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FOREWARD

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

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

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

(iii) Lecturers and students interested in acquisition of knowledge in the relevant
subject contained herein; and

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

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

It is hoped that the suggested answers will prove to be of tremendous assistance to
students and those who assist them in their preparations for the Institute’s Examinations.
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NOTES

Although these suggested solutions have been published under the
Institute’s name, they do not represent the views 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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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA
PROFESSIONAL LEVEL EXAMINATION - MAY 2021
CORPORATE REPORTING

Time Allowed: 3"/, hours (including 15 minutes reading time)

INSTRUCTION: YOU ARE REQUIRED TO ANSWER FOUR OUT OF SIX QUESTIONS IN

THIS PAPER
SECTION A: COMPULSORY QUESTION (40 MARKS)
QUESTION 1
a. Feedme Limited is a company that has been in operations for over two decades

producing “Trobomao” a natural cocoa powder beverage, produced from cocoa
beans. Five years ago, the company acquired 100% interest in Butane Nigeria
Limited a company that specialises in the importation of cocoa beans from Cote
d’ivoire.

In 2016, Feedme Limited acquired 40% interest in a competitor company: Food Co.
limited and on January 1, 2019 it acquired 75% interest in Shawama Supermarket
Limited.

The draft consolidated financial statements of Feedme Limited group are as follows:

Draft consolidated statement of financial position as at December 31, 2019
Year 2018 2019
N'000 N'000 N'000 N'000

Assets
Non-current assets:
Freehold buildings at carrying 33,000 31,125
amount
Plant and equipment - (Cost) 21,000 45,000
Accm. depreciation (16,500) (18,000)
4,500 27,000

37,500 58,125
Goodwill -- 1,500
Investment in associates 15,000 16,500
Financial assets 6,150 6,150

58,650 82,275



Current assets:

Inventories 15,000 29,625
Trade receivables 19,125 27,750
Cash and cash equivalents 27,300 67,725
61,425 125,100

120,075 207,375
Equity and liabilities:
Equity
Ordinary share capital at 25k 30,000 59,100
Share premium account 31,425 43,245
Retained earnings 37,500 51,675
Total equity 98,925 154,020
Non-controlling interests -- 1,725

Non-current liabilities:

Lease obligation 2,350 10,650
Loan notes 7,500 21,900
Deferred tax 395 450
10,245 33,000
Current liabilities:
Trade payables 4,200 7,500
Lease obligation 3,000 3,600
Income tax 3,255 6,930
Accrued interest and finance charges 450 600
10,905 18,630
120,075 207,375

Draft consolidated statement of profit or loss and other comprehensive income for
the year ended December 31, 2019
N'000 N'000

Revenue 130,650
Cost of sales (108,375)
Gross profit 22,275
Share of associates profit after tax 5,250
Income from financial assets 3,000
Interest expense (2,250)
Profit before taxation 28,275
Income tax expense (5,865) --
Deferred tax (1,560)
Tax attributable to investment income (675)

(8,100)
Profit for the year attributable to: 20,175
Owner of the parent 18,675
Non-controlling interest 1,500

20,175



ii.

iii.

Additional information:

There had been no acquisition or disposal of freehold buildings during the year.
Information relating to the acquisition of Shawama Supermarket Limited is as
follows:

N'000

Plant and equipment 2,475
Inventories 480
Trade receivables 420
Cash and cash equivalents 1,680
Trade payables (1,020)
Income tax (255)
3,780

Non-controlling interests (945)
2,835

Goodwill 1,500
4,335

2,640,000 shares issued as part consideration 4,125
Balance of consideration paid in cash 210
4,335

Loan notes were issued at a discount in 2019 and the carrying amount of the loan
as at December 31, 2019 included 600,000 representing the finance cost
attributable to the discount and allocated in respect of the current reporting period.

Required:
Prepare a consolidated statement of cash flows for Feedme Limited Group for the
year ended December 31, 2019 in accordance with 1AS 7 using indirect method.

(25 Marks)

The Directors of Feedme Limited Group are happy about the result for the year
ended December 31, 2019 in terms of profitability as the group recorded over N20
million profit during the year which is an improvement over that of year 2018.

They are of the opinion that net cash generated from operating activities of the
group is likely to be very low.

They have suggested to the group accountant to find a way of treating proceeds
from sales of plant and equipment and issue of loan notes as part of cash generated
from operating activities as these would enhance the ‘cash health’ of the group and
make the shareholders more comfortable at the next Annual General Meeting
(AGM).



Required:

Discuss the ethical issues involved on the treatment of proceed from sales of plant
and equipment and the issue of loan notes as suggested to the group accountant
and how he/she should handle the above in line with ICAN code of professional
ethics. (5 Marks)

Ngono Plc. has a financial year end of September 30. The Company buys property,
plant and equipment for its office in Nigeria from a foreign supplier Omaha Inc. in
USA. On June 30, 2020, Ngono Plc. took delivery of PPE from Omaha Inc. with
invoice value amounting to $100,000 and is due for settlement in equal instalments
on August 30, 2020 and November 30, 2020.

Clearing cost and import duty paid on the acquisition of the PPE amounted to
N1,250,000.

It is the policy of Ngono Plc to depreciate PPE at 20% on cost using the straight -line
method. The depreciation is provided in full in the year of acquisition and none in
the year of disposal.

Both Ngono Plc. and Omaha Inc. honoured their own part of the agreement in the
transaction.

Movement recorded in the exchange rate were as follows:

N to $1

June 30, 2020 450

August 30, 2020 455

September 30, 2020 470

November 30, 2020 468
Required:
Show the journal accounting entries to record the above transaction in the books of
Ngono Plc. (10 Marks)

(Total 40 Marks)



SECTION B: (60 MARKS)

INSTRUCTION: YOU ARE REQUIRED TO ANSWER ANY THREE OUT OF FIVE
QUESTIONS IN THIS SECTION

QUESTION 2

a. IFRS 8 on Operating Segments establishes principles of reporting information by
operating segments, that is, information about the different business activities of an
entity and the different economic environment in which it operates.

Required:
Discuss the principles in IFRS 8 on Operating Segments for the determination of a
company’s reportable operating segments. (4 Marks)

b. The advisors of Amaka Limited have requested for various types of information from
the company to facilitate the preparation of prospectus and other financial
information in view of the fact that Amaka Limited is about to be listed on the
Nigerian Stock Exchange.

As the Chief Accountant of the company, the CEO has requested that you provide
the advisors with necessary information of your company that you use to allocate
resources and assess performance of the company in year 2019.

You have therefore identified the following potential segments that could be
reported on, based on the areas of location of the company’s operations in West

Africa.

Revenue  Profit/(loss) Assets Liabilities
N000 N000 N'000 N000
Gambia 93,600 19,440 98,460 75,600
Ghana 25,200 (7,740) 14,400 13,500
Nigeria 317,340 21,240 258,210 74,970
Togo 41,400 (1,440) 21,600 14,400
Total 477,540 31,500 392,670 178,470

Required:

i.  Explain how the principles highlighted in (a) above would be applied to Amaka

Limited using the information provided. (12 Marks)

ii.  Discuss other disclosure requirements which Amaka Limited should include in
the financial statements for the year ended December 31, 2019 as required by

IFRS 8. (4 Marks)
(Total 20 Marks)



QUESTION 3

The Chief Executive Officer (CEO) of Agege Plc. has forwarded the draft financial
statements of Somolu Limited through an e-mail to you as the company’s financial
consultants.

In the e-mail, the CEO informed you that Agege Plc. is planning to acquire Somolu
Limited. Somolu Limited is a private limited company that has recently applied for
additional funds which was rejected from its current bankers on the basis that the
company has insufficient assets to offer as security.

The draft financial statements of Somolu Limited as at December 31, 2019 are as follows:

Somolu Limited
Statement of profit or loss and other comprehensive income for the year ended

December 31, 2019

2019 2018

N'm N'm

Revenue 6,400 3,700
Cost of sales (4,100) (2,600)
Gross profit 2,300 1,100
Other income 100 40
Distribution cost (460) (400)
Admin. expenses (920) (500)
Finance cost (80) (40)
Profit before tax 940 200
Income tax expense (100) (20)

Profit for the year _840 180



Somolu Limited

Statement of financial position as at December 31, 2019

Assets:
Property, plant and equipment
Intangible assets

Current assets:
Inventories

Trade receivables

Cash and cash equivalents

Total assets

Equity and liabilities
Equity

Ordinary share capital at N1 each
Retained earnings

Total equity
Non-current liabilities
Loan notes

Current liabilities

Trade and other payables
Bank overdraft

Total equity and liabilities

Required:

a.

Carry out a critical analysis of the financial performance and position of Somolu
Limited together with recommendations as to whether Agege Limited should
consider the investment in Somolu Limited.

The Chief Executive Officer (CEO) of Agege PIc also informed you that as a member
of the Institute of Chartered Accountants of Nigeria (ICAN), he recently attended the
Mandatory Continuous Professional Education (MCPE) of the Institute. One of the
papers presented was in the area of how to improve quality of information that

companies report at year-end.

2019
N'm

400
40
440

2018
N'm

(14 Marks)



Required:

As the financial consultant to Agege Plc., identify and discuss THREE limitations of
financial reporting (prepared in accordance with IFRS) and the extent to which
integrated reporting might improve the usefulness of the annual reports.

(6 Marks)
(Total 20 Marks)
QUESTION 4
a. Fair value is a market based measurement not an entity - specific measurement. It

ii.

ii.

focuses on assets and liabilities and on exit (selling) price. It also takes into
account market conditions at the measurement date. In other words, fair value
measurement look at the amount for which the holders of an asset could sell it and
the amount which the holder of a liability would have to pay to transfer it.

Required:
Discuss the view that fair value is a more relevant measure to use in corporate
reporting than historical cost. (4 Marks)

Discuss the valuation techniques in fair value measurement in accordance with
IFRS 13. (4 Marks)

Bakatari Plc is a public limited company that is reviewing the fair valuation of its
assets in line with the provisions of IFRS on fair value measurement.

The company has assets that are traded in different markets and is uncertain as to
which valuation to use. The assets have to be valued at fair value under
International Financial Reporting Standards. Bakatari Plc., currently only buys and
sells the assets in market ‘C’.

The data relating to the assets are set out below:-
Market Market Market

Year to December 31, 2019 A B C

Volume of market (units) 12 million 6 million 3 million

Price per unit N19 N16 N22

Cost of entering the market per unit N2 N2 N3

Transaction cost per unit N1 N2 N2

Required:

i. Explain the three-level hierarchy for fair value measurement used in IFRS 13.

(6 Marks)

Discuss with relevant computations how Bakatari Plc should value the above
assets under IFRS 13. (4 Marks)
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Kantala Limited is a company based in Abeokuta, the Ogun State capital. It uses
the revaluation model for is non-current assets. Kantala Limited has several plots
of farm land which are unproductive.

The company feels that the land would have more value if it were used for
residential purposes.

There are several potential purchasers for the land but planning permission has not
yet been granted by the Abeokuta Planning Authority for use of the land for
residential purpose.

However, preliminary enquiries with the planning authority seems to indicate that
the planning permission may be granted. Additionally, the Ogun State Government
has recently indicated that some agricultural land should be used for residential
purposes.

Required:

Advise Kantala Limited on how to measure the fair value of the land in its financial

statements. (2 Marks)
(Total 20 Marks)

QUESTION 5

a.

International Accounting Standard (IAS) 37 on Provisions, Contingent Liabilities
and Contingent Assets sets out the principles of accounting for these items. The
inappropriate use of provisions had been an area where companies had been
accused of manipulating financial statements and engaging in creative accounting.

Required:
What is Provisions and how is it employed by management to engage in creative
accounting? (7 Marks)

Gama Plastic Limited owns a number of plastic recycling plants in various parts of
the country which supply most of the raw material used by Gama Plastic Limited for
its production of household and corporate plastic products.

On December 1, 2015 the directors of Gama Plastic Limited announced publicly that

it intends to voluntarily reduce the level of harmful emission from its recycling
plants through modifications of the plants.

11



The average useful economic life of these plants as at December 31, 2015 was 15
years. Gama Plastic Limited charges depreciation in relation to the recycling plants
to cost of sales on a straight line basis.

The directors believe that while the modifications will be effective from early 2016
onward, the actual cash costs of the modifications will be as follows:

N'000
December 31, 2016 100,000
December 31, 2017 80,000
December 31, 2018 140,000

No contract was signed until 2016 but Gama Plastic Limited prides itself on its
excellent public image and has a well-known reputation for meeting both legal and
constructive obligations.

The directors of Gama Plastic Limited believe that it is appropriate to use
discounted cash flow techniques and that an appropriate rate would be 10% with
the following discount factors.

Years PV Factors
1 0.909
2 0.826
3 0,751
4 0.683
5 0.620
6 0.564
Required:

Assuming the actual cash cost of the modification is a reliable estimate, calculate
the provisions that should be included in the statement of financial position and the
charges to the statement of profit or loss of Gama Plastic Limited in respect of the
proposal for each of the years 2015 and 2016. (7 Marks)

According to 1AS 10 on Events After the Reporting Period, events after the reporting
period are those events, favourable or unfavourable that occur between the end of
the reporting period and the date when the financial statements are authorised for
issue.

On December 31, 2014 Shawarma Limited was involved in a court case. The
company is being sued by one of its major suppliers. On March 15, 2019 the court
decided that Shawarma Limited should pay the supplier the sum of N90million in
settlement of the dispute.

12



The financial statements of Shawarma Limited for the year ended December 31,
2018 were authorised for issue on April 18, 2019.

Required:

Prepare a brief note advising on the accounting treatments and disclosure required

as a result of the event(s) after the reporting date. (6 Marks)
(Total 20 Marks)

QUESTION 6

Awa Publish has just recently acquired 18% of the shareholding in Tunbe, making it
the second largest single shareholder. The majority shareholder has 58% voting
shares, while the remainder of the shares is held by ten other shareholders with
none holding more than 5% voting shares. The board of directors of Tunbe is made
up of 12 members with Awa Publish having 3 members and the majority
shareholder having 7 members. Awa Publish was able to negotiate its
representation on the board due to its strategic importance in Tunbe operations and
expansion plans. The directors of Awa Publish accounted for its investment in
Tunbe as an equity investment. The directors feel that Tunbe should not be
accounted for as an associate, because Awa Publish does not have 20% of the voting
interest and thus does not exercise significant influence over Tunbe.

Tunbe has been making losses for the past three years and has only returned a
taxable profit once in the last five years. The projection is that Tunbe will return to
making taxable profits in another five years. As part of the acquisition of shares in
Tunbe, deferred tax assets for deductible temporary differences arose. The directors
of Awa Publish are unsure how to account for this deferred tax asset.

Awa Publish has an item of equipment which cost it 856 million. This item of plant
and equipment currently has a carrying amount in the financial statements of
N39.2 million. Awa Publish expects the operation of the equipment to generate
undiscounted cash flows of N7 million per year for the next five years. Awa Publish
could generate immediate cash flow of 40 million if it sold the equipment today.
However, if it did go ahead with the sale, it will have to pay a sales commission of
8.5%. The directors of Awa Publish are performing an annual impairment review
and understand that determining the recoverable amount is an important part of
this exercise.

Required:

a. Discuss how the investment in Tunbe should be accounted for in the
financial statements of Awa Publish. (7 Marks)

b. Advise the directors of Awa Publish how the deferred tax asset that has
arisen should be accounted for. (7 Marks)

13



C. Assist the directors of Awa Publish to determine the recoverable amount of
the equipment. You may assume a discount rate of 10% or five year annuity

rate of 3.791, if relevant). (6 Marks)
(Total 20 Marks)
SECTION A
SOLUTION 1
a. Feedme Limited

Group statement of cash flow as at 31/12/2019

8’000 8000
Operating activities 28,275
Profit before tax
Add/less cash/non cash adjustments:

Share of profit in associate (5,250)
Finance cost 2,250
Dep: freehold building 1,875
Plant and equipment 1,500
Cash before working capital 28,650
Movement in working capital:
Inventory (14,145)
Trade receivables (8,205)
Trade payables 2,280

(20,070)
Cash before interest and tax 8,580
Finance cost paid (wk. 2) (1,500)
Cash before tax 7,080
Tax paid (wk. 3) 4,625
Net operating activities: 2,455
Investing activities
Subsidiary acquired (1,680 -210) 1,470
Plant and equipment acquired (12,625)
Dividend received from associate 3,750
Net investing activities (7.405)
Financing activities 36,795
Dividend paid- NCI (wk 4) (720)
Dividend paid- Parent (wk. 5) (4500)
Loan note issued  (wk. 11) 13,800
Net financing activities 45,375
Net cash flow for the year 2019 40,425
Cash at the beginning of the year 27,300
Cash at the end of the year 67.725
Closing balance as per question 67,725
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Workings

Wk1 Investment-Associate
5000 5000
Balance b/d 15,000 | Dividend received 3,750
Porl 5,250 | C/d 16,500
20,250 20,250
Balance b/d 16,500
Wk 2 Finance cost
5000 5000
Cash 1,500 | Balance b/d 450
Balance ¢/d 600 | Porl 1,650
2,100 2,100
Balance b/d 600
Wk 3 Taxation
5000 5000
Cash 4,625 | Balance b/d ¢/T 3,255
D/tax 395
Porl 5,865
D/tax 1,560
Associate 675
Subsidiary 255
c/d 6,930
c/d 450
12,005 12,005
Balance b/d 6,930
Balance b/d 450
Wk 4 Non-controlling interests
N'000 N'000
Dividend paid 720 | Sub. acq 945
Balance c¢/d 1,725 | Share of profit 1,500
2,445 2,445
Balance b/d 1,725
Wk5 Retained earnings
5000 5000
Cash 4,500
Balance b/d 37,500
PAT (attributable to
c/d 51,675 | parent company) 8,675
56,175 56,175
Balance b/d 51,675
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Wk 6

Plant and equipment

5000 5’000
Balance b/d 21,000
Subsidiary 2,475
Lease 3,900
Cash 12,625 | ¢/d 45,000
45,000 45,000
Balance b/d 45,000
Wk7 Inventories
5000 §'000
Balance b/d 15,000
Subsidiary 480
Cash 14,145 | Balance ¢/d 29,625
29,625 29,625
Balance b/d 29,625
Wk 8 Trade receivables
N'000 N'000
Balance b/d 19,125
Subsidiary 420
Cash 8,205 | Balance c/d 27,750
27,750 27,750
Balance b/d 27,750
Wk 9 Trade payables
N'000 N'000
Balance b/d 4,200
Subsidiary 1,020
Balance c¢/d 7,500 | Cash 2,280
7,500 7,500
Balance b/d 7,500
Wk 10 Lease obligation
N'000 N'000
Balance b/d 2,350
Balance b/d 3,000
Balance ¢/d 3,600 | Lease 8,900
Balance c¢/d 10,650
14,250 14,250
Balance b/d 3,600

Balance b/d 10,650
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Wk11 Loan notes

N000 N000
Balance b/d 7,500
Porl 600
c/d 21,900 | Cash 13,300
21,900 21,900
Balance b/d 21,900
Wk 12 Ordinary share capital account
8000 N000
Balance c¢/d 59,100 | Balance b/d 30,000
Share premium 11,820 | Sharwama 4,125
Cash 36,795
70,920 70,920
Balance b/d 59,100
Wk 13 Share premium
000 000
Balance b/d 31,425
Balance c¢/d 43,245 | Share capital 11,820
43,245 43,245
Balance b/d 43,245

The subject matter here is the unethical directive by the directors to the group
accountant to find a way of treating the “proceeds of sales of plant and equipment
and issue of loan notes as part of cash generated from operating activities to
enhance the cash health of the group and make the shareholders more comfortable
at the Annual General Meeting”.

This instruction is in breach of the ICAN code of professional ethics as it contravenes
the fundamental principle of integrity, objectivity, professional competence,
professional behaviour and due care. Professional behaviour and confidentiality
must always be displayed no matter the situation a Chartered Accountant finds
himself/herself. In line with ICAN code of ethics, Chartered Accountants must
behave ethically in order to sustain the trust bestowed on them by the general
public.

The group accountant should treat the proceeds from the sales of property, plant
and equipment as cash generated from investing activities and those from issue of
loan notes as cash generated from financing activities in line with 1AS 7 (statement
of cash flows) to reflect Generally Acceptable Accounting Principle and faithful
representation being the substance of the transaction.

17



Dr
Cr

Dr
Cr

Accountants should ensure that they do not prepare financial information in a way
that is misleading or that does not show a true and fair view of the entity’s
operation. They are expected to always try to behave in the right way and
continually perform their duties in the best of public interest and not involve in any
act that is capable of bringing the institute to disrepute.

The group accountant should arrange a meeting with the directors to remind them
that professional accountants are bound by certain fundamental principles as
contained in the ICAN Code of professional ethics. Should the director further
contend with the ideal treatment as prescribed above, the group accountant has an
option to consider resignation in line with the ICAN Code of Professional Ethics.

In conclusion, the directors should be sent to attend a professional ethical training
if they are so important to the organisation for mis-representing actual position of
cash flow to shareholders.

Accountants should always uphold ethical standards at all times in order to
enhance public trust, by presenting the substance of the transaction, uphold fair
presentation and presentation of all transactions in line with applicable standards.

Ngono Plc.
Journal entries to record the property, plant and equipment (PPE) in the book:

Initial recognition of cost of PPE purchased at delivery on June 30, 2020

N000 N000
PPE $100,000 @N450 45,000
Omaha Inc. 45,000
Being the invoice value payable for PPE

Clearing cost and import duty paid on the acquisition

of PPE N1,250,000
N‘000 N‘000

PPE 1,250

Cash 1,250

Being the clearing cost and import duty paid

Tutorial note
Cost of PPE is the invoice cost plus directly attributable cost e.g. clearing cost and import

duty.

Cost of PPE = N45,000,000 + ¥N1,250,000 = N46,250,000

18



Subsequent measurement of the asset

Depreciation= N46,250,000 x 20% =¥9,250,000
N‘000 N‘000
Dr Porl 9,250
Cr Prov. for dep. 9,250
Being annual depreciation change on PPE

Subsequent measurement of the liability

In line with 1AS 21 -The Effect of Changes in Foreign Exchange Rates, monetary assets
must be retranslated at reporting dates and exchange gain or loss recognised in the
statement of profit or loss.

Payment of 1° instalment August 30, 2020 $50,000 @N455 = N22,750,000
Journal entries N'000 N'000
Dr Omabha Inc. 22,500,000

Dr Porl 250,000

Cr Bank 22,750,000

Being 1* instalment paid and exchange loss

Year-end at September 30, 2020 $50,000 @N470 = N23,500,000
Foreign exchange loss (N470 — N450) = N20x $50,000 = ¥1,000,000

Journal entries N'000 N'000
Dr Porl 1,000
Cr Omaha Inc. 1,000

Being foreign Exchange loss at year end

Payment of second Instalment at November 30, 2020 $50,000 @N468 = N23,400,000

Journal entries N'000 N’000
Dr Omaha Inc. 23,500

Cr Bank 23,400
Cr P or L- Exchange gain 100

Being 2™ Instalment paid and exchange gain
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Examiner’s report

Part (a) of the question tests candidates’ knowledge of preparation of consolidated
statement of cash flows in accordance with IAS 7, using indirect method. Part ‘b’ of the
question tests candidates’ knowledge of the ethical issues involved in the treatment of
sale of non-current asset and issue of loan notes in accordance with ICAN Code of
Professional Ethics. Part ‘cC’ of the question tests accounting entries to record subsequent
measurement of asset and liability in accounting for foreign exchange transactions.

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

The commonest pitfalls of the candidates were the lack of clear understanding of how to
prepare group statement of cash flows using indirect method, inadequate knowledge
ICAN Code of Professional Ethics and their inability to show correct accounting entries for
foreign exchange transactions.

Candidates are advised to do an in-depth study to understand basic principles of
consolidating statements of cash flows, understand the ethical issues, practise more
questions and use ICAN Study Texts for better performance in future examinations.

Marking guide
Marks Marks

a. Group statement of cash flows 12

Working notes:

Investment in associates 1

Finance cost 1

Taxation 2,

Non-controlling interests 1

Retained earnings 1

Other workings 6% 25
b. Directors’ directive as unethical Y

Ethical issues in contention as stated in ICAN code of 2

ethics Accounting to uphold ethical standards 2% 5
C. Initial recognition of Property, Plant and Equipment 3%

(PPE) Subsequent measurement of the asset 2

Subsequent measurement of liability 4, 10

Total 140
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SECTION B
SOLUTION 2

a.

b.i

IFRS 8 requires an entity to identify its operating segments and afterwards report
segment information if they are reportable segments. An operating segment is a
component of an entity:

That engages in revenue earning business activities;

Whose operating results are regularly reviewed by the chief operating decision
maker; and

For which discrete financial information is available.

Not every branch of an entity is necessarily an operating segment. Once an
operating segment has been identified, the entity needs to report segment
information if the segment meets any of the following quantitative thresholds:

Its reported revenue (external and inter-segment) is 10% or more of the combined
revenue, internal and external, of all operating segments;

Its reported profit or loss is 10% or more of the greater, in absolute amount, of
the combined profit of all operating segments that did not report a loss and the
combined loss of all operating segments that reported a loss, or

Its assets are 10% or more of the combined assets of all operating segments.

IFRS 8 also requires that total revenue of reportable segments to be 75% or more of
the total revenue or else additional operating segment must be identified as
reportable segment.

Application of IFRS 8 provisions to Amaka Ltd

Evaluation of operating segments that meet the quantitative thresholds highlighted
in ‘a’ above as outlined in IFRS 8 are:
(i) Revenue of the operating segments is 10% or more of the combined
revenue (N477,540,000). OR
(ii)  The absolute profit or loss of the operating segment is 10% or more of
the greater of:
e The combined absolute reported profit of all operating
segments that did not report a loss (i. e. N19,440,000 +
N21,240,000) = N40,680,000; and
e The combined absolute reported loss of all operating segments
that reported a loss (i. e. N7,740,000 + N1,440,000) =
N9,180,000.
e The greater of the two figures considered is N40,680,000.
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(iii) The assets of the operating segments are 10% or more of the combined
assets (N392,670,000) of all the operating segments.

Conclusion:
From the analysis below, Gambia, Ghana and Nigeria are reportable segments in
accordance with the provisions of IFRS 8.

Also, IFRS 8 requires total sales revenue of reportable segments to be 75% or more of the
total sales revenue or else additional operating segment must be identified as reportable
segment. This requirement is also met

Total revenue from reportable segments are:
N93,600,000 + N25,200,000 + N317,340,000 = N436,140,000
N436,140,000 as a percentage of company’s total sales revenue is
N436,140,000 x 100 = 92%
N477,540,000 1

Therefore, Amaka Ltd will prepare segment reports on Gambia, Ghana and Nigeria which
are the identified reportable segments in line with IFRS 8.

The computations of the revenue, profit or loss, and assets of each operating segments as
follows:

Revenue criteria Asset criteria Profit/(Loss) criteria  Remark

Gambia  93,600/477,540 X100  98,460/392,670 X 100 19,440/40,680 X 100 Reportable

= 19.6% = 25.1% = 47.8% segment

Ghana 25,200/477,540 X 100  14,400/392,670 X 100 7,740/40,680 X 100  Reportable

Togo

= 5.3% =3.7% =19.0% segment
Nigeria 317,340/477,540 X 100 258,210/392,670 X 21,240/40,680 X 100 Reportable
= 66% 100 = 65.8% =52.2% segment
41,400/477,540 X 100  21,600/392,670 X 100 1,440/40,680 X 100  Not a
= 8.7% = 5.5% = 3.5% reportable
segment

b.ii Other disclosure requirements to be included in the financial statement of Amaka
Ltd

IFRS 8 disclosures include:

e Factors used to identify the operating segments;

o Explanations on the types of products or services from which each reportable
segment derives its revenues;

e How much of the segment information is reviewed by the chief operating decision-
maker;
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o Interests income and expense are required, unless net interest is used by
management as basis for decision making;

e A measure of profit or loss for each reportable segment;

e A measure of total assets and liabilities for each reportable segment;

e A reconciliation of total segment revenue, reported profit or loss, segment assets,
segment liabilities and other material items in financial statements of Amaka Ltd;

e An analysis of revenue and certain non-current assets by geographical area; and

o information about transactions with certain major customers.

Examiner’s report

This question tests candidates’ knowledge of the principles in IFRS 8 on Operating
Segments, determination of a company’s reportable operating segments and the
disclosure requirements in the financial statements.

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

The commonest pitfalls of the candidates are their inability to state the criteria for
identifying a 