; in other words why do companies use dividends, the most
expensive form of returning cash to shareholders to the company
and shareholders?

Possible Explanations of why Companies pay Dividends
(i) Investor Transaction costs

It is commonly argued that companies pay dividends because
it is a less expensive method of getting cash to shareholders
compared with investors selling a part of their shareholdings
to raise money if the company does not pay dividend but
there is an increase in the share price. Is this a satisfactory
explanation for the payment of dividends? No.  Why?

If dividends are cheaper for shareholders than capital gains,
we would expect that if the transaction cost of selling shares
plus capital gains taxes together amount to less than the taxes
on dividend, then it would in the interest of shareholders for
the company not to pay dividends. In such a situation we
would observe zero payout ratios. On the other hand if the
cost of dividend taxes were less than the combined cost of
selling shares and capital gains taxes, then it would be in the
interest of companies to pay dividends. This implies most
dividend payments would be 100% payout ratio.

In practice, dividend policies are not at either or both extremes.
Investor transaction costs cannot therefore be a satisfactory
explanation for why companies pay dividends.

(ii) Asymmetric Information and Signalling
Signalling models assume that dividends are needed to convey
positive information from well-informed managers to poorly
informed shareholders in capital markets characterised by
asymmetric information. If the managers in a company believe
that their company’s shares are not properly valued by the
market (because the market does not know about the true
cash flows of their company), they can use dividend payment
to signal the company’s quality (prospects and potential cash
flows).

Paying dividend imposes costs on the company as well as
investors in the form of taxes paid by shareholders; foregone
profitable investment opportunities; and transaction costs of
raising new funds. Despite such cost, high quality firms will
still pay dividends according to the signalling argument in the
expectation that the increase in firm value will exceed the
costs of signalling. The increase in share value will also benefit
shareholders as sellers. Manager’s self-interest may also
encourage signalling if executive compensation depends on
immediate short-run performance and long-run return’.

Is dividend a unique method for signalling?  No. Companies
can signal with gearing policy as well. It is therefore difficult
to use signalling to explain why companies pay dividends
since dividend is not the only signal companies can use.

(iii) Agency cost explanation for Dividend Payment
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Agency cost theory is based on the view that conflicts of
interest arise between: shareholders and debt holders and
shareholders and managers.

Easterbrook (1984) notes two sources of agency costs:  (i) the
pursuit of the self-interest of managers including perquisite
consumption and (ii) risk aversion on the part of managers which
induces managers to undertake less risky projects or finance with
retained earnings. A high level of retention enables managers to
pursue their self- interest such as perquisite consumption and the
pursuit of acquisitions with the availability of free cash flows.
Retention also reduces the riskiness of debt below that which was
originally used to determine its return at flotation. This reduction
in riskiness implies that the return on debt now becomes excessive
and hence transfers wealth from shareholders to bondholders.
Easterbrook goes on to argue that these agency costs are less serious
if the firm pays dividends and then goes constantly to the market
for new capital. He writes ‘managers who are in the capital market
... have the incentive to reduce agency costs in order to collect
the highest possible price for their instruments.’  Determining
whether there are significant numbers of firms that simultaneously
pay dividends and raise new capital may constitute a weak test of
the agency cost explanation. A more fundamental question for
the theory is the incentives managers have to want to pay dividends
and raise new capital.

Rozeff (1982) argues that dividend payment informs outside equity
holders that the firm is financing investments with outside funds.
Since outside financing requires scrutiny of the firm by investors,
current equity holders obtain some new information, in the process
more cheaply, than could be obtained from audited financial
statements. Since the size of the dividend payment determines
how much should be obtained as new funds from the market, he
postulates that as dividend payment increases, agency costs reduce.
On the other hand, transaction costs of new securities increase as
the firm raises funds frequently. An optimal payout ratio that
reduces agency costs (and thereby increases firm value) and the
cost of issuing new securities may therefore exist.

Others factors that may affect Dividend Payments
(i) Legal constraints on distributable profits:

Accumulated profits, realised profits, so far as not previously
utilised (by distribution or capitalisation) less accumulated,
realised losses, so far as not previously written off could be
used to pay dividends. Paying dividends out of capital would
be illegal if doing so reduces the net assets of a company
below its aggregate called-up share capital.

(ii) Liquidity(being profitable does not imply liquidity, but paying
dividends requires the company to have the liquidity)

(iii) Current debt obligations (debt covenants may limit the amount
of dividends companies can pay)

(iv) Investment opportunities (companies can retain and invest

since conceptually it does not affect the value of the firm’s
shares: some companies do not pay dividends)

(v) Earnings volatility (if earnings are volatile, a company cannot
set a very high level of dividend to avoid the situation where
earnings in a particular year may not be adequate to pay the
regular dividend).

Summary
The payment of dividend is one of the most important decisions
financial managers have to make.  Its importance stems from the
fact that shareholders’ wealth has to be maximised. However to
maximise shareholders’ wealth, investment and financing decisions
have to be made and the last but not the least is dividend payment.
To pay dividend, other things being equal, reduces the amount of
cash for investment and likely to raise the cost of capital in the
absence of retained earnings. The decision not to pay dividend
sends unintended signal to investors because of the information
content of signal policies hence it is important for a company to
balance to strike a balanced dividend policy
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1 Able God Professional Tutors 47, Ikotun/Egan Road,
Market B/stop, Igando, Lagos.
E-mail: agpcentres@yahoo.com,
Phone: 08028430567

2. Accountancy Tutors Nigeria Limited 1-9, Ilorin/Katsina
Road, By Independence Way, Marafa Estate, Kaduna State.
Email: acas_2007@yahoo.com,
Phone: 08037861401, 08028782686

3 Accountancy Trainining Centre,  Makurdi  Uni-Agric
Road, Opposite First Gate, Makurdi, Benue State.
Email: gealfred@yahoo.com,
Phone: 07038068866, 08053559666,

4 Accuracy Tutors, Aba  No 76, St Michael’s Road, Aba,
Abia State.
Email: ijiomao@yahoo.co.uk
Phone: 8068548135

5 Alphamarshall Professional Limited 72, Mbano Street,
Phase 3, Kubua, Abuja.
Email: muge@alphamarshall.org
Phone: 08068798944

6 Atlas Professionals Limited,  Ota, Bells University of
Technology, Ota, Ogun State.
Email: atlasprofessions@gmail.com
Phone: 08033195330, 08053947907

7 Best Option Tuition Centre, Makurdi 9, kashim Ibrahim
Road, Makurdi, Benue State.
Email: terencegoddy@yahoo.com
Phone: 08034932068

8 Bratim Training Centre Limited, Ground Floor, National
Library Building, Adjacent Reiz Continental Hotel, Central
Area, Abuja. Email: tejan@bratim.com
Phone: 08059125288, 08030408384

9 Career Intelligent Professionals New Capital School, 17/30
Kwame Nkrumah Crescent, Asokoro Abuja.
E-mail: careerip@yahoo.com  Phone: 08077303645

10 Crest Professional Tutors, Plot 238/240, Apapa Oshodi
Expressway, Odo-Olowu Bus Stop, Ijeshatedo, Lagos.
E-mail: crestprofessionals@gmail.com
Phone: 08056243941, 07025289695, 08033721559

11 Deo-Gratia Professional Tutors, Oshogbo 25, Oyedokun
Street, Ago-Wande, Oke-Onitea Road, Oshogbo, Osun
State. E-mail: deogratiasp.t.edu@gmail.com
Phone: 08060053496

12 Edo Wyse School of Professional, 75/98, Arthur Eze
Avenue, by Unizik Temp-Site Junction, Awka, Anambra
State. E-mail: edo wyse@hotmail.com,
fidelisabiahu@yahoo.com
Phone: 07038584227, 08065303399

13 Excel Professional Centre, 11, Queen Elizabeth Road,
Mokola, Ibadan, Oyo State.
E-mail: excelprofessionalcentreeng@yahoo.com,
moolaoluwa@yahoo.co.uk Phone: 07081488611

14 Execellent Tutors, Abakaliki, 7, Water Works Road,
Abakaliki. E-mail: emmakwakwa2009@gmail.com
Phone: 08037805177

15 Foresight Professional Institute, 24, Road Opposite H
Close, Festac Town, Lagos.
E-mail: foresight_professional@yahoo.com
Phone: 08033164620

16 Gusau Business School, Off Sokoto Road, Opp. Janyau
Primary School, Gada Biyu, P.O.Box 315, Gusau, Zamfara
State. E-mail: info@gusaubusinessschool.com,
gbs2015@yahoo.com
Phone: 08060976226, 08082585301

17 Galaxy Professional Tutor & Consultant, L.E.A Primary
School, by Mopol Junction, Opposite Diamond Bank Plc,
Nyanya, Abuja. E-mail: galaxytutors11@yahoo.com
Phone: 08063513106, 08056922440

18 Global Focus Initiative Consulting Co. Junior Secondary
School, Apo Legislative/National Assemply Quarters, Zone

List Of Recognised Tuition Centres



ICAN Students’ Journal, October/December, 201610 ICAN Students’ Journal, October/December, 201610

Information  Information  Information

B, Apo, Abuja. E-mail: gfcproftutors@gmail.com Phone:
081505496912, 09091591598

19 JK Consulting Co. Ltd, Abuja 4th Floor, Wing B, City Plaza;
Plot 596, Ahmadu Bello way, Garki II, Abuja.
E-mail: abdullahadebayo@gmail.com
Phone: 08127993058

20 Jodoc Accountancy Tutors, c/o Celia’s International
Nursery, Primary & High school, 7, Rumuadaolu Market
road, off Rumuola Road, (behind Dan Dollars petrol
station) Rumuola, Port Harcourt.
E-mail: jodoctutors@yahoo.com, olulanajohn@yahoo.com
Phone: 08034041855

21 Legacy Associate Limited, Olatunji HSE/Legacy HSE, 299/
295, Ikorodu Rd, Idiroko B/stop, Maryland, Lagos.
E-mail: legacyassociates@ymail.com
Phone: 08028719480, 08063330748

22 MIKON Professional Tutor, 34A, Boundary Road, G.R.A.
Benin City, Edo State. E-mail: mikoninstitute@yahoo.com
Phone: 07035066990, 08032065000

23 MSL, School of Accountancy & Mgt. Studies, L8,
Ahmadu Bello Way, Katsina Round-about, same building
with Studio 24, Kaduna, Kaduna State.
E-mail: mucomail@yahoo.com Phone: 08038492871

24 Pass Associates Limited, 9 - 11, Ogunyade Street,
Gbagada, Lagos. E-mail: pass.centre@yahoo.com
Phone: 08033750527, 08027082699

25 PLUM Academy Limited, 368, Lagos Abeokuta Way, Oja-
Oba B/stop, Abule-Egba, Lagos.
E-mail: plumacademyltd@yahoo.com
Phone: 08083687713, 08078635086, 08061382365

26 Portharcourt School of MGT & Economics, 6B, Abeokuta
Street, D/Line Port Harcourt, Rivers State.
E-mail: info@phsme.com.ng
Phone: 08056425355, 08169999886

27 POSSE Associates Tutors, WTC Primary School
Compound, Off WTC B/Stop, Near University of Nigeria,
Enugu Campus (UNEC) O
E-mail: posseassociates@yahoo.com,
sesan.sosanolu@yahoo.com  Phone: 08038036940

28 Precept with Passion, 164, Iju Road,Opposite Fagba
Grammar School, Station Bus -Stop, Agege, Lagos.

E-mail: consultingpwp@gmail.com
Phone: 08053642805

29 Professional Tutor for Success, PTS Building, Opposite
NUJ Secretariat, Iwo/Ibadan Road, Dada Estate, Oshogbo,
Osun State.
E-mail: ptsosogbo@gmail.com, ayoajayiobe@yahoo.com
Phone: 08023526689, 07031927805

30 Protrac Associates Limited, 1, Lagos Road, Ikorodu, Lagos.
E-mail: protract@protraconline.org
Phone: 08033050586, 08033827712

31 Real Professional Tutors, Wuse Zone 6, School Compound,
behinde Oando filling Station, Abuja.
E-mail: realtutorsltd@hotmail.com
Phone: 08136111191, 036184645

32 Risk Free Standards Associates Limited, 5, Olusoji Idowu
Street, Off Association Avenue, Ilupeju, Obanikoro B/Stop,
Lagos. E-mail: riskfreestandards@yahoo.com,
seyiolanrewaju@yahoo.com
Phone: 08023050654, 08039475507, 013423986

33 Safe Associate Limited, 31, Ore-Ofe Street, Gbaja, Off
Barracks B/Stop, Onitolo, Opposite Laspotech Surulere
Campus, Lagos.
E-mail: safeican@yahoo.com, info@safeassociatesltd.com
Phone: 08023177050, 08023210622

34 Sapati International School, Off Ajase-Ipo Road, Sapati-Ile
Road, Ilorin, Kwara State. E-mail: yomimajor@yahoo.co.uk,
principalsapati@yahoo.com
Phone: 08067923014, 08034661929

35 Sky Associates Nigeria Limited, LEA Primary School, Wuse
Zone 3, Abuja.
E-mail: skyassociatetutors@yahoo.com,
sundayadeniyiogunmuyiwa@yahoo.om
Phone: 08033176283, 08033144671

36 Soteria Business School, Beside DB Petrol Station, Bola Ige
B/Stop, Liberty Road, Oke-Ado, Ibadan, Oyo State.
E-mail: info@soteriaschool.com
Phone: 07030049999, 07031259316

37 Students SWOT Associate, 3, Independent Layout, PRODA
office, Opposite Hotel Presidential, Enugu, Enugu State.
E-mail: chineduokolo15399@yahoo.com
Phone: 08060844790, 08034924565
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     (MULTIPLE-CHOICE QUESTIONS)

1. Which of the following is NOT the responsibility of an auditor?
A. Vouch payment vouchers
B. Prevent non-compliance with law or regulations
C. Ensure compliance with accounting standards
D. Ensure compliance with auditing standards
E. Issue audit report

2. A positive external confirmation request expects respondents to
A. Reply only if the debtor disputes the amount shown on the

form
B. Reply directly to the management
C. Advise the auditor on what to do
D. Reply directly to the auditor whether in agreement or

disagreement with the amount shown on the form
E. Disregard the request because the information is contained

in the financial statements

3. Which of the following is NOT an element of a letter of
representation?

A. Addressed to the auditor
B. Addressed to management
C. Contains specific financial information
D. Dated
E. Signed
4. The objectives of stocktaking do NOT include:
A. Discovery of fraud in the stock figures
B. Determination of the accuracy of cut-off
C. Ascertainment of the effectiveness of internal control system

over stock
D. Determination of the accuracy of stock valuation
E. Provision of the basis for checking the correctness of stock

records
5. Prior to the acceptance of an engagement, the auditor should

obtain a preliminary knowledge of the client. Which of the
following is NOT what an auditor should know?

A. General economic factors and industry conditions affecting
the entity’s business

B. Number of prospective employees
C. The regulatory framework
D. The effect of new legislation, accounting or auditing

pronouncements
E. The accounting policies adopted by the entity and changes

in those policies
6. What should an auditor do when he discovers a material

misstatement? He should

Audit and Assurance (INTERMEDIATE -  November 2013)

Our goal is to ensure success in ICAN exams. We have, therefore, provided solutions to some past questions to
guide candidates in future exams. Although these suggested solutions have been published under the Institute’s
name, they do not represent the views of the Council of the Institute. ICAN will, therefore, not enter into any
correspondence about them.

A. Disregard the material misstatement
B. Correct the error before he writes the final audit report
C. Refer the error to the audit team for proper investigation
D. Issue an unqualified report
E. Communicate the misstatement to the appropriate level of

management on timely basis and consider the need to report
it to those charged with governance

7. The procedures outlined in an audit programme are mainly
designed to

A. Detect errors or irregularities
B. Ensure early completion of the audit
C. Protect the auditor against litigation
D. Highlight movement in the accounts on a year-to-year basis
E. Obtain audit evidence

8. Which of the following is NOT a relevant consideration for
the auditor in determining whether or not a client is of high
risk?

A. The general abilities of the client’s management
B. Evidence of management intentionally failing to record a

material transaction
C. Evidence of client’s involvement in fraudulent or illegal

activities
D. The state of the economic sector in which the client operates
E. Diversification of the client’s business into new areas

9. The management of corporate organizations sets up internal
controls in the system to ensure all of the following EXCEPT

A. That transactions are executed in accordance with proper
authorization

B. To ensure that all debtors that failed to pay are prosecuted
C. All transactions are promptly recorded at the correct values

in the appropriate accounts
D. Access to assets is permitted in accordance with authorised

procedures
E. Recorded assets are compared physically with existing assets

at reasonable intervals and differences reconciled

10. Which of the following is NOT a method used by auditors to
ascertain the system of internal control?

A. Examining previous audit work
B. Documenting the client’s system
C. Interviewing client’s staff
D. Tracing transactions
E. Obtaining the list of transactions for both purchases and

creditors
11. Which of the following services is NOT carried out by a

SECTION A: PART 1
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Computer Bureau?
A. Parallel simulation
B. Sales of software packages
C. Time sharing
D. Data preparation
E. Designing of application packages

12. The objectives of public audit include the following EXCEPT
A. Ascertainment of the use of public resources
B. Prevention of fraud and defalcations
C. Reporting on the internal control weaknesses
D. Promoting of government policies
E. Alerting the executive and legislature of departures from

procedures

13. Audit evidence could be generated within and outside the
organization. Which of the following sources of evidence is
NOT internal?

A. Accounting systems
B. Documents
C. Suppliers
D. Management and staff
E. Accounting records

14. Information Technology General Control (ITGC) represents
the foundation of IT

A. General controls
B. Control structure
C. System
D. Governing control
E. Communication

15. The primary function of the forensic auditor at a trial is to
A. Present the report of his investigation
B. Represent the management in court
C. Give expert evidence at the trial
D. Remain silent
E. Counter the other party in the suit

16. The following steps are adopted by a forensic auditor in
performing an audit EXCEPT to

A. Verify compliance with regulatory, legal and evidential matters
B. Review documents related to legal and general business

functions
C. Test the organization’s motivational and ethical climate
D. Perform substantive and analytical review
E. Identify questionable and exceptional transactions

17. The codes of best practice on corporate governance is treated
under 3 sub-headings. Which of the following options best
represents the subheading?

A. Board of Directors, Manufacturers Association and Creditors
B. Audit Committee, Shareholders and Debtors
C. Shareholders, Board of Directors and Debtors
D. Board of Directors, Shareholders and Audit Committee
E. Audit Committee, Stakeholders and Debtors

18. Due process in the public sector involves all but ONE of the

following:
A. Transparency in accounting for contracts
B. Making use of administrative committees in approving

contracts
C. Ensuring that arrangements are in place for dealing with

all audit queries
D. Awarding contracts by the Executive after the legislature

has given approval
E. Allowing interested parties to provide input into the

decision-making process

19. The operations of accounts in Federal Government
Ministries, Departments and Agencies are regulated by
well defined internal control instruments. Which of the
following instruments is used by all the agencies?

A. Financial order
B. Financial circulars
C. CBN financial instructions
D. Financial regulations
E. General financial instructions

20. Which of the following is NOT an element of internal
control as defined in auditing standards and guidelines?

A. Carrying out the business of the company in an orderly
and efficient manner

B. Ensuring adherence to management policies
C. Ensuring adherence to continuous audit
D. Safeguarding the assets
E. Securing the completeness and accuracy of the records.

SECTION A: PART II (SHORT-ANSWER QUESTIONS)
Write the correct answer that best completes each of the
following questions/statements.
1. The term used in auditing as a measure of the quality of

audit evidence is...........................

2. The process adopted by an auditor in obtaining
representation or information of an existing condition
directly from a third party is ...................................

3. Who signs the management representation letter?

4. State the cost at which an intangible asset should be
carried in the balance sheet according to IAS 38.

5. The procedure designed by the auditor to determine
whether appropriate control systems exist to prevent
specific errors or omissions is...........................

6. The body that examines the audited accounts of the
Federation is...................

7. The partner who assumes responsibility for the conduct
of the audit and for issuing an auditor’s report on the
financial statement on behalf of the firm is known
as......................................

8. The audit risk components that the auditor does not have
control over are............. and ..................
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9. The term used to describe transactions which primary purpose
is to misrepresent the financial statements is
.......................................

10. Another name given to value for money audit is
......................................

11. The Committee of Sponsoring Organization (COSO)
identifies..............components of internal control

12. The type of opinion that an auditor will express when there is
a serious departure from Generally Accepted Accounting
Principles (GAAP) is..................

13. What is the name given to a report that either contains an
emphasis of matter paragraph or qualified opinion?

14. A sampling method that adopts selection from different groups
is .....................................

15. Another name given to financial audit is
....................................

16. The two main internal control areas in a computer-based
system are...................... and......................................

17. Integrated Test Facilities (ITF) and Systems Control And Review
File (SCARF) are two examples of................................

18. In the exercise of his functions under the 1999 Constitution,
the Auditor General is subject to the direction and control of
..................................

19. The controls implemented by management over a computer
systems application is known as.................................

20. State two types of audit in the public sector.

Question 1
A young accounting trainee picked up a text book on auditing
and came across the concept “True and fair view” and has
approached you for its meaning in practice.

You are required to:
(a) Explain the concept “True and fair view” as it relates to

financial reporting. (4 Marks)

(b) State any THREE Nigerian Standards on Auditing (NSAs).
(6 Marks)

(c) Outline any FIVE factors affecting materiality in auditing.
(5 Marks) (Total 15 Marks)

Question 2
Your audit firm has been appointed as auditors to ZOBO Nigeria
Limited, a quoted company engaged in food processing. You are
expected to take over from the existing auditor who has been
relieved of his appointment.

SECTION B:

SECTION C:
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You are required to:
(a) Outline the rules of professional conduct which must be

observed in practice when there is a change of auditors.

(b) State THREE factors each to be considered before accepting a
new audit under the following headings:
(i)    Legal
(ii)   Ethical
(iii)  Practical (9 Marks) (Total 15 Marks)

Question 3
The audit of the accounts of a partnership is not statutorily required,
but it is clear that various benefits would accrue to the firm if its
accounts are voluntarily audited.

You are required to:
(a) State FOUR reasons which may necessitate the audit of

accounts of a partnership firm. (4 Marks)

(b) State FIVE important issues that you, as an auditor, would
look into while auditing the books of a partnership. (5 Marks)

(c) Draft an audit programme to audit the receipts of a school
owned by a partnership. (6 Marks) (Total 15 Marks)

Financial Reporting
(SKILL LEVEL EXAMINATIONS - MAY 2015)
Question 1
a. When a parent Company elects not to prepare consolidated

financial statements and instead prepares separate financial
statements; what are the disclosure requirements stipulated
in IAS 27 on Separate Financial Statements?
(6 Marks)

b. Kerewanta Plc. acquired 60% of the equity shares of Orijinmi
Plc. by means of share exchange of three shares in Kerewanta
Plc. for four shares in Orijinmi Plc. The market value of the
shares of Kerewanta Plc. at the date of acquisition which is 1
April, 2013 was N10 per share.

Kerewanta Plc. would make a deferred cash payment of 70k
per acquired share on 1 April, 2014. Kerewanta Plc. cost of
capital is 12% per annum. None of the consideration has been
recorded in the books of Kerewanta Plc. The following
information was extracted from the financial statements of
the two companies as at 31 March, 2014.

Kerewanta Plc. Orijinmi Plc.
N’m N’m

Equity shares of N1 each 60,000 20,000
Share premium 15,000 NIL
Retained earnings 1 April, 2013 20,500 11,600
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Retained earnings for the year
ended 31 March, 2014 9,800 6,700
Property, plant and equipment 50,400 22,900

The following is the additional relevant information:
(i) An equipment had a fair value of N360,000,000 above its

carrying amount. At the date of acquisition of Orijinmi Plc.
the asset had a remaining life of four years. It is the group’s
policy to depreciate such asset using the straight line method.

(ii) Orijinmi Plc. had deferred tax liability of N10,000,000 as at
31 March, 2014 which had not been recorded. The company’s
goodwill is not impaired.

(iii) Non-controlling interests are to be valued at fair value at the
date of acquisition of Orijinmi Plc. The fair value of the shares
of Orijinmi Plc. held by non-controlling interests at the date
of acquisition is N6 per share.

Required:
Calculate the following as at 31 March, 2014:
i. Equity
ii. Non-controlling interests
iii. Consolidated goodwill
iv. Property, plant and equipment   (14 Marks)

  (Total 20 Marks)

Question 2
IAS 38 - Intangible Assets, specifies the criteria that must be met
before an intangible asset can be recognised by an entity in its
Financial Statements. Intangible assets are identifiable non-
monetary assets without physical substance and include goodwill,
brands, copyright and research and development expenditure.
They could be purchased and/or internally generated.

Required:
a. Identify any TWO characteristics of goodwill which

distinguish it from other intangible assets? (2 Marks)

b. Explain THREE differences between purchased goodwill and
non-purchased goodwill. (3 Marks)

c. Identify any THREE conditions that must be met under IAS 38
for development expenditure to be recognised as an intangible
asset. (3 Marks)

d. State any FOUR factors to be considered when determining
the useful life of an intangible asset. (4 Marks)

e. Calculate the goodwill on consolidation from the information
below:

N’000
Parent’s cost of investment in subsidiary 299,700
Net asset at acquisition date (parent) 986,600
Net asset at acquisition date (subsidiary) 345,800

Fair value of non-controlling interest at acquisition date 169,500
Net asset at reporting date (subsidiary) 316,400
Impairment of goodwill 62,200

Parent has 80% interests in subsidiary  (3 Marks)
   (Total 15 Marks)

Question 1
A committee has been set up by the President, Institute of
Chartered Accountants of Nigeria (ICAN) to:
(i) Investigate reasons why there is increase in the number of

candidates seeking to become professional accountants
through ICAN.

(ii) Collate the needs of students taking ICAN professional
examinations.

(iii) State the challenges faced by candidates taking ICAN
examinations.

(iv) Make recommendations to reposition ICAN to consolidate
her position as the leading professional accounting body in
Nigeria and Africa.

The committee has been given eight weeks to undertake this
assignment.

Required:
As the Secretary of the committee, present the outline/structure
of your report. (15 Marks)

Question 2
A recent survey report in your company has identified:
(i) Workers’ attitude

(ii) Language

(iii) Timing

as communication factors responsible for the low productivity of
the company.

You are required to:
Identify and explain briefly the relevant issues in relations to the
THREE factors stated in the report in order to improve the
company’s productivity.  (15 Marks)

Business Communication &
Research Methodology
(INTERMEDIATE - NOVEMBER 2013)

SECTION D:
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Examiners’ Report
The questions cover a large spectrum of the syllabus. All the
candidates attempted the questions. Performance was
generally above average.

Audit and Assurance
(INTERMEDIATE - November 2013)
Suggested Solution To Multiple-Choice Questions

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

6. E
7. E
8. E
9. B
10. E

11. A
12. D
13. C
14. B
15. C

16. C
17. D
18. E
19. D
20. C

Suggested Solution To Short-Answer Questions
1. Appropriateness

2. External Confirmation/Third party confirmation

3. Managing Director/CEO and Financial Director

4. Cost less any accumulated amortization and any accumulated
impairment losses

5. Internal Control Evaluation Questionnaire

6. Public Accounts Committee of the National Assembly

7. Audit engagement partner

8. (i) Inherent Risk and
(ii) Control risk

9. Window dressing

10. Economy and efficiency audit

11. Five

12. Adverse opinion

13. Modified or Qualified Auditors report/Qualified opinion

14. Stratified sampling

15. Transaction audit

16. General Controls, Application controls

17. Computer Assisted Audit Technique/Embedded Audit Facilities

Question 3
Research provides insight into every functional area of business.
It can be classified according to the procedure of investigation.
You are required to:

Explain any FIVE classifications of research in behavioural
sciences by methods.  (15 Marks)

(a) Concept of “True and fair view”
(i) Meaning of “True”
• There is no statutory or judicial definition of the word “true.”
• For accountants, truth is not absolute while in the
sciences, truth means a fact that is fixed and will never
change.
• For accountants, the word “true” means truth in
accordance with the facts available at the time of signing a
financial statement or auditor’s report.
• For accountants, truth means an objective verification that
the information contained in the financial statements is
factual and without error.

(ii) Meaning of “fair”
• Fairness implies that relevant values have been applied
impartially and objectively, considering the interest of all
stakeholders.
• Fairness means that the financial statements presented
create the right impression and not intended to mislead the
users.

(iii) Meaning of “True and fair”
“True and fair view” requires compliance with the
legislation and all the applicable accounting standards and
regulations. Therefore, when a practitioner says that a set of
accounts shows a true and fair view, it implies that:
• The auditor has requested for and obtained all
information and explanations considered necessary for his
audit.
• Proper books of accounts have been kept and the
financial statements are in agreement with the books.
• Adequate returns have been received from branches not
visited where applicable.
• The financial statements comply with statutory provisions
and other relevant regulations and pronouncements.
• The assets are fairly stated, that is, they exist, are owned
by the business and are properly valued.
• All the liabilities have been fully disclosed.
• There are no material errors or misstatements in the
financial statements.
• Fundamental accounting concepts have been followed in
the preparation of the accounts.
• The accounting policies adopted have been fully
disclosed as required by International Financial Reporting
Standards (IFRS).

Suggested Solution To Section B
Question 1

18. No authority or person

19. Application controls

20. - Compliance/regulatory audit
- Financial audit
- Value for money audit
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• The financial statements have been properly presented.

(b) The current Nigerian Standards on Auditing are
S/N NSA Code Name of Standards (ISA/NSA)
1. NSA 1 Overall objectives of the Independent Auditor

and the conduct of an audit in accordance
with International  Standards on Auditing

2. NSA 2 Agreeing the Terms of Audit Engagements
3. NSA 3 Quality Control for an Audit of Financial

Statements
4. NSA 4 Audit Documentation
5. NSA 5 The Auditor’s Responsibilities Relating to

Fraud in an Audit of Financial Statements
6. NSA 6 Consideration of Laws and Regulation in an

Audit of Financial Statements
7. NSA 7 Communication with those charged with

Governance
8. NSA 8 Communication Deficiencies in Internal

Control to those charged with Governance
and  Management

9. NSA 9 Planning an Audit of Financial Statements
10. NSA 10 Identifying and Assessing the risks of material

misstatement through understanding the entity
and its environment

11. NSA 11 Materiality in planning and performing an
audit

12. NSA 12 The auditor’s responses to assessed risks
13. NSA 13 Audit considerations relating to an entity

using a service organization
14. NSA 14 Audit evidence
15. NSA 15 Audit evidence – specific considerations for

selected items
16. NSA 16 External confirmations
17. NSA 17 Initial audit engagements – Opening balances
18. NSA 18 Analytical procedures
19. NSA 19 Audit sampling
20. NSA 20 Audit accounting estimates, including fair

value accounting estimates and related
disclosures

21. NSA 21 Related parties
22. NSA 22 Subsequent events
23. NSA 23 Going concern
24. NSA 24 Written representations
25. NSA 25 Special considerations – Audits of group

financial statements (including the work of
component auditors)

26. NSA 26 Using the work of internal auditors
27. NSA 27 Using the work of an auditor’s expert
28. NSA 28 Forming an opinion and reporting on

financial statements
29. NSA 29 Modifications to the opinion in the indepen

-dent auditor’s report
30. NSA 30 Emphasis of matter paragraphs and other

matter paragraphs in the independent
auditor’s report

31. NSA 31 Comparative information – corresponding
figures and comparative financial statements

32. NSA 32 The auditor’s responsibilities relating to other
information in documents concerning audited
financial statements

33. NSA 33 Special considerations – audits of financial
statements prepared in accordance with
special purpose frameworks

34. NSA 34 Evaluation of misstatements identified during
the audit

35. NSA 35 Special considerations – audits of single
financial statements and specific elements,
accounts or items of a financial statement

36. NSA 36 Engagements to report on summary financial
statements

(c) The factors affecting the materiality of financial information
include:
(i) The magnitude of the item compared with the overall
view presented by the financial statements.

(ii)  The magnitude of the item compared with the
magnitude of the item in previous year’s financial
statements.

(iii)  Some items are always material if they are subject to
statutory disclosure.

(iv)  Departures from generally acceptable accounting
standards may necessitate an item being termed material.

(v)   The frequency of occurrence of non-recurrent items are
often considered more material than recurring items of
equal values.

(vi)  The impact which an item has on the financial results
of the enterprise, for instance, if the item can change a
small profit- making enterprise to a loss-making one.

Question 2
(a) The auditors are expected to take the following steps:
(i) The incoming auditors should obtain authority from the client

to contact the existing auditors.

Examiners’ Report
The question tests candidates’ knowledge on (a) True and
Fair View (b) the Nigerian Standards on Auditing, and (c)
matters affecting materiality. More than 75% of the candidates
attempted the question. Even though the question is
straightforward, the understanding of the candidates was
poor. Candidates undoing was the exhibition of shallow
knowledge and poor interpretation of the requirements of
the question.

Candidates should study hard and be current.
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The auditors should then write to the former auditors seeking
information which could influence their decision as to whether
or not to accept the appointment.

(ii) If the client fails or refuses to grant the new auditors permission
to contact the former auditors, then they should not accept
the appointment.

(iii) If permission is granted, the former auditors should
communicate in writing to the new auditors stating that no
matters exist why they should not accept the assignment.

(iv) Where such matters exist, the former auditors should inform
the new auditors of those facts within their knowledge, which
in their opinion, the new auditors should be aware of. They
should feel free to discuss such matters with the new auditors.

(v) Where the former auditors do not respond within a reasonable
time, the new auditors should endeavour to contact them by
telephone, facsimile or e-mail. If no reply is received, they
should send a final letter by registered delivery service stating
that unless they receive a reply within a specified time, they
will assume that no matters exist to prevent them from
accepting the appointment.

(vi) If the former auditors state some matters of conflict in their
reply, the new auditors should discuss with the client on such
matters and thereafter decide whether to accept or reject the
appointment.

(b) Factors to be considered:
(i) Legal

• The auditors must be duly appointed, for example, by
members of the company at a general meeting.
•  The auditors must not be an officer or servant of the company
or a body corporate.
• The auditors must not be a partner or an employee of an
officer of the company.
• The auditors must be a member of a recognised professional
body of accountants.

(ii) Ethical
• When the acceptance of the audit will give rise to conflict
of interest between the client and the auditor.
• When the audit fees constitute a significant proportion of
the total fee income.
•  Where the audit fees are payable subject to conditions
placed by the management.
•  Where the outgoing auditors have not given professional
clearance.
•  Where the new auditors are prevented from contacting the
former auditors.
•  Where the auditors take loan or advance from the client
and not under normal lending conditions.
•  Where the auditors have personal relationship (blood or
marriage) with the Directors or Officers of the client’s
company.
•  Where the auditors have financial interest in the enterprise

or other business relationship with the Directors of the client’s
company.
•  Where there is an offer of undue hospitality from the client.

(iii) Practical
•  Where the auditors lack the skills and experience necessary
to carry out the audit.
•  Where the client is not willing to pay the fee charged by
the auditors.
•  Where the time available to carry out the audit work is not
enough.
•  Where the auditors are in doubt about the integrity of the
officers of the client’s company.

Question 3
(a) Reasons for the Audit of Partnership

Audited Accounts:
(i) provide a convenient and reliable means of settling accounts

among the partners.

(ii) reduce the possibility of dispute among partners.

(iii) constitute a reliable evidence for computing the amount due
from the firm to a retiring or deceased partner.

(iv) admission of a new partner is facilitated if a set of past audited
accounts is available for examination.

(v) are relied upon by banks for advancing facilities (loan & over-
draft).

(vi) are generally accepted by the tax authority for computing the
assessable income of each partner.

(vii) facilitate negotiation for sale or conversion of the firm to a
company.

(viii) serve as moral deterrent and checks on the partners against
fraudulent practices.

(b) The issues the auditor would look into while auditing the
books of a partnership include:

(i) Confirmation of scope of audit
The scope of the audit must be confirmed.

(ii) Examination of partnership deed/articles of partnership

Examiners’ Report
The question tests the candidates’ knowledge on professional
ethics and the ICAN Code of Conduct. More than 50% of
the candidates attempted the question, but general
performance was poor, especially in part (b). Their
commonest pitfall was misunderstanding of the requirements
of the question. Candidates should prepare well for the
examinations and exercise due care before answering
questions.
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Partnership deed must be examined to ascertain capital
contribution, profit sharing ratios, powers and responsibilities
of each partner of the firm.

(iii) Examination of minutes book
Examine the minutes book to check for the policy decisions
taken by the partners.

(iv) Ascertaining the business of the partnership
Verify that the business in which the firm is engaged is duly
authorized and legally allowed by the articles of partnership.

(v) Compliance with the provisions of Partnership Act
Ascertain that relevant provisions of the Partnership Act, as
applicable, are complied with.

(vi) Ascertain that profits are shared in the agreed ratio.

(vii) Confirm if professional indemnity insurance policy is in place.

(c) Audit programme for receipts in a school owned by a
Partnership

(i) Check the fees received on account of admission and compare
them with admission forms.

(ii) Check the names entered in the students’ attendance register
to ascertain the total number of students enrolled. This should
then be compared with students’ fee register to verify the
amount of fees charged and received.

iii. Ascertain the system of recovery of fines and penalty imposed
on account of late payment (if applicable).

iv. Confirm that all hostel dues have been paid by students.

v. Vouch the rental income or interest/dividend income from
investments held by the school.

vi. Check grants received from government or donations received
from donors (if any).

vii. Check for other incomes received by the school.

viii. Verify that the school operates a system of internal check
which ensures that fees are properly raised.

ix. Check fees received by comparing it with the counterfoil of
receipts and pay-in-slips through to the bank statements.

x. Ensure that the person receiving cash is not responsible for
entries in the cash book and other records.

xi. Where payments are made directly into the bank, check the
bank reconciliation statements prepared to ensure
completeness in accounting for receipts.

xii. Review the control systems on enrolment and recordings of
tuition income.

xiii. Confirm if fidelity insurance policy is in place.

Examiners’ Report
The question tests candidates’ understanding of the needs
and requirements for the audit of a partnership firm.
More than 50% of the candidates attempted the question
and performance was generally poor.

Most candidates performed poorly because they are not
familiar with the audit programme of schools. It is
recommended that candidates should expand their
knowledge of various audit programmes.

Suggested Solution To Section C
Question 1
a) DISCLOSURE REQUIREMENTS STIPULATED IN IAS 27

WHERE A COMPANY ELECTS NOT TO PREPARE
CONSOLIDATED FINANCIAL STATEMENTS
When a parent company elects not to prepare consolidated
financial statements and instead prepares separate financial
statements, IAS 27 on Consolidated and Separate Financial
Statements states that it shall disclose in those separate
financials.

(i) The fact that financial statements are separate financial
statements.

(ii) A list of significant investment in subsidiaries, joint venture
and associates including:
• The name of those investees
• The principal place of business (and country of
incorporation, if different) of those investees
• Its proportion of ownership interest (and its proportion of
  the voting rights, if different) held in those investees.

(iii) A description of the method used to account for the investment
listed under (ii).

b)(i) Equity as at 31 March, 2014
N’m

Share capital of Kerewanta Plc. 69,000
Share premium 96,000
Retained earnings (Wk 1) 33,360

198,360

(ii) Non-controlling interests as at 31 March, 2014
N’m

Added on acquisition at 1 April, 2013 48,000
40% post acquisition on profit (40% x N6,700) 2,680
Deferred tax expenses (N10million x 40%) (4)
Additional depreciation (1/4 year x N360 x 40%) (36)

50,640

(iii) Consolidated Goodwill as at 31 March, 2014
Purchase consideration of Kerewanta Plc. N’m
Share consideration 90,000
Deferred consideration 7,500
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97,500
Non- controlling interest 48,000
Cost of business combination 145,500

Fair value of identifiable net asset at 1 April, 2013
N’m

Share capital 20,000
Pre-acquisition reserves 11,600
Fair value adjustments 360 (31,976)
Full goodwill 113,540

(iv) Property, plant and equipment as at 31 March, 2014
N’m

Kerewanta Plc. 50,400
Orijinmi Plc. 22,900
Fair value Adjustment 360
Less: Additional depreciation (1/4 years x N360million) (90)

73,570
Workings:
Wk1 Retained earnings as at 31 March, 2014

N’m
Kerewanta Plc. retained earnings (N20,500 + N9,800) 30,300
60% post-acquisition profit (60% x N6,700) 4,020
Finance cost (12% x N7,500million) (900)
Deferred tax expense (N10million x 60%) (6)
Additional depreciation (1/4 years x N360million x 60%) (54)

33,360

Examiners’ Report
The question tests the disclosure requirement necessary for
the computation of items in the Consolidated Statement of
Financial Position, such as equity, property, plant and
equipment.
About 50% of the candidates attempted the question and
performance was poor.
The commonest pitfalls observed include the following:
• Inadequate knowledge of the disclosure requirement

required for calculating some of the basic Consolidated
Statement of Financial Position (CSFP) items highlighted
above.

• Failure to show necessary workings as to how the figures
were arrived at.

• Omission of N’m configuration in their solution thus,
reducing the figures that are expected in million naira to
thousand naira.

• Failure to recognize deferred tax liability in their solution
as required by the examiner.

• It is apparent that most candidates lack the requisite
knowledge of IFRS, hence they could not correctly
calculate the relevant items of SFP as required by the
examiner.

They are therefore advised to pay more attention to this
section of the syllabus as it could feature regularly at this
level of the Institute’s examinations.

Question 2
a. Characteristics of Goodwill which distinguished it from other

intangible assets
i. It is a balancing figure: Goodwill itself is between the fair value

of the whole business and the fair value of the separatable net
assets of the business. It cannot be valued on its own.

ii. Goodwill cannot be disposed off as a separate asset.
iii. The factors contributing to goodwill cannot be quantified.
iv. The value of goodwill is volatile, i.e. it can only be given a

numerical value at the time of acquisition of the whole
business.

v. Goodwill exists in perpetuity unless impaired.

b. Differences between purchased and non-purchased goodwill

Purchased Non-purchased

c. Conditions for recognizing development expenditure as an
intangible asset exists where the entity demonstrates the
following

i. The technical feasibility of completing the intangible asset so
that it will be available for use or for sales;

ii. Its intention is to complete the intangible asset and use or sell
it;

iii. Its ability to use or sell the intangible assets;

iv. How the intangible asset will generate probable future
economic benefits. Among other things, the entity can
demonstrate the existence of a market for the output of the
intangible cost or the intangible asset itself or, if it is to be
used internally, the usefulness of the intangible asset;

v. The availability of adequate technical, financial and other
resources to complete the development and to use or sell the
intangible asset;

vi. Its ability to measure reliably, the expenditure attributable to
the intangible asset during its development.

d. Factors to consider in the determination of the useful life of
Intangible Asset include the following

i. Arises when one business
acquires another as a going
concern.

ii. It arises from purchase and
consolidation of a
subsidiary.

iii. Will be recognized in the
financial statements as its
value at a particular point
in time is certain.

It’s inherent in the
business.

Has no identifiable value.

It is not recognized in the
financial statements.
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Examiners’ Report
The question tests the principles and application of IAS 38
on Intangible Assets. Candidates are required to differentiate
between purchase and non-purchase goodwill, state the
conditions required for development cost to be recognized
as an intangible asset, factors that must be considered in
determining the useful life of an intangible asset and
characteristic of goodwill.

About 80% of the candidates attempted the question and
performance was above average.

Some of the pitfall of the candidates was their lack of indept
knowledge of the provisions of IAS 38.

Candidates are required to pay attention to the provisions of
IFRS for better performance in future.

i. The expected usage of the asset by the entity and whether the
asset could be managed efficiently by another management
team;

ii. Typical product life cycles for the asset and public information
estimates of useful lives of similar assets that are used in a
similar way;

iii. Technical, technological, commercial or other types of
obsolescence;

iv. The stability of the industry in which the asset operates and
changes in the market demand for the products of services
output from the asset and the entity’s ability and intention to
reach such a level;

v. The period of control over the asset and legal or similar limits
on the use of the asset, such as the expiry dates of related
leases;

vi. Whether the useful life of the asset is dependent on the useful
life of other assets of the entity.

e. Calculation of goodwill on consolidation

N‘000
Cost of investment in Subsidiary 299,700
Fair value of non-controlling interest 169,500

469,200
Net Asset at acquisition date (Subsidiary) (345,800)
Goodwill on consolidation 123,400
Impairment (62,200)

61,200

Suggested Solution To Section D
Question 1
1.0 Heading

Report of the committee on reasons why there is increase in
the number of candidates seeking to become professional
accountants through Institute of Chartered Accountants of
Nigeria (ICAN) submitted on 19th November, 2013.

2.0 Introduction
The President of ICAN set up a committee to investigate
reasons for increase in number of candidates wishing to
become professional accountants through ICAN, analyse their
needs, challenges faced by them and make appropriate
recommendations.

3.0 Membership
List of members of the committee.

4.0 Methodology/Methods of Investigation
Method(s) of investigation employed in carrying out the
assignment e.g. questionnaire/interview, and the method of
administering the instrument e.g. random sampling.

5.0 Findings
List findings during investigation
- Rate of increase in candidates’ number and what has been
responsible for this
- Needs of candidates in terms of availability of study materials
in different forms
- Challenges faced by candidates with respect to syllabus,
access to tutorials and libraries.

6.0 Observations
What was observed during investigation
- ICAN remains a market leader in professional examination
administration in the field of accounting in Nigeria;
- ICAN maintains a well organised structure with district level
activities;
- ICAN presence and visibility on national stage and active
defence of members’ interests make membership of the
Institute a worthwhile choice;
- ICAN’s syllabus needs to be broken down into more details
in order to make learning and teaching easier.

7.0 Conclusion
Conclusions drawn from findings and observation
- ICAN is a leading professional examination administrator in
Nigeria;
- ICAN needs to sustain and strengthen members’ participation
and benefits;
- ICAN has a wide range of candidates with specific and special
needs;
- ICAN needs to continue to fine-tune her activities.

8.0 Recommendations
List of committee’s recommendations
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- ICAN needs to strengthen her membership sustenance
services;
- The Institute is to remain visible at the national level
- The Institute is to initiate the process for expanding the
syllabus into detailed document;
- The Institute needs to conduct needs analysis of her
candidates;
- The Institute needs to produce her literature in electronic
format and make them available as e-books.

9.0 Appendices
Questionnaire administered

10.0 References

11.0 Circulation/Distribution list

Examiners’ Report
The question tests candidates’ ability to write a report
outline. About 60% of the candidates attempted the
question. The performance of candidates was very poor as
only about 2% of them scored 50% and above of the
allocated marks. Candidates’ major pitfalls are:

- lack of adequate knowledge of the concept of ‘outline’;
- ignorance of the components of a report;
- lack of and inadequate idea of what to write under the

few components identified by candidates.

Candidates should learn the different parts of a report and
know the features of the different parts for better performance
in future examinations.

Question 2
The relevant issue in relation to the factors of workers’ attitude,
language and timing are
(i) Workers’ attitude

(a) emotion as a basis of attitude
(b) arrogance of authoritarian communication

(ii) Language
(a) Polysemy or diversity of meanings
(b) Context of use to determine actual meaning
(c) Use of jargon as a communication barrier

(iii) Timing
(a) Right timing of communication
(b) Time of convenience

(i) Workers’ attitude
The attitudes of parties in communication in an organisation
are among the most important things in achieving effective
understanding. No human being is absolutely rational in his/
her thinking or actions. Most of the time, people react to
situations or communications emotionally. Since emotion is

the basis for attitude, the attitude of the communicator can
affect the emotion and therefore the attitude of the receiver
positively or negatively. Since communication usually
originates from the top and vertically flows down to the shop
floor workers, the initiator must do everything possible to do
away with emotional words and imperative expressions that
can trigger emotional reactions from the receivers. A trace of
arrogance or authoritarianism in the communication will
offend the sensibility of the workforce which may give rise to
industrial unrest and consequently a loss of many man-hours
and huge profits to the company.

(ii) Language
The language of communication must be understandable. By
nature, English words are polysemantic or diverse in meanings.
Such words often give rise to ambiguity which the receiver
may not be able to resolve. This often leads to reading between
the lines. The initiator of communication must use such words
in context to disambiguate his message. Where the receiver
is not sufficiently skilled or knowledgeable to use the context
to determine meaning, poor understanding or outright
misunderstanding will occur. The communicator, in order to
achieve understanding, must use familiar words.

If a familiar word is used in an unfamiliar manner, the
communicator must give the meaning that he intends the
receiver to get from the message. The communicator must be
ready to explain or avoid every jargon or technical language
that may lead to communication breakdown if unexplained.
When communication breaks down in an organisation,
productivity will be adversely affected and this may lead to
the collapse of the organisation.

(iii) Timing
In workplace communication, timing can make or mar the
effectiveness of the communication process. An important
message delivered too late will become irrelevant and
unprofitable. A message delivered at a time the receiver is
not receptive is wasted. Good timing is of the essence in
communication. Improperly timed communication may lead
to reduced effectiveness of the message and interaction. No
worker appreciates being given an urgent task that must be
finished close to the end of the working hour, particularly on
the last working day of the week. Such a task will not be
properly executed and may prove costly. Communication
received at a time of convenience will receive the attention
and cooperation of the receiver. A request should not be
placed with someone who is busy with an urgent matter of
the moment because that request may generate anger in the
intended receiver. This is because the timing is not convenient.

He may do a shoddy job which can prove costly to the
company. For example, a bid for a contract may be lost if the
bid is sloppily handled because such a bid will project an
image of inefficiency.
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Examiners’ Report
The question tests candidates’ ability to identify
communication factors militating against productivity in an
organisation. About 90% of the candidates attempted the
question. Out of this, about 40% scored 50% and above of
the allocated marks.

Many candidates did not understand the demand of the
question. They were also unable to marshal their points as
a result of poor expression.

Candidates should learn how to relate communication
concepts to practical life situations. They should also make
use of ICAN study pack and past questions for better
performance in future.

Question 3
The classification of research by method in behavioural sciences
include:
(i) Descriptive Research:

This research entails the assessment and description of certain
events or situations using some attributes, properties or
characteristics. Descriptive research helps to explain
relationship between variables, testing of hypothesis and
development of generalization of principles or theories that
have universal validity.

(ii) Survey Research:
The survey research method investigates problems which are
usually viewed with large population or studying the samples
from the population so as to estimate the population
parameters. It takes a critical examination of the events with
the intent of providing the information about the condition of
such situation. Survey research method uses research
instruments like questionnaire, interview and observations for
data collection. Survey research can be quantitative or
qualitative.

(iii) Historical Research:
This research method takes a critical and systematic
examination of the past events in order to understand the
present and predict the future or occurrence of such events.
The major feature of historical research is the records of dates
of events and their possible influence of certain phenomena.
The findings and conclusions could be subject to the
researcher’s opinion.

(iv) Ex-post-facto Research:
This is also known as causal comparative research which
determines the cause and effect of an event. The Ex-post-facto
research establishes relationship between cause and effect of
an event by examining the conditions that are traceable to
the probable causal factor of the event being studied. In ex-

post-facto research, the researcher has no control of the
variables because they are already in existence. However, the
researcher can carry out further investigation into the effect
and determine the causes of the events.

The major characteristic of this type of research is that it
specifies the period as well as the population group to be
studied.

(v) Case-Study Research:
This research uses a particular event or situation to study the
population of interest. In the investigation process, the time
frame or period must be clearly defined and the conclusion
drawn from the particular event or situation is used to
generalise or estimate the behaviour of the population.

The major characteristic of case-study research is the
specification of the period of study as well as the population
group to be studied.

(vi) Correlational Research:
This is a research study that seeks to establish relationship
between given variables and the type of relationship that exists
between them. In the process of carrying out a correlational
research, the researcher could specify a model relating the
given variables. The relationship established can be used for
prediction of future values of a given variable. Correlational
research could be quantitative or qualitative.

(vii) Experimental Research:
This type of research investigates the possible cause-and-effect
relationship between two or more groups. The major feature
of this research is that it has a control or manipulating group.
The effect of manipulation is achieved by using one or more
descriptive methods. This is further achieved by exposing the
experimental group (the group to be studied) to one or more
treatments and comparing the result with the control group
(the group that does not receive any treatment).

Examiners’ Report
The question tests candidates’ understanding of the basic
classification of research methodology. About 80% of the
candidates attempted the question. About 52% of this
number of candidates who attempted the question scored
50% and above of the allocated marks.

The major pitfall of the candidates was their inability to
explain clearly the different types of research methods.

Candidates should learn more about the classification of
research methods in order to be able to differentiate between
the different types, their uses and applications.
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