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Our lead article in this edition is entitled “Bond Yield Analysis – Including Foreign Bonds”. The author, Ade Omolehinwa
explained to the students and non-student readers all what they
need to know about Bonds and how it yields dividends for
investors who ventured into Bond buying.
The author explained that when an investor buys a bond,
he receives a return from that bond in the form of annual
interest payments and if the bond is redeemable, he also receives
the final redemption payment. He added that the total effective
return is referred to as the yield.
The article teaches the students how the yield of a redeemable
bond is also known as the yield to maturity (YTM) or redemption
yield as well as being the effective return to the investor.
You will also read in this edition the news items chronicling the
various events of the Institute within this quarter.
As usual, we publish some past questions and solutions to
guide our students on how to tackle examination questions
in future. The detailed reports of all these and other regular
columns are contained in this edition.

Bond Yield Analysis Including Foreign Bonds
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Be health conscious as experts have warned that another
deadly variant of Corona virus (Delta variant) has surfaced in
the country. Keep yourself safe by observing the necessary
precautions and health protocols.
Your comments and contributions are welcome. Please contact
the Editor via: editor@ican.org.ng or aoowolabi@ican.org.ng

NEWS

NEWS

50TH ANNUAL CONFERENCE: ICAN HARPS ON 4TH
INDUSTRIAL REVOLUTION AS PANACEA FOR PANDEMIC
interpersonal skills on their engagements.
Other papers delivered at the conference include: Redefining a New
Model of Accountable Leadership in
Nigeria in the 4th Industrial Revolution; Taxation in a Digital Economy:
Prospects and Challenges; Entrepreneurship: The Bane for the Development of Emerging Economies Through
Technological Advancements; The Internet of Things: The Role of Communications Companies among others.
ICAN President and dignataries at the Conference
The Institute at its 50th Annual
Accountants’ Conference has described
the 4th industrial revolution as a boom
for accounting profession and a panacea for pandemic ravaging the world.
The Conference which was held from
April 5-9, 2021 at the International Conference Centre, Abuja and Sheraton
Abuja Hotel had “The 4th Industrial
Revolution: Boom for the Accounting
Profession and Panacea for Pandemic” as its theme.
Declaring the Conference open, the
Special Guest of Honour, His Excellency, President Muhammadu Buhari,
who was represented by the Minister
for Finance, Budget and National Planning, Hajia Zainab Shamsuna Ahmed
eulogized ICAN for rendering excellent
services to the nation from time to time,
especially on financial and economic
matters, adding that the federal government will continue to collaborate with
professional bodies like ICAN to foster
good financial and economic policies.
Welcoming participants, the 56th ICAN
President, Dame Onome Joy Adewuyi
disclosed that the Annual Conference
has come a long way with a modest participation of about 200 delegates during its first edition in 1971.
“Over the years, it has continued to
beam well-deserved searchlight on
economic, financial, ethical and corporate reporting issues with direct
bearing on the accounting profession, national and global economy’.
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“We rose from each edition with profound policy recommendations and
novel initiatives which have positively
impacted human and technical capacity building, resource management
and value creation in both the public
and private sectors of the economy.
In his lead paper at the conference entitled “Digital Revolution: The Accountancy Profession and the Future of
Work” the President of the International
Federation of Accountants (IFAC), Mr.
Allan Johnson posited that the world was
already in the era of 4th industrial revolution driven by rapidly changing digital technologies which has continued to
transform societies, economies, professions and organizations.
According to him, the outcome of the
revolution has been an overall increase
in the productivity of economies, improved wellbeing of the populace and
greater opportunities for inclusion and
diversity among other benefits.
“Following the continuous advancements in digital technologies, the gap
between the digital, physical and
biological spheres of life is closing
at a fast pace and the involvement
of machines and technology in the
performance of everyday activities
is on the increase,” he explained.
He declared that since the adoption of
technology by Accountants, there has
been an increase in the value added to
economies and businesses as a result
of leveraging technology at work and
applying an appropriate level of

Apart from paper presentations, workshops and plenary sessions, there was a
gala nite on Thursday during which two
musicians, King Sunny Ade and Olamide
Badoo entertained the participants.
There was also an open raffle draw
where a member of the Institute, Mr.
Ganiyu Abidemi Olanrewaju (MB No:
034992) won a brand new car. Other
prizes like LCD television, gas cookers, laptops, fridges, phones were
also won during the Gala by members.
There were also sporting activities,
excursions and exhibitions. Other programmes of the conference
include District Societies competition where various District Societies
won trophies for their performances.
Declaring the conference close, Lagos
State Commissioner for Finance, Dr.
Rabiu Onaolapo Olowo expressed appreciation to those who took time out to
attend the conference. He commended
the Institute for choosing a theme that
was highly instructive on the various
challenges facing the country as far
as technological development is concerned. He advised the Institute to forward the conference communiqué to
the appropriate government quarters.
The conference was attended by a
total number of 5,002 delegates including resource persons and invited guests. Participants from various
countries were represented at the
conference including Benin Republic,
Cameroon, Canada, Gambia, Ghana,
Niger Republic, Kenya, Togo, United
Kingdom, United States of America,
Malaysia and Nigeria, the host country.
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ICAN COMMISSIONS ONOME ADEWUYI ICAN CENTRE
WARRI TO RAISE YOUNG CHARTERED ACCOUNTANTS .

Dame Onome Joy Adewuyi ICAN Centre Warr

The Institute has commissioned a new resource centre
in Warri, Delta State christened Dame Onome Adewuyi –
ICAN Resource Centre named after the counterpart fund
donor and 56th President of the Institute, Dame Onome
Joy Adewuyi.
The centre according to her during the commissioning on
Thursday, May 20, 2021 was built to raise young Chartered Accountants that would have an enduring profession
in Warri and environ. She noted that the building aside
from meeting the infrastructure need of the Institute and
her members in the area, would also be a rallying point for
District Societies in the Region”.

“This event today is my humble way of giving back to both
the profession and my community. My undying hope is that
Warri town and its environs would soon become a major
supplier of Chartered Accountants to the Nigerian economy. And I particularly look forward to a time when we would
have other indigenes of Delta State becoming ICAN Presidents’, she declared.
She declared that as a profession that acts in the public
interest, ICAN’s mandate was to continue to produce future
ready Chartered Accountants that would be able to discharge their responsibilities to the society and their clients.

Speaking further, she posited that the ICAN Resource
Centre was a way of according the accounting profession
its prime of place in Delta state and Warri community.

ICAN ACCREDITS 142 TERTIARY INSTITUTIONS IN
NIGERIA
The Institute has accredited over 90 universities, 52 polytechnics and several tuition centres across all the States of
the Federation including the Federal Capital Territory (FCT)
to assist in the training of would-be Chartered Accountants.
The 56th President, Dame Onome Adewuyi disclosed this
during the 2020 Accreditation ceremony held in Lagos on
April 22.

International Federation of Accountants (IFAC) which ICAN
examinations are structured after.
Certificates of accreditation were awarded to a total of 63 tertiary Institutions and tuition centres, made up of 23 universities, 14 polytechnics and 26 Tuition Centres at the ceremony.

She explained that the Institute accredits and recognizes
tertiary institutions and tuition houses essentially to ensure
that students receive the quality of accounting education that meets global best standards as spelt out by the
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EFCC PARTNERS ICAN ON ANTI-MONEY LAUNDERING

The 56th President, Dame Onome Adewuyi presenting a token to the EFCC
Director of SCUML Mr. Daniel Isei during the visit
The Economic and Financial Crimes Commission (EFCC)
has indicated its readiness to collaborate with the Institute
on its anti-money laundering policies.
This was disclosed in Lagos on Thursday, May 6, 2021 by
the Director, Special Control Unit Against Money Laundering (SCUML) of EFCC, Mr. Daniel Isei during a courtesy
visit to the Institute.
Speaking on his team’s mission, Mr. Isei explained that
having realized the crucial roles ICAN is playing in the financial sector, it became expedient for EFCC to partner
with ICAN against money laundering in the country.

Responding, the 56th ICAN President, Dame Onome
Adewuyi disclosed that the Institute has always been partnering with government agencies and institutions to contribute its quota to the financial well-being of the country,
adding that EFCC could not be an exemption.
“I agree with you that ICAN must be part of that team to prevent money laundering. It is a good idea and we are support it. For the assignment to be successful, collaboration
must take place. This will enhance the country’s image and
encourage foreign direct investment,” she stated.

He said: “ICAN is a stakeholder, gate keeper and great
player in the financial sector of the economy while EFCC
is a government agency that fights corruption and graft,
hence the need for EFCC to collaborate with ICAN to help
prevent money laundering rather than looking for solutions
after the deed has been done”.
He stressed further that the EFCC leadership has given directive that all stakeholders in the nation’s economy
such as Accountants, Auditors, Lawyers and host of others should be contacted for collaboration to win the war
against money laundering.
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ICAN CHARGES MEMBERS IN ACADEMIA TO RE-LEARN
TO EXPAND THE FRONTIERS OF KNOWLEDGE

ICAN President Dame Onome Joy Adewuyi presenting sovenir to the Vice Chancellor of University of Ilorin,
Professor Sulyman Abdulkareem during ICAN’s Academic Conference held at Unilorin
The 56th President of ICAN, Dame Onome Joy Adewuyi She noted that the conference would provide a platform to
has appealed to members in academics to always learn collectively look at, and constructively critique familiar isand re-learn to expand the frontiers of knowledge in their sues that had been rigorously re-examined and probably
chosen areas of specialization in the accounting profes- explained by other academics and research analysts.
sion.
“The urgency of learning, un-learning and re-learning as
Adewuyi stated this in her welcome speech at the 6th edi- academics becomes more imperative in this highly dytion of the Annual International Academic Conference on namic business and academic environment where today’s
Accounting and Finance of the Institute jointly organized knowledge becomes obsolete tomorrow. Undoubtedly, the
with the University of Ilorin, Kwara State on Tuesday April speed and spate of knowledge creation and expansion
have assumed an alarming dimension in the last few dec20, 2021.
ades,” she concluded.
According to her, “The illiterate of the 21st Century will not
be those who cannot read and write, but those who cannot
learn, un-learn and re-learn. This Conference is an avenue
to learn, un-learn, and re-learn as we all strive as academics and practitioners to expand the frontiers of knowledge
in our chosen areas of specialization in the accounting profession”.
She explained further that the conference would provide
a common platform to share knowledge and ideas on
contemporary topics, build enduring network, explore
new business, academic and research frontiers as well as
establish necessary mentor-mentee relationship through
Ph.D colloquium and workshops.
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ACCOUNTANTS SHOULD FOCUS ON BUILDING A
RESILIENT ECONOMY – ICAN PRESIDENT
Accountants and other financial experts in Nigeria have
been charged to focus on building a resilient economy
that can withstand the hydra-headed challenges facing the
country at the moment and beyond, especially, in the face
of the shocks the global economy had to deal with in the
wake of the COVID-19 pandemic.
The 56th President of the Institute, Dame Onome Adewuyi,
gave this charge in Bonny Island, Rivers State during the
inauguration ceremony of Bonny Kingdom and District
Society of ICAN on Saturday, May 15, 2021.
“Though the challenges are many, this period affords
Chartered Accountants the opportunity to prove their
relevance in building a resilient economy for our country.”
Adewuyi advised.

She urged members of ICAN to continue to entrench the
principles of professionalism, ethical conduct and integrity
in line with the ICAN motto: “Accuracy and Integrity”, asserting that ICAN maintains zero tolerance for any form of
professional misconduct amongst its members. She noted
that this was the basis for the legendary respect society
confers on the profession and the Institute.
“As an Institute of international repute, we have zero tolerance for any form of professional misconduct amongst our
members. This is the tradition that has singled us out and
earned us great respect amongst other professional bodies
in the country.”
While congratulating the Executive and members of the District, she advised them to ensure the sustenance of the enduring legacy of ICAN in their various spheres of influence.

BE ABREAST OF THE NEW NORMAL BROUGHT BY
COVID-19 .
A past President of the Institute, Mallam Isma’ila Zakari has
appealed to the newly inducted members of the Institute to
keep themselves abreast of the new normal brought by the
covid-19 pandemic.
Zakari stated this in his keynote address at the 67th induction ceremony for new members of the Institute in May,
challenging them to embrace the various opportunities in
technological and digital accountancy.
He said, “Digital transformation is not new, but the COVID-19 pandemic has accelerated the timeline and heightened the urgency of embracing digitization to support sustainable organizations and economies.”

Meanwhile, the 56th President of the Institute, Dame Onome Joy Adewuyi, has disclosed that as part of the institute’s contributions to capacity building in the country, arrangements have reached advanced stage in securing the
NUC’s licence for the establishment of the ICAN Universit
y.
“The University would start with postgraduate courses in
the social and management sciences such as accounting,
economics, business administration and finance.”
Adewuyi also charged the new inductees to aspire for both
professional and academic relevance in the market, encouraging them to take advantage of the opportunity offered by
the institute to add to their academic qualifications by enrolling for post graduate studies at the proposed university

ICAN Launches e-learning Platform, Commits to Human
Capital Development
The Institute has expressed its commitment to human capacity development in a fast changing business world.
The 56th ICAN President, Dame Onome Joy Adewuyi
disclosed this on Monday, May 3, 2021 at the launching of
the Institute’s e-learning platform.
She said as a stakeholder in capacity development, the
advent of COVID-19 had accelerated the need to make
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knowledge transfer available in more flexible forms. According to her, the step was to ensure that members and others
who would demand its cutting-edge trainings were given as
much easy access as possible to learning platforms.
She concluded that “The launching of the e-learning platform would not only introduce further flexibility in our trainings but also encourage the expected desire for life-long
learning by professionals”.
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Bond Yield Analysis Including Foreign Bonds
By: Ade OmolehinwaM.Sc, CIIA, FCA

Bond Yield Analysis – Including
Foreign Bonds
An investor who buys a bond receives
a return from that bond in the form of
annual interest (also called coupon)
payments and, if the bond is redeemable, the final redemption payment. The
total effective return is referred to as the
yield. The yield of a redeemable bond
is also known as the yield to maturity
(YTM) or redemption yield. As well as
being the effective return to the investor, the yield on a bond is important in
many other calculations. For example,
the cost of debt, which is used in calculating the weighted average cost of capital, can be derived by adjusting the yield
for tax relief on debt interest. This posttax cost of debt, derived from the yield,
is also used as the discount rate when
evaluating a lease-versus-buy decision.
Irredeemable bonds
Let’s start with the simplest of all yield
calculations.
Consider a company called Tayo, which
has just issued some irredeemable
8%coupon-rate bonds at their par value
of ₦1,000. It is clear that if an investor
were to purchase one of these Tayo
bonds, he would receive a return of 8%
× ₦1,000 = ₦80 every year into perpetuity. So his average annual return as a
percentage of the current value of the
bond (₦1,000) is ₦80 ÷ ₦1,000 = 8%.
In short, for an irredeemable bond, the
percentage yield, = (annual interest received ÷ current bond price) × 100
Owing to factors of supply and demand
in the marketplace, bond prices fluctuate overtime so it could be that, say, one
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year later Tayo’s bonds are trading at
₦950. An investor purchasing a bond
now has to pay ₦950 in order to receive
the interest stream of 8% × ₦1,000 =
₦80 every year into perpetuity. The interest is always calculated by applying the
coupon rate to the bond’s par value, irrespective of its current price. So the yield
in this case is (₦80 ÷₦950) = 8.42%.

current bond price. But the return is no
longer received in perpetuity. In fact, in
four years’ time the investor will also
receive a lump sum of ₦1,200, which
is significantly greater than the original
cost of the bond. If we are to calculate
the yield properly, it is important to incorporate the impact of this premium on
redemption.

It’s notable that bond prices and bond
yields are inversely related – i.e. the
lower the price of a bond, the higher its
yield will be. This is because the actual amount of interest (coupon amount)
stays constant. So, if the bond’s price
falls, the interest represents a higher proportion of the price.

In effect, the investor’s yield is 5% return
each year and then an extra 20% return
in the fourth year. The yield calculation
replaces this cumbersome statement
with a single effective annual percentage
figure, which incorporates both elements
of the return. The yield to maturity (YTM)
of a redeemable bond equals the internal rate of return (IRR) of the bond price,
the annual interest received and the final
redemption amount.

Redeemable bonds
The yield on a redeemable bond – i.e.
one with a specified maturity or redemption date – is a more complex calculation,
because the redemption amount and the
remaining time before maturity will also
influence the yield. To see why, consider
the following example.
Assume that Tayo is about to issue more
₦1,000 bonds at par, this time with coupon rate of 5% and a redemption amount
of ₦1,200 after four years. An investor
buying one of these bonds for ₦1,000
will be entitled to ₦50 in interest each
year and then ₦1,200 in four years’
time. Using the logic from our previous
calculations for irredeemable bonds – i.e.
bonds with an indefinite life – it would be
easy to assume that the yield on these
new bonds is 5%. After all, an investor
buying a bond for ₦1,000 on issue will
receive interest of 5% × ₦1,000 = ₦50
each year, making a return of 5% of the

Using the figures from Tayo example, we
need to calculate the IRR of:
• Year 0: current bond price paid:
(₦1,000)
• Years 1 – 4: annual interest received:
₦50
• Year 4: redemption amount received:
₦1,200
The yield can now be calculated by discounting these amounts at any two discount rates and using interpolation as
detailed in Table 1 below
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As with irredeemable bonds, the price of
redeemable bonds’ can fluctuate over
time. So, if one year later these Tayo bonds
were priced at ₦900 in the market, the YTM
of the bonds can be re-computed by interpolation, using Table 2:

Again we can see the inverse relationship
between yield and bond price: because
the bond price has fallen, the yield has increased.
Irredeemable foreign currency bonds
Yield calculations become more complicated when foreign currency loans are
involved.
Let’s now assume that Tayo is able to raise
some F$1,000 irredeemable bonds at par
in a foreign country with currency F$. The
bonds carry annual interest of 8%. If the
exchange rate between naira and F$is
expected to stay constant, the yield calculation is the same as it was before,but a
problem arises when the rate is expected
to change. For example, if F$ is expected
to strengthen by 21/2% a year against naira, paying the interest in F$ each year will
in effect cost Tayo 21/2% more annually, on
top of the 8% coupon rate payable. So the
yield on its irredeemable F$ bonds would
be
(1.08 × 1.025) – 1 = 10.7% a year.
Note: If the yield on a foreign asset (or liability) is y% and the foreign currency appreciates against naira by x% during the
investment period, then the equivalent naira return is (1 + y)(1 + x) – 1. Note further
that in the formula, y can be negative (if the
yield is a loss) and x can also be negative
(if the foreign currency depreciates against
naira).
Redeemable foreign currency bonds
Finally, let’s calculate the YTM if Tayo issues some F$1,000 8% coupon bonds at
par, redeemable in four years at F$1,200.
Assume that F$ is expected to strengthen
by a 21/2% a year against naira and that
the current (spot) exchange rate is ₦1 =
F$1.50. We know that the YTM is the IRR of
the current market value, the interest payments and the redemption amount.
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The complication in this case is that the
cash flows will first need to be converted
into Tayo’s home currency, naira, using exchange rates that are different each year
(see the appendix on how the exchange
rates for each of the years are derived).
Table 3 shows the calculations of the YTM.

that you convert the cash flows back into
the firm’s home currency, using the forecast exchange rates, before calculating IRR.
Appendix on exchange rate calculation

The spot exchange rate is given as ₦1 =
F$1.5
This is an indirect quote to naira i.e. F$/₦ =
1.50
We are told that F$ is expected to strengthen
by 2.5% a year against naira.
If you are not strong in the manipulation of exchange rate, my advice is that the exchange
rate should be converted to direct quote for
naira i.e.
F$1 = ₦1/1.50 = ₦0.6667.
It is this figure (i.e. ₦0.6667) that increases by
Conclusion
2.50% per year (and not 1.5!).
I hope you now understand that the The relevant exchange rates over the boryield is not the same as the cou- rowing period are:
pon rate on the bond. In fact, sever0			
0.6667
al other factors also affect the yield. Year
1
0.6667(1.025)
=
0.6833
They are as follows:
2
0.6667(1.025)2
=
0.7004
• The current market value of the bond.
3
0.6667(1.025)3
=
0.7119
• The capital payment on maturity
4
0.6667(1.025)4
=
0.7359
• The coupon rate
• The time to maturity, or whether the bond
is irredeemable
• Whether the bond is denominated in the
company’ domestic currency or whether in
a foreign currency.
The crucial move before calculating a yield
is to identify first whether the bond is irredeemable or redeemable and then whether
it is denominated in the home currency of the
company concerned or a foreign currency.
For an irredeemable bond – i.e. one with
no maturity date – the percentage yield
can be calculated quickly as (annual interest ÷ bond price) × 100. If the bond is
denominated in a foreign currency, you
need to adjust this formula by taking into
account the expected annual strengthening or weakening of that currency
against the company’s domestic currency.
For a redeemable bond – i.e. one with
a given maturity date – the yield is found
by calculating the IRR of the current bond
price, the annual interest payments and
the redemption payment. If the bond is denominated in a foreign currency, make sure
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THE EXAMINER
Our goal is to ensure success in ICAN exams. We have, therefore, provided solutions to some past questions to guide candidates in
future exams. Although these suggested solutions have been published under the Institute’s name, they do not represent the views
of the Council of the Institute. ICAN will, therefore, not enter into any correspondence about them.
NOVEMBER 2020 DIET SKILLS LEVEL EXAMINATIONS
SECTION A: COMPULSORY QUESTION (40 MARKS)
INSTRUCTION: ANSWER FOUR OUT OF SIX QUESTIONS IN
THIS PAPER
Statement of financial position as at December 31, 2018
a. The financial statements of Orobo, Lepa and Opeke as at
December 31, 2018 are as follows:

(iv) Lepa Limited manufactures components used by both Orobo
Plc and Opeke Limited. Transfers were made by Lepa Limited
at cost plus 25%. Orobo Plc held N2.5million inventory of these
components at December 31, 2018. In the same period Orobo plc
sold goods to Opeke Limited of which Opeke Limited had N2million in inventory as at December 31, 2018. Orobo plc had marked
these goods up by 25%.
(v) The goodwill of Lepa Limited is impaired and should be fully
written off. An impairment loss of N2.3million is to be recognised
on the investment in Opeke Limited.
(vi) Non-controlling interest is valued at full fair value, Lepa Limited shares were trading at N1.60 just prior to the acquisition by
Orobo Plc.
Required:
a. Prepare the consolidated statement of financial position of Orobo group for the year ended December 31, 2018. (25 Marks)
b. Ikoko Plc started business 3 years ago following a research
breakthrough that motivated large scale customers to order the
company‟s new product.
Extracts from the financial statements recently published are as
follows:

Additional information:
(i) Orobo Plc acquired 15million ordinary shares in Lepa Limited
in January 2013 for N25million when the retained earnings of Lepa
Limited were N5million.
(ii) At the date of acquisition of Lepa Limited, the fair value of its
freehold property was considered to be N10million greater than its
value in Lepa Limited‟s statement of financial position. Lepa Limited
had acquired the property in January 2013 and the building element (comprising of 50% of the total value) is depreciated on cost
over 40 years.
(iii) Orobo Plc acquired 5.625million ordinary shares in Opeke
Limited on January 1, 2017 for N12.5million when the retained
earnings of Opeke Limited were N3.75 million.
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Required:
i. Discuss THREE signs which show that Ikoko Plc is suffering from
overtrading during the year ended December 31, 2014 from the
published financial statements. (5 marks)
ii. Identify any FIVE possible causes of the problem from the
published financial statements. (5 marks)
iii. Recommend any FIVE possible solutions to the problem.
(5 marks)
(Total 40 Marks)
SECTION B: YOU ARE REQUIRED TO ANSWER ANY THREE
OUT OF FIVE QUESTIONS IN THIS SECTION (60 MARKS)
QUESTION 2
Non-accounting professionals usually wonder why an entity‟s
general purpose financial reporting should be regulated without
allowing users to be free from choice of presentations.
In order to give clarity on this subject to the non-accounting
professionals in your workplace,

(3) The company income tax rate is 30% in each year.
(4) On August 31, 2019; additional shares of 50,000,000 were
issued at N1.25 kobo. The par value of ETC Limited share is
N1.00 per share. This was inadvertently omitted in the record
of ETC Limited.
You are required to prepare:
i. Revised Comparative Income Statements after necessary adjustments for the years ended August 31, 2018 and 2019.
(3 Marks)
ii. Adjusted Statement of Changes in Equity as at August 31, 2019
(5 Marks)
iii. The journal entries to correct the errors in (2) and (4) above
(2 Marks)
(Total 20 Marks)

You are required to:

QUESTION 3
a. IAS 10 on events after reporting period has two main objeca. Explain FOUR reasons why financial reporting should be regulattives:
ed in Nigeria. (4 Marks)
b. Identify and explain TWO sources of accounting regulations in
Nigeria. (3 Marks)
c. Highlight THREE objectives of the International Accounting
Standard Boards (IASB). (3 Marks)
d. Eko Transport Company (ETC) limited is preparing its financial
statements for publication for the year ended August 31, 2019. The
draft statement of changes in equity is presented as follows:

• To specify when a company should adjust its financial statements for events that occur after the end of the reporting period;
and
• To specify the disclosure that should be given about events that
have occurred after the end of the operating period but before the
financial statements were authorised for issue.
Required:
Discuss the following key concepts under IAS 10: i. Event after
reporting period
ii. Adjusting events
iii. Non-adjusting events
(6 Marks)

Additional information:
(1) On January 10, 2020, ETC Limited discovered that inventory
was overstated by N105,000,000 as at August 31, 2019 and by
N90,000,000 as at August 31, 2018.
(2) There was transposition error in reporting dividend payments in
the statement of changes in equity, the correct figure as at August
31, 2019 was N105,000,000.
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b. The following events took place in Chakachaka Company Nig.
Limited:
(i) Shortly after the financial year ended on June 30, 2018 but before the financial statements were authorised for issue, Chakachaka Nigeria Limited‟s inventory was destroyed by a fire outbreak
which resulted in a loss of N200 million.
(ii) The company‟s financial year that ended June 30, 2018 shows an
amount of N60million that is due from one of its debtors, Mr. Onigbese.
Chakachaka Nigeria Limited provided for impairment at June 30, 2018
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of N15million against the gross value of N60million due from Mr. (i) A gain of N20,000 made on the revaluation of old freehold
Onigbese. On July 31, 2018 before the financial statements were au- property during the year is yet to be accounted for.
thorised for issue, Mr. Onigbese was declared bankrupt and unable
to pay the debt.
(ii) Inventories at December 31, 2019 were:
N
(iii) Chakachaka Nigeria Limited was sued on June 30, 2018 but Raw materials
168,900
the judgment was only handed down on July 21, 2018. The Finished goods
413,025
Company was found liable for damages and cost amounting to Work-in-progress
56,700
N31million were awarded against it. On July 22, 2018, Chakachaka
Nigeria Limited filed a claim with its insurers and on July 29, 2018, it (iii) Legal and professional expenses include solicitor‟s fees for
was notified that the insurer would only cover N26 million of the loss. purchase of new freehold land during the year of N7,500.

Required:
Prepare a brief memorandum advising the directors of Chakachaka
Nigeria Limited. on the accounting treatment and/or disclosure
required as a result of the events in (i) to (iii) after the reporting date.
(14 Marks)
(Total 20 Marks)

(iv) Provision is to be made for full year‟s interest on the loan
notes.
(v) The leasehold land and buildings are held on 50 years lease,
with 40 years unexpired life left as at the end of December 31,
2018.
(vi) Depreciation for the year is to be charged as follows:

- Plant and equipment 8% on cost – charged to production
- Furniture and fittings 10% on cost – charged to administration
Gbenga Nigeria Plc trial balance as at December 31, 2019 is shown - Motor vehicles 20% on carrying amount – charged -25% to
below:
administration
and 75% to selling and distribution.
QUESTION 4

(vii) Income tax on the profit for the year is estimated at N68,900
and is due for payment on February 28, 2020.

Required:
Prepare the statement of profit or loss and other comprehensive
income for the year ended December 31, 2019.
SOLUTION 1
(a) OROBO GROUP PLC
Consolidated statement of financial position as at December 31,
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(b i) To fully identify the financial problems Ikoko Plc suffered, there
is the need to match revenue with production cycles on the one
hand and assess the cash on the other hand.
• There was an increase in revenue base from N20m to N360m in
2014, there was a revenue growth of N340m. This is a clear case of
a large volume of business which requires large working capital to
be able to meet orders which the company did not have.
• Ikoko Plc‟s working capital deteriorated deeply from N20m
positive (N95m – N75m) in 2013 to N20m negative (N270m –
N290m) in 2014, which is a symptom of inefficient working capital
management.
• There was interest expense of N10m in 2014 as against zero
expense in 2013 as a result of heavy borrowing. This impacted
negatively on the company‟s net profit.
• The company has a positive bank balance of N30m in 2013 and
has overdraft of N50m in 2014 which is an indication of illiquidity in
the company‟s cash position.
• The company had delay in meeting obligations to suppliers and
vendors as trade payables increased from N60m to N190m. Also
the current tax liability increased from N15m to N50m.
(ii) Possible causes of over-trading
• Fall in liquidity ratios (current and acid test ratios)
• Rapid increase in revenue.
• Sharp increase in sales to non-current assets ratio.
• Increase in inventory in relation to revenue.
• Increase in the accounts payable period.
• Increase in short-term borrowing and/or a decline in cash
balance.
• Increase in gearing.
• Decrease in the profit margin.
• Decline in current and acid test ratios.
• Increase in receivables in the current year relative to the
preceding year.
• High incidence of taxation.
(iii) Possible remedies of over-trading
• Speed up collection from customers.
• Slow down payment to suppliers.
• Maintain lower inventory levels.
• Increase the capital through equity.
• Increase cash sales.
• Rectify mismatch between non-current and current assets.
• Increase bank funding.
• Reduce business funding.
• Raise long-term debt capital.
• Speed up work-in-progress into finished goods and sell to reduce
the working capital needed.
• Acquire non current assets by lease or hire purchase
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Marking Guide
Consolidated statement of financial position:
Title of financial statement
Determination and presentation of
non current assets
Determinations of goodwill on consolidation
Calculation of investment in associates
Determination and presentation of current assets
Determination of equity
Calculation of non-controlling interest
Determination of non-current liabilities
Determination of current liabilities
Workings for group structure and URP
and fair value adjustments
(bi) Signs of overtrading:
Points on revenue expansion
Points on weak working capital
Any other point on overtrading
(bii) Possible cause of overtrading
Any five possible causes
(biii) Any five remedies
Total

Marks

Marks

3⁄4
33⁄4
23⁄4
21⁄2
31⁄2
53⁄4
11⁄2
3⁄4
11⁄2

Accounting standards are authoritative statements of how particular issues are reflected or reported in the financial statements, e.g.
IFRS in Nigeria Company law The company law varies from one
country to another. It typically sets out rules for determining profits
available for distribution, issuing and redeeming share capital, the
reserves that an entity must have and use to which they can be put.
Listing rules for listed companies Listing rules set out the information
which entities must supply when their shares are traded on a major
stock market. They must comply with these rules to maintain their listing.
(c) Objectives of IASB is to:

21⁄2

25

2
2
1

5

5
5

(b) Accounting standards

• Develop, in the public interest, a set of high-quality global
financial standards;
• Promote the use and application of those standards;
• Take account of the special needs of small and medium size
entities and emerging economies; and
• Promote and facilitate the adoption of IFRS through convergence
of national and international accounting standards. (d) (i) Revised
comparative income statements

5
5
40

Examiner’s Report
The question tests candidates‟ knowledge of preparation of
consolidated statement of financial position in part (a) while part
(b) is on interpretation of financial statement with particular emphasis on over trading including possible causes and solutions to the
problems
All the candidates attempted the question and their performance
was average.The commonest pitfalls were the inability of the candidates to properly account for investments in associates and correctly
calculate the fair value adjustments. Also, most candidates could be
justify why Ikoko Plc Company was suffering from over trading using
the information provided in the company‟s financial statement.
Candidates are advised to pay more attention to group accounts,
as well as, interpretation of financial statements as these are important sections of syllabus at the skills level of the Institute‟s examination
SOLUTION 2
(a) (i) The needs for regulatory framework:
• Regulations ensure that external users of financial statements are
provided with information relevant for their decision making.
• They ensure that users get reliable information.
• Regulations ensure that entities adopt similar accounting
treatments of similar items and account for similar transactions in
the same way.
• They enable comparison of financial statements of different
entities and comparison of entity‟s performance of current year
with those of previous years.
• Without regulations, management could deliberately engage
accounting methods to prepare financial statements to mislead
users.
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statement to reflect non-adjusting event after the reporting date. In
this case, there was no condition existing at the reporting date, so no
adjustment should be made.
- Disclosure should be made in note form in the financial statement
for significant non-adjusting event after reporting date.
- If a non-adjusting event means the going concern concept no long
applies to the entity, then the event should be treated as an adjusting
event i.e. the financial statement should not be prepared on going
concern basis.
(b) To: Directors of Chakachaka Nig. Ltd.
From: Consultants
Subjects: Event after reporting period
The following accounting treatments and disclosures are recommended for the events highlighted:
(i) Inventory destroyed by fire outbreak
- This event is a „non-adjusting event‟ as it is indicative of a
condition (fire) that arose after the end of the reporting period.

Examiner’s Report

- As this is a non-adjusting event, no adjustment will be made to the
amount recognised in the financial statement of your company for the
year ended June 30, 2018.

The question tests candidates‟ knowledge of regulatory framework - However, if the loss of N200million is consequential enough that its
on financial reporting as well as preparation of statement of changes non-disclosure would influence the economic decision of the users
in equity which, reflects prior year adjustments.
of the financial statements, disclosure of the nature of the event, the
estimate of its financial effects or a statement if such an estimate
Majority of the candidates attempted the question and their perfor- cannot be made would be required.
mance was above average.
Some candidates could not correctly explain the sources of accounting regulations in Nigeria while others could not correctly reflect the
effects of prior year adjustments, in a statement of changes in equity,
and which led to loss of valuable marks.
Candidates are advised to pay more attention to all the sections of
the syllabus for better performance in future examinations of the Institute.
SOLUTION 3
(a)
(i) Events after reporting period: These are events favourable or
unfavourable which occur between the end of the reporting date and
the date the financial statements are authorised for issue.
(ii) Adjusting event:
An adjusting event is an event which provides further evidence of
a condition existing at the reporting date. An entity shall adjust the
amounts recognised in its financial statements for the period just
ended to reflect adjusting event after the reporting period.
(iii) Non –adjusting event
- An entity shall not adjust the amount recognised in its financial
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(ii) Bankrupt Debtor – Mr. Onigbese
This is an adjusting event and Chakachaka Nig. Ltd. should impair
the
amount receivable (N60 million) from Mr. Onigbese as at June 30,
2018.
His bankruptcy after the end of the reporting period provides evidence of the fact that the amount receivable from the debtor was
impaired at the end of the reporting period.
(iii) Judgement debt
- This is an „Adjusting event‟ – This is because the liability existed at
the reporting date, but confirmation of the amount was only received
on July 21, 2018.
- The financial statement should be adjusted to reflect the information
received subsequently. Accordingly, provisions should be made for
the entire amount of the judgement debt.
- The filing of the insurance claim only took place following the reporting date; hence no account should be taken of this at June 30, 2018.
As confirmation of the success of the claim was received prior to the
signing off date this should be disclosed in the notes to the financial
statements of Chakachaka Nig. Ltd.
Conclusion
You should not hesitate to contact me if you need further explanation.
Thank you.
Consultant
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Examiner’s Report
The question tests candidates‟ knowledge of IAS 10 – Events After
Reporting Period, and the application of the provisions of the standard to practical situations.
Most of the candidates attempted the question and their performance was below average.
Majority of the candidates could not correctly define some of the
basic terminologies in the standard, while others were unable to
apply the provisions of the standards to the practical situations.
Candidates are advised to pay more attention to all relevant international accounting standards at this level of the Institute‟s examination for better performance in future.
Examiner’s Report
The question tests candidates‟ knowledge of preparation of statement of profit or loss and other comprehensive income.
Majority of the candidates attempted the question and their performance was good.
The commonest pitfall was that some candidates recognised
revaluation surplus in the statement of profit or loss, instead of other
comprehensive income.
Candidates are advised to pay attention to all sections of the syllabus for improved performance in future.
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