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Foreword

The business environment has been undergoing rapid changes caused, by globalisation
and advancement in Information Technology. The impact of these changes on the finance
function and the skills set needed by professional accountants to perform their various
tasks have been profound. These developments have made it inevitable for the Institute’s
syllabus and training curriculum to be reviewed to align its contents with current trends
and future needs of users of accounting services.

The Institute of Chartered Accountants of Nigeria (ICAN) reviews its syllabus and training
curriculum every three years, however, the syllabus is updated annually to take
cognisance of new developments in the national environment and the global accountancy
profession. The Syllabus Review, Professional Examination and Students’ Affairs
Committees worked assiduously to produce a 3-level, 15-subject ICAN syllabus. As
approved by the Council, examinations under the new syllabus will commence with the
November 2021 diet.

It is instructive to note that the last four syllabus review exercises were accompanied with
the publication of Study Texts. Indeed, when the first four editions of Study Texts were
produced, the performances of professional examination candidates significantly
improved. In an effort to consolidate on these gains and to further enhance the success
rates of students in its qualifying examinations, the Council approved that a new set of
learning materials (Study Texts) be developed for each of the subjects. Although, these
learning materials may be regarded as the fifth edition, they have been updated to include
IT and soft skills in relevant subjects, thereby improving the contents, innovation, and
quality.

Ten of the new learning materials were originally contracted to Emile Woolf International
(EWI), UK. However, these materials were reviewed and updated to take care of new
developments and introduced IT and soft skills in relevant subjects. Also, renowned
writers and reviewers which comprised eminent scholars and practitioners with
tremendous experiences in their areas of specialisation, were sourced locally to develop
learning materials for five of the subjects because of their local contents. The 15 subjects
are as follows:
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1. Business, Management and Finance EWI/ICAN
2. Financial Accounting EWI/ICAN
3. Management Information EWI/ICAN
4, Business Law ICAN

5 Financial Reporting EWI/ICAN
6 Audit and Assurance EWI/ICAN
7. Taxation ICAN
8. Corporate Strategic Management and Ethics EWI/ICAN
9. Performance Management EWI/ICAN
10. Public Sector Accounting and Finance ICAN

11. Corporate Reporting EWI/ICAN
12. Advanced Audit and Assurance EWI/ICAN
13. Strategic Financial Management EWI/ICAN
14. Advanced Taxation ICAN
15. Case Study ICAN

As part of the quality control measures, the output of the writers and reviewers were
subjected to further comprehensive review by the Study Texts Review Committee.

Although the Study Texts were specially produced to assist candidates preparing for the
Institute’s Professional Examination, we are persuaded that students of other
professional bodies and tertiary institutions will find them very useful in the course of
their studies.

Haruna Nma Yahaya (Mallam), mni, BSc, MBA, MNIM, FCA
Chairman, Study Texts Review Committee
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Skills level
Public Sector Accounting and Finance

Syllabus

Examination Structure
The examination structure is as stated below:

Foundation level
Each paper in Foundation level shall consist of two sections A and B.

Section A: Shall comprise twenty (20) compulsory multiple-choice questions which shall
cover the entire contents of the syllabus. This section shall make up 20% of the total
marks.

Section B: Shall comprise six open-ended questions (essay, computational or scenario-
based) carrying 20 marks each of which candidates will be required to answer any 4.

Skills and Professional levels
Examination at these levels will be in two sections.

Section A. A 40-mark 20 compulsory scenario-based question on the core area of the subject
Section B. 5 questions of marks each and candidates will be required to attempt any three.
Duration: Each paper will before three hours with additional fifteen minutes reading time,

except Case Study which will be for four hours including reading time.

Passmark: The pass mark for each ICAN examination subject is 50%.

Professional accountants need to understand the activities/services in the public sector
environmentincluding legislative and financial frameworks that underlie the accounting
practices required to ensure accountability in the sector. They need to identify the nature
of public sector organisations and their objectives, the role and significance of accounting
standards and the structure of government and key legislations in public sector
accounting. Candidates are expected to understand the concept of public goods and how
the government finances and optimally provides these goods.
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Content and competencies - Overview

Grid

Weighting %

Regulatory and conceptual frameworks of public sector ac- 20

counting

Planning and budgeting 20

Reports and audit 30

Public finance 30
Total 100

Content and competencies

Chapter Weighting

A Regulatory and conceptual frameworks of public sector 20%
accounting ?
1 | Introduction to public sector accounting and finance 1

a) | Explain the objectives of public sector accounting. 1

b) | Identify and discuss the users of public sector 1
accounting information.

c) | Discuss the constitutional and regulatory 1
framework of public sector accounting.

d) | Discuss the concepts and principles 1
applicable to public sector accounting and
finance.

e) | Explain the bases of public sector accounting. 1

f) | Explain funding principles in the public sector. 1

g) | Explain and compare public sector accounting 1
and private sector accounting.

2 | Towards national fiscal responsibility 2

a) | Discuss the roles, duties and functions of Fiscal 2
Responsibility Commission.

b) | Discuss theMedium term expenditure framework. 2

c) | Explain theactivities involved in monitoring budget 2
implementation.

d) | Explainpublic revenue and expenditure. 2

e) | Discuss public sector debt and indebtedness. 2

f) | Explainbudgetary execution and achievement of 2
targets.
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Content and competencies Chapter Weighting
3 | Ethical issues in public sector accounting 3
and finance
a) | Discuss the roles, duties and functions of 3
Economic and Financial Crimes Commission
(EFCCQC).
b) | Discuss the roles, duties and functions of 3
Independent Corrupt Practices and Other
Related Offences Act, 2000 (ICPC).
c) | Explain code of conduct for public officers. 3
d) | Discuss the roles, duties and functions of Code of 3
Conduct Bureau and Tribunal.
e) | Discuss the roles, duties and functions of Public 3
Accounts Committee of Parliaments.
f) | Discuss the roles, duties and functions of Nigerian 3
Extractive Industries Transparency Initiative
(NEITI).
4 | Government construction contracts and procurements 4
a) | Explain tenders board procedures on government 4
contracts.
b) | Discuss the provisions and implementation of the 4
Public Procurement Act, 2007.
c) | Discuss the objectives, scope, definitions, 4
recognition, measurement, and disclosures of
IPSAS 11- Construction Contracts.
d) | Discuss the objective, scope, definitions, 4
recognition, measurement, and disclosures of
IPSAS 12 - Inventories.
5 | Government construction contracts and procurements 5
a) | Discuss the roles of International Federation of 5
Accountants (IFAC).
b) | Discuss the roles of International Public Sector 5
Accounting Standards Board (IPSASB).
c) | Discuss public sector accounting in countries 5
other than Nigeria.
d) | Explain observations on public sector accounting 5
system in ‘third world countries’.
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Content and competencies Chapter Weighting

6 | Pensions and gratuity 6
Discuss the following in relation to pensions and
gratuity:
a) | 1999 Constitutional provisions; 6
b) | Provisions of Pension Reform Act, 2014; 6
c) | Deficiencies of Pension Reform Act, 2014; 6
d) | Pension Transitional Arrangements Directorate 6
(PTAD);
e) | Pension provisions for private sector; 6
f) | Micro pension plan; and 6
g) | Offences, penalties and enforcement. 6
7 |IPSAS 39 - Employee Benefits: 7
a) | Discuss the objectives, scope, definitions, 14
recognition, measurement, and disclosures
of IPSAS 39 - Employee Benefits.
b) | Explain accounting documentations and 7
procedures.
8 | Emerging issues in Nigerian public sector 8
a) | Discuss the background, objectives and 8
mechanics of Treasury Single Accounting (TSA).
b) | Explain Automated Accounting Transaction 8
Recording and Reporting System (ATRRS).
c) | Explain Integrated Personnel and Payroll 8
Information System (IPPIS).
d) | Discuss Government Integrated Financial 8
Management Information System (GIFMIS)
and State Integrated Financial Management
Information System (SIFMIS).

Content and competencies Chapter Weighting

9 | Standardisation of Federal, State and Local 9
Government reporting formats in Nigeria

a) | Explain the structure and segments of the 9
National Chart of Accounts (NCOA) for General
Purpose Financial Reporting (GPR) and
Budgeting.

b) | Discuss financial reporting format under cash 9
basis IPSAS.
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accountability in Nigeria.

c) | Discussfinancial reporting format under accrual 9

basis IPSAS.
B | Planning and budgeting 20%
1 | Contemporary Budgeting Approach 10

a) | Explain the purposes of a budget. 10

b) | Discuss budgeting with the National 10
Chart of Accounts (COA).

c) | Explain methods of preparing budgets by 10
governments in Nigeria.

d) | Discuss the challenges of budgeting system in 10
the Nigerian public sector.

e) | Explain budget and budgetary control. 10

f) | Discuss requirements of IPSAS 24 - 10
Presentation of Budget Information in Financial
Statements: definitions, applications,
recognition, measurement and disclosures.

C | Reports and audit 30%
1 | Transparency and accountability in the public sector 11

a) | Discuss the Concept of public accountability 11
in the public sector.

b) | Discuss fiscal transparency. 11

c) | Explain IMF code of good practices 11
and fiscal transparency.

d) | Discuss conditions or measures that 11
facilitate the promotion of public
accountability.

e) | Discuss Transparency International (TI) and 11
Open Budget index (OBI).

f) | Discuss the challenges of effective public 11
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Content and competencies

Chapter

2 | Financial responsibilities of public sector officers 12
Discuss the following in relation to financial
responsibilities of public sector officers:

a) | Accountant General of the Federation (AGF); 12
b) | The Auditor General for the Federation (AuGF); 12
¢) | Accounting officers and sub-accounting officers; 12
d) | Revenue collectors and imprest holders; 12
e) | Officers controlling expenditure; and 12
f) | Preparation of vote book. 12

3 | Sources of government revenue 13
Discuss the following in relation to sources of
government revenue:

a) | Sources of government revenue in Nigeria; 13

b) | Revenue collecting agencies in Nigeria,; 13

c) | Federation Accounts Allocation Committee 13
(FAAC);

d) | State Joint Local Government Account Allocation 143
Committee — (SJLGAAC); and

e) | Development Funds and Contingency Funds. 13

4 | Authorisation of government expenditure and financial 14
control of public sector revenue
a) | Explain funding principles in the public sector. 14
b) | Explain the process of authorisationof government 14

expenditure.
c) | Discuss public sector revenue control. 14
d) | Discuss public sector expenditure control. 14
5 | Preparation of vouchers and their uses 15
a) | Explain thetypes of vouchers and their uses. 15
b) | Explain payroll accounting in the public sector. 15
6 | Functions of the cash office and subsidiary accounts 16
under cash basis
a) | Explaintypes of vouchers and their uses. 16
b) | Explain payroll accounting in the public sector. 16
7 | Preparation of monthly transcripts of a 17
self- accounting unit under cash basis
IPSAS
a) | Explain the preparation of monthly transcripts 17
under cash basis IPSAS.

b) | Explain accounting units — self, sub-self and non- 17
self.

c) | Understand the procedures for the preparation of 17
transcripts.
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Content and competencies Chapter  Weighting
8 | Stores accounting and loss of government funds 18
a) | Explain stores classification and procedures for 18
reporting loss of stores.
b) | Discuss the roles of board of survey and board of 18
enquiry.
c) | Explain accounting treatment of loss of 18
government stores or funds.
d) | Discuss the roles, duties and functions of the 18
Federal Losses Committee.
9 | Cash management and borrowing guidelines 19
a) | Discuss Ccash management guidelines. 19
b) | Explain external and domestic borrowing 19
guidelines for federal, state governments and
their agencies.
10 | Public sector audit 20
a) | Discuss the legal and other requirements for 20
public sector audit.
b) | Discuss assurance engagement. 20
c) | Discuss International Standards on Auditing 20
Framework.
d) | Discuss International Organisations of Supreme 20
Audit Institutions (INTOSAI) - Code of Ethics and
Auditing Standards.
e) | Discuss codification of offences and sanctions 20
arising from audit queries - Financial
Regulations (2009 Edition).
11 | Preparation of statutory financial statements for gov- 21
ernment in accordance with cash basis IPSAS
a) | Identify documents required for the preparation of 21
Federal Government accounts.
b) | Identify and discuss components of financial 21
statements.
12 | Accounting for local government 22
Discuss the following in relation to accounting for
local government:
a) | Local government organisational set-up; 22
b) | Sources of revenue, expenditure and financial
control of local government council; and
c) | The form and contents of local government council 22
final accounts.
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Content and competencies Chapter Weighting
13 | Preparation of general purpose financial statements 23

for government in accordance with accrual basis

IPSAS

Discuss the requirements of the following IPSAS:

definitions, applications, recognition, measurement and

disclosures:

a) | IPSAS 1 — Presentation of Financial Statements; 23

b) | IPSAS 2 - Cash Flow Statement; 23

c) | IPSAS 3-Accounting Policies, Changes 23
In Accounting Estimates and Errors;

d) | Notes to the financial statements; and 23

e) | IPSAS 24- Presentation of Budget Information 23
in Financial Statements.

14 | IPSAS 33 - First-time adoption of accrual basis 24

a) | Discuss the guidelines for first time adoption 24
of accrual basis IPSAS on Januaryl, 2016
issued in May 2015 by FAAC sub-committee
on IPSAS implementation.

b) | Explain the treatment of the opening statement of 24
financial position for public sector entities (PSES) in
Nigeria

c) | Discuss the provisions of IPSAS 33 on revenue, 24
expenditure, assets and liabilities.

d) | Discuss the provisions of IPSAS 33 - on 24
related accounting issues on first time
adoption.

e) | Discuss the contents of Federal Treasury 24
circular reference No. TRV A7 and B7 and
OAGF/CAD/026/V.111/188 dated July 3, 2018
on accrual basis IPSAS books of accounts and
other records.

15 | Accounting for public sector organisations and 25
government business entities (GBES)

Discuss the following in relation to accounting for

public sector organisations and government business

entities (GBES):

a) | Sources of income and expenditure of parastatals; 25

b) | Main objectives of setting up corporations/ 25
parastatals/public enterprises;

c) | Accounting and auditing in the public enterprises; 25

d) | Hospital accounting; and 25

e) | Development and property corporation 25

accounting.
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Content and competencies Chapter Weighting
19 | International public sector accounting standards 29

(IPSASs) Group C (IPSAS 28, 29, 30, 32, 34, 35 and 41)

Discuss the provisions of the following IPSASSs: 29

definitions, applications, recognition, measurement and

disclosures:

a) | IPSAS 28 - Financial Instruments Presentation; 29

b) | IPSAS 29 - Financial Instruments: Recognition 29
and Measurement (replaced with IPSAS 41);

c) | IPSAS 30 - Financial Instruments 29
Disclosures

d) | IPSAS 32: Service Concession 29
Arrangements- Grantor;

e) | IPSAS 34- Separate Financial 29
Statements (replaced IPSAS 6); and

f) IPSAS 35 — Consolidated Financial Statements. 29

20 | International public sector accounting standards 30

(IPSASs) Group D (IPSASs7, 8,18, 36,37,38 and 40)

Discuss the requirements of the following IPSASs: 30

definitions, applications, recognition, measurement and

disclosures:

a) | IPSAS 18 — Segment Reporting; 30

b) | IPSAS 36- Investments in Associates and 30
Joint Ventures;

c) | IPSAS 37- Joint Arrangements; 30

d) | IPSAS 38- Disclosure of Interests in Other Entities; 30
and

e) | IPSAS 40-Public Sector Combinations. 30

f) | IPSAS 18 — Segment Reporting; 30
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Content and competencies Chapter Weighting
D | Public finance 30%
1 | Introduction to public finance 31
Discuss the following in relation to public finance:
a) | Elements of public finance; 31
b) | Overview of public sector finance; 31
c) | Public goods versus private goods; 31
d) | Rationale of public sector in the economy; 31
e) | Economic functions of government; and 31
f) | Methods of intervention. 31
2 | Public revenue 32
Discuss the following in relation to public revenue:
a) | Sources of revenue; 32
b) | Challenges of revenue sharing; and 32
c) | Principles of revenue sharing. 32
3 | Public expenditure 33
Discuss the following in relation to public
expenditure:
a) | Reasons for increase in public expenditure; 33
b) | Classification of Functions of Government 33
(COFOQG);
c) | Effects of public expenditure; 33
d) | Principles of public expenditure; and 33
e) | Justifications for public undertaking. 33
4 | Public debt 34
Discuss the following in relation to public debt:
a) | Definition of public debt; 34
b) | Deficit financing ( taxation or borrowing 34
alternatives);
c) | Types of public debt; 34
d) | Composition and ownership of FGN domestic 34
debt;
e) | State or local governments’ borrowing through the 34
capital market;
f) Sources of external debt; 34
g) | Indicators of external debt burden; and 34
h) | Public debt management and strategies. 34
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Content and competencies Chapter Weighting
5 | Introduction to fiscal federalism 35
Discuss the following in relation to fiscal
federalism:
a) | Introduction to fiscal federalism; 35
b) | Principles of expenditure assignment; 35
c) | Problems of expenditure assignment; 35
d) | Tax assignment; and 35
e) | Intergovernmental transfers — grants. 35
6 | Public revenue 36
Discuss the following in relation to public revenue:
a) | Rationale for investment appraisal; 36
b) | Methods of investment appraisal: 36
(i) Accounting rate of return; 36
(i) Payback period; 36
(i) Net present value; 36
(iv) Internal rate of return; and 36
(v) Cost benefit analysis. 36
c) | Other external factors affecting public revenue. 36
7 | Emerging issues in public finance 37
Discuss the following emerging issues in public
finance:
a) | Business cycle; 37
b) | Public private partnership (PPP); and 37
c) | Privatisation and commercialisation. 37
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1

1.0

11

INTRODUCTION TO PUBLIC SECTOR ACCOUNTING
AND FINANCE

Purpose

At the end of this chapter, readers should be able to:

(@) Enumerate the objectives of public sector accounting;

(b) Identify the various users of public sector accounting information; and

(c) Demonstrate a good grasp of the constitutional and regulatory frameworks as
well as, the concepts, principles and bases of public sector accounting.

Introduction

The simplest definition of ‘Public Sector’ is “all organisations which are not privately
owned and operated, but which are established, run and financed by government on
behalf of the public.” This definition conveys the idea that the public sector consists of
organisations where control lies in the hand of the public, as opposed to private
owners, and whose objectives involve the provision of services, where profit making
is not a primary objective. Performance measurement in the public sector is hindered
by lack of profit motive, multiple objectives and presence of intangible services,
whose benefits are difficult to quantify.

Accounting generally is a scientific study in which records of expenditure and income
of a company, individuals or governments are kept, coupled with other useful
information for planning, decision-making and control. Government accounting, on the
otherh and, is composite activities of analysing, recording, summarising, reporting
and interpreting the financial transactions of government ministries, departments and
agencies. It is clear from this description that the government, like any business
organisation, should give account of its activities to the various stakeholders.
Adams(2004) in his book“Public sector accounting and Finance Made Simple” defines
Public sector accounting as “a process of recording, communicating, summarising,
analys in gand interpreting government financial statements and statistics in
aggregate and details; it is concerned with the receipt, custody, disbursement and
rendering of stewardship on public funds entrusted”.

The above definition shares some features with the universally accepted definition of
financial accounting. Accounting is universal, whether in government, private or public
limited liability companies. The essential requirement is to record all historical costs
and income, which when processed further, become useful information necessary for
current appraisal, future decision-making and performance control.

Basically, public finance is the study of the role of government in the economy. It is
the definitive branch of economics, which assesses revenue and expenditure of
public authorities and the adjustments of one or the other to achieve desirable effects
and avoid undesirable ones.
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1.2  Objectives of public sector accounting

The main objectives of public sector accounting are as follows:

€) Determining the legitimacy of transactions and their compliance with the
statutes and accepted norms: Public sector disbursements should accord
with the provisions of the Appropriation Act and Financial Regulations. There
should be due authorisation for all payments so as to avoid misappropriation.

(b) Providing evidence of stewardship: The act of rendering stewardship is
being able to account transparently and diligently for resources entrusted.
Government and public sector officers are obliged to display due diligence and
sense of probity in the collection and disposal of public funds.

(©) Assisting planning and control: The future is full of risks and uncertainties.
Therefore, mapping outstrategic plans prevents an organization from drowning
in the tides. Plans of actions provide the focus of activities, which are being
pursued. The unforeseen circumstance is built into plans so as to prevent or at
least reduce corporate failure. Public sector establishments should act in
accordance with the ‘mandate theory’ of governance. Control measures are
adjuncts to skillful planning. They assist in avoiding unnecessary deviations
from the pursuit of the original objectives set.

(d) Ensuring objective and timely reporting: Users of public sector accounting
information are anxious to bridge their knowledge gaps on government
activities. They therefore treasure prompt and accurate statistics to evaluate
government performance.

(e) Evaluating the costs incurred and the benefits derivable: In public sector
organisations, it is difficult to measure costs and benefits in financial terms.
The analysis of cost-benefit assesses the economic and social advantages
(benefits) and disadvantages or inconveniences (costs) of alternative courses
of actions, to ensure that the welfare of the citizens are well provided for.

() Other objectives

() Enhancing the appraisal of the efficiency of management.

(ii) Highlighting the various sources of revenue receivable and
expenditure incurred.

(iii) Identifying the sources of funding for capital projects.

(iv) Evaluating the economy, efficiency and effectiveness with which
public sector organisations pursue their goals and objectives.

(v) Ensuring that costs are matched by at least equivalent benefits

accruing there from.

(vi) Providing the details of outstanding long-term commitments and
financial obligations.

(vii) Providing the means by which actual performance may be compared
with the set target.

(viii) Proffering solutions to the various bottlenecks and/or problems
identified.

(ix) Providing the basis for decision-making.
© 2021 The Institute of Chartered Accountants of Nigeria All Rights Reserved 3
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1.3 Users of public sector accountinginformation

The accounting process provides financial data for a broad range of individuals or
organizations whose objectives vary widely.Two primary users of public sector
accounting information are internal users and external users. Each group uses
accounting information differently, and requires the information to be presented

differently.

a) Internal users—They are users within the executive arm of public sector
entities who use public sector accounting information.This group is made up
of:

0 The executive, such as the President of the Federal Republic of
Nigeria, Governors of States and Chairmen of Local Government
Councils.

@ The Federal Ministers and State Commissioners.

(i) Top administrators of Government departments, e.g. permanent

secretaries and directors.

) Chief executives of government business entities/parastatals such as
Central Bank of Nigeria (CBN), Securities and Exchange Commission
(SEC) and the Nigerian Ports Authority (NPA), etc.

W Subordinates who oil the wheels of administration

() The organised labour unions in the public service.

(b) Externalusers-They are users or organisations outside the executive arm of a
public sector entities who use public sector accounting information.This group
comprises:

0] The National Assembly;

(i) Members of the public;

(i) Governments, apart from the one rendering the report;

(iv) Foreign countries;

) Foreign financial institutions such as International Monetary Fund
(IMF), World Bank, Department for International Development (DFID),
United Nations Children’s Fund (UNICEF), etc.;

(Vi) Creditors, both local and foreign;

(vii) Researchers; and

(viiy  Political parties, trade unions and civil liberty organisations.

1.3.1 Importance of public sector accounting information to users

The internal users require accounting information in order to:
e ascertain the various levels of regulatory compliance and whether actual
expenditure is in accordance with the budget; and
e ascertain whether or not adequate safeguards are available for the protection
of public resources.
On the other hand, the external users require accounting information to ascertain the
financial viability of the public sector organisations, efficiency and effectiveness of
management.
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Both the internal and external users want to know whether the accounting information
enhance the quality, consistency and transparency of public sector financial reporting.

1.4  The constitutional and regulatory frameworks of public sector accounting

The following regulatory frameworks govern public sector accounting:

€) Nigerian Constitution: The 1999 Constitution of the Federal Republic of
Nigeria (as amended) is one of the legal frameworks that regulate the receipts
and disbursements of public funds.
The sections of the Constitution quoted below are authorities on receipts and
payments procedures of government, the allocation of revenue, the audit of
public accounts and other financial matters. Some specific sections of the1999
Constitution and their provisions are listed below:

Section(s) Details

80 and 120 Establishment of the Consolidated Revenue Fund
(CRF) 81 and 121 Authorisation of expenditure from the CRF.

82 and 122 Authorisation of expenditure in default of appropriations.
83 and 123 Establishment of the Contingencies Fund.

84 and 124 Remuneration of statutory officers.

84(4) and 124 (4) Comprehensive list of statutory officers.

85 and 125 Audit of public accounts

86 and126 Appointment of the Auditor General

87 and 127 Tenure of office of the Auditor General

88 and 128 Power to conduct investigation by the legislatures.
89 and 129 Power as to matters of evidence.

149 Declaration of assets and liabilities, and oaths of office.
153 List of statutory commissions.

162 Establishment of the federation accounts

163 Allocation of other revenue.

164 Federal grants-in-aid of State revenue.

165 Cost of collection of certain duties

166 Set-off of loans made by the Federation to the State
167 Sums charged on Consolidated Revenue Fund

168 Provisions with regard to payments

(b) Finance (Control and Management) Act of 1958, CAP. F. 26 Laws of the
Federation 2004
This governs the management and operation of government funds. It
regulates the accounting system, the books of accounts to be kept and the
procedures to be followed in the preparation of accounts and financial
statements. Some specific sections of the Act and their provisions are listed
below:

Section Details

1. Legislative control and management of the public finances
2. Minister's/Commissioner’s instructions to be complied with and powers to inspect,
etc.
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Management of Consolidated Revenue Fund

Authorised issues from the Consolidated Revenue Fund
Erroneous receipts

Losses

Authorisation of investments

Investments- General procedure

Income of investments —general

Fluctuation in value of investments -general

Annual estimates in appropriation bill

Supplementary provisions

Contingencies Fund

Unexpended votes to lapse

Provision if Appropriation Act not in force

Specification of certain public funds allocated by law
Carrying forward of annual balance

Interest and investment fluctuation to accrue to certain funds
Interest and investment fluctuation to accrue to CRF incertain cases
Fluctuation in value of investments

Rules for management of funds

Annual accounts of all funds

(c) Allocation of Revenue (Federation Account, etc.) Act, 1982 CAP. A.15
Laws of the Federation 2004
The Act prescribes the basis for distribution of revenue accruing to Federation
Account between the Federal, States and Local Governments; the formula for
distribution amongst the States; the proportion of the total revenue of each
State to be contributed to the State Joint Local Government Account; and for

otherpurposesconnectedtherewith.Some specific sections of the Act and their
provisions are listed below:

Section

1

2
3
4

ol

Details

Distribution of the Federation Accounts, etc.
Formula for distribution between the Federal and state governments
Formula for distribution between local governments

Proportion of revenue to be paid by each state to State Joint Local
Government Account

Allocations under Special Funds

Establishment of Federation Account Allocation Committee
and functions

Establishment of Joint Local Government Account for each State
and functions

Limit on power of state governments for borrowing money
Report by Accountants General of the Federation

(d) The Financial Regulations (2009 edition)

The financial regulations are powerful control tools used in public sector fund

management. They are the accounting manuals of the three tiers of
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government designed to guide the management of public funds. The rules

spell out the system concerning receipts and disbursements of funds and the
procedures to ensure good accountability, prevention and early detection of
frauds, errors and other financial malpractices.

These are the accounting manual of government ministries and extra-
ministerial departments which deal with financial and accounting matters.They
set out the procedures and steps to be followed intreating most of government
transactions. According to FR 105, The Minister of Finance shall issue from
time-to-time financial regulations, which shall be in accordance with existing
laws and policies of government. The financial regulations so issued, shall
generally apply to the federal public service, ministries, extra-ministerial
offices and other arms of government.

(e) Finance/treasury circulars: These are administrative tools which are used to
amend the existing provisions of Financial Regulations, public service rules
and the introduction of new policy guidelines.

() Public Procurement Act, 2007

This is an Act which established the National Council on Public Procurement
(NCPP) and the Bureau of Public Procurement (BPP) as the regulatory
authorities responsible for monitoring and oversight of public procurement,
harmonising existing government policies by regulating, setting standards and
developing the legal framework and professional capacity for public
procurement in Nigeria. The Act sets standards for organising procurements,
methods of procurement of works, goods, consultancy and non-consultancy
services as well as procurement approval thresholds for the Bureau of Public
Procurement, tenders boards and accounting officers for all ministries,
departments and agencies.

(@) Fiscal Responsibility Act, 2007

This Act provides for prudent management of the nation’s resources and
ensures long-term macro-economic stability of the national economy.It secures
greater accountability and transparency in fiscal operations within a medium-
term fiscal policy framework.The Act also established the Fiscal Responsibility
Commission to ensure the promotion and enforcement of the nation’s
economic objectives. The Act emphasises the preparation of medium-term
expenditure (MTEF) framework, annual budget, budget execution, collection
of public revenue, public expenditure, debt and borrowings.

(h) Revised Financial Memoranda for Local Government, 1991

The Financial Memoranda for Local Government is a publication by the
Federal Government which contains the administrative guidelines, the
existing systems of checks and balances,as well as the roles of all the
officers from the chief accounting officer, the chairman, to the officer at the
lowest cadre.

The objectives of the financial memoranda as follows:
© 2021 The Institute of Chartered Accountants of Nigeria All Rights Reserved 7
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0] To expressly highlight the implications of disbursing government fund
and property without proper authority and approval;
(i) Toserve as administrative guidelines which facilitate day-to-day

running of local governments;
(iii) Tofacilitate recording of local government financial transactions using
the appropriate accounting method; and

(iv) To serve as a learning tool for officers on first appointment or on

transfer to a new section.

The contents of Local Government Financial Memoranda
may be summarised, as follows:

0] The format of budget and budgetary control;

(i) The financial responsibilities of the Chairman and other accounting
officers of a local government;

(iii) The responsibilities of the local government Secretary, Treasurer and
Heads of Departments;

(iv) The powers and functions of the Auditor General for Local Government;

()] The various financial offences and their respective sanctions;

(vi) The means of revenue collection and control;

(vii) Main books of accounts kept in the local government; and
(viii) The custody, accounting and control of stores.

0) Other laws and regulations guiding public sector accounting and finance

Other laws guiding public sector accounting and finance include the following:

0] Revenue Mobilisation and Fiscal Allocation Commission Act (CAP.R.
7 LFN2004;
(ii) Pension Reform Act of 2014,

(iii) The Independent Corrupt Practices and Other Related Offences
Commission (ICPC) Act of 2000;

(iv) Economic and Financial Crimes Commission (Establishment)
Act, 2002;

(V) Nigeria Extractive Industries Transparency Initiative (NEITI) Act, 2007,

(vi) Appropriation Acts;

(vii) Financial Reporting Council Act, 2011

(viii) Freedom of Information Act, 2011

(ix) International Public Sector Accounting Standards (IPSAS)/
International Financial Reporting Standards (IFRS)

(x) Code of Conduct Bureau and Tribunal Act, 1991; and

(xi) Money Laundering (Prohibition) Act, 1995.

1.5 Concepts and principles applicable to public sector accounting and
finance
Concepts have been defined as broad basic assumptions underlying the preparation

of financial statements of an enterprise. Public sector accounting is an integral but
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1.6

separate branch of financial accounting, sharing in common many concepts and
principles applicable in the private sector. These concepts include: materiality,
periodicity, duality, entity, historical cost and going concern.

Bases of public sector accounting

The following are the bases under which the financial statements of a public sector
enterprise are compiled:

(a) Cash basis;

(b) Accrual basis;

(©) Commitment basis;

(d) Modified cash basis; and

(e) Modified accrual basis.

1.6.1.1. Cash basis

It is the basis of accounting under which revenue is recorded only when cash is
received, and expenditure recognised only when cash is paid, irrespective of the fact
that the transactions might have occurred in the previous accounting period. This is a
simple method of recording financial transactions in the public sector.

1.6.1.2. Advantages of cash basis

The advantages of cash basis include the following:

(a) It is simple to understand;

(b) It eliminates the existence of debtors and creditors;

(©) It permits easy identification of those who authorise payments and collect
revenue;

(d) It allows for comparison between the amount provided in the budget and that
actually spent;

(e) It saves time and is easy to operate;

4) It permits the delegation of work in certain circumstances; and

(9) The cost of tangible assets is written off in the year of purchase, resulting in
fewer accounting entries.

1.6.1.2 Disadvantages of the cash basis

@ It takes unrealistic view of financial transactions, as only the settlement of
liabilities is recognised. For example, there are five stages through which a
spending decision passes. These are:

0] Management decision to spend money;

(i) Issue of order or contract for the supply of goods or services;
(iii) Supply of goods or services - acknowledgment of liability;

(iv) Settlement of the amount of the good or service received; and
(v) Consumption of value.

The cash basis of accounting records only stage (iv) while the accrual basis takes

care of stages (iii), (iv) and (v). The commitment basis records stages (ii) to (v).

b) It does not provide for depreciation since assets are written off in the year of
purchase.
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© It does not convey an accurate picture of the financial affairs at the end of the
year.
(@) The cash basis cannot be used for economic decisions as it tends to hide

basic information, such as, information relating to tangible assets, debtors
and creditors.
© It does not accord with the ‘matching concept.’

1.6.1.3. Modified cash basis

Under this basis, the books of accounts are left open for a maximum of three
months after the end of the year, so as to capture substantial amount of income or
expenses relating to the year just ended.

1.6.2 Accrual basis

Under this basis, revenue is recorded when earned and expenditure recorded as
liabilities when incurred, notwithstanding the fact that the receipts or payments of
cash have taken place wholly or partly in other accounting periods. Accrual basis is
practised in the private sector and many parastatals, such as Central Bank of
Nigeria, Federal Inland Revenue Service. The reason for this is that private sector
concerns are profit-oriented. It is, therefore, necessary to estimate how much profit
has been earned in each period, with a view to keeping invested assets intact and
making periodic distributions to shareholders by way of dividends. However, the main
consideration in the public sector is improvement in the standard of living of the
citizens.

1.6.2.1 Advantages of accrual basis

The advantages of accrual basis can be summarised as follows:

(a) It takes a realistic view of financial transactions;

(b) It reveals an accurate picture of the state of financial affairs at the end of the
period;

(©) It could be used for both economic and investment decision-making as all
parameters for performance appraisal are available;

(d) It aligns with the ‘matching concept; and

(e) It makes allowances for the diminution in the value of assets used to generate

the revenue of the enterprise.

1.6.2.2. Disadvantages of accrual basis

(a) It is very difficult to understand, especially by non-accountants.
(b) It does not permit easy delegation of work in certain circumstances.

1.6.2.3 Modified accrual basis

This is the basis under which revenue is recorded when received and not earned
while expenditure is recorded once its liability is incurred. It means that cash basis is
used for recording revenue while accrual basis is used for expenditure.

The modified accrual basis operates as follows:

Revenue is recorded when cash is received, except for:

(a) Revenue which is susceptible to accrual; and
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(b) Revenue of a material amount, which has not been received at the time it

should.

Expenditure is recorded on accrual basis, except in the cases of:

@ Disbursements for inventory items, which may be considered as expenditure
at the time the items are utilised; and

(b) Interest on long-term debt commonly accounted for in debt service funds, and
recorded as expenditure on its due date.

1.6.3 Commitment basis

It is a basis that records anticipated expenditure evidenced by a contractor a
purchase order. In public sector financing, budgetary and accounting systems are
closely related to the commitment basis.

1.6.3.1. Advantages of commitment basis

Commitment accounts kept on a memorandum basis have several advantages. These
include:
@ A separate payment tabulation is available when required;
(b) Adjustments occurring when actual expenditure has been obtained does not
affect the final accounts;

(© It is an aid to financial control. A commitment is regarded as a charge which
has been made on a budget provision;

(d) It takes a realistic view of financial transactions;

(e It reveals an accurate picture of the state of financial affairs at the end of the
period;

® It is used for both economic and investment decision-making, since all
parameters for performance appraisals are available;

(s)) It aligns with the ‘matching concept; and

() It makes allowance for the diminution in the value of assets employed to

generate revenue.

1.6.3.2. Disadvantages of commitment basis

The system of commitment basis of accounting has the following disadvantages:

@ The system involves extra work. Actual figures have to be substituted for the
commitment provisions to finally determine the running balances under the
sub-heads of expenditure;

(b) There is over-expenditure under commitment basis in the expectation that
government may finally release fund to settle the legal obligations;

() At the year end, all commitments that are the subject of unfulfilled orders will
have to be written back to reflect the exact picture of the transactions which
took place during the year; and

(d) Balances, which ought to have lapsed in the Vote Book at the end of the year,
may be spent by issuing local purchase orders to exhaust the votes.
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1.7  Funding principles

Fund accounting is one of the fundamental principles underlying government
accounting.Government income iscategorised into series of funds for stewardship

purposes and each fund caters for a specific welfare activity of government. The word

‘fund’ has been defined as “a separate fiscal and accounting entity in which resources
are held, governed by special regulations, separated from other funds and
established for specific purposes.”

1.7.1 Classification of funds

Funds can be classified into three categories, namely:

@)

)

©

1.7.2
@)

(®)

©

Government funds: They are used to accrue for resources which
are derived from the general tax and revenue powers of government.
Examples are debt service fund, special fund and revolving fund;

Proprietary funds: These are funds used to account for the resources
derived from the business activities of government and its agencies
such as parastatals. Examples are various recurrent and capital funds
released to government business entities to carry out their operations;
and

Fiduciary funds: These are used to account for resources held and
managed by government in the capacity of acustodianortrustee.Such
fundsare, Petroleum Technology Development Fund (PTDF), Trust and
Agency Fund and Pension Trust Fund.

Types of funds

General fund: It is a fund established for resources, which are
devoted to financing the general administration or services of
government. It  is also called Consolidated Revenue Fund (CRF).
Section 5 of the Finance (Control and Management) Act of 1958) Cap
144, 1990 stipulates that the management of the fund shall be in
accordance with the requirements of the Constitution of the Federal
Republic of Nigeria.

Capital project fund: This is a fund created to accommodate
resources meant for the acquisition of capital assets or facilities. It is
also known as Capital Development Fund (CDF). It came into
existence by virtue of Section 18 of Finance (Control and
Management) Act of 1958. CDF sources include but not limited to
grants, share of value added tax, transfers from CRF, etc.

Special fund: It is a fund created for specific purposes, e.g. South
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©)

©

®

©

()

African Relief Fund, African Staff Housing Scheme Fund (A.S.H.S.),
etc.

Trust fund: It is a fund whose resources are held by government as a
trustee.lt is used for the purpose stated in the trust deed, e.g.
Petroleum Technology Development Fund and Research Foundation
Fund.

Contingency fund: It is a fund whose resources are meant for
expenditure or anticipated expenditure of uncertain amounts. An
example is the expenditure on natural disaster. Section 15 of the
Finance (Control and Management) Act 1958 brought the fund into
existence.

Inter-governmental service fund: This is established to provide
service to other funds, e.g.Government Clearance Fund which helps to
maintain (transitionally) the balance between the Federal Government
and State Governments in respect of transactions.

Revolving fund: Revolving Fund is also known as Working Capital
Fund. It was created to finance services provided by a designated unit
to other departments within a single governmental set-up. An example
is Revolving Loan Fund.

Self-liquidating fund: This is a fund into which resources are
transferred periodically and out of which any money or amount left has
to be transferred to a current fund, e.g. monies held on behalf of third
parties.

1.8 Comparison between non-profit oriented organisation and profit oriented

organisation

Basis Non- profit oriented Profit oriented

Profit The main objective is to provide | The main objective is to
adequate welfare to the people at | maximise profit
reasonable costs.

Revenue Revenue is derived from the Obtain their income principally
public in the form of taxation, from sales of goods and
fines, fees, etc. services.

Legal They are created by Acts of the Registered with Corporate

formation Legislatures i.e National/State Affairs Commission
Assemblies

Budget The public is more interested The public is more interested
in the annual budget than the in the annual reports than the
annual report. annual budgets.

Budgetary Public entities are rigid on the Budgets are internal affairs of

approach budgetary approach these organisations.
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Accounting

They majorly operate on
International  public  sector
accounting standards (IPSAS)
cash or accrual. They operate
substantially on fund
accounting.

They strictly operate on
international financial
reporting standards (IFRS).
The proprietary approach
is adopted for their funding.

© 2021 The Institute of Chartered Accountants of Nigeria All Rights Reserved

14




Chapter 1: Introduction to public sector accounting and finance

Annual There is no annual general | There is annual general
general meeting, but government can | meeting of the shareholders
meeting hold public briefing on specific |to discuss the performance of
issues. these organisations.
Dissolution On dissolution, any income raised| Income realized on dissolution

or asset acquired cannot be
distributed; or benefit members
or directors, or officers of the

can be distributed for the
benefit members, directors or
officers of the organisation.

organisation because all the
proceeds must revert to the state.

1.9 Fund implications for income measurement and valuation

The measurement of revenue/income is useful for more than one purpose and
therefore, its objectives may be studied from different points of view:

As a guide to future investment

The current income positively influences the expectations about the future.The
prospective investor looks to the income of the business enterprise as a guide
to his investments decisions in the future. The investors’ attempt to maximise
their returns on their investments and this decision will be guided by income.
So the allocation of investment funds and selections of securities depend
upon income levels of an enterprise.

As ataxbase

Though the IncomeTax Act does specify what is taxable and what is deductible
in arriving at the taxable income. The tax authorities can conveniently mobilise
revenues through taxes, which are one of the main sources of government’s
income.

As a guide to dividend of democracy policy

The dividend of democracy policy at present is directed to determine the
proportion of the current revenue which should be retained and the proportion
which should be distributed as dividends of democracy. So long as dividends
of democracy are paid out of current revenue, the rights of creditors are
adequately protected since other resources of government would not be used
to pay dividends of democracy.

As an indicator of managerial efficiency

The efficiency of management as decision makers and as trustees of
resources is judged by the reported revenue of the current year. The auditors,
therefore, certify that the financial statements present a true and fair view of
operational
therefore, provides a suitable criterion for the efficiency of management.

results.The measurement of government sources of fund

© 2021 The Institute of Chartered Accountants of Nigeria All Rights Reserved 15



Chapter 1: Introduction to public sector accounting and finance

v. As a measure of overall efficiency and credit worthiness

Revenue is the lifeblood of any public sector organisation and therefore it
provides that basic standard by which the over all efficiency of the government
tis assessed. For creditors, a government that increases its revenue base
through creation of various sources of funds faces no difficulty in making
timely payment of its debts. Banks and other credit institutions too depend
upon good revenue base as a guide about a government’s ability to repay
loan out of future revenue.

vi. As aguide to socio-economic decisions

A number of decisions affecting the society and economy as a whole are
taken, keeping in mind the level of business income. For instance, price
increases are justified in terms of income levels. Trade unions demand more
wages for their members on the basis of reported income while employers
plead that increase in wages would have adverse effects on the income.
Levels of business income also guide the economic policies of the
governments in it constitutes a major source of tax revenues.

Vii. Asset valuation

Asset valuation plays a key role in finance and often consists of both
subjective and objective measurements. The value of a government’s non-
current assets is easier to measure, based on their book values and
replacement costs. However, there is no value on the financial statements that
tells investors exactly how much a government’s brand and intellectual
property are really worth. This is because the valuation of an intangible asset
is subjective, therefore, there is a risk that goodwill can be overvalued in an
acquisition.

Asset valuation is the process of determining the fair market or present value of
assets, using book values, absolute valuation models like discounted cash flow
analysis and option-pricing models. Such assets include investments in marketable
securities, such as stocks, bonds and options; tangible assets like buildings and
equipment; or intangible assets such as brands, patents and trade marks.

1.10 Chapter review

This chapter discussed the following:

* introductory aspect of public sector accounting and finance, with emphasis on
the objectives, users of accounting information;

e constitutional and regulatory frameworks of public sector accounting;

e concepts, principles and bases of accounting; and comparison between non-
profit oriented organisations and profit oriented organisations.
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1.11 Worked examples

1111 Examination type questions

1 Government financial reporting helps to satisfy the information needs of variety of
users. State the principal users of government financial reports and their needs.

2 Briefly discuss five Constitutional and Regulatory Frameworks of Public sector
accounting in Nigeria

3 Compare and contrast non- profit and profit oriented organisations

1112 Suggested solutions to examination type questions

1. The following are five distinct internal and external users of government
financial reports and the purposes for which they are required:
Internal users

0

(i)
(ii)
)
V)

The Executives and their Advisers.

Top Administrators of government departments.

Managers of government units.

Subordinates who are delegated with control tasks.

Various ad-hoc and other committees set up by government to
examine specified functions.

External users

@

(i)
(iif)
(iv)

v)

The legislative houses.

The general public.

Researchers and representatives of the media.

Sectional groups within the population such as trade unions and
political parties.

Foreign interests, such as foreign friendly countries, foreign investors
and creditors.

Purposes for which the reports are required

M)

Planning: To serve as a basis for planning.

Controlling: To serve as a basis for controlling.

Decision making: To serve as a basis for decision-making.

To give evidence of financial accountability.

To ascertain the propriety of transactions and their conformity with the
established rules.

Toserve as a basis for appraisal of the performance of management
and staff of government.

A critical examination of the information content reveals that it cannot meet the
needs of all the users. For instance, some users have the right to extra
information while some have need for detailed accounting reports relating to
specified parts of government activities. Others may need the information for
planning, controlling and decision-making. Therefore, the contents and type of
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information required differ for each purpose, and from one user to another.

For the first purpose, information is needed to show that the relevant laws
have been complied with, that actual expenditure incurred is in accordance
with the appropriations and that adequate safeguards exist for the protection
of public assets.

As regards the second purpose, information of an economic nature is
necessary, supplying the costs, revenue of government and programmes of
activity. Most external users need information of economic nature for planning,
controlling and decision-making. However, most economic information are lost
or not provided under the cash basis of accounting as the costs of tangible
assets are written off in the years of purchase. Information on receivables and
payables are not available. It is, therefore, difficult to provide information on
profitability, liquidity and efficiency positions which are necessary for the
effective decision-making process of the users.

@) Legislative and other governing bodies

Legislative and governing bodies grant authority to governments and other
units to administer public financial affairs and resources and subsequently
hold them accountable.They are primary users of government financial
reports.They look to financial reports to provide information to help them
assess the government’s stewardship of resources, compliance with
legislation and other regulations, state of finance and performance.

(b) The public

Legislatures and governing bodies of units are accountable to the public who
provide the revenue and resources necessary for government operations.
Members of the public receive government services and are beneficial owners
of the public money and property. Such members of the public are taxpayers
and recipients of goods or services provided by the government. Members of
the public seek information on how well government had managed then
national financial affairs and resources, and the overall economic impact of
government activities.

(c) Investors and creditors

Investors in government securities and enterprises, and other creditors
provide financial resources to governments. Governments are interested in
providing investors and creditors with information which are useful in
evaluating the efficiency and effectiveness of government agencies.
Sometimes, investors and creditors seek specific information in addition to the
general purpose of financial reporting.
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(d) Other governments, International agencies and development partners
e.g. IMF, ADB, AU, ECOWAS.
Similar to investors and creditors, other governments, international agencies
and resource providers are interested in the state of finances of a government
or unit. In addition, they are interested in plans and priorities of such units or
governments.

(e) Economic and financial analysts

Economic and financial analysts, including the financial media reviewers
analyse and disseminate information to other users such as legislators and
the public.They use the information provided to analyse and evaluate financial
and economic issues.

() Internal managers, policy makers and administrators

They use the information provided for control purposes, decision making,
assessment, allocation and use of resources.

2. The Constitutional and Regulatory Framework of public sector accounting are:
(a) Nigerian Constitution: The 1999 Constitution of the Federal Republic
of Nigeria is one of the legal frameworks that regulate the receipts and
disbursements of public funds.

The sections of the Constitution quoted below authorise the receipts
and payments of government, the allocation of revenue, the audit of
public accounts and other financial matters.

(b) Finance (Control and Management) Act of 1958, CAP. F. 26 Laws
of the Federation 2004

This governs the management and operation of government funds.
It regulates the accounting system, the books of accounts to be kept
and the procedures to be followed in the preparation of accounts and
financial statements.

(c) Allocation of Revenue (Federation Account, etc.) Act, 1982 CAP.
A.15 Laws of the Federation 2004

The Act prescribes the basis for distribution of revenue accruing to
Federation Account between the Federal, States and Local
governments; the formula for distribution amongs the States interse;
the proportion of the total revenue of each State to be contributed to
the State Joint Local Government Account; and for other purposes
connected therewith.

(d) The Financial Regulations (2009 Edition)

The Financial Regulations are powerful control tools used in the public
sector fund management. They are the accounting manuals of the
three tiers of government designed to guide the management of public

© 2021 The Institute of Chartered Accountants of Nigeria All Rights Reserved 19



Chapter 1: Introduction to public sector accounting and finance

funds. The rules spell out the system concerning the receipts and
disbursements of funds; the procedures to ensure good accountability;
prevention, early detection of frauds and errors and other financial
malpractices.

These are the accounting manual of Government Ministries’ Extra-
Ministerial Departments which deals with financial and accounting
matters.They set out the procedures and steps to be followed in
treating most of government transactions.

(e) Finance/Treasury Circulars: These are administrative tools which are
used to amend the existing provisions of Financial Regulations, Public
Service rules and the introduction of new policy guidelines.

) Public Procurement Act, 2007

This is an Act which establishes the National Council on Public
Procurement (NCPP) and the Bureau of Public Procurement (BPP) as
the regulatory authorities responsible for the monitoring and oversight
of public procurement, harmonising the existing government policies
by regulating, setting standards and developing the legal framework
and professional capacity for public procurement in Nigeria. The Act
sets standards for organising procurements, methods of procurement
of works, goods, consultancy and non-consultancy services as well as
the procurement approval thresholds for the Bureau of Public
Procurement, Tenders Boards and Accounting Officers for all
Ministries, Departments and Agencies.

(@) Fiscal Responsibility Act, 2007

This Act provides for the prudent management of the nation’s
resources, ensures long-term macro-economic stability of the national
economy, secures greater accountability and transparency in fiscal
operations within a medium-term fiscal policy framework, and the
establishment of the Fiscal Responsibility Commission to ensure the
promotion and enforcement of the nation’s economic objectives. The
Act emphasises the preparation of medium-term expenditure
framework, annual budget, budget execution and achievement targets,
collection of public revenue, public expenditure, debt and
indebtedness, borrowing, transparency and accountability.

(h) Revised Financial Memoranda for Local Government, 1991

The Financial Memoranda for Local Government is a publication by
the Federal Government which contains the administrative guidelines,
the existing systems of checks and balances as well as the roles of all
the officers from the Chief Accounting Officer, the Chairman, to the
officer at the lowest cadre.
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The objectives of the Financial Memoranda are as follows:

(@) To serve as administrative guidelines which facilitate day-to-
day running of local governments;

(b) To expressly highlight the implications of disbursing
government fund and property without proper authority,
approval and unjustly;

(c) To facilitate recording of local government financial
transactions in the appropriate accounting method; and

(d) To serve a sale arning too If or officers on first appointment or
on transfer to a new section.

The contents of Local Government Financial Memoranda may be summarised,

as follows:

0] The format of budget and budgetary control;

(i) The financial responsibilities of the Chairman and other
Accounting Officers of a Local Government;

(iii) The responsibilities of the Local Government
Secretary, Treasurer and Heads of Departments;

(iv) The responsibilities of the Internal Auditor as they relate to
Audit Alarm;

(v) The powers and functions of the Auditor General for Local
Government;

(vi) The various financial offences and their respective sanctions;

(vii) The means of Revenue Collection and Control;

(viii) Main books of accounts kept in the Local Government; and

(ix) The custody, accounting and control of stores.

3. Compare and contrast non- profit and profit oriented organisations.

@) The main objective of non-profit oriented organisation is to provide
adequate welfare to the people at reasonable costs while the main
objective of profit-oriented organisation is to maximise profit;

(b) Non- profit oriented organisations derive their revenue from the
public in the form of taxation, fines, fees, etc. while profit oriented
organisations derive their income principally from the sales of
goods and services;

(©) Non-profit oriented organisations are created by Acts of the
Legislatures i.e. National/State Assemblies while profit-oriented
organisations must be registered with Corporate Affairs
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Commission;

(d) The public is more interested in the budgets of Non-profit oriented
organisations than their Annual Reports. They are rigid on the
budgetary approach. The public is more interested in the Annual
Reports of profit-oriented organisations than their annual budgets
which are internal documents of the organisations;

(e) Non-profit oriented organisations strictly operate on international
public sector accounting standards (IPSAS) on cash or accrual
basis. They operate substantially on fund accounting. But, profit-
oriented organisations strictly operate on international financial
reporting standards (IFRS). The proprietary approach is used for
their funding;

4) There is no Annual General Meeting in non-profit oriented
organisations, but government can hold public briefing on specific
issues. There is Annual General Meeting of the Shareholders to
discuss the performance of the profit-oriented organisation; and

(9) Any income realised on dissolution of non-profit oriented
organisations cannot be distributed for benefit of members,
directors, or officers of the organisation because all the proceeds
must revert to the state. On dissolution, any income realised by
profit-oriented organisation can be distributed; for the benefit of
members, directors, or officers of the organisation.
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2
2.0

2.1

2.2

Towards national fiscal responsibility
Purpose

After studying this chapter, readers will be able to discuss the provisions of

Fiscal Responsibility Act, 2007 in relation to:

€) The medium-term expenditure framework (MTEF);

(b) The annual budget (computational question may be examined);

(©) Budget execution and achievement of targets (computational question may be
examined);

(d) Savings and assets management;

(e) Transparency and accountability; and

() Enforcement.

Introduction

In order to strengthen the Nigerian economy, fast track the tempo of socio-economic
development and ensure value for all resources deployed into physical and intrinsic
development, the Nigerian Government has been enacting various laws and setting
up various legally backed commissions. The Federation Account Allocation
Committee, the Economic and Financial Crimes Commission, the Independent
Corrupt Practices and Other Related Offences Commission, and the National
Commission on Public Procurement are but few of the government agencies
established to ensure that its objective of improving the living standard of Nigerians is
achieved. The nation has gone a step further by enacting the Fiscal Responsibility
Act, 2007. The Act is aimed at providing prudent management of the nation’s
resources, and ensure long-term macro-economic stability of the national economy
and secure greater accountability and transparency.

Fiscal Responsibility Commission

The Fiscal Responsibility Act, 2007 (as amended by Fiscal Responsibility Act, 2010)

established the Commission to carry out the following functions, among others:

€) Monitoring and enforcing the provisions of the Act, thereby promoting the
economic objectives of thenation.

(b) Disseminating standard national and international practices that will ensure
greater efficiency in the allocation and management of public expenditure,
revenue collection, debt control and transparency in fiscal matters.

(c) Undertaking fiscal and financial studies, analysis and diagnosis and
disseminating the result to the general public.

(d) Make rules for carrying out its functions under the Act; and
(e) Perform any other function consistent with the promotion of the objectives of
the Act.
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2.2.1

Composition of the Commission

The Commission consists:

@)

()

©

©)

A chairman, who will be the chief executive officer and accounting officer of

the Commission.

One member representing;

0] Organised private sector;

(i) Civil society engaged in causes relating to probity, transparency and
good governance; and

(iii) Organised labour.

A representative of the Federal Ministry of Finance, not below the rank of a

Director; and

One member to represent each of the six geo-political zones.

All the members of the Commission shall be persons of proven integrity and shall be
appointed by the President subject to confirmation by the Senate.

222

a

2.2.3

Functions of Fiscal Responsibility Commission

Monitor and enforce the provisions of this Act and by so doing, promote the
economic objectives contained in the constitution;

Disseminate such standard practices including international good practice that
will result in greater efficiency in the allocation and management of public
expenditure, revenue collection,debt control and transparency in fiscal
matters;

Undertake fiscal and financial studies, analysis and diagnosis and disseminate
the result to the general public;

Make rules for carrying out its functions under the Act; and

Perform any other functions consistent with the promotion of the objectives of
this Act.

Powers of the Fiscal Responsibility Commission

The Act empowers the commission to, among other matters:

(@)

(b)
(©

(d)

(€)

(f)

Formulate and provide general policy guidelines for the discharge of the
Commission’s functions;

Superintend the implementation of such policy guidelines;

Appoint employees to ensure proper and efficient performance of its functions;
and

Determine the terms and conditions of service of employees and fix their
remuneration, allowances and benefits;

Do other things, which in its opinion are necessary to ensure the efficient
performance of the functions of the commission; and

Regulate its proceeding and make standing orders with respect to the holding
of its meetings, notices to be given, the keeping of minutes of its proceedings
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2.3

and such other matters as the commission may, from time to time determine.

Medium-term expenditure framework (MTEF)

MTEF is a medium-term high level strategic plan of the government, usually three
years in Nigeria and which forms the basis of annual budgeting taking into
consideration the law requirement that spending should not exceed revenue by more
than 3% of GDP.It shifts the psychology of budgeting from “needs” to an “availability
of resources”.

It is also enshrined in the Part I, Section 11-17 of the Fiscal Responsibility Act (FRA),
2007 which mandates the Federal Government to develop a Fiscal Strategic Paper
(FSP) within an MTEF for the next three years.

Sectionll of the Fiscal Responsibility Act, 2007 states that the FederalGovernmentin
consultation with the States would:

@) Prepare and submit to the National Assembly a medium-term expenditure
framework for the next three financial years on which the National Assembly
will deliberate. This would have to be done not later than six months from the
commencement of the Act.

(b) Subsequently, not later than four months before the next financial
yearcommences, a medium-term expenditure framework for the next three
financial years will be prepared for the National Assembly’s consideration.

2.3.1 Objectives of MTEF
The objectives of MTEF are:

@ To improve macroeconomic balance, including fiscal discipline through good
estimates of the available resource envelope, which are then used to make
budgets that fit squarely within the envelope;

(0) To improve inter-and intra-sectoral resource allocation by effectively prioritising
all expenditure (on the basis of the government’s socio-economic program)
and dedicating resources only to the most important ones;

© To increase greater budget predictability as a result of commitment to more
credible sectoral budget ceilings;

()] To increase greater political accountability for expenditure outcomes through
legitimate decision making;

© To make public expenditure more efficient and effective, essentially by allowing
line ministries greater flexibility in managing their budgets in the context of
hard budget constraints and agreed upon policies and programmes.

2.3.2 Content of the medium-term expenditure framework
The MTEF shall contain the following:

A macro-economic framework setting out the three financial years, the underlying
assumptions and an evaluation and analysis of the macro-economic projection for
the preceding three financial years;
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@ Fiscal strategy document setting out:

0 Federal Government’s medium-term financial objectives;

@®  The policies of the Federal Government for the medium term relating
to taxation,recurrent expenditure borrowings, lending and investment
and other liabilities;

@ The strategies, economic, social and developmental priorities of
government for the next three financial years;

(M An explanation of the financial objectives, strategic, economic, social
and developmental priorities and fiscal measures;

©® An expenditure and revenue frameworks which set out:

() Estimates of aggregate revenue for the federation for each financial
year, based on the pre-determined commodity reference price adopted
and tax revenue projections;

@M  Aggregate expenditure for each of the next three financial years;

@  Minimum capital expenditure projection for the federation for each of
the next three financial years;

(v Aggregate tax expenditure projection for the federation for each of the
next three financial years.

© A consolidated debt statement indicating and describing the fiscal significance
of the debt liability and measures to reduce the liability;

@ A statement on the nature and fiscal significance of contingent liabilities and
guasi-fiscal activities and measures to offset the crystallization of such
liabilities.

The estimates and expenditure in (c) (i — iv) above should be:

0] Based on reliable and consistent data;

(i) Targeted at achieving the macro-economic projection;

(iii) Consistent with and derive from the underlying assumptions contained in the
fiscal strategy document.

2.4 Annual budgets and the medium-term expenditure framework

The medium-term expenditure framework shall be the basis for the preparation of the

estimates of revenue and expenditure to be presented to the National Assembly.

The annual budget must be accompanied by:

(c) A copy of the underlying revenue and expenditure profile for the next two years;

(d) A report setting out actual and budgeted revenue and expenditure with a
detailed analysis of the performance of the budget for the 18 months up to
June of the preceding financial year;

(e) A fiscal target broken down into monthly collection targets;

() Measures of cost,costcontrol and evaluation of result of programmes financed
with budgetary resources;
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2.5

(9) A fiscal target document derived from the underlying medium—term
expenditure framework setting out the following targets for the relevant
financial year:

0] Target inflation rate
(i) Target fiscal account balances
(i) Any other development targets deemed appropriate.

(h) A fiscal risk document evaluating the fiscal and other related risks to the
annual budget and specifying measures to be taken to offset the occurrence
of such risks.

Preparation of the medium-term expenditure framework

In line with the Part Il, Section 11-17 of the Fiscal Responsibility Act (FRA), 2007, the
MTEF shall contain the following for the next three financial years:

() A macro-economic framework;

(i) A fiscal strategy paper;

(iity An expenditure and revenue framework;

(iv) A consolidated debt statement; and

) A statement on contingent liabilities.

The Minister will be responsible for preparing the medium-term expenditure
framework. In doing this, he may hold public consultations on:

0] The macro-economic framework.

(i) Fiscal strategy document.

(iii) The strategic, economic, social and developmental priorities of Government.
(iv) Such other matters, as he may deem necessary.

The consultation should be open to the public, the press, the citizens, organisations,
group of citizens, etc.

The Minister shall seek inputs from the following organisations:

0] National Planning Commission;

(ii) Joint Planning Commission;

(iii) National Commission on Development Planning;

(iv) National Economic Commission;

(V) National Assembly;

(vi) Central Bank of Nigeria;

(vii)  National Bureau of Statistics; and

(viii)  Revenue Mobilisation Allocation and Fiscal Commission.

The Minister shall before the end of the second quarter of each financial year,
present the medium-term expenditure framework to the Federal Executive Councilfor
consideration and endorsement.

The medium-term expenditure framework as endorsed by the Federal Executive
Council shall take effect upon approval by the National Assembly.
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2.6

Any adjustment to medium term expenditure framework shall be limited to:

0] The correction of manifest error; and

(i) Changes in the fiscal indicators, which in the opinion of the President a

resignificant.

Format of Medium - term expenditure framework in Nigeria

Fiscal ltem Approved Actual as at Year 2 Year 3 Year 4
Budget for end of the Forecast | Projection | Projection
the Current month of
Year. (i.e. submission to
Year 1) NASS in Year
1
Oil Production Volume (‘M barrels per XXXX XXXX XXXX XXXX XXXX
day)
Average budget price per barrel
(inUSD)
Average exchange rate
Federally collectible revenue: N’billion N’billion N’billion | N’billion N’billion
Gross oil revenue XXXX XXXX XXXX XXXX XXXX
Gross non-oil revenue XXXX XXXX XXXX XXXX XXXX
Federation account inflows: XXXX XXXX XXXX XXXX XXXX
Crude oil sales XXXX XXXX XXXX XXXX XXXX
Gas sales XXXX XXXX XXXX XXXX XXXX
Petroleum profit XXXX XXXX XXXX XXXX XXXX
Gas Income @30% CITA XXXX XXXX XXXX XXXX XXXX
Oil royalties XXXX XXXX XXXX XXXX XXXX
Gas royalties XXXX XXXX XXXX XXXX XXXX
Net oil and gas revenue less cost, XXXX XXXX XXXX XXXX XXXX
deduction and 13% derivation
Net solid mineral revenue after XXXX XXXX XXXX XXXX XXXX
derivation
Total non-oil revenue XXXX XXXX XXXX XXXX XXXX
Total FGN’s Retained revenue XXXX XXXX XXXX XXXX XXXX
Statutory transfer XXXX XXXX XXXX XXXX XXXX
Sinking fund to retire maturing loan XXXX XXXX XXXX XXXX XXXX
Recurrent Exp. XXXX XXXX XXXX XXXX XXXX
Special intervention (conditional XXXX XXXX XXXX XXXX XXXX
cash transfer, Home grown school
feeding program, post NYSC
entrepreneurial development.
Capital Exp. XXXX XXXX XXXX XXXX XXXX
Total FGN Exp. XXXX XXXX XXXX XXXX XXXX
Fiscal Deficit XXXX XXXX XXXX XXXX XXXX
GDP XXXX XXXX XXXX XXXX XXXX
Share of Capital as % of non-debt XXXX XXXX XXXX XXXX XXXX
exp.
Share of capital as % of total exp. XXXX XXXX XXXX XXXX XXXX
Share of recurrent as % of total XXXX XXXX XXXX XXXX XXXX
exp.
Financing: XXXX XXXX XXXX XXXX XXXX
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2.7

2.8

Sales of government properties, XXXX XXXX XXXX XXXX XXXX
privatisation and FGN share of

signature bonus

Recoveries of misappropriated funds XXXX XXXX XXXX XXXX XXXX
Borrowings XXXX XXXX XXXX XXXX XXXX
Total financing XXXX XXXX XXXX XXXX XXXX
Grand total (Revenue+Financing) XXXX XXXX XXXX XXXX XXXX
Financing Deficit XXXX XXXX XXXX XXXX XXXX

Risks to MTEF

0] Global Development- Fragile Economic Recovery and the Emergence of
New Political Risks.

()] Persistence of Oil Price Decline — Low oil prices expected to remain in the
medium term.

(k)  Qil Production and Oil Sector Management — Oil production be deviled by crude
oil theft and oil pipeline vandalism.

)] Non- Oil Revenue Risks- Due to low remittance by Government’s Owned.
Enterprises into Treasury due to lack of Transparency e. g Operating Surplus.

Monitoring of budget implementation

The Minister of Finance, through the Budget Office of the Federation, shall monitor
and evaluate the implementation of the Annual Budget, assess the attainment of
fiscal targets and report to the Fiscal Responsibility Commission and the Joint
Finance Committee of the National Assembly. In implementing their annual budgets,
State and Local governments may adopt those provisions.

2.9Public revenue

2.10

(a) Estimated revenue of the government, shall be broken down by the executive
arm of government into monthly collection targets indicating, measures to
combat tax fraud and evasion.

(b)  The executivearm of government shall at least 30 days before the deadline for
the submission of its budget proposals, place at the disposal of the National
Assembly, the revenue estimates for the following year.

(c) The Federation may set off any fund, due to the Federation from any tier of
government in or towards payment or remittance of any sum due to that tier of
government from the Federation.

Public expenditure

Public sector resources management requires that government annual expenditure
be kept below its revenue level or, at worst, at par with the annual revenue formal
sources so as to avoid the need to get involved in deficit financing. Sometimes,
however, the need to provide higher level and high quality socio-economic services to
the people may demand increased expenditure. Under this Act, conditions by which
this can occur are given hereunder.
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2.10.1 Conditions for increasing government expenditure:

(@) Any action of government, which results in an increase in expenditure,
should be backed up by:

(i) An estimate of the budgetary or financial impact in the year it becomes
effective and in the two subsequent years;

(i) A statement by the person requesting for the expenditure, stating that the
increase is consistent with the Appropriations Act and the Medium- Term
Expenditure Framework.

(i) Prior budgetary allocation should have been done before granting any
advantage or increase of remuneration, creation of posts or allocation of
career structures and admission of personnel;

(b)  All contracts in relation to annual budget execution should comply with the
rules and guidelines on:
(i) Procurement and award of contracts
(i) Due process and certification of contract.

2.11 Debt and indebtedness

(a) All tiers of government shall borrow only for capital expenditure and human
development. Such borrowing should also be on concessional terms with low
interestrate and reasonable long amortisation period subject to the approval of
appropriate legislative body;

(b) The public debt as a proportion of natural income shall be held at a
sustainable level as prescribed by the National Assembly;

(c) Government may borrow from the capital market.

2111 Interpretation of borrowing

Borrowing means any financial obligation arising from:

()  Loans including principal, interest and fees on such loans;

(i)  Deferred payment for property, goods or services;

(i)  Bonds, debentures, notes or similar instruments.

(iv)  Letters of credit and reimbursement obligations

(v)  Guarantees

(vi)  Trade or banker’s acceptances

(vii) Capitalised amount of obligations under leases

(viii) Agreements providing for swap, ceiling rates, ceiling and floor rates contingent
participation or other hedging mechanism with respect to the payment of

interest or the convertibility of currency.
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(ix)  Conditional sale agreements, capital leases or other retention agreement.

2.12 Budgetary execution and achievement of targets

Matters to which attention should be focused here include:

() Annual cash plan: The Accountant General of the Federation shall draw up
an Annual Cash Plan in each financial year, setting out projected monthly cash
flows. This shall be revised periodically to reflect actual cash flows;

(i) Disbursement schedule: The Minister shall, within 30 days of the enactment
of the Appropriation Act, prepare and publish a disbursement schedule from
the Annual Appropriation Act;

(iiy Appropriation Act: Amounts appropriated for specific purposes shall be used
solely for those purposes specified in the Appropriation Act;

(v) Virement approval: The Ministry may,in €xceptional circumstances and in the
over all public interest, recommend to the National Assembly for its approval,
virement from one sub-head account to another within the same Head and
without exceeding the amount appropriated to such head of account.

2.13 Aggregate expenditure ceiling

The estimates of aggregate expenditure and the aggregate amount appropriated by
the National Assembly for each financial year shall not be more than the estimated
aggregate revenue plus a deficit which must not be more than 3% (three percent) of
the Estimated Gross Domestic Product or any sustainable percentage as may be
determined by the National Assembly for each financial year.

Aggregate expenditure for a financial year may exceed the ceiling indicated above if
in the opinion of the President there is clear and present threat to national security or
sovereignty of the Federal Republic of Nigeria.

2.14 Savings and asset management

® The saving of each Government in the Federation shall be deposited in a
separate account, which shall form part of the respective Governments
Consolidated Revenue Fund to be maintained at the Central bank of Nigeria
by each Government.

(i The Central Bank of Nigeria shall, in consultation with the Minister of Finance,
the State Commissioners of Finance, and Local Government Treasurers,
invest for and on behalf of the Governments in the Federation, the saving of
each government and such investment can be undertaken in a consolidated
manner, provided that, the shares of each government and income due to
them from the investment are clearly identified.

(i) No government in the federation shall have access to the savings made,
unless the reference commaodity price falls below the predetermined level for

aperiod of three consecutive months.The augmentation shall be limited to
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such sums that will bring the revenue of government to the level contained in
its budget estimates.

) Notwithstanding the provisions of (iv) above and subject to agreement by
Federal and State Governments in the Federation, a proportion of the savings
may be appropriated in the following year for the capital projects and
programmes

w) The Central Bank of Nigeria in the discharge of its obligation for the
investments observe the limits and conditions imposed by safety and
prudential considerations which are to be agreed upon with the Minister of
Finance, State Commissioners of Finance and Local Government Treasurers.

2.15 Enforcement

0] Any person who under-declares revenue generated or collected by any of the
establishments listed in the schedule, shall be guilty of an offence and liable
on conviction to imprisonment for a term of 5 years or a fine of 10 percent of
the total amount under declaration.

(i) Any person who authorised the spending of any money collected or
generated pursuant to section 3 of this Act without appropriation by the
National Assembly shall be guilty of an offence and liable on conviction to
imprisonment for a term of 5 years or a fine of 10 percent of the total amount
expended.

2.16 Miscellaneous provisions

0] Government securities, provided that, they are duly listed on the Stock
Exchange, may be offered as collateral to guarantee loans or other financial
transactions under the law for their economic values as defined by the
Ministry.

(i) The process derived from the sale or transfer of public properties and rights
over public assets shall not be used to finance recurrent and debt
expenditure, provided that, such proceeds may be used to liquidate existing
liabilities directly charged against such properties or asset.

(iii) The Federal government may provide technical and financial assistance to
States and local government that adopt similar fiscal responsibility legislation
along the same line in this Act for the modernization of their respective tax,
financial and asset administration.

2.17 Chapter review

This chapter dealt with government's commendable move to ensure fiscal
responsibility at all levels of public administration and in consonance with they
earnings of the people. It discussed such fiscal issues like the powers and duties of
the Fiscal Responsibility Commission, Medium Term Expenditure Framework,
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Preparation and Implementation of the Annual Budget and acceptable conditions for

borrowing by any tier of government.

2.10 Worked examples
2.18.1 Open-ended questions

1 Fiscal Responsibility Commission was established by the Fiscal
Responsibility Act; 2007 (as amended)
€) State the composition of the Commission
(b) Explain the functions of the Commission as contained in the Act
(©) Explain the powers of Fiscal Responsibility Commission as stated in

the Act
2. Discuss the contents of the Medium-Term Expenditure Framework.
3. (a) Explain the relationship between Annual Budget and the Medium-Term

Expenditure Framework.
(b) What are the matters that should be given attention in budgetary
execution to achieve intended target?
4, (a) What is FiscalTransparency?
(b) Enumerate four (4) IMF Code of Good Practices on Fiscal Transparency.

5. (a) State five (5) conditions that facilitate the promotion of Public
Accountability.
() State six (6) of them easures put in place by the Federal Government
of Nigeria to enhance Public Accountability.

2.18.2 Suggested solutions to open-ended questions

1. a. Composition of the Commission

0] A Chairman, who shall be the Chief Executive and Accounting Officer
of the Commission.

(i) One member from and representing

(iif) The organised private sector

@iv) Civil society — engaged in cases relating to probity, transparency and
good governance.

) The organised abour.

(Vi) Federal Ministry of Finance — of a level not below the rank of a Director.

(vi)  Each geo-political zones of the country namely: North Central, North
East, North West, South East, South South and South West.

b) The following are the functions of the Fiscal Responsibility Commission as
contained in the Act:
0] Monitoring and enforcing the provisions of the Act, thereby promoting
the economic objectives of the nation;

(i) Disseminating standards for national and international practices that
will ensure greater efficiency in the allocation and management of
public expenditure, revenue collection, debt control and transparency in

fiscal matters;
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(iii) Undertaking fiscal and financial studies, analysis and diagnosis and
disseminating the result to the general public;

(iv)  Makingrules for carrying out its functions under Fiscal Responsibility Act

(v) Perform any other functions consistent with the promotion of the
objectives of Fiscal Responsibility Act.

(©) The powers of the Fiscal Responsibility Commission will include the following:

0] Power to provide general policy guidelines for the implementation of
the functions of the commission;

(i) Power to supervise the implementation of the policies of the commission;

(iii) Power to appoint employee required for the commission.

(iv) Power to determine and approve the terms and conditions of service
including the disciplinary measures for the employees of the
commission;

(v) Power to fix the remuneration, allowances and benefits of the
employees of the commission;

(vi) Power to regulate its proceedings in respect of meetings, notices and
keeping of minutes as may be determined by the commission; and

(viiy  Power to perform any other functions as may be deemed to ensure
efficient performance of the commission.

2. The medium-term is expenditure framework has the following contents:

@ A micro-economic frame work setting out the three financial years,the
underlying assumption and an evaluation and analysis of the macro-economic
projection for the preceding three financial years;

(0) Fiscal Strategy document setting:

0) Federal government’s medium-term financial objectives;

(i) The policies of the federal government for the medium term relating to
taxation recurrent expenditure, borrowings, lending and investment and
other liabilities;

(i) The strategies, economic, social and developmental priorities of
government for the next three financial years; and

(iv) ~ An explanation of the finance objectives, strategic, economic, social
and developmental priorities and fiscal measures.

© An expenditure and revenue framework setting out:
() Estimates of aggregate revenue for the federation for each financial
year,;

(i) Minimum capital expenditure projection for the Federation for each of
the next three financial years;

(i)  Aggregate tax expenditure project for the federation for each of the
next three;

@ A consolidate debt statement indicating and describing the fiscal significance
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of the debt liability and measurest or reduce the liabilities and quasi-fiscal

activities and measures to offset the crystallisation of such liabilities.

3 (. The Medium-Term Expenditure framework constitutes the basis for the
preparation of the annual estimates of revenue and expenditure to be
presented to the National Assembly.

) To achieve set targets in budgetary execution, the attention should be focused

on:

0] Annual Cash Plan — prepared by the Accountant General of the
Federation

(i) Disbursement Schedule — the Minister shall within 30 days of the
enactment of the appropriation Act, prepare and publish disbursement
schedule;

(i) Appropriation Act—which states that sums appropriated should be used
solely for those purposes specified in the appropriation acts;

(iv)  Virement Approval — The ministry may recommend virement from one
sub-head account to another within the same head;

V) An expenditure and revenue framework setting out:
o Estimate aggregate revenue for the federation for each financial year;
o Minimum capital expenditure projection for the federation for each of

the next three financial years;
o Aggregate tax expenditure projection for the federation for each of
the next three financial years;

(vi) A consolidate Debt statement indicating and describing the fiscal
significance of the debt liability and measures to reduce the liability;

(vi) A statement on the nature and fiscal significance of contingent liabilities
and quasi-fiscal activities and measures to offset the crystallisation of
such liabilities;

4 (a) Fiscal Transparency

This is the aspect of accountability, which requires government to carry out all
aspects of budgeting responsibilities with openness, trust, basic values and
ethical standards. So that it will have nothing to hide from public. Where a
government has something to hide, public reporting is more likely to be
infrequent, unreliable and less comprehensive in order to hide material facts.

(b) IMF Code of Good Practices and Fiscal Transparency

0] Clarity of Roles and Responsibilities
(ii) Open Budget Process;

(iii) Public Availability of Information;
(iv)  Assurances of Integrity.

5 (a) Conditions that facilitate the promotion of public accountability:

0] Availability of democratic institutions that allow for changes in

leadership through free and fair elections;
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(i

(i)

(v)

v)

The existence of leadership that genuinely believes and committed to
the notion of public accountability and will therefore ensure that the
laws to safeguard public fund are enforced irrespective of the might of
the public officer concerned;

Public accountability needs the presence of active investigative media
that will help to keep the leadership on their toes;

Public accountability will be enhanced if the generality of the populace
do not believe that embezzlement of public funds is part of the “political
manifesto” which the political leaders must achieve while in office at the
detriment of the original manifesto;

Addressing the issue of poverty through poverty reduction targeted
government expenditure.

(b) Measures put in place to enhance public accountability

(0
(ii)
(i)

)
\Y)

(Vi)
(vii)
(i)

()
)

(<)
(i)

The Fiscal Responsibility Act 2007;

The Public Procurement Act 2007;

The Freedom of Information Act 2011. This was signed into law on May
28th, 2011.1t is expected to enhance transparency and accountability in
the country;

Nigeria Code of Conduct Bureau;

Independent Corrupt Practices and Other Related Offences
Commission (ICPC);

Economic and Financial Crime Commission (EFCC);

Public Accounts Committee of the two Houses of the National Assembly;
Office of Auditor General for the Federation and Office of Auditors-
General in the States and Local Governments;

Nigeria Extractive Industries Transparency Initiative (NEITI) Act2007;
Revenue and Inspectorate Departments of the Office of Accountant
General of the Federation;

ICAN Accountability Index; and
Office of Special Adviser on Project Monitoring in the Presidency.
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3 Ethical issues in public sector accounting and finance

3.0

3.1

3.2

Purpose

After studying this chapter, readers should be able to:

(@) Identify and discuss the major institutions charged with the responsibilities of
ensuring compliance to ethical standards in the public sector; and

(b)  Itemise ethical offences and discuss the appropriate stipulated sanctions.

Introduction

In order to stamp out the rising cases of corruption, fraud, greed and avarice which
are pervasive in the society and in view of the need to overhaul the image of the
country before ‘accountability organs’ such as Transparency International, the
Federal Government of Nigeria introduced various regulatory laws and measures.

Economic and Financial Crimes Commission (EFCC)

The Commission is empowered to prevent, investigate, prosecute and sanction
economic and financial crimes and is charged with the responsibility of enforcing the
provisions of other laws and regulations relating to economic and financial crimes.
These crimes include the Money Laundering Act, 1995, the Advance Fee Fraud and
Other Related Offences Act, 1995, the Failed Banks (Financial Malpractices in Banks)
Act 1994;the Banks and Other Financial Institutions Act, 1991(now replaced with the
Banks and Other Financial Institutions Act, 2020), and Miscellaneous Offences Act.

3.2.1 Duties of the Commission
According to Part Il of the Act, the Commission is responsible for:

(@  The enforcement and the due administration of the provisions of the Act;

(b)  The investigation of all financial crimes which include advance fee fraud,
money laundering, counterfeiting, illegal charge transfers, futures market fraud,
fraudulent encashment of negotiable instruments, computer credit card fraud,
contract scam, etc;

(¢  The co-ordination and enforcement of all economic and financial crime laws
and enforcement functions conferred on any other person or authority;

(d  The adoption of measures to eradicate the commission of economic and
financial crimes;

(e) The adoption of measures to identify, trace, freeze, confiscate or seize
proceeds derived from terrorist activities, economic and financial crime related
offences or the properties, the value of which corresponds to such proceeds;

® The adoption of measures, which include coordinated preventive and regulatory
actions, introduction and maintenance of investigative and control techniques
on the prevention of economic and financial related crimes;

The facilitation of rapid exchange of scientific and technical information and the
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conduct of joint operations geared towards the eradication of economic and
financial crimes;

(h) The examination and investigation of all reported cases of economic and
financial crimes with a view to identifying individuals, corporate bodies or
groups involved;

@ The determination of the extent of financial loss and such other losses by

government, private individuals or organisations;

()] Collaboration with Government bodies both within and outside Nigeria, carrying
on functions wholly or in part analogous with those of the commission
concerning;

0

(M)

()

The identification, determination of the whereabouts and activities of
persons suspected of being involved in economic and financial crimes;

The movement of proceeds or properties derived from the commission
of economic and financial and other related crimes;

The exchange of personnel or other experts;

The establishment and maintenance of a system for monitoring
international economic and financial crimes in order to identify
suspicious transactions and persons involved:;

Maintaining data, statistics, records and reports on persons,
organisations, proceeds, properties, documents or other items or
assets involved in economic and financial crimes;

Undertaking research and similar works with a view to determining the
manifestation, extent, magnitude and effects of economic and financial
crimes and advising Government on appropriate interventionmeasures
for combating same;

Taking charge of, supervising, controlling, coordinating all the
responsibilities, functions, activities relating to the current
investigation and prosecution of all offences connected with or
relating to economic and financial crimes, in consultation with the
Attorney-General of the Federation;

Carrying out such other activities as are necessary or expedient for the
full discharge of all or any of the functions conferred on the Commission
under the Act;
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3.2.2 Powers of the Commission

Under paragraph 6 of the Act, the Commission has power to:

@ Cause investigations to be conducted as to whether any person has committed
an offence under the Act;

(b) Cause investigations to be conducted into the properties of any person, if
it appears to the Commission that the person’s lifestyle and extent of his
properties are not justified by his source of income;

(©) Enforce the provisions of:

() The Money Laundering Act 1995;

(i) The Advance Fee Fraud and Other Related Offences Act 1995;

@iy  The Failed Banks (Recovery of Debts) Financial Malpractices in Banks,
Act 1994 (as amended);

(iv) The Banks and Other Financial Institutions Act 1991 (as amended).

(v) Miscellaneous Offences Act; and

(vi) Any other law or regulations relating to economic and financial crimes.

3.2.3 Offences and Convictions

A summary of the various offences committed and the penalties stipulated
under part 1V, of the Act is:

(@  Offences which relate to financial malpractices attract 5 vyears
imprisonment or a fine of fifty thousand naira (N50,000) or both
imprisonment and fine;

(b)  Offences associated with terrorism attract imprisonment for life;

(©) Offences committed by public officers attract between 15 and 25 years
imprisonment;

(d) Retaining the proceeds of a criminal conduct attract not less than 5 years
imprisonment or to a fine equivalent to 5 times the value of the proceeds
of the criminal conduct or to both fine and imprisonment;

()  Offences in relation to economic and financial crime attract imprisonment
for a term not less than 15 years and not exceeding 25 years.
Paragraph 20 of the Act says ‘for the avoidance of doubt and without any
further assurance than this Act, all the properties of a person convicted of
an offence under this Act and shows to be derived or acquired from such
illegal act and already the subject of an interim order shall be forfeited to
the Federal Government.’
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3.3 The Independent Corrupt Practices and Other Related
Offences Act, 2000

The Corrupt Practices And other Related Offences Act, 2000, gave birth to the
Independent Corrupt Practices and other Related Offences Commission. The
Commission is a body corporate, endowed with perpetual succession. It has a
common seal and is juristic (that is, may sue and be sued in its corporate name).

3.3.1

@

o)

©

@

©

3.3.2

@

(©)

©

@

©

Duties of the Commission

Where reasonable ground exists for suspecting that any person has conspired
to commit or has attempted to commit or has committed an offence under the
Act or any other law prohibiting corruption, to receive and investigate any report
of the conspiracy to commit, attempt to commit or the commission of such
offence and, in appropriate cases the offenders;

To examine the practices, systems and procedures of public bodies and where,
in the opinion of the Commission, such practices, systems or procedures aid or
facilitate fraud or corruption, to direct and supervise are view of them;

To instruct, advise, and assist any officer, agency or parastatals on ways by
which fraud or corruption may be eliminated or minimised by such officer,
agency or parastatals;

To advise Heads of Public Bodies of changes in practices, systems or
procedures compatible with the effective discharge of the duties of the public
bodies as the Commission thinks fit to reduce the likelihood or incidence of
bribery, corruption and related offences;

To enlist and foster public support in combating corruption.

Offences and penalties

Offence of accepting gratification: Any person who corruptly asks for,
receives orobtains any property or benefit of any kind for himself for any other
person or agrees or attempts to receive or obtain any property or benefit of
any kind for himself or for any other person, is liable to imprisonment for seven
(7) years;

Offence of giving or accepting gratification through agent: On conviction,
shall be liable to imprisonment for seven (7) years;

Accept or giver of gratification to beguilty,notwithstanding that, the purpose
was not carried out or matter not in relation to principal’s affairs or business;
on conviction shall be liable to imprisonment for (seven) 7 years;

Fraudulent acquisition of property: Any person found guilty,shall on
conviction, be liable to imprisonment for seven (7) years;

Fraudulent receipt of property: Any person who receives anything which has
been obtained by means of act constituting a felony or mis-demeanour
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insideor outside Nigeria, which if it had been done in Nigeria would have
constituted a felony or mis-demeanour and which is an offence under the laws
in force in the place where it was done, knowing the same to have been so
obtained, is guilty of a felony and the offender shall, on conviction be liable to
imprisonment for seven (7) years;

® Penalty for offences committed through postal system: If the offence by
means of which the thing was obtained is a felony,the offender shall on
conviction be liable to imprisonment for three (3) years, except the thing so
obtained was a postal matter, or any chattel, money or valuable security
contained therein,in which case the offender shall on conviction be liable to
imprisonment for seven (7) years;

©  Deliberate frustration of investigation being conducted by the
Commission: Any person who, with intent to defraud or conceal a crime or
frustrate the Commission in its investigation of any suspected crime of
corruption under the Act or any other law destroys, alters, etc. any document
shall on conviction be liable to seven (7) years imprisonment;

) Making false statements or returns:Any person who knowingly furnishes
any false statement or return in respect of any money or property received by
him or entrusted to his care, or of any balance of money or property in his
possession or under his control, is guilty of an offence and shall on conviction
be liable to seven (7) years imprisonment;

0 Gratification by and through agents: Any person who corruptly accepts,
obtains, gives or agrees to give or knowingly gives to any agent, any gift or
consideration as an inducement or reward for doing, fore bearing to do any act
or thing, shall on conviction be liable to five (5) years imprisonment;

0 Bribery of public officer: Any person who offers to any public officer, or being
a public officer solicits, counsels or accepts any gratification as an inducement
or a reward, in the course of official duties shall on conviction be liable to five
(5) years imprisonment with hard labour;

K Using office or position for gratification:Any public officer who uses his
office or position to gratify or confer any corrupt or unfair advantage upon
himself or any relation or associate shall be guilty of an offence and shall on
conviction be liable to imprisonment for five (5) years without option offine;

0 Any public officer who in the course of official duties, inflates the price
of any good or service above prevailing market price or professional
standards shall be guilty of an offence under this Act and liable on conviction
for a term of seven (7) years and a fine of one million naira (N1,000,000.00).

3.4 Code of conduct for public officers

The Fifth schedule, Part 1, of the 1999 Constitution states that “a public officer shall
not put himself in a position where his personal interest conflicts with his duties and

responsibilities.”
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3.4.1 Restrictions on specified officers

A public officer shall not receive or be paid the emoluments of any public office just as
he receives or is paid the emolument, except where he is not on full time basis, or
does not engage in the running of any private business. However, no public officer
shall be prevented from engaging in farming.

3.4.2 Prohibition of foreign accounts

The President, Vice-President, Governors, Deputy Governors, Ministers of the
Government of the Federation, State Commissioners, members of the National
Assembly and of the Houses of Assembly of the States and such other public officers
or persons as the National Assembly may by law prescribe shall not maintain or
operate a bank account in any country outside Nigeria.

3.4.3 Retired public officers/certain retired public officers

No public officer shall, after retirement from public service and while taking pension
from public funds, accept more than one remunerative position as Chairman, Director
or Staff of a company controlled by the government or any public authority. A retired
public servant shall not receive any other remuneration from public funds additionally
to his pension and the emolument of such one remunerative position. The holders of
the offices of President, Vice-President, Chief Justice of Nigeria, Governor and
Deputy Governor of a State are prohibited from service or employment in foreign
companies or foreign enterprises.

3.4.4 Gifts or benefits in kind

A public officer shall not ask for or accept any gift or benefit for himself or any other
person, in the discharge of his duties. However, he may accept personal gifts or
benefits from relatives or friends as recognised by custom only.

3.4.5 Bribery of public officers

A public officer should not receive any property, gift or benefit of any kind as a bribe
for granting a favour in the performance of his duties.

3.4.6 Abuse of powers

A public officer shall not do or cause to be done, in abuse of his position, any arbitrary
thing, which prejudices the rights of others.

3.4.7 Membership of societies

A public officer shall not belong to a society, the membership of which runs
incompatible with the dignity of his office.

3.4.8 Paragraph 11 of the Fifth Schedule, Part 1, states that every public officer shall

within three months after the coming into force of this Code of Conduct or immediately
after taking office and thereafter:

€)) At the end of every four years, and
(b) At the end of his term of office,

0 Submit to the Code of Conduct Bureau a written declaration of all his
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properties, assets and liabilities and those of his unmarried children
under the age of eighteen years;

@ Any statement in such declaration that is found to be false by any
authority or person authorised in that behalf to verify it shall be
deemed to be a breach of this Code; and

(i) Any property or assets acquired by a public officer after any
declaration required under this Constitution and which is not fairly
attributable to income, gift or loan approved by this Code shall be
deemed to have been acquired in breach of this Code unless the
contrary is proved.

3.5 Code of Conduct Bureau

Part | of the Third Schedule of the 1999 Constitution established the Code of Conduct
Bureau.

351 Powers of the Code of Conduct Bureau

The Code of Conduct Bureau was set up to:

(@  Receive declarations by the public officers made under paragraph 12 of Part 1
of the Fifth Schedule of the 1999 Constitution;

(b) Examine the declarations in accordance with the requirements of the Code of
Conduct or any law;

(©) Retain custody of such declarations and make them available for inspection by
any citizen of Nigeria on such terms and conditions as the National Assembly
may prescribe;

(d)  Ensure compliance with and, where appropriate, enforce the provisions of the
Code of Conduct or any law relating thereto;

() Receive complaints about non-compliance with or breach of the provisions of
the Code of Conduct or any law in relation thereto, investigate the complaint
and, where appropriate, refer such matters to the Code of Conduct Tribunal.

® Carry out any other functions as may be conferred upon it by the National
Assembly.

3.6 Code of Conduct Tribunal

It is made up of a Chairman and two other persons.

3.6.1 Punishments imposed by the Tribunal

The following are the punishments, which the Code of Conduct Tribunal shall
impose if it finds a public officer guilty of contravention of any of the provisions of the
Code of Conduct for Public Officers, viz:

(@ Vacation of office or seat in any Legislative House;

() Disqualification from membership of a Legislative House and from holding any
public office for a period not exceeding ten years;

()  Seizure and forfeiture to the State any property acquired in abuse or corruption
of office;
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(d) Penalties that may be imposed by any law where the conduct is also a criminal
offence;
(e) Prosecution of the Public Officer punished in a court of law.

3.6.2 General rule

@ Any officer found guilty of contravention of any of the provisions of the Code of
Conduct shall appeal to the Court of Appeal;
(b) Prerogative of mercy shall not apply to any punishment imposed by the Tribunal.

3.7 Public Accounts Committee
3.7.1 Definition of Public Accounts Committee

The Committee is a body established by law to study and exam in the reports
submitted by the Auditor General, especially in the areas of fraud or misappropriation
of public funds. The body is to also make appropriate recommendations to the
National/ State Assembly.

3.7.2 Roles of Public Accounts Committee (PAC)

The National or State Assembly approves the disbursement of funds through the
Appropriation Act, it is then important to note that it could have been extremely
impossibl for the Federal/State Assembly to effectively control huge volume of public
expenditure without the need for an oversight committee on Public Accounts i.e.
Public Accounts Committee. This Committee plays an important role within the overall
financial control mechanism of the Government.

The roles of PAC are as follows:

. To examine the accounts showing the appropriation of the sum granted by the
State House of Assembly to meet the public expenditure; together with the
Auditor-General’s report there on;

. The committee not only ensures that ministries spend money in accordance
with State House of Assembly approval, it also brings to the notice of the
Assembly instances of extravagance, loss, infructuous expenditure and lack of
financial integrity in public services;

. The Committee shall, for the purposes of discharging that duty, have power to
send for any person, papers and records and to report from time to time to the
State House of Assembly and to sit notwithstanding the adjournment of the
Assembly;

. To examine any accounts or report of statutory Corporations and Boards after
they have been presented to the State House of Assembly and to report
thereon from time to time to the Assembly;

. To enquire into the report of the Auditor General of the State with respect to
any pre-payment audit query which had been overruled by the Chief Executive

of the Ministry, Extra-Ministerial Department, Agency or Court of the State
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(i)

(i)

™)

\Y

(M)

(vi)

Government and to report same to the State House of Assembly;

The committee has extended its scope of work in recent years to cover the
examination of policy issues and accounts that are not part of the
appropriation accounts.

The PAC has no executive power, but it has gained a high reputation in recent
years through its active role in interviewing and questioning officials, obtaining
and examining records, collecting and screening evidence from withesses and
reporting findings to the State House of Assembly.

Weaknesses of PAC

The heavy turnover of PAC membership;

The general lack of interest among members of the legislative in
accountability issues;

The difficulty of distinguishing between issues of “policy” and of
administration”;

The unclear status of public servants before PAC and in the accountability
system more generally.

Many of its members do not seem to value, much less covet, the
assignment; nor do they necessarily have appropriate backgrounds or
experience to investigate issues of government administration.
Discussions of the Committee that fail to note these issues risk
overestimating its abilities and members’ enthusiasm for their role.

Lack of rules surrounding the testimony of public servants before PAC.
While public servants appear regularly before the PAC and other
committees, the expectations and understandings surrounding their
appearances can be very unclear;

The PAC relies heavily on the Office of the Auditor General (OAuG) for its
agenda and the Auditor’s investigative resources, to the extent that it has
little capacity and perhaps little desire to conduct its own independent
investigations.

3.8 Nigeria Extractive Industries Transparency Initiative, (NEITI) Act, 2007

3.8.1
(@)

(b)

(©)

Objectives of the NEITI are to:

ensure due process and transparency in the payments made by all extractive
industry companies to the Federal Government and statutory recipients;

monitor and ensure accountability in the revenue receipts of the Federal
Government from extractive industry companies;

eliminate all forms of corrupt practices in the determination, payments,
receipts and posting of revenue accruing to the Federal Government from
extractive industry companies;
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(d)

(€)

3.8.2

(@)

(b)

()

(d)

(e)

(f)

(¢))

(h)

(i)

ensure transparency and accountability by government in the application of
resources from payment received from extractive industry companies; and

ensure conformity with the principles of Extractive Industries Transparency
Initiative.

Functions of NEITI:

develop a framework for transparency and accountability in the reporting and
disclosure by all extractive industry companies of revenue due to nor paid to
the Federal government;

evaluate with out prejudice to any relevant contractual obligations and
sovereign obligations the practices of all extractive industry companies and
government respectively regarding acquisition of a creages, budgeting,
contracting,materials procurement and production cost profile in order to
ensure due process, transparency and accountability;

ensure transparency and accountability in the management of the investment
of the Federal Government in all extractive industry companies;

obtain, as may be deemed necessary, from any extractive industry company,
an accurate record of the cost of production and volume of sale of oil, gas or
other minerals extracted by the company at my period, provided that such
information shall not be used in any manner prejudicial to the contractual
obligation or proprietary interests of the extractive industry companies;

request from any company in the extractive industry, or from any relevant
organ of the federal State or Local government, an accurate account of money
paid by and received from the company at any period, as revenue accruing to
the Federal government from such company for that period; provided that
such information shall not be used in a manner prejudicial to contractual
obligations or proprietary interest of the extractive industry company or
sovereign obligations of Government;

monitor and ensure that all payments due to the Federal Government from all
extractive industry companies, including taxes, royalties, dividends, bonuses,
penalties, levels and such like are duly made;

identify lapses and undertake measures that shall enhance the capacity of
any relevant organ of the Federal State or Local Government having statutory
responsibility to monitor revenue payments by all extractive industry
companies to the Federal Government;

disseminate by way of publication of records, report or other wise any
information concerning the revenues received by the Federal government
from all extractive industry companies as it may consider necessary;,

promote or undertake any other activity related to its functions and which in its
opinion, is calculated to help achieve its overall objectives as enumerated in
section 2 of the Act;
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()] ensure that all fiscal allocations and statutory disbursements due from the
Federal government to statutory recipients are duly made.

3.8.3 Appointment of External Auditors for the Extractive Industry Companies

According to Section 4. (1) of NEITI Act 2007, NEITI shall, in each financial year
appoint independent auditors to audit the total revenue which accrued to the Federal
government for that year from extractive industry companies, in order to determine
the accuracy of payments and receipts. The independent auditors appointed under
subsection (1) of this section shall undertake a physical process and financial audit
on such terms and conditions as may be approved by the National Stakeholders
Working Group (NSWG). Upon the completion of an audit, the independent auditors
shall submit the reports together with comments on the Extractive Industries
Company to NEITI, which shall cause same to be disseminated to the National
Assembly and the Auditor General for the Federation and also ensure their
publication. NEITI shall submit a bi- annual report of its activities to the President
and National Assembly.

The Auditor General for the Federation shall not later than 3 months after the
submission of the audit report to the National Assembly publish any comment made
oractiontaken by the Government on the audit reports.

3.8.4 National Stakeholders Working Group (NSWG)

The governing body of the NEITI shall be the National Stakeholders Working Group
(in this Act referred to as “the NSWG”)

3.8.4.1 Functions of NSWG

@ Be responsible for the formulation of policies, programmes and strategies for
the effective implementation nof the objectives and the discharges of the
functions of the NEITI;

(0)] Have power store commend the annual budget and work-plan of the NEITI
and ensure the periodic review of programmes performance by the NEITI

3.8.5 Penalties for offences committed by extractive industry companies

@ An extractive industry company which gives false information or report to the
Federal government or its agency regarding its volume or production, sales
and income; or renders false statement of account or fails to render a
statement of account required under this Act to the Federal Government or
its agencies, resulting in the underpayment or non-payment of revenue
accruable to the Federal government or statutory recipients commits an
offence and is liable on conviction to a fine not less than N30,000,000;

) Where the extractive industry has been convicted of an offence under (a)
above, the court shall, in addition to the penalty prescribed there under, order
the company to pay the actual amount of revenue due to the Federal
Government;
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© An extractive industry company which delays or refuses to give information or
report under this Act, or willfully or negligently fails to perform its obligations
under this Act, commits an offence and is liable on conviction to a fine not less
than N30,000,000;

() The President may on the recommendation of the NSWG suspend or revoke
the operational license of any extractive industry company which fails to
perform its obligations under this Act;

© If any extractive industry company commits an offense against the Act, every
director or other persons concerned in the management of the company
commits the offence and is liable on conviction to not less than 2 years
imprisonment or a fine not less than N5,000,000 unless that person proves
that:

(0 the offence was committed without his consent or connivance, and

(i) the person exercised all such diligence to prevent the commission of
the offence as ought to have been exercised by that person, having
regard to the nature of his functions in that company and to all the
circumstance.

® A government official who renders false statement of account or fails to render
a statement of account required under the Act to the Federal Government or
its agencies, resulting in the underpayment or non-payment of revenue
accruable to the Federal Government or statutory recipients, commits an
offence and is liable on conviction to not less than 2 years imprisonment or a
fine not less than N5,000,000, unless that person proves that:

0] the offence was committed without his consent or connivance, and

(i) the person exercised all such diligence to prevent the commission of
the offence as ought to have been exercised by that person, having
regard to the nature of his functions in that company and to all the
circumstance.

3.9 Chapter review
The Nigerian Government is striving to eradicate or at least reduce corruption, cases
of fraud and greed within the society.The Government has therefore put in place
agencies to propagate the virtues of morality and in the long run, punish offenders as
deterrents to others in the society.

3.10 Worked examples

3101 Open-ended questions

1. (a) Part 1 of the Third Schedule of 1999 Constitution, established the Code of
Conduct Bureau. You are required to state six powers of the Code of Conduct
Bureau

(b) Outline the punishment, which can be imposed by the Code of Conduct
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Tribunal, where a public officer is found guilty of contravention of any of the
provisions of the code of conduct.

2. The Economic & Financial Crimes Commission was established by Act No 5, of
2002 to combat economic and financial crimes in Nigeria.

Required:

() Enumerate eight functions of the Commission.
(i) Inline with paragraph 6 of the Act, state three powers of the Commission

3. The Corrupt Practices and Other Related Offences Act, 2000, established the
Independent Corrupt Practices & Other related Offences Commission.
i. State eight functions of the Commission
ii. State six offences and penalties
iii. Compare and contrast the EFCC and ICPC

3102 Suggested Solutions to open-ended questions

la. (i) Composition of the Code of Conduct Bureau
Code of Conduct Bureau shall consist of the following:

a)
b)

AChairman; and

Nine other members, each of whom at the time of appointment
shall not be less than fifty year of age and vacate his office on
attaining the age of seventy years.

The bureau shall establish such offices in each state of the Federation
as it may require for the discharge of its functions under the
Constitution.

(ilPowers of Code of Conduct Bureau
The Code of Conduct Bureau was set up to:

> receive declarations by public officers made under paragraph 12 of
Part | of the 5th schedule of the 1999 Constitution;

» examine the declarations in accordance with the requirement of the
code of conduct or any law;

» retain custody of such declaration and make them available for
inspection by any citizen of Nigeria on such items and conditions
as the National Assembly may prescribe;

» ensure compliance with and where appropriate enforce the
provisions of the code of conduct or any law relating thereto;

> receive complains about non-compliance with or breach of the
provisions of the code of conduct or any law in relation thereto;

> investigate the complaint above and where appropriate refer such
matters to the Code of Conduct Tribunal; and

> carry out any other function as may be conferred upon it by the
National Assembly.

b. Punishment by the Code of Conduct Tribunal on any Public Officer guilty
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of any of the Provisions of the Code of Conduct Bureau,;

0] vacation of office seat in any legislative house;

(i) prosecution of the public officer in a court of law;

(i) disqualification frown membership of a Legislative House and from
holding any public office for a period not exceeding ten years;

(iv)  serve penalties imposed by any law where the conduct is a criminal
offence; and

(v)  seizure and forfeiture to the state any property acquired through the
abuse or corruption of office.

2. (@ (i) Functions of EFCC

(@ Enforcement and due administration of the provisions of the Act;

(b) Investigation of reported cases of financial crimes such as Advance
Fee Fraud {419}, money laundering, counterfeiting, illegal charge
transfer, contract scam, forgery of financial instrument, issuance of
dud cheques etc.;

(c) adoption of measures to identify, trace, freeze, confiscate or seize
proceeds derived from terrorist activities;

(d) adoption of measures to identify, trace, freeze and seize proceeds
derived from financial crime related offences;

(e) adoption of measures to eradicate and prevent the commission of
economic and financial crimes with a view to identifying individuals,
corporate bodies or groups involved:;

(M  determination of the extent of financial loss and such other losses
by government, private individuals’ and organisations;

(@) collaboration with government bodies within and outside Nigeria in
carrying out the functions of the Act;

(h)y dealing with matters connected with extradition, deportation and
mutual, legal or other assistance between Nigeria and any other
country involving economic and financial crimes;

()  the collection, analysis and dissemination of all reports relating to
suspicious financial transactions to all relevant government bodies;
and

()  carrying out and sustaining public enlightenment campaign against
economic and financial crimes within and outside Nigeria.

i Powers of the Commission
Under paragraph 6 of the Act, the Commission has power to:

o conduct investigation or cause investigation to be conducted as to
whether any person has committed an offence under the Act;

o cause investigation to be conducted into the properties of any person
if it appears to the Commission that the person lifestyle and extent of his
properties are not justified by his source of income;

o Power to enforce the provisions of:

» The Bank and Other Financial Institution Act, 1991 (now replaced with
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Bank and Other Financial Institution Act, 2020);

» The Failed Banks (Recovery of Debts) and Financial Malpractices
in Banks Act, 1994 (as amended);

» the Advance Fee Fraud and other Related Offence Act,1994;

»  The Money Laundry Act1995; and

»  The Miscellaneous Offence Act.

3. (a) Functions of ICPC are to:

() receive and investigate any report of the conspiracy by any person or
group of person who have committed or attempt to commit an offence
under the Act;

@ prosecute those who are found to have committed any offence under the
Act after the investigation;

@@ examine the systems, practice and procedures of public bodies such as
Ministries, state, local government or any parastatals;

(V) Togive supervisory advice to public bodies whose practice systems and
procedures are likely to be susceptible to fraud or corruption

(W advise, educate and help any officer, Agent, board or parastatals on the
set of programmes that can be embarked upon to eliminate or reduce to
the nearest minimum, the incidence of fraud and corruption;

(W) intimate the Accounting Officers in the public bodies of any changes
effected in the procedures and systems of administration as it concerns
their ministries, parastatals or departments;

(Vi) educate the public bodies on the methods of detecting preventing and
arresting fraud, bribery, corruption and related offence in their ministries,
parastatals or department;

(Vi) educate the public against offences likely bribery, corruption, forgery,
impersonation, advance fee fraud and other related offences;

(¥ instruct the executives on how to detect, prevent and reduce to
acceptable, level, incidence of corruption and related offences;

(¥ involve the general public in waging war against corruption.

ii Offences and penalties

@ Offence of accepting gratification: Any person who corruptly asks for,
receives or obtains any property or benefit of any kind for himself or for any
other person or agrees or attempts to receive or obtain any property or
benefit of any kind for himself or for any other person, is liable to
imprisonment for seven (7) years;

b) Offence of giving or accepting gratification through agent: On
conviction, shall be liable to imprisonment for seven (7)years;

© Acceptor or giver of gratification to be guilty, notwithstanding that, the
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@)

©

@

©

Q)

k)

purpose was not carried out or matter not in relation to principal’s
affairs or business: On conviction shall be liable to imprisonment for
(seven) 7 years;

Fraudulent acquisition of property: Any person found guilty, shall on
conviction, be liable to imprisonment for seven (7) years;

Fraudulent receipt of property: Any person who receives any thing which
has been obtained by means of act constituting a felony or mis-demeanour
inside or outside Nigeria, which if it had been done in Nigeria would have
constituted a felony or mis-demeanour and which is an offence under the
laws in force in the place where it was done, knowing the same to have been
S0 obtained, is guilty of a felony and the offender shall, on conviction be liable
to imprisonment for seven (7) years;

Penalty for offences committed through postal system: If the offence
by means of which the thing was obtained is a felony, the offender shall on
conviction be liable to imprisonment for three (3) years, except the thing
so obtained was postal matter, or any chattel, money or valuable security
contained therein, in which case the offender shall on conviction be liable to
imprisonment for seven (7) years;

Deliberate frustration of investigation being conducted by the
Commission: Any person who, with intent to defraud or conceal a crime
or frustrate the Commission in its investigation of any suspected crime of
corruption under the Act or any other law destroys, alters, etc. any document
shall on conviction be liable to seven (7) years imprisonment;

Making false statements or returns: Any person who knowingly furnishes
any false statement or return in respect of any money or property received
by him or entrusted to his care, or of any balance of money or property in his
possession or under his control, is guilty of an offence and shall on conviction
be liable to seven (7) years imprisonment;

Gratification by and through agents: Any person who corruptly accepts,
obtains, gives or agrees to give or knowingly gives to any agent, any gift or
consideration as an inducement or reward for doing, forebearing to do any
act or thing, shall on conviction be liable to five (5) years imprisonment;

Bribery of public officer: Any person who offers to any public officer, or
being a public officer solicits, counsels or accepts any gratification as an
inducement or a reward, in the course of official duties shall on conviction be
liable to five

(5) years imprisonment with hard labour;

Using office or position for gratification: Any public officer who uses his
office or position to gratify or confer any corrupt or unfair advantage upon
himself or any relation or associate shall be guilty of an offence and shall on
conviction be liable to imprisonment for five (5) years without option offine;
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()] Any public officer who in the course of official duties, inflates the price
of any good or service above prevailing market price or professional
standards shall be guilty of an offence under this Act and liable on conviction
for a term of seven (7) years and a fine of one million naira (N1,000,000.00).

iii Differences between EFCC and ICPC

@ EFCC is primarily charged with the responsibility of enforcing laws relating
to banking, money laundering, Advance Fee Fraud (419). miscellaneous
offences and other related offences while ICPC is to enforce laws relating
to fraud, corruption and embezzlement of funds in relation to public
services;

(9] EFCC does not have any time limitation as to when a crime was committed
while the ICPC is limited in time to those offences committed from year
2000;

© EFCC has power to prosecute directly without recourse to the Attorney
General’s Office while the ICPC can only prosecute through the Office of
the Attorney General.
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Chapter 4: Government construction contracts and procurements

4 Government construction contracts and procurements

4.0 Purpose
After studying this chapter, the reader should be able to:

(@) Explain "Construction Contract.’

(b) Describe the procedures for awarding contracts;

() Justify the role of Tender Boards in the award of contracts and procurements;

(d) Explainthe accounting procedure for construction contracts and
procurements; and

(e) Discuss the powers and duties of the National Council on Public
Procurements and the Bureau of Public Procurement

) Discuss the provisions of the International Public Sector Accounting
Standards No. 11 (IPSAS 11) on construction contract

(9) Discuss the provisions of IPSAS 12 on Inventories

4.1 Introduction

The chapter discusses the procedures for awarding contracts and making
procurements in the public sector. It highlights the requirements of the Public
Procurement Act, 2007 and the implementation of the electronic payment system.
According to the International Public Sector Accounting Standards No. 11 (IPSAS
11), Construction Contract refers to the execution of a building and civil engineering
projects, mechanical and electrical engineering installations and other fabrications
normally evidenced by agreements between two or more parties.

In government, a construction contract is a capital project, which is normally financed
by appropriations from the Capital Development Fund.

4.2 The Tenders’ Board on contracts

A tender is a proposal for the supply of some services or goods. It is usually made and
presented as a result of an invitation. It is legally accepted as an offer for acceptance.
The Tenders Board is the assemblage of public officers constituted to handle public
tenders in respect of all government contract works and or services.

Government policy on procurement and award of contracts in all Ministries and Extra-
Ministerial Departments was introduced in the year 2001, on the strength of Federal
Ministry of Finance’s circular no. F15775 of June 27, 2001.

4.2.1 Types of Tenders’ Boards

The Departmental Tenders Board and the Federal Tenders Board have been
abrogated. The Permanent Secretaries and Ministerial Tenders Board now assume
the functions, respectively. Contracts of works, services and purchases of up to five
million naira (N5,000,000) can be approved by the Permanent Secretary/Chief
Executive without open competitive tendering. However, at least three relevant written
quotations should be obtained from suitably qualified contractors/suppliers. All
expenditure incurred under this policy should be documented and reported to the

Honourable Minister on quarterly basis for information.
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4.2.1.1 Ministerial Tenders Board

The set-up may be discussed, as follows:

a) Composition
The chairman is the Permanent Secretary/Chief Executive of the ministry or
extra-ministerial department, respectively. Other members are all Directors/
Heads of Departments in the Ministry or Establishment;

b) Limit of expenditure
The ministerial tenders board is empowered to award any contract which its
value exceeds N5, 000, 000.00 (Five million naira) but not more than N 100,
000,000.00 (One hundred million naira).

C) Approval
The Honourable Minister shall confirm the decision of the Ministerial Tenders
Board (MTB).

4.2.1.2 Armed Forces/Ministry of Defence Tenders Board composition

The composition of the Board is:

@  The Chairman of the Armed Forces/Ministry of DefenceTenders Board shall be
the Permanent Secretary, Ministry ofDefence.

() Other members are representatives of the Army, Navy, Air Force and the
Director of Finance and Accounts of the Ministry of Defence.

Approval

The decision of the Armed Forces/Ministry of Defence Tenders Board shall be
subject to the confirmation of the Minister of Defence.

4.2.1.3 Nigeria Police Tenders and Purchasing Board (Ministerial)

According to Government Financial Regulations and the Ministry of Finance’s
circular No. F15775 of June 27, 2001, the composition of the Board is:

@  The Chairman shall be the Permanent Secretary, Police Affairs.

(b)  Other members are:
0] The Deputy Inspector-General of Police (Finance and Administration).
(i) All the Heads of Departments.
(i) The Head of Finance and Accounts Department.

Approval: Each contract awarded by the Nigeria Police Tenders and
Purchasing Board shall be subject to the confirmation of the
Minister of Police Affairs.

4.3 Powers of boards of corporations and parastatals over tenders
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(a) The chief executive of a parastatal is empowered to make purchase or award
a contract, the value of which does not exceed N 2,500,000.00 (Two million
five hundred thousand Naira) only, without open competitive tendering.
However at least three relevant written quotations should be obtained from
suitably qualified contractors or suppliers.

(b) Any contract exceeding N2,500,000.00 (Two million five hundred thousand
Naira) but not more than N50,000,000.00 (fiftymillion Naira) shall be referred
to the Parastatals Tenders Board, for approval,

() Any contract whose value exceeds N50,000,000.00 (Fifty million Naira) but
not more than N100 million (One hundred million Naira) shall be referred to
the Ministerial Tenders Board (MTB) of the relevant supervising Ministry or
Corporation/Parastatal, for consideration,

4.4 Federal Executive Council

Any contract, the value of which exceeds N100,000,000.00 (One hundred million Naira)
shall be approved by the Federal Executive Council.

4.5 Tender splitting

Government’s Financial Regulation regards it as “an offence for any public officer to
deliberately split tenders, contracts of works, purchases procurement or services so
as to circumvent the provisions of this chapter and the circular earlier referred to.
Such breach of the rules will be severely dealt with by a competent disciplinary
authority”.

4.6 Registration of contractors/suppliers

All eligible contractors/suppliers must be duly registered with the Federal Ministry of
Works and Housing or their respective Ministries or Extra-Ministerial Departments.
They must produce their VAT Registration Certificates before registration.

4.7 Audit inspection

The following must be forwarded to the Auditor General for the Federation:
(a) Certified true copies of all contract agreements.

(b)  The minutes of Tenders Board meetings, and
(c) Full records of all tendering processes, which shall be made available for the

inspection of Auditor General for the Federation and the Accountant General,
at short or no notice.The records shall be kept for verification for a period of
seven (7) years, from the date of completion and takeover of the project.
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4.8 Operation of tender boards

When approval has been obtained in respect of acontract for the supply of goods and/
or services and availability of fund confirmed, the Tenders Board Secretariat will be
informed of the magnitude of the amount so required. The Secretary to the relevant
Board will inform the Chairman as to when the contract will be slated for
consideration. Where the Board meets periodically, the Secretary will present the
issue at such a meeting. However, where the contract award necessitates any
urgency, an emergency meeting may be summoned.

4.9 Notice of invitation

At its meeting, the Board orders a notice of invitation to tender for the contract to be
put up. Such notice will include all necessary details in respect of the jobs/services to
be awarded. Where the use of ender forms applies the information disclosed in the
notice may be limited while the form will contain the details. The media through which
such notice shall be published includes one official gazette and/or the national
newspapers and magazines. The notice board of the offices of the Ministry concerned
shall also be used in displaying the advertisement .A specific date is always given as
closing datefor the submission of tenders.

4.10 Deposit for tender

Where deposit is required before a tender form is submitted, it may be required that a
Treasury receipt for the required amount is attached to it before the form is
considered at all. Sometimes, the treasury receipt or the amount paid by the deposit
or is confirmed before the tender form is issued.

4.11 Tender procedure

Tenders are usually submitted in sealed envelopes to the Secretariat of the Tenders
Board. At the close of the notice of invitation to tender, the Secretary under the close
supervision of the Chairman or a member deputising for him will open the Tenders.
They will be numbered serially and authenticated by the initials of the Secretary, with
the dates indicated. The tenders will thus be listed, in duplicate, and kept in safe
custody. A meeting of the Board will then be summoned to, among other things,
discuss the tenders and make necessary selections for onward transmission to the
approving authority. The Board usually selects the best of the tenders. Consideration
will include the past records of the contractors, the quality of service being offered,
experience as can be deduced from the tender price (rate). It is necessary to
emphasise that the lowest tender does not necessarily have to be the best, as
many other things are considered.

If all the tenders are rejected, fresh applications shall be called for. However, if one of
the tenders is recommended, all the bids shall be forwarded with a duplicate list to the
approving authority with comments or remarks on why each tender is recommended
or not.
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4.12 Award of the contract

The approving authority will communicate his position to the Tenders Board. The
Secretary will subsequently write a letter of award to the successful tenderer and or
invite him for the signing of the contract. Where necessary, a bond will have to be
signed and/or sureties provided. In principle, the award of the contract has to be
published in the newspapers and gazette and unsuccessful tenderers informed as
such.

As earlier tated, certified true copies of the contracts are to be forwarded to the
Auditor General as well as the Accountant General. It should be emphasised that
government contracts are not to be ‘sub let’, “assigned”, except the terms of the
agreement require or permit this. Tender may make the sale of government

property, in the same way as award of contract.

4.13 Post contract award activities

This is briefly discussed as follows:

(a) Tender board information on voucher

Payment voucher in respect of a contract awarded through tender must

contain among other things:

0 Certified true copy of all the minutes of the meetings of the tenders
board in relation to the award of the contract;

0] Certified true copy of the contract agreement;

(i) Copy of the approving authority;

(V) Copy of each voucher in respect of payments already made on the
contract.

(b) Tenders board information availability

Minutes of the Tenders Board meetings and the full records in respect of the
various types of tendering, shall be made available to the Accounting
Officeron request and for inspection of the Auditor General on demand.

4.14 Terms on contract

These are:

(a) Contingencies clause
This is one of the clauses in contract agreements which states that if the
contractor had taken reasonable care in executing the job and he is still
faced with unexpected situation, the contractee or the owner of the project
shall bail out the contractor by making more money available, or review
upward the contract sum, or otherwise, the contractor will bear the cost.

(b) Retention fee
It is a clause in a contract agreement, which states that after the completion
of the project, government shall withhold about 5% of the contract sum, for
six (6) months.
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The amount withheld will be paid to the contractor thereafter if the project is
properly executed and constructional error is not noticed. If the job is not
properly executed, e.g. if there is a crack on the wall andisdue to an error,
which arose from construction, then the amount withheld will be used to
correct the a nomaly. If the amount withheld is not enough, government will
ask the contractor to pay in the difference. If the contractor fails to pay it in,
he may be blacklisted.

4.15 Contract payment vouchers

All payment vouchers relating to contract awards should contain the following
information:

(a) The names and addresses of the contractors;

(b) Contract numbers;

(©) The votes of charge;

(d) Description of projects;

(e) Certificate numbers being paid;

() The gross amounts and retention fees (if any) of the contracts;

(9) The authority for payment;

(h) If it is part payment of a certificate, which is being effected, a statement to
show the full amount of the contract and the balance outstanding should be
disclosed.

4151 Payments for contracts and procurements

The Federal Government’s policy from January 2009 is that public fund would
henceforth be made electronically; payments are henceforth to be effected to the
contractors by electronic transfers to their bank accounts. The objective of the new
system is to eliminate delay in effecting payments to the creditors, contractors, etc.
of government and minimise undue interaction between the agents of government
and third parties. The ultimate objective is to reduce, if not completely put a stop to,
corruption and other vices.

4152 Implementation of the E-payment procedure

Treasury Circular Ref.NO.TYR/AS8 and B8/2008, reference
OAGF/CAD/026/Vol.11/465 of October 22, 2008 conveys the guidelines for the
implementation of the “e-payment’ procedure, as follows:

0 All forms of payments from all government funds are to be made through the
banks, either commercial banks or Central Bank of Nigeria.

@ All organs of government, ministries, departments and agencies are to stop
using cheques to make payments to contractors.

(W) All bank accounts in respect of all government funds shall cease to be
cheque accounts.
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M)

()

()

Government contractors must indicate their current accounts particulars with
commercial banks on the invoices submitted for payment under their
corporate seals.

Mandates containing details of payments shall be issued to banks
authorising them to pay into the contractors’ designated bank accounts, the
proceeds of executed contracts and supplies.

In addition to the existing monthly financial returns, every organisation of
government, ministry, department or agency must forward copies of
mandates issued to Banks to the Office of Accountant General of the
Federation.

Henceforth, all employees of the Federal Government of Nigeria must open
accounts with the commercial banks into which all payments due to them as
individuals would made.

On no account should Central Pay Officers (CPO) collect cash from the
bank for the purpose of disbursement to any government official.

4153 Attachments to contract payment vouchers

Before a contract payment voucher is processed for payment, the following items
should be ascertained and attached:

@

®)

©
@

©

A copy of the minutes of the Tenders Board awarding the contract; It should
be ascertained that the amount of the contract is within the Board’s power;

A completion certificate of work done, signed by a competent authority in the
field, such as an engineer, a surveyor or an architect.

A copy each of the letter of award and contract agreement.

In the case of supplies, original copies of delivery notes and store receipt
vouchers issued.

A bill or invoice submitted by the firm requesting for payment.

4154 Contract registers

Copiesof all conwract agreements must be forwarded to the Accounts Division of

relevant ministry or extra-ministerial department. They should be entered in a

contract register maintained.

The register will contain the following information:

@)
(b)
(©)
(d)

Name and address of contractor;

Contract number;

Contract sum;

Contingency and variation (if any);
Payment terms;
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(e)
(f)
(@)
(h)

Completion period of contract work;

File number;

Particulars of payment and balance outstanding;

Signature of officer controlling expenditure.

In the case of a big project in respect of which there are many contracts, a
project register may be maintained as a summary of various contracts, to
ascertain at any given time, how much has been paid.

4.16 Operation of the Public Procurement Act, 2007

The Public Procurement Act, 2007, established the National Council on Public

Procurement.
4161 Membership of National Council on Public Procurement (NCPP)
(a) Minister of Finance, as Chairman.
(b) Attorney-General and Minister of Justice of the Federation.
(©) Secretary to the Government of the Federation.
(d) Head of Service of the Federation.
(e) Economic Adviser to the President.
() Six part-time members representing:
(i) Nigerian Institute of Purchasing and Supply Management;
(i) Nigerian Bar Association;
(i) Nigerian Association of Chambers of Commerce, Industry, Mines and Agriculture;
(iv) Nigerian Society of Engineers;
(v) Civil Society;
(vi) The media; and
(vii) Director- General of the Bureau who shall serve as the Secretary
to the Council.
416.2 Objectives of Bureau of Public Procurement (BPP)
The Public Procurement Act, 2007, established the Bureau. Its objectives include:
@ Harmonization of existing government policies and practices on public
procurement and ensuring probity, accountability and transparency in the
procurement process;
b establishment of pricing standards and bench marks;
© ensuring the application of fair, competitive, transparent, value for money
standards and practices for the procurement and disposal of public assets
and services;
(d) Attainment of transparency, competitiveness, cost effectiveness and

professionalism in the public sector procurement system.
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4.16.3

Functions of Bureau

The Bureau’s functions as stated by the Act include:

(@)
(b)
(©)
(d)
(e)

(f)
(9)

(h)

)

()
(k)

()

(m)
(n)

(0)

(P)

(a)

(r)

(s)

Formulating the general policies and guidelines relating to public sector
procurement for the approval of NCPP;

Publicising and explaining the provisions of the Act;

Certifying Federal Government procurement prior to the award of the contract;
Supervising the implementation of established procurement policies;
Monitoring the prices of tendered items and keeping a national database of
standard prices;

Publishing the details of major contracts in the procurement journal;

Publishing paper and electronic editions of the journal and maintaining an
archival system for the procurement journal,

Maintaining a national database of the particulars and classification and
categorization of Federal contracts and service providers;

Collating and maintaining in an archival system, all federal procurement plans
and information;

Undertaking procurement research and surveys;

Organising training and development programmes for procurement
professionals;

Periodically reviewing the socio-economic effect of the policies on
procurement and advise NCPP accordingly;

Preparing and updating standard bidding and contract documents;

Preventing fraudulent and unfair procurement and where necessary to apply
administrative sanctions;

Reviewing the procurement and award of contract procedures of every entity
to which the Act applies;

Performing procurement audits and submits report to the National Assembly
bi-annually;

Introducing, developing, updating and maintaining related database and
technology;

Establishing a single internet portal that shall serve as a primary and definitive
source of all informationon government procurement containing and displaying
all public sector procurement information at all times;

Co-ordinating relevant training programmes to build institutional capacity;

4.17 The role of accounting officers

The accounting officer of every procuring entity shall have overall responsibility for
the planning of, organisation of tenders, evaluation of tenders and execution of all
procurements and in particular shall be responsible for:

(@)

Ensuring compliance with the provisions of this Act by his entity and liable
in person for the breach or contravention of this Act or any regulation made
here under whether or not the actor omission was carried out by him
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personally or any of his subordinates and it shall not be material that he had
delegated any function duty or power to any person or group of persons;

(b) Constituting the procurement committee and its decisions;

() Ensuring that adequate appropriation is provided specifically for the
procurement in the Federal budget;

(d) Integrating his entity’s procurement expenditure into its yearly budget;

(e) Ensuring that no reduction of values or splitting of procurements is carried out
such as to evade the use of the appropriate procurement method,;

) Constituting the evaluation committee; and

(9) Liaising with the Bureau to ensure the implementation of its regulations.

4.18 Fundamental principles of public procurement

All public procurements must be conducted:

(@) Subiject to prior review of thresholds set by the Bureau.

(b) Based only on procurement plans supported by prior budgetary provisions/
appropriations and a “Certificate of "No Objection’ to Contract Award” from the

BPP;
(©) By open competitive bidding;
(d) In a transparent, timely and equitable manner which will ensure accountability

and conformity with the Act;

(e) With the aim of achieving value-for-money and fitness for purpose;

() In a manner which promotes competition, economy and efficiency;

(9) In accordance with the procedures laid down in this Act and as may be
specified by the Bureau from time to time.

4.19 Procurement methods (Goods and services)

All procurements of goods and works by all procuring entities should be by open
competitive bidding. Open competitive bidding is a process by which a procuring
entity effects public procurements by offering to every interested bidder, equal and
simultaneous information and opportunity to offer the goods and works needed.

4.19.1Invitation to bids

Invitations to bid may be either by way of National Competitive Bidding or
International Competitive Bidding and the Bureau shall from time to time set the
monetary thresholds for which procurements shall fall under either system. In
addition, the following procedures and practices should be adopted:

National competitive bidding

The invitation for bids must be advertised on the notice board of the procuring entity,
on any official websites of the procuring entity, in at least two national news papers
and in the procurement journal not less than six weeks before the deadline for
submission of the bids.
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International competitive bidding

The invitation for bids must be advertised in at least two national newspapers, and
one relevant internationally recognised publication, any official websites of the

procuring entity and the Bureau of Public Procurement as well as the procurement

journal not less than six weeks before the deadline for the submission of the bids.

4.19.2 Bid opening

The procuring entity shall:

0

Permit attendees to examine the envelopes in which the bids have been
submitted to ascertain that the bids have not been tampered with;

Cause all the bids to be opened in public, in the presence of the bidders or
their representatives and any interested member of the public;

Ensure that the bid opening takes place immediately following the deadline
stipulated for the submission of bids or any extension thereof;

Ensure that a register is taken of the names and addresses of all those
present at the bid opening and the organisations they represent which is
recorded by the Secretary of the tenders board; and

Call-over to the hearing of all present, the name and address of each bidder,
the total amount of each bid, the bid currency and shall ensure that these
details are recorded by the Secretary of the Tenders Board or his delegate in
the minutes of the bid opening.

4.19.3 Examination of bids

a)

b)

c)

The bids shall be examined to determine whether they:

0] Meet the minimum eligibility requirements stipulated in the bidding
documents;

(ii) Have been duly signed:;

(i) Are substantially responsive to the bidding documents; and

(iv) Are generally in order.

A procuring entity may ask a supplier or a contractor for clarification of its bid
submission in order to assist in the examination, evaluation and comparison of
bids without allowing for changes in prices; changes of substance in a bid; and
changes to make an unresponsive bid responsive.

The procuring entity may correct purely arithmetical errors that are discovered
during the examination of tenders but must notify the supplier or contractor
that submitted the tender about the correction.

The following are major deviations, which may result in a rejection of bids and
returned to such bidder where:

(a) The bidder is ineligible or not pre-qualified or uninvited:;

(b) The bid documents are not signed;

(©) The bid is received after the date and time for submission stipulated in
the solicitation document or submitted at the wrong location.
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(d) Clauses in an offer were not adhered to e.g. the issue of unacceptable

sub-contracting, or alternative design or price adjustment, etc;
In the cases minor deviations (inform of use of codes, difference in standards
and materials, omission in minor items any other condition hath as little impact
on the bid) a written clarification may be obtained from the supplier or
contractor and, where applicable, an offer made for the correction of the minor
deviation. Where a supplier or contractor does not accept the correction of a
minor deviation, his bid shall be rejected.

4.19.4 Evaluation of bids

The objective of bid evaluation is to determine and select the lowest evaluated
responsive bid from bidders that have responded to the bid solicitation.

@

®)

©

@

©

®

There should be a committee made up of professionals for the evaluation
of the bids. The Secretary of the Tenders Board should be Secretary of the
Committee. Members of the Evaluation Committee, Tenders Boards, and
approval authorities should be obliged to declare any conflict of interest and
exclude themselves from bid evaluation and approval processes.

TheTenders Board shall, check for deviations, omissions with quantification
of sameapplication of discounts, as applicable, clarification with bidders of
gquestionable minor deviations, quantificationin monetary terms of such
guestionable deviations, calculation and tabulation of bid amount with
domestic preference where applicable, etc.

All relevant factors calculated in monetary terms, in addition to price, that will
be considered for the purposes of bid evaluation and the manner in which
such factors will be applied shall be stipulated in the solicitation documents.

When bid prices are expressed in two or more currencies, the prices of all bids
shall be converted to Nigerian currency, according to the rate and date of rate
specified in the solicitation documents.

If suppliers were pre-qualified, verification of the information provided in the
submission or prequalification shall be confirmed at the time of award of
contract and award may be denied to a bidder who no longer has the
capability or resources to successfully perform the contract.

After opening of bids, information relating to the examination, clarification
and evaluation of bids and recommendations concerning award shall not be
disclosed to bidder sort or persons not officially concerned with the evaluation
process until the successful bidder is notified of the award.

4.19.5 Services of international agents

The services of International Procurement Agents of the highest repute may be

obtained, to assist in medium and large scale contracting where necessary.
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4.19.6 Bid security

Subject to the monetary and prior review thresholds as may from time to time beset
by the Bureau all procurements valued in excess of the sums prescribed by the
Bureau shall require a bid security in an amount not more than 2% of the bid price by
way ofa bank guarantee issued by a reputable bank acceptable to the procuring
entity.

4.19.7 Performance bond guarantee

Performance Bond Guarantee in an amount not less than 10% of contract value or an
amount equivalent to the mobilisation fee requested by the supplier or contractor
whichever is higher should be obtained for all contracts.

4.19.8 Acceptance of bids

The successful bid shall be that submitted by the lowest cost bidder from the bidders
responsive as to the bid solicitation. The selected bidder needs not be the lowest cost
bidder provided the procuring entity can show good grounds derived from the
provisions of this Act to that effect.Notice of the acceptance of the bid shall
immediately be given to the successful bidder.

4.19.9 Domestic preferences

A procuring entity may grant a margin of preference in the evaluation of tenders,
when comparing tenders from domestic bidders with those from foreign bidders or
when comparing tenders from domestic suppliers offering goods manufactured locally
with those offering goods manufactured abroad. Where a procuring entity intends to
allow domestic preferences, the bidding documents shall clearly indicate any
preference to be granted to domestic suppliers and contractors and the information
required to establish the eligibility of a bid for such preference.

Margins of preference shall apply only to tenders under international competitive
bidding. The Bureau shall by regulation from time to time set the limits and the
formulae for the computation of margins of preference and determine the contents of
goods manufactured locally.

4.19.10 Mobilisation fee

Mobilisation fee, where necessary and appropriate, shall not exceed 15% of the
contractsum. However, payment of such mobilisation fee shall be effected up on
written application and an unconditional bank guarantee for equivalent amount valid
until the goods are supplied or until the mobilisation fee has been repaid, in the case
of works contracts. Only unconditional bank guarantees issued by reputable banks
should be accepted.

4,19.11 Interest on delayed payment

There shall be a provision of interest payment to contractors for delayed payments by
ministries/extra ministerial departments. Such payment should be made:

(a) atthe interest rate specified in the contract agreement;

(b) if there is delay in the settlement of the claim of more than 60 days,
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from the date of submission of the contractor’s invoice/valuation
certificate and the confirmation/authentication by the relevant Ministry.

4.19.12 Record of procurement proceedings

Every procuring entity shall maintain a record of the comprehensive procurement

proceedings, which shall be made available to the following on request:

0 Any person, supplier, contractor or consultant that submitted tenders,
proposals, etc.has been accepted or after procurement proceedings have
been terminated without resulting in a procurement contract;

@ By a court, provided that when ordered to do so, the procurement entity shall
not disclose such information, if its disclosure would be contrary to law or
impede law enforcement; or prejudice legitimate commercial interests of the

parties;
(i) The Bureau of public procurement, an investigator appointed by the Bureau;
) The Auditor-General;
W Donor agencies, where donor funds have been used for the procurement.

4.20 Due process guidelines on government contracts

The doctrine of Due Process is an assurance that there is compliance with the
budgetary, procuring and payment guidelines by all parties to government contracts.
The process ensures that:

(@) competitive bidding has been conducted in line with the procurement and

contract award procedures;
(b)  The best-evaluated bid is selected among the pre-qualified bidders;
(c)  The costis in conformity with comparable best value.

4.21 Revised guidelines and thresholds on public procurements

€) Procurement Approval Thresholds for Bureau of Public Procurement,
Tenders Boards and Accounting Officers (PSs and (CEOs) for all
Ministries, Departments and Agencies.
According to circular No. SGF/OP/1/5.3/VIII/57 of March11th 2009 issued by
the Secretary to the Government of the Federation, the Federal Government
has approved a review of the existing guidelines and thresholds on public
procurements. The revised guidelines and thresholds are for service-wide
application and special application to the Federal Ministry of Petroleum in
relation to Nigerian National Petroleum Corporation (NNPC) expenditure. The
revised guidelines are as follows:
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Procurement approval threshold

Board

and above but
less than N50
million

above but less
than N250
million

above but less
than N50 million

Approving Goods Works Non Consultant | Consultant

Authority/” No Services Services

objection” to

award

BPP issue "No N100 million N1.0 billion N100 million and N100 million and

objection” and FEC and above and above above above

approves

Ministerial Tenders N5 million and | N10 million N5 million and N5 million and

Board above but less | and above but | above but less above but less than
than N100 less than N1 than N100 million | N100 million
million billion

Parastatal Tenders N2.5 million N5 million and | N2.5 million and N2.5 million and

above but less than
N50 million

Accounting Officer:
Permanent Secretary

Less than N5
million

Less than N10
million

Less than N5
million

Less than N5
million

Accounting Officer: Less than Less than N5 Less than N2.5 Less than N2.5
Director General/CEO | N2.5 million million million million
© Revised Special Financial limits and thresholds, Procurement Methods and

thresholds of Application and for Expenditure related to the Nigerian National
Petroleum Corporation:

Approving Authority/’No objection” to award

Special Works

BPP issue "No objection” and FEC approves

N2.70billion (US$20m) and above

Ministerial Tenders Board (NNPC Tenders Board

N1.40billion (US$10m) and above but less than N
2.70billion (US$20m)

Group Headquarters/Tenders Board

N 540.million (US$4m) and above but less than N
1.4billion (US$10m) for GEC NNPC

Parastatal  Tenders Board (Refinery  and
Petrochemicals/Exploration and Production/Corporate
Supply Chain Tenders Boards)

N 270.million (US$2m) and above but less than N 540
million (US$4m) for Supply Chain Tenders Boards)
SBU B/GED/ (DEXCOM)

Parastatal Tenders Board (Minor Refinery and
Petrochemicals/Exploration and Production/Corporate
Supply Chain Tenders Boards)

MN70.million (US$0.5m)and above but less than N270
million (US$2m) for Supply Chain Tenders Boards)
SBU MD/MT/(MEXCOM)

Parastatal Tenders Board (Business Unit Refinery and
Petrochemicals/Exploration and Production/Corporate
Supply Chain Tenders Boards)

N 13.50.million (US$0.10 M) and above but less than
N 70 million (US$0.5m) for Supply Chain Tenders
Boards) SBU ED/MT/(DIVCOM

Accounting Officer: Permanent Secretary/ Group
Managing Director at CHQ Level

Less than N 40 million (USD0.3 m)

Accounting Officer: Director General/CEO (Managing
Directors at SBU Level)

Less than N 13.50 million (USD0.10m)
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@ Procurement Method and thresholds of Application

Approving Authority/” No | Goods Works Non Consultant Consultant
objection” to award Services Services
International/National N 100 million N 1.0 billion N 100 million and Not Applicable
Competitive Bidding and above and above above
National Competitive N 2.5million N 2.5million and | N 2.5million and Not Applicable
Bidding and above above but less above but less than N

but less than than N 1 billion 100 million

N 100 million
Shopping (Market Survey) Less than N Less than N Less than N 2.50 Not Applicable

2.50 million 2.50 million million
Single Source/Direct Less than N Less than N Less than N Less than N 0.25
Contracting (Minor Value 0.25million 0.25 million 0.25 million million
Procurements)
Prequalification N 100 million N 300 million N 100 million and Not Applicable

and above and above above
Quality and Cost Based Not Applicable | Not Applicable Not Applicable Not Applicable
Consultant Qualifications Not Applicable | Not Applicable Not Applicable Less than N 25

million
Least Cost Not Applicable | Not Applicable Not Applicable Less than N 25
million
© Composition of Tenders Boards
Ministry: Chairman: Permanent Secretary
Members: Heads of Departments
Parastatals: Chairman: Chief Executive Officers
Members: Heads of Departments

4.22 Procurement plan

A procuring entity shall plan its procurement by:

(@)
(b)
(©)
(d)
(€)
(f)

(¢))

Preparing the needs assessment and evaluation;

Identifying the goods, works or services required;

Carrying appropriate market and statistical surveys and on that basis prepare
an analysis of the cost implications of the proposed procurement;

Aggregating its requirements whenever possible, both within the procuring
entity and between procuring entities, to obtain economy of scale and reduce
procurement cost;

Integrating its procurement expenditure into its yearly budget;

Prescribing any method for effecting the procurement subject to the necessary
approval under this Act; and

Ensuring that the procurement entity functions stipulated in this Section shall
be carried out by the Procurement Planning Committee.
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4.23 Procurement implementation
A procuring entity shall, in implementing its procurement plans:
€) Advertise and solicit forbids in adherence to this Act and guidelines as may be
issued by the Bureau from time to time;
(b) To invite two credible persons as observers in every procurement process,one
person each representing a recognised,

0 private sector professional organisation whose expertise is relevant to
the particular goods or service being procured, and
0] non-governmental organisation working in transparency, accountability

and anti-corruption areas, and the observers shall not intervene in the
procurement process but shall have right to submit their observation
report to any relevant agency or body including their own
organisations or associations;
(© Receive, evaluate and make a selection of the bids received in adherence to
this Act and guidelines as may be issued by the Bureau from time to time;
(d) Obtain approval of the approving authority before making an award;
(e) Debrief the bid losers on request;
() Resolve complaints and disputes if any;
(9) Obtain and confirm the validity of any performance guarantee;
(h) Obtain a “Certificate of ‘No Objection’ to Contract Award” from the Bureau
within the prior review threshold as stipulated;
0 Execute all contract agreements; and
@ Announce and publicise the award in the format stipulated by this Act
and guidelines as may be issued by the Bureau from time to time.

4.24 Special and restricted methods of procurement

4241 Two stage tendering

An entity shall engage in procurement by two-stage tendering on the following

conditions:

0 Where it is not feasible for the procuring entity to formulate detailed
specifications for the goods or works or, in the case of services,to identify their
characteristics and where it seek stenders, proposals or offers on various
means of meeting its needs in order to obtain the most satisfactory solution to
its procurement needs;

() Where the character of the goods or works are subject to rapid technological
advances;
(i) Where the procuring entity seeks to enter into a contract for research,

experiment, study or development, except where the contract includes the
production of goods insufficient quantities to establish their commercial
viability or to recover research and development costs;
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W)

Where the procuring entity applies this Act to procurement concerned with
national security and determines that the selected method is the most
appropriate method of procurement;

Where the tender proceedings have been utilised but were not successful or
the tenders were rejected by the procuring entity under an open competitive
bid procedure and the procuring entity considers that engaging in new
tendering proceedings will not result in a procurement contract.

The invitation documents under open competitive bidding:

(@)

()

©

Shall call upon suppliers or contractors to submit, in the first stage of two-
stage tendering proceedings, initial tenders which contain their proposals
without a tender price;

May solicit proposals that relate to technical, quality or other characteristics of
the goods, works or services as well as contractual terms and conditions of
supply and may stipulate the professional competence and technical
qualifications of the suppliers or contractors; and

May, in the first stage, engage in negotiations with any supplier or contractor
whose tender has not been rejected under an open competitive bidding
procedure with respect to any aspect of its tender.

In the second stage of the two tender proceedings the procuring entity:

(@)

(b)

(©)
(d)

(€)

(f)

4242

Shall invite suppliers or contractors whose tenders have not been rejected to
submit final tenders with prices on a single set of specifications;

May, in formulating the specifications, delete or modify any aspect of the
technical or quality characteristics of the goods ,works or services to be
procured together with any criterion originally set out in these documents,
evaluate and compare tenders and ascertain the successful tender;

May add new characteristics or criteria that conform with this Act;

Shall communicate to suppliers or contractors in the invitation to submit firm
tenders, any deletion, modification or addition; and

May permit a supplier or contractor who does not wish to submit a final tender
to withdraw from the tendering proceedings.

Restricted tendering

subject to the approval by the Bureau, a procuring entity may for reasons of economy

and efficiency engage in procurement by means of restricted tendering on the

following conditions:

(@)

(b)

Goods, works or services are available only from a limited number of suppliers
or contractors;

Time and cost required to examine and evaluate a large number of tenders is
disproportionate to the value of the goods, works or services to be procured;
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(©) Procedure is used as an exception rather than norm; and
(d) Procuring entity shall cause a notice of the selected tendering proceedings to
be published in the procurement journal.

4243 Direct procurement

An entity may carry out any direct procurement where:

@ Goods, works or services are only available from a particular supplier or
contractor,or if a particular supplier or contractor has exclusive rights in
respect of the goods, works or services, and no reasonable alternative or
substitute exits;

(b) There is an urgent need for the goods, works or services and engaging in
tender proceedings or any other method of procurement is impractical due to
unforeseeable circumstances giving rise to the urgency which is not the result
of dilatory conduct on the part of the procuring entity;

(©) Owing to a catastrophic event, there is an urgent need for the goods, works or
services,making it impractical to use other methods of procurement because
of the time involved in using those methods;

(d) An entity which has procured goods, equipment, technology or services from a
supplier or contractor, determines that:

0 Additional supplies need to be procured from that supplier or
contractor because of standardisation;

0] There is a need for compatibility with existing goods, equipment,
technology or services, taking into account the effectiveness of the
original procurement in meeting the needs of the procurement entity;

() The limited size of the proposed procurement in relation to the original
procurement provides justification;

™) The reasonableness of the price and the unsuitability of alternatives to
the goods or services in question merit the decision.

(e) The procuring entity seeks to enter into a contract with the supplier or contractor
for research, experiment, study or development, except where the contract
includes the production of goods in quantities to establish commercial viability
or recover research and development costs; and

® The procuring entity applies this Act for procurement that concerns national
security, and determines that single-source procurement is the most
appropriate method of procurement.

The entity may procure the goods, works or services by inviting a proposal or price
quotation from a single supplier or contractor. Also the entity shall include in the
record of procurement proceedings a statement of the grounds for its decision and
the circumstances in justification of single source procurement.
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4244  Emergency procurement

An entity may, carry out an emergency procurement on the following conditions:

@ Where the country is either seriously threatened by or actually confronted with
a disaster, catastrophe, war, insurrection or Act of God;

(b) Where the condition or quality of goods, equipment, building or publicly owned
capital goods may seriously deteriorate unless action is urgently and
necessarily taken to maintain them in their actual value or usefulness;

(© Where a public project may be seriously delayed for want of an item of a
minor value.
(d) In an emergency situation, a procuring entity may engage in direct contracting

of goods, works and services;

(e All procurements made under emergencies shall be handled with expedition
but along principles of accountability, due consideration being given to the
gravity of each emergency; and

® Immediately after the cessation of the situation warranting any emergency
procurement, the procuring entity shall file a detailed report thereof with the
Bureau which shall verify same and if appropriate issue a Certificate of ‘No
Objection’.

4.25 Disposal of public property
During the disposal of public property, the entity should comply with the following steps:

0] The open competitive bidding shall be the primary source of receiving offers
for the purchase of any public property offered for sale;
(i) The Bureau shall, with the approval of the Council:

(a) Determine the applicable policies and practices in relation to the
disposal of all public property;

(b) issue guidelines detailing operational principles and organisational
modalities to be adopted by all procuring entities engaged in the
disposal of public property; and

(©) issue standardized document, monitor implementation, enforce
compliance and set reporting standards that shall be used by all
procuring entities involved in the disposal of public property.

4.25.1 Definition of public property

Public property is defined as resources in the form of tangible and non-tangible assets
(ranging from serviceable to the unserviceable):

(1) Created through public expenditure;

(i) Acquired as a gift or through deeds;

(iii) Acquired in respect of intellectual or proprietary rights;

(iv) Acquired on financial instruments (including shares, stocks, bonds,etc.); and
(V) Acquired by good will and any other gifts of the Federal government.

The means of the disposal of public assets shall include:

(a) Sale and rental;
© 2021 The Institute of Chartered Accountants of Nigeria All Rights Reserved 115



(b)
(€)
(d)
(e)

(f)

Lease and hire purchase;

Licenses and tenancies;

Franchise and auction;

Transfers from one government department to another with or without
financial adjustments; and

Offer to the public at an authorized variation.

4.26 Offences

0

Any natural person not being a public officer who contravenes any provision of

this Act commits an offence and is liable on conviction to a term of

imprisonment not less than 5 calendar years but not exceeding 10 calendar
years without an option of fine;

The Federal High Court shall try any offence in contravention of this Act;

Prosecution of offences under this Act shall be instituted in the name of the

Federal Republic of Nigeria by the Attorney-General of the Federation or such

other officer of the Federal Ministry of Justice as he may authorise so to do,

and in addition, without prejudice to the Constitution of the Federal Republic of

Nigeria 1999, he may:

o After consultation with the Attorney-General of any state of the
federation, authorise the Attorney-General or any other officer of the
Ministry of Justice of that state; or

o If the relevant authority so requests, authorise any legal practitioner in
Nigeria to undertake such prosecution directly or assist therein.

The following shall also constitute offences under this Act:

0

)

)

()

Entering or attempting to enter into a collusive agreement, whether

enforceable or not, with a supplier, contractor or consultant where the prices

quoted in their respective tenders, proposals or quotations are or would be

higher than would have been the case has there not been collusion between

the persons concerned;

Conducting or attempting to conduct procurement fraud by means of

fraudulent and corrupt acts, unlawful influence, undue interest, favour,

agreement, bribery or corruption;

Directly, indirectly or attempting to influence in any manner the procurement

process to obtain an unfair advantage in the award of a procurement contract;

Splitting of tenders to enable the evasion of monetary thresholds set;

Bid-rigging means an agreement between persons whereby:

@ Offers submitted have been pre-arranged between them;or

(b) Their conduct has had the effect of directly or indirectly restricting free
and open competition, distorting the competitiveness soft he
procurement process and leading to an escalation or increase in costs
or loss of value to the national treasury.

Altering any procurement document with intent to influence the outcome of a

tender proceeding;

Altering or using fake documents or encouraging their use; and
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()

Willful refusal to allow the Bureau or its officers to have access to any
procurement record.

4.27 IPSAS 11 - Accounting for construction contract

4271

Introduction

The objective of this standard is to prescribe the accounting treatment of costs and

revenue associated with construction contract.

427.2
(@)

(b)

(©)

(d)

(e)

(f)

(9)

Definition

Construction contract: is a contract, or a similar binding arrangement,
specifically negotiated for the construction of an asset or a combination

of assets that are closely interrelated or interdependent in terms oftheir
design, technology and function or their ultimate purpose or use.Examples of
construction contracts include, but not limited to the contracts for construction
of refineries; airports; dams; railway tracks; roads; bridges, pipelines; tunnels;
ships;d; reticulated water supply systems; and power plants.

Contractor: is an entity that performs construction work pursuant to a
construction contract;

Cost plus or cost based contract: is a construction contract in which the
contractor is reimbursed for allowable or otherwise defined costs and, in the
case of a commercially based contract, an additional percentage of these
costs or a fixed fee, if any;

Fixed pricecontract: is aconstructioncontract in which the contractor agrees
to a fixed contract price, or a fixed rate per unit of output, which in some cases
is subject to cost escalation clauses;

Unit price contracts are based on anticipated quantities of items which are
counted in the project in addition to their unit prices.The final price of the
project depends upon the quantities required to carry out the work. Generally,
these types of contracts are suitable only for construction and supplier
projects which involve accurate identification of different types of items, but
not their numbers, in the contract documents. These types of contracts are
often times used on excavation projects;

Time and material contracts are usually preferred if the project scope is not
clear, or has not been defined. The owner and the contractor must establish
an agreed hourly or daily rate, including additional expenses that could arise
in the construction process. The costs must be classified as direct, indirect,
mark-up, and overhead. Sometimes, the owner might want to establish a cap
or specific project duration to the contract or that must be met, in order to have
the owner’s risk minimised;

Retentions are amounts of progress billings that are not paid until the
satisfaction of conditions specified in the contract for the payment of such
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amounts,or until defects have been rectified;

(h) Progress billings (Valuation cetrtificate) are anourts o cortractrevenue billed
for work performed on a contract, whether ornotthey have been paid by the
customer. It is a series of invoices prepared at different stages in the process
of amajor project, in order to seek payment for the percentage of work that
has been completed so far. Progress billing will show the original contract
amount, any changes to that amount, how much has been paid to date, what
percentage of the job has been completed to date, what payment is currently
due and the total amount remaining to be paid by the project’s completion.
Progress billing is common in the construction industry;

) Trade receivables are calculated by finding the difference between amount
biled to the customer as progress bilings and the amount
of progress payments received from the customer;

0) Amount due from customer (Account receivable) is the net amount of:
0 Cost incurred plus recognised surplus; less
@ The sum of recognised deficits and progress billings for all contracts in

progress for which costs incurred plus recognised surpluses to be
recovered by way of contract revenue (less recognised deficits)
exceed progress billings.
4273 Contract revenue: according to the standard, contract revenue should
comprise:

€) The initial amount of revenue agreed in the contract; and

(b) Variations in contract work, claims incentive payments to the extent that:
() It is probable that they will result in revenue; and
(i) They are capable of being reliably measured.

4274 Contract costs: Contract costs should comprise:

€)) Costs that relate directly to the specific contract;

(b) Costs that are attributable to contract activity in general and can be allocated
to the contract on a systematic and rational basis; and

() Such other costs as a respecifically chargeable to the customer under the
terms of the contract.

Costs that cannot be attributed to contract activity or cannot be allocated to a contract

are excluded from the costs of a construction contract such as:

(a) General administration costs for which reimbursement is not specified in the
contract;

(b) Selling costs;

(c) Research and Development for which reimbursement is not specified in the
contract; and

(d) Depreciation of idle plant and equipment that is not used on a particular contract.

4275 Recognition of contract revenue and expenses
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When the outcome of a construction contract can be estimated reliably, contract
revenue and contract costs associated with the construction contract should
recognise as revenue and expenses respectively by reference to the stage of
completion of the contract activity at the reporting date.

In the case of a fixed price contract, the outcome of a construction contract can be
estimated reliably when all the following conditions are satisfied.

@ Total contract revenue, if any, can be measured reliably;

()] It is probable that the economic benefits or service potential associated with
the contract will flow to the entity;

© Both the contract costs to complete the contract and the stage of contract
completion at the reporting date can be measured reliably; and

@ The contract costs attributable to the contract can be clearly identified and

measured reliably so that actual contract costs incurred can be compared with
prior estimates.

In the case of a cost plus or cost based contract, the outcome of a construction

contract can be estimated reliably when all the following conditions are satisfied:

@ It is possible that the economic benefits or service potential associated with
the contract will flow to the entity; and

(b) The contract cost attributable to the contract, whether or not specifically
reimbursed, can be clearly identified and measured reliably.

In the case of the percentage of completion method, contract revenue is matched with
the contract costs incurred in reaching the stage of completion, resulting in the
reporting of revenue, expenses and surplus/deficit that can be attributed to the
proportion of work completed.

When the outcome of a construction contract cannot be estimated reliably:

@ Revenue should be recognized only to the extent of the contract costs
incurred that it is probable will be recoverable; and
()] Contract costs should be recognised as expenses in the period in which they

are incurred.

4276 Recognition of expected deficits:

According to the standard, construction contracts in which it is intended at inception
of the contract that contract costs are to be fully recovered from the parties to the
construction contract, when it is probable that total contract costs exceed total
contract revenue, the expected deficit should be recognised as an expense
immediately.

4.27.7 Advance received from customers in respect of contract work that is yet to
be performed must be recognised as a liability until the work in respect of which the
advance was given has been performed.

4278 Disclosure
The standard stipulates that an entity should disclose:
€)) The amount of contract revenue recognised as revenue in the period;
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(b) The methods used to determine the contract revenue recognised in the
period; and
(c) The methods used to determine the stage of completion of contracts in progress.

An entity should disclose each of the following for contracts in progress at the reporting

date:

(@) The aggregate amount of costs incurred and recognised surpluses (less
recognised deficits) to date;

(b) The amount of advances received; and

() The amount of retentions.

The standard further states that an entity should present:
€) The gross amount due from customers for contract work as an asset; and
(b) The gross amount due to customers for contract work as a liability.

4279 Accounting treatment

SIN Details Remarks
A To Recognise Revenue Accruable
i DR- Account Receivable 'To recognise the revenue accrued to the
entity to date (Using stage of completion
CR- Contract Revenue which could be: (a) the proportion that
contract costs incurred for work performed
to date bear to the estimated total contract
costs; (b) Surveys of work performed; or
(c) Completion of a physical proportion of
the contract work.)
DR- Cash/Bank On receipt of the revenue
CR- Account Receivable
B To Recognise Cost of the Contract
ii. DR- Contract Expenses To recognise the expenses incurred by the
CR- Accounts payable entity to date
DR- Account Payable Upon payments of contract expenses
CR- Cash/ Bank
C Recognition of Advance Received

DR-Cash/Bank
CR- Accounts Payable

To recognise advance received in respect
of construction contract

DR- Accounts Payable

CR- Contract Revenue

To Recognise utilisation of the advance
payment received

llustration 4 - 1

The Consultancy unit of

Federal Ministry of Housing has been engaged by Ogogo

Construction to build 100-units of two-bed room houses at the cost of N10 million per unit.
The duration for the completion of the contract is 2 years with no variation clause. At the end
of year one, the valuation certificate submitted by the Ministry of Works indicates that over
70% of the contract has been executed. The amount spent so far by the Ministry was
estimated at N 600 million. At the end of the year, records show that the Ministry has
received a total sum of N500 million from Ogogo Construction.
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Required:
Show the necessary journal entries in the books of the Consultancy Unit of Federal Ministry
of Housing.

Solution 4-1

Details Dr. (‘Nmillion) Cr. (‘Nmillion) Remarks

Account receivable 700 To recognise revenue based on
valuation certificate submitted

Contract revenue 700

Bank 500 Upon receipt of cash from Ogogo

- Construction

Account receivable 500

Contact expenses 600 To recognise contract expenses to
date

Accounts payable 600

Accounts payable 600 Upon payment of cash to suppliers

Bank 600

4.28 IPSAS12: Inventories

4281 Introduction

This standard deals with the valuation and presentation of inventories in the financial
statements in the context of historical cost system. It is the most widely adopted
method for presenting financial statements.

The standard does not deal with inventories accumulated under long-term
construction contracts. It provides guidance on the determination of cost and its
subsequent recognition as an expense, including any write-down to net realisable
value. It also provides guidance on the cost formulas that are used to assign costs to
inventories. The IFRS on which the IPSAS is based is IAS 2 on Inventories:

428.2 Contents of the standard

In accordance with IPSAS 12.9, inventories are assets:
(@) Held for sale in the ordinary course of business;

(b) In the process of production for such sale or distribution;
(c) To be consumed in the production of goods or services for sale;
(d) In the form of materials or supplies to be consumed or distributed in the

rendering of service;
(e) Held for sale or distribution in the ordinary course of operations.

Inventories also include goods purchased for resale, such as merchandise purchased
by a retailer and held for resale or land and other properties held for sale. Inventories
also encompass finished goods produced or work-in-progress being produced and
include materials and supplies awaiting use in the production process.
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Specifically, in the public sector, inventories also comprise goods purchased or
produced by the entity that are distributed to third parties for no charge or for a
nominal charge. An example would be children’s books produced by Ministry of
Children Affairs for donation to schools. Other examples of inventories in the public
sector given in IPSAS 12.12 include: “ammunitions, maintenances materials, spare-
parts, strategic stockpiles (e.g. energy reserves or medicine in government hospitals
and clinics) stocks of unissued currency, stamps, work-in-progress and property held
for sale.”

4.28.3 Exceptions from the provisions of IPSAS12

IPSAS 12 applies for all inventories except for:

(@ Work-in-progress arising under construction contract including directly related
contracts;

(b) Financial instruments;

(©) Biological assets related agricultural activity and agricultural produce at the
point of harvest;

(d) Work-in-progress of services to be provided for no or nominal consideration
directly in return from the recipients.

IPSAS 12 does not apply for the measurement of the following inventories:

@) Inventories of agricultural or forest products, agricultural produce after
harvest, and minerals and mineral products, to the extent that they are
measured at net realizable value in line with well-established practices in
certain industries. When such inventories are measured at net realizable
value, changes in that value are recognised in surplus or deficit in the period
of change.

(b) Inventories of commaodity broker-traders who measure their inventories at
fair value less costs to sell. When such inventories are measured at fair
value, less cost to sell, changes in that value are recognised in surplus or
deficit in the period of change.

4.28.4 Measurement of inventories

Inventories should be measured at the lower of cost and net realisable value, except
where IPSAS 12 paragraph 17 applies. Which states that “Inventories should be
measured at the lower of cost and current replacement cost where they are held for:
(@) Distribution at no charge or nominal charge;
(b) Consumption in the production process of goods to be distributed at no
charge or for a nominal charge.
4285 Cost of inventories

The cost of inventories comprises:
€)) All costs of purchase;
(b) Costs of conversion; and

(©) Other costs incurred in bringing the inventories to their present location and
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State .

The costs of purchase of inventories comprise:
€) The purchase price;
(b) Import duties and other taxes;
(©) Transport, handling and other costs directly attributable to the acquisition of
finished goods, materials and supplies.
(d) Trade discounts, rebates and other similar items are deducted in determining
the costs of purchase;
(e) The costs of conversion of inventories in accordance with IPSAS12. 20
include full production-related costs.
The formula for arriving at the costs of conversion of inventories is as follows:
Direct costs + fixed production overheads + variable production
overheads + other costs = costs of conversion.

4.28.6 Costs of conversion

The costs of conversion of inventories include costs directly related to the units of
production, such as direct labour, a systematic allocation of fixed and variable
production overheads that are incurred in converting materials to finished goods.

Fixed production overheads are those indirect costs of production that remain
relatively constant regardless of the volume of production: Examples of such costs
are depreciation and maintenance of factory buildings and equipment, and the cost of
factory management and administration.

Variable production overheads are those indirect costs of production that vary directly,
or nearly directly with the volume of production, such as indirect materials and indirect
labour.

Other costs included in the costs of inventories only to the extent that they are
incurred in bringing inventories to their present location and condition.

4.28.7 Costto be excluded from the costs of inventories

The following costs are excluded from the cost of inventories and recognised as

expenses in the period in which they are incurred:

@ Abnormal amounts of wasted materials, labour, or other production costs;

(b) Storage costs,unless those costs are necessary in the production process
prior to a further production stage;

(@) Administrative overheads that do not contribute to bringing inventories to their
present location and conditions;

(d) Selling costs.

4.28.8 Cost of inventories of a service provider

The cost of inventories of a service provider consists primarily of the labour and other
costs of personnel directly engaged in providing the service, including supervisory
personnel and attributable overheads. The cost of labour not engaged in providing the
service are not included. Labour and other costs relating to sales and general

administrative personnel are not included but are recognised as expenses in the
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period in which they are incurred.

4289 Costformula

The cost of inventories, other than thosethat are not ordinarily interchangeable,
should be assigned by using the first-in, first-out (FIFO) or weighted average cost
formulas.

The FIFO formula assumes that the items of inventory are sold on first-come, first-
serve basis. Consequently, the items remaining in inventory at the end of the period
are those most recently purchased or produced.

The weighted-average cost

Under the weighted average cost formula, the cost of each item is determined from
the weighted average of the cost of similar items at the beginning of a period, and the
cost of similar items purchased or produced during the period. The average may be
calculated on a periodic basis, or as each additional shipment is received, depending
upon the circumstances of the entity.

4.28.10 Net realizable value

This is the estimated selling price in the ordinary course of operations less the
estimated costs of completion and the estimated cost necessary to make the sale,
exchange or distribution.

4.28.11 Recognition of inventories as an expense

@  When inventories are sold, exchanged or distributed the carrying amount of
those inventories should be recognised as an expense in the period in which
the related revenue is recognised;

(9)] If there is no relatedrevenue, the expense is recognised when the goods are
distributed or related service is rendered;

© The amount of any write-down of inventories and all losses of inventories
should be recognised as anexpense in the period the write-down or loss
occurs;

(o)) The amount of any reversal of any write-down of inventories should be
recognised as a reduction in the amount of inventories recognised as an
expense in the period in which the reversal occurs.

@ Disclosure

The standard stipulates that the financial statements should disclose:

(b)  The accounting policies adopted in measuring inventories, including the cost
formula used;

(c) The total carrying amount of inventories and the carrying amount in
classifications appropriate to the entity;

(d)  The carrying amount of inventories carried at fair value less cost to sell;

(e) The amount of any reversal of any write-down that is recognised in the
statement of financial performance in the period;

) The circumstances or events that led to the reversal of a write- down of

inventories;
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(@)  The carrying amount of inventories pledged as security for liabilities;and

(h) The cost of inventories recognised as an expense during the period or the
operating costs applicable to revenues, recognized as an expense during the
period, classified by their nature.

4.28.12 Accounting treatment

S/N Details Remarks
A Inventories Bought-in

DR. - Inventory On purchase of inventory

CR - Accounts payable Account

DR. — Accounts payable Account When payment is made
CR. — Cash/ Bank Account
DR. - Relevant Expenses Account Upon issuance

CR. — Inventory

B Inventories Created Internally

DR. - Inventory On creation of inventory from other assets

CR - Assets depleted
DR. - Work- in — Progress Account Upon Issuance of materials for conversion.

CR. — Inventory

DR. - Finished Goods Services Account On full conversion of the created inventory

CR. —Work — in Progress Account

DR. - Relevant Expenses Account Upon Issuance or consumption.

CR. — Inventory

llustration 4 - 2

Federal Ministry of Education had the following transactions for the year ended

December 30, 2017:

@ The Ministry issued purchase order to OKO Ltd to supply 250,000 units of
duplicating papers worth &#500,000.The consignment was supplied accordingly
on the 15 June 2017. The supplier was paid 75% of the money as at the end
of the financial year;

(0) Inaddition, a consignment of 100,000 units was received from another supplier
(EMU Ltd) valued at 81,500,000. The supplier was fully paid. As at the end of
the year, only 130,000 units were issued from store to the user departments.
The entity adopts FIFO method of valuing stock

© During the physical verification of inventory in custody, it was discovered that
5,000 units of stationery bought-in were damaged by water. The value of the
items was estimated at &850,000; and

@ The Ministry transferred duplicating papers valued at §250,000 to its zonal

offices during the year.

Required:
Show the relevant entriesto record the above transactions in the books of Federal
Ministry of Education for the year ended December 31, 2017.
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Solution 4-2

SIN Details Dr. (N) Cr. (N) Remarks

a.i. Inventory account 500,000 Being recognition of the
Accounts payable 500'000 transaction in the books
account

ii. Accounts payable 375,000 Being payment of 75% of the
account liability
Bank account 375,000

bi. Inventory account 1,500,000 Being recognition of the
Accounts payable 1,500,000 transaction in the books
account

ii. Accounts payable 1,500,000 Being full payment of 75% of
account the liability
Bank account 1,500,000

iii. Stationery expense 260,000 Being consumption of
account stationeries using FIFO method.
Inventory account 260,000

c Loss of inventory account 50,000 Being value of damaged
Inventory account 50,000 nveiel

d Stationary transfer 250,000 Being transfer of stationary
account items to zonal offices
Inventory account 250,000
Inventory account 250,000 Being receipt of stationary items
Stationary transfer 250,000 from the headquarters
account

Note that on consolidation the two stationary transfers accounts in headquarters and zonal offices will

net off

llustration 4 — 3

Federal Printing Press had the following transactions for the year ended December 30, 2017:

(a) Federal Printing Press purchased printing materials worth &2,500,000 to be used
in printing of files for the government made a bank transfer;

(b) A total of 1,000,000 worth of printing materials was issued from stores;
(c) H150,000 was paid as direct labour;

(d) /55,000 was incurred asoverhead cost in printing of the files; and

(e) A total of 50,000 units of files were printed.

Required:
Show the relevant entries to record the above transactions in the books of Federal
Printing Press for the year ended December 31, 2017.
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Solution 4 - 3

SIN Details Dr. (N) Cr.(N) Remarks
i Inventory account (materials) 2,500,000 Being purchase of materials
Accounts payable account 2,500,000
ii. Accounts payable account 2,500,000 Being payment for materials
purchased
Bank account 2,500,000
iii. Work- in progress account 1,000,000 Being issuance of materials
) from the store
Inventory account (materials) 1,000,000
iv. Work- in progress account 205,000 Being attributable conversion
cost
Bank account (direct labour) 150,000
Bank account ( overhead) 55,000
V. Inventory account (finished goods) 1,205,000 Being cost of printing 50,000
) units of files
Work- in progress account 1,205,000

4.29 Chapter review

4.30

In government, contracts are awarded after the bids have been reviewed by one of
the Tender Boards. The contract execution and payments should follow due process
of tendering and subsequent awards of contract. Public Procurement Act, 2007 also
gives detailed guidelines on the awards of government contracts including the
provisions of IPSAS 11 on Construction Contacts and provision of IPSAS 12 on

Inventories.

Worked examples

4.30.1 Open-ended guestions

1. The Public Procurement Act 2007, established the National Council on Public

Procurement.
Required:
a. (i) State the composition of the Council.
(i)  List six functions of the Council.
b ()  What are the objectives of the Bureau of Public Procurement?
(i)  List eight each of the powers and functions Bureau of the Public
Procurement.
2 Treasury circulars Ref. Nos. TYR/A8 and B8/2008 convey the guidelines for

the implementation of the e-payment.

Required:

What are the procedures to be followed for the implementation of e-payment?

3 A tender is a proposal for the supply of some services or goods.
a  What are the compositions, limit of expenditure and approval of

the Ministerial Tenders Board?
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b)  What are the powers of boards of Corporations and parastatals over
tender?

4, The Ministerial TendersBoard must adopt the open competitive tendering
procedures.
Required:
What are the additional procedures and practices that should be adopted on
ministerial tenders?

5. The following information relates to the road construction grant awarded to the

Federal Road Construction for the year ended December 31,201:

(i)  The grant for 20x1 was N32.94 million (N31.23 million net
of appropriations in aid).

(i)  Appropriations in Aid received during the year amounted to
N1.710 million.
All were authorised to be used.

(i) The total grant was specified as follows:

Salaries - N28.35million
Premises - N2.34million
Constructionsupplies - N2.25million

(iv) Sums drawn during the year by the Accountant General from
the Consolidated Revenue Fund amounted to N31.5 million.

(v) Payable orders drawn on the Accountant General were as follows:

N’000
Salaries 28,350
Premises 2,385
Construction supplies 2,025
Sub-Accountants 360

(vi) Accounts rendered by Sub-Accountants show the following payments:

N’000
Premises 247.5
Construction supplies 112.5

Required:

a Prepare the relevant ledger accounts and the appropriation
account for the Ministry for the year ended 31/12/20x1.
b) Explain the purpose of appropriation account.

4.30.2 Suggested solutions to open-ended questions

la (i) Composition of the National Council on Public Procurement

The Council shall consist of:
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. The Minister of Finance as Chairman

° The Attorney-General and Minister of Justice of the Federation
° The Secretary to the Government of the Federation

o The Head of Service of the Federation

o The Economic Adviser to the President

° Six-part-time members to represent:

O Nigerian Institute of Purchase and Supply Management

O Nigerian Bar Association
O Nigerian Association of Chambers of Commerce,

Industry, Mines and Agriculture
i Nigerian Society of Engineers

m Civil Society
] The Media

The Director-General of the Bureau shall be the Secretary of the Council.

(i)  Functions of the National Council on Public Procurement are to:

° consider, approve and amend the monetary issues relating to
the Act;

° consider and approve policies on public procurement;

° approve the appointment of the Director of the Bureau;

° receive, review, consider and approve the audited accounts
of the Bureau of Public Procurement;

° approve changes in the procurement process to adapt to

improvements in modern technology;

° perform such other functions as may be deemed necessary to
achieve the objectives of the Act.

b (i) Objectives of the Bureau of Public Procurement

o harmonisation of existing government policies and practices on
public procurement;

° establishment of pricing standards and benchmarks;

° Ensuring the application of fair, competitive, transparent and

standard practices for the procurement and disposal of public
assets and services;

° attainment of transparency, competitiveness and
professionalism in the public section procurement system

(i) Functions of the Bureau of Public Procurement are to:

(i) formulate the general policies and guidelines relating to public sector
procurement;

(i) supervise the implementation of established procurement policies;

(i) monitor the prices of tendered items and keep a national database of

standard process;
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(iv)
V)

(vi)
(vii)

(viii)
(ix)

()
(xi)

(xii)

publish the details of major contracts in the procurement journal;
publish papers and electronic editions of the procurement journal;
maintain a national database of the particulars and classification and
categorisation of federal contractors and service providers;

collate and maintain in a database for all federal procurement plans and
information;

undertake procurement research and survey.

organise training and development programmes for procurement
professionals;

prepare and update standard biding and contract document.

prevent fraudulent and unfair procurement and where necessary apply
administrative sanctions;

review the procurement and award of contract procedures of every entity
to which the Act applies.

Powers of the Bureau of Public Procurement

The bureau shall have the power to:

0] review and or inspect any procurement transaction to ensure compliance
with the provisions of the Act;

(ii) review and determine whether any procuring entity has violated any
provision of this Act;

(i) stop and blacklist any supplier, contractor or service providerthat
contravene any provision of this Act;

(v)  maintain a national database of federal contractors and service
providers;

V) maintain list of firms and persons that have been debarred from
participating in public procurement activity and publish them in the
procurement journals;

(Vi) investigate any aspect of any procurement proceeding where a breach,
default, mismanagement and or collusion has been alleged, reported or
proved against a procuring entity or service provider;

(vi)  recommend to the Council where there are persistent breaches of this
Act or regulations for suspension, replacement, discipline and temporary
transfer of any officer of any procuring entity or of the Council;

(viiy  act upon complaints in accordance with the procedures set out in this
Act;

(X) nullify the whole or any part of any procurement proceeding or award
which in contravention of this Act;

() enter into contract or partnership with any company,firm or person which
in its opinion will facilitate the discharge of its functions;

2. The following are the procedures to be followed for the implementation of
e-payment:

(i)

All forms of payments from all government funds are to be made through
the banks;
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(i) All organs of government, ministries, departments and agencies (MDA)
are to stop using cheques to make payment to contractors;

(i) All bank accounts in respect of all government funds shall cease to be
cheque accounts;

(iv)  Government contractors must indicate their current accounts details with
commercial banks on the invoices submitted for payments under their
corporate seal;

(V) Mandates containing details of payments shall be issued to the bank
authorising them to pay into the contractors’ designated bank
accounts, the proceeds of executed contracts and supplies;

(vi)  In addition, to the existing monthly financial returns, every organisation
of government, ministry, department or agency must forward copies of
mandates issued to banks to the office of Accountant General of the
Federation;

(vii)  Henceforth, all employees of the federal government of Nigeria must
open accounts with the commercial banks into which all payments due to
them as individuals would made;

(viii)  On no account should Central Pay Officer (CPOs) collect cash from the
bank for the purpose of disbursement to any government official.

3(a) (i) Composition of Ministerial Tender Board

The chairman is the Permanent Secretary/Chief Executive of the ministry
or extra-ministerial department respectively. Other members are all
Directors/Heads of Departments in the Ministry of Establishments.

(ii) Limit of expenditure
The Ministerial Tender Board is empowered to award any contract
whose value exceeds (MN5,000,000) one million naira, but not exceeding
one hundred million naira (N100,000,000).

(i)  Approval: The decision of the Ministerial Tender Board (MTB) shall
be confirmed by the Honourable Minister,

(b) The following are the powers of Board of Corporations and parastatals over
tenders:

0] The chief-executive of a parastatal is empowered to make purchase
or award a contract, the value of which does not exceed (N2,500,000)
two million five hundred thousand naira only, without open-competitive
tendering. However, at least three relevant written quotations should be
obtained from suitably qualified contractors or suppliers.

(i) Any contract exceeding two million five hundred thousand naira
(N2,500,000) but not more than fifty million (¥50,000,000) shall be
referred to the Parastatals tenders boards;

(iif) Any contract whose value exceeds fifty million naira (N50,000,000) but
not more than one hundred million (&100,000,000) shall be referred to
the Ministerial Tender Board (MTB) of the relevant supervising ministry.
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4, The following are the additional procedures and practices to be adopted on

ministerial tenders:

0]

(ii)

(ii)

(iv)

V)

(Vi)

Opening of tenders must be done in the ‘Open’ at the designated date
and time. Opening should immediately follow the closing of the bidding
period, to minimise the risk of tampering with the bids. The following
people should be present at tender bid opening:

a) The bidders or their representatives;
b) Members of the civil society;
C) Members of the press (if they wish to attend).

All contracts above ten million (N10,000,000) should be advertised in at
least two national dailies and/or government gazette. The advertisement
should be placed at least six (6) weeks before the deadline for
submitting bids for goods and works and at least one (1) month for
consultancy services. Notices of all other tenders must be pasted at the
notice-board of the procuring agencies;

Bid evaluation criteria should be clearly defined in the bidding
documents and the award of all contracts should be based on the criteria
so defined;

There should be a Committee, Tenders Boards and approval authorities
should be obliged to declare any conflict of interest and exclude
themselves from bid evaluation and approval processes;

The award of any major contract twenty million (&20,000,000) and above
should be published in two (2) national dailies stating:

a) Description of the contract;
b) Name of the contractor;
c) Contract price.

Contract awards should be properly handled so as to avoid minimum
variations. Contract variations should not be allowed except when
absolutely necessary, subject to Tender Board (MTB). The method for
determining incorporated into the contract. Such price variations shall
be for contracts extended for more than eighteen (18) months.
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5. Road construction grant

a. Accountant General account
§’000 §N’000
Consolidated revenue fund 31,500.00 Payable order 28,350.00
Appropriation in Aid 1,710.00 - Salaries 2,385.00
- Premises 2,025.00
- Construction supplies  360.00
- Sub-Accountants 90.00
33,210.00 Balance c/d 33,210.00
Balance b/d 90.00
Road construction grant
§N’000 §N°000
Salaries 28,350.00 Consolidate revenue fund 31,230.00
Premises 2,632.50 Appropriation in Aid 1,710.00
Construction Supplies 2,137.50 Balance c/d 180.00
3,120.00 33,120.00
Balance b/d 180.00 '

Consolidated revenue account

§N’000
Road construction grant 31,230.00
Balance c/d 270.00

31,500.00
Balance b/d 270.00

N’000
Accountant General 31,500.00

31,500.00

Appropriation in aid

§N’000
Road construction grant 1,710.00
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Payable orders account

§’000 §N’000
Accountant General 33,120.00 Salaries 28,350.00
Premises 2,385.00
Construction supplies  2,025.00
Sub-Accountant 360.00
33,120.00 33,120.00

Salaries account

§N’000 §’000

Payable orders 28,350.00 Road construction grant 28,350.00

Premises account

§’000 §’000
Payable order 2,385.00 Road construction grant 2,632.50
Sub-Accountants 247.50
2,632.50 2,632.50
Construction supplies
§N’000 §’000
Payable Order 2,025.00 Road Construction 21,374.00
Sub-Accounts 112.50
21,374.00 21,374.00
Sub-accountants account
§’000 §’000
Payableorders 360.00 Premises 247.50
Construction supplies 112.50
360.00 360.00

Salaries
Premises

Construction Supplies

Appropriation Account
For the year ended December 31, 20x1

Grant Exp. Compare with grant
More Less
N’000 N’000 N’000 N’000
28,350.00 28,350.5 292.5 -
2,340.00 2,632.00 - 112.5
2,250.00 2,137.5
32.940.00 33.120.00 292.5 1125
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b. The appropriation Account records the vote of monies released to specified
government departments i.e. the amount of cash that the National Assembly
agrees may be spent in the forthcoming financial year. This allocation or voting
of Funds is the outcome of the annual estimates process. The Account
summarizes the actual expenditure of a specific department and compares it
with the amount voted for the department.

This comparison provides the basis for the report on the year’s variations and
the explanation for these.
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Chapter 5: Professional pronouncements on government accounting by the United Nations

5 Professional pronouncements on government
accounting by the United Nations

5.0 Purpose

After studying this chapter, the reader should be able to:

@ Discuss the characteristics of Government Accounting;

(b) Explain the objectives and details of professional pronouncements on
Government Accounting;

(©) Identify the alternative classifications for 'Government Accounting’;

(d) Appraise Government Accounting in other countries of the world; and

()] Review the observations on Government Accounting in ‘third world’ countries
made by the United Nations

5.1 Introduction

Efforts at the International convergence on accounting standards is as far back as
1950s in response to post World War Il economic integration, and related increases
incross-border capital flows. The initial efforts focused on harmonisation i.e. reducing
differences in accounting principles used by major countries of the world. By 1990s,
the focus shifted from harmonization to the concept of convergence with greater
interest on the development of a single set of high-quality, international accounting
standards that would be used in countries of the world.

The International Accounting Standards Committee (IASC), formed in 1973 was the
first international standards-setting body. In 2001, IASC was re-organised to become
the International Accounting Standards Board (IASB)-an independent international
standard setter.

52. International Federation of Accountants (IFAC):

IFAC is the global organization for the accountancy profession dedicated to serving
the public interest by strengthening the profession and contributing to the
development of strong international economies.

Founded in 1977, IFAC is comprised of 173 members and associates in 129 countries
and jurisdictions (including Nigeria).

The mission of IFAC is to serve the public interest by:

@ Contributing to the development, adoption and implementation of high-quality
international standards and guidance;

(i) Contributing to the development of strong professional accountants;

(iii) Promoting the value of professional accountants world-wide;

(iv) Speaking out on accounting public interest issues.

In spite of the importance of public sector accounting in the economic development
process, significant attention was not given to it. The development of the private
sector depends largely on the activities in the public sector. The fact is that in
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developing countries as Nigeria, the public sector is not only the biggest actor but
also the hub of economic activities. Moreover, the government has the responsibility

for the efficient management of the environment of commercial transactions, through
the maintenance of law and order and enactment of legislations. Political stability is
very essential for the growth of the economy and the government has to provide the
enabling environment. It is in the realisation of the foregoing and to bridge the gap
between public and private sectors that many international pronouncements have
been made as follows:

@ A United Nations Survey was conducted and recommendations made for
improvements in the government accounting systems of ‘third world’ countries,
especially in budgeting practices, training, data classifications, methods and
accounting procedures.

(9) In the United States of America, the National Committee on Government
Accounting issued a manual titled “Government Accounting, Auditing and
Financial Reporting (GAAFR).” The manual is generally referred to as “The
Blue Book.” The Blue Book and other pronouncements of the committee set
forth the basic accounting and reporting principles covering the following
areas, Viz:

() Basis of Accounting;

(i)  Legality;

(iiy  Funds and Fund Accounting;

(v) Budgetary, Planning and Control;

(v) Tangible assets and Depreciation;

(vi) Terminologies and Accounting/Classifications; and
(vii)  Financial Reporting.

In the United States, the National Committee on Government Accounting
recommended the ‘accrual basis’ of accounting for public enterprises, capital projects
and trust funds; the ‘modified accrual basis’ for special revenue and debt service
funds and that depreciation is not chargeable on tangible assets.

Other Pronouncements:
@ The International Federation of Accountants (IFAC) issued International Public
sector accounting Standards, effective from year 2003.

()] The Nigerian Public Sector Auditing Standards, effective from
December,1997, were issued by the Auditor General for the Federation and
Auditors-General for the States.

© The American Institute of Certified Public Accountants (AICPA) recommended
that the financial statements of each governmental Unit should be prepared
in accordance with the generally accepted accounting principles while
supplementary schedules should accord with legal compliance.
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(@ The International Organisation of Supreme Audit Institutions (INTOSAI), which is
the association of all Auditors-General in the world, meets annually andd raws up
resolutions on accounting and audit practices and procedures to be followed by

member countries.

5.3 International Public sector accounting Standards Board

The IPSASB (formerly Public Sector Committee (PSC)) is a Board of IFAC formed to
develop and issue under its own authority International Public sector accounting
Standards (IPSASs). IPSASs are high quality global financial reporting standards
for application by public sector entities other than Government Business Enterprises
(GBEs).

5.3.1 Objectives of the IPSASB

The main objective of the IPSASB is to serve the public interest by developing high
quality public sector financial reporting standards.
IPSASs are the authoritative requirements established by the authoritative
publications including studies, research reports and occasional papers that deal with
particular public sector financial reporting issues.

5.3.2 Membership of the IPSASB

The members of IPSASB are appointed by IFAC Board to serve on the IPSASB. The
IPSASB comprises 18 members, member bodies of IFAC nominate 15 of whom and
three of who are public members. Any individual or organisation may nominate public
members. In the public sector, financial reporting accountants are appointed to
IPSASB. These observers have the privilege of the floor but are not entitled to vote.

5.3.3 Due process

IPSASB adopts a due process for the development of IPSASs that are provided the
opportunityfor comments by interested parties including IFAC member bodies.
Auditors, preparers (including finance ministries), standards setters and individual are
priorities. IPSASB’s due process for projects normally, but not necessarily takes the
following stages:
@ Studyof national accounting requirements and practice and exchange of views
about the issues with national standard-setters;
(b) Consideration of pronouncement issued by:
0] The International Account Standard Board (IASB);

(i) National Standard setters, regulatory authority and other authoritative
bodies;
(i) Professional accounting bodies; and

(iv) Other organisations interested in financing reporting in the public.

(©) Formation of Steering Committees (SC), Projects Advisory Panels (PAPS) or
subcommittees to provide input to the IPSASB on a project;

(d) Publication of an exposure draft for public comment usually for at least four
(4) months. This provides an opportunity for those affected by IPSASB’s
pronouncements and are finalised and approved by IPSAS. The exposure

draft, will include a basis for conclusion;
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(e Consideration of all comments received within the comment period on

discussion documents and exposure drafts, and to make modifications
proposed Standards as considered appropriate in the light of the IPSASBsS;

® Publication of an IPSAS which includes a basis for conclusions that explains
the steps in IPSASB’s due process and how the Board reached its
conclusions.

The adoption of IPSASs by government will improve both the quality and
comparability of financial information reported by public sector entities around
the world. IPSASB recognises the right of governments and national standard-
setters to establish accounting standards and guidelines for financial reporting
jurisdictions. The Board encourages the adoption of IPSASs and the
harmonisation of national requirements with IPSASs. Financial statements
should be described as complying with IPSASs only if they comply with all
requirements of each applicable IPSAS.

5.4 Characteristics of government accounting

@ There are distinct aspects of accounting information, classification and
procedures, which apply only to transactions made by the government.
Examples are the budgeting system and applicable procedures, fiscal policy,
accounting methods and sources of revenue.The peculiar nature of
government transactions makes it desirable and indeed mandatory to treat
them in accordance with specific, but cohesive and standardised
measurement approaches and rules.

(0] In view of the requirements to obtain legislative approval for government
revenue and expenditure, budgeting largely determines the structure of Public
Sector Accounting.The government sometimes finds it necessary to segregate
its resources into specific or special purpose compartments,aset-up of
receipts and expenditure known as ‘Funds’. The method of accounting
adopted in recording and measuring the Funds is referred to as ‘fund
accounting.’

© Another peculiarity of government operations is that the accounting system
is maintained on “cash basis.” Only transactions involving the movement of
cash come into reckoning. Although the approach has its inadequacies, the
general practice is to adopt the‘cash-basis’of accounting.All assets are written
off as they are regarded consumed at the point they are paid for. Accordingly,
government’s statement of assets and liabilities do not contain information on
tangible assets and neither is depreciation charged in the revenue and
expenditure accounts.

5.5 The objectives of professional pronouncements

These may be discussed, as follows:
@ To develop and harmonise public sector financial reporting, accounting and

auditing practices;
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(o) To put into practice the same accounting standards throughout the world, in
order to make comparisons possible and meaningful;
© Tomake guidelines available for practitioners,in order to maintain high

reporting standards.

The various pronouncements made so far can be summarised as shown below and
compared with the position of Nigeria, in the following vein:

Summary of Key International Accounting Standards Issues

United Nations
Prescriptions

Nigeria’s Accounting
Systems

Remarks

Accounting systems should
be designed to comply
with the constitutional,
statutory and other legal
requirements of ‘third world
countries

Government Accounting
system in Nigeria
adheres with the Nigerian
Constitution;Finance
(Control and Management)
Act, Cap 144 LFN 2004
(as amended); Revenue
Allocation Laws; other
Federal and State Laws
and Regulations; Local
Government bye laws etc.

Government accounting system
effectively

Does the Public sector
accounting Law adopt
IPSAS?

Yes

The FAAC pronouncements
specifically require the financial
statements to be prepared as
per international standards.
The financial statements of
federal government also indicate
that they are prepared as per
IPSAS. However, the financial
statements do not fully comply
with the requirements of cash
IPSAS. This needs to be
ensured.

match international
standards?

Does accounting education | Yes The education and training is
and training accord with broadly as per the requirements
IES? of IES. However, there is
need for more public sector
accounting programmes/
certifications available in the
country.
Does the Code of Ethics No The Public Services Code lays

down the requirements relating
to conduct of government
servants. More specific
adoption of a set of standards
is advisable. The members of
ICAN follow the ICAN code

of Ethics with matcheswith
international standards
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Is there a body to prescribe
public sector accounting
standards?

Substantially, Yes

Presently, FRC has legal
mandate to issue Accounting
Standards applicable to the
public sector but has not issued
public sector specific standards.
The Nigerian public sector
accounting system is presently
derived from various legislations,
pronouncements and circulars
issued by OAGF. In practice
FRC also performs roles relating
to enlightenment and education
on public sector accounting
standards.

Are the financial
statements in accord with
the IPSAS standard?

No

Reformatting of the accounts
would enable reporting in
accordance with much of the
Cash Basis IPSAS format

Is the statement of cash
receipts and payments in
IPSAS form?

Substantially

Reformatting of the accounts
would enable reporting in
accordance with much of the

issue a consolidated
financial statement, which
consolidates all controlled
entities?

Are accounting policies Yes Cash Basis IPSAS format
and explanatory notes

required?

Are other disclosures in No

accord with IPSAS?

Does the government No There are many parastatals,

agencies and organisations,
which are distinct from GBEs.
They all prepare their own
financial statements but their
cash flows are not currently
consolidated with those of
Federal Government. However,
the cash flows of these entities
have been proposed for
consolidation.

Summary of IFAC-issued International Standards on Auditing (ISA),in addition to the INTOSAI
Auditing Standards on auditing for government audits as compared with Nigeria position

United Nations
Prescriptions through
issuance of International
Auditing Standard

Nigerian Current Status

Actions Required to be taken
to move towards International
Standards

Statutory Framework for Auditing
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Is the SAI statutory
framework in accord with
the needs of the INTOSAI
Auditing Standards?

Broadly yes, but some
existing deficiencies need
to be corrected.

Some additional powers need
to be established by legislation.
Observed deficiencies need to
be addressed either by the new
Audit Law; some others can be
corrected through issuance of
directives by AuGF, whichever
iS appropriate.

Setting Standards Auditing

Is there a body to prescribe
public sector auditing
standards?

There is no dedicated body.

The FRC.Act provides the
function under a separate
directorate for PSA.

framework meet the
INTOSAI Auditing Standard
of independence and
power?

Ensuring Independence of the Auditor

Is the accountability Partially There is need for the Office
process in the SAl in to strive towards complete
accord with INTOSAI attainment of INTOSAI Auditing
Auditing Standards? Standards.

Does the SAl legal Partially The SAl needs improved

legislation especially for its
personnel policies, funding
arrangement and reporting
processes. The Audit Act needs
to be amended to provide, inter
alia, more involvement of the
legislative.

Training and Auditing Com

petence

Does the education and
training of auditor’s accord
with INTOSAI and IES
Standards?

Broadly yes, but there
is more room for
improvement.

Recruitment and continuing
professional education
processes should be revised
by the OAUGF. Training
programmes should lead to
professional certification

Is the SAI equipped
with the audit methods
and technologies to
meet INTOSAI Auditing
Standards?

Partially, but more
resources are needed.

Computer-based audit
technology and other
technological audit techniques
need to be applied within the
OAuUGF for conducting the audit
of entities having computer-
based accounting system.

QualityAssurance

Does the SAI have

the quality assurance
programmes to meet
International Standards?

Partially as the
implementation needs
improvement.

Improved working paper
guidance and automation
combined with more effective
supervision and quality review
processes are required. A
Quiality Assurance Function is
being established to provide
improved research facilities.

Audit Planning Conduct
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Does the process to
plan the audits meet
international standards?

Party, improved
methodologies are in the
process of being developed

The testing for compliance
should be more statistically
based to enable valid
conclusions to be drawn about
systems of control and specific
system defects to be identified
for remedy. Systems-based
audit techniques are being
developed to enable OAUGF
audit ministries as entities.
Auditors will be trained in
preparing planning files that
meet INTOSAI standards by
Frog10.

used to obtain evidence for
supporting conclusions meet
internationalstandards?

Does the process to Partially The methodology needs to be

supervise the audits meet risk and systems based

international standards?

Does the process to Partially The testing for compliance

evaluate the reliability should be more statistically

of internal control meet based. Improved methodologies

internationalstandards? should be implemented through
a training programme.

Does the process used Broadly.

in audits to assess

compliance with laws meet

international standards?

Does the audit process Partially. Same as above

Audit Reporting

Does the audit analyse

the financial statements

to establish whether
acceptable accounting
standards for financial
reporting and disclosure are
complied with?

Partially. Yes. In the case of
SOEs and project financial
statements being submitted
by OAGF.

Audit opinions need to be more
specific in accordance with
INTOSAI standards.

© 2021 The Institute of Chartered Accountants of Nigeria All Rights Reserved

154



Chapter 5: Professional pronouncements on government accounting by the United Nations

Does the auditor prepare
an audit opinion on the
financial statements in
a form that accord with
international standards?

Not in the OAuGF Annual
Report. Partially in the
case of specific audit report
provided by SOEs and
project financial statements
submitted byOAGF.

The audit methodology needs
to be changed to support

an opinion that meets the
international standards and
provides specific assurance
about the adequacy of the
accounts. The audit work
must be planned to meet the
confidence level that isimplicit
in the audit opinion and which
underpins the level and extent
of audit testing required in
order to express that opinion.
The methodology needs to be
aimed at forming an opinion
on the truth and fairness of
these financial statements so
that the AuGF can sign an
opinion in accordance with
ISA 700,the Auditor’'s Reports
in Financial Statements.The
AuGF should issue audit report
giving reference to the financial
reporting framework used to
prepare financial statements
and expressing opinionon

the complete set of financial
statements of the Government
budget sector and thefully
owned Sots

Does the consideration

of fraud and error in an
audit of financial statement
accord with international
standards?

Partially.

The testing needs to be more
statistically based. Forensic
audit training is also needed.
More systems — based auditing
would bring an improvement.

Are the Auditors’'—General’s
Reports made public.

Partially, but through the
National Assembly.

Process and time allowed for
publication should be laid down
in the Law.

Response to Audit Report

Is the process for
taking action on audit
recommendations
sufficiently effective to
meeting international
standards?

Partly, Governance
requirement. For SOEs
there are major delays in
issuing audit reports, long
standing unresolved audit
queries, and general lackof
response to audits. There
is dissatisfaction with the
audit report going to the
PAC

The AuGF reports could

be improved in terms of
communicating clear objectives,
addressing more relevant
problems, making more
effective recommendations and
involving more extensive audit
work. Governance requirements
in the SOEs need to be
upgraded.
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5.6 Public sector accounting in other countries

It is difficult to r