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Financial Account ing and Financial Statement  Analysis ( 1  –  1 8 )   

 
1. Red Co acquired 80%  of Blue Co’s 40,000 N1 ordinary share capital on 1 January 

2012 for a considerat ion of N3.50 cash per share. The fair  value of the non-

cont rolling interest  was N50,000 and the fair  value of the net  assets acquired was 
N145,000.  

 

What  should be recorded as goodwill on acquisit ion of Blue Co in the consolidated 
financial statem ents?   

A. N17,000  

B. N45,000  
C. N46,000  

D. N112,000  
 

2. Consider the following working capital inform at ion for Full House Limited:  
 

Year                                           2012              2013 

      N    N 
Accounts Receivable                       0               100 

I nventory                                    100             100 

Accounts Payable                           0                   50 
 

What  was the effect  on free cash flow for the firm  in 2013? 
A. I ncrease of N100 

B. I ncrease of N150 

C. Decrease of N50 
D. Decrease of N100 

 

3. Company A and Com pany B have the sam e total assets, return on assets (ROA) , 
and profit  m argin. However, Com pany A has a higher debt  rat io and interest  

expense than Company B.  
 

Which of the following statements is m ost  correct? 

A. Company A has a higher ROE ( return on equity)  than Com pany B. 
B. Company A has a higher total assets turnover than Com pany B. 

C. Company A has a higher operat ing income (EBIT)  than Com pany B. 
D. (A) and (C)  above. 
 

 
4. On Decem ber 30, Devlin Lim ited sold goods to Jensen Limited for N10,000,000 

under an arrangem ent in which (1) Jensen has an unlim ited r ight  of return and 
(2)  Jensen's obligat ion to pay Devlin is cont ingent  upon Jensen's reselling the 

goods. Past  experience has shown that  Jensen ordinarily resells 60%  of goods 

and returns the other 40% .  
 

What  am ount should Devlin include in sales revenue for this t ransact ion on it s 

Decem ber 31 incom e statem ent? 
A. N0 

B. N10,000,000 
C. N6,000,000 

D. N4,000,000 

 
 

 

SECTION A: MULTI CHOICE QUESTIONS 



5. The sum m arized Income statem ent of EPS Plc for the year ended 2013 is as 

follows:  
 

        N’000     N’000 
 Profit  before taxat ion       10,000 

 Taxat ion ( including deferred adjustment )      4,000 

               6,000 
 Preference dividend       500  

 Ordinary dividend       1,000     1,500 
               4,500 
 

The num ber of ordinary shares in issue is 2 million. What  is the basic earnings per 
share of EPS Plc? 

A. 2.75K per share. 
B. 4.75K per share. 

C. 2.25K per share. 

D. 4.00K per share. 
 

6. A m anufactur ing com pany has lingering profit  margin issues. As the financial 

accountant , you advised the m anagem ent to adopt  break even analysis to resolve 
the problem . The product ion m anager provided the following data:  Total fixed 

cost  of N45 million, Selling pr ice N12,000, Variable cost  of N3,000 and target  

profit  m argin of N18 million.  
 

At  what  quant it y will the com pany achieved the set  profit  for the period? 
A. 5,000 unit s. 

B. 3,000 unit s. 

C. 3,750 unit s. 
D. 7,000 unit s. 

 

7. Which of the following act ions can a firm  take to increase its current  rat io? 
A. I ssue short - term debt  and use the proceeds to buy back long-term  debt  with 

a m aturity of m ore than one year. 
B. Reduce the com pany’s days sales outstanding to the indust ry average and 

use the result ing cash savings to purchase plant  and equipment . 

C. Use cash to purchase addit ional inventory. 
D. None of the statem ents above is correct . 

 

8. Zebra Limited spent  N12,000,000 during the current  year developing it s new 
software package. Of this am ount , N4,000,000 was spent  before it  was at  the 

applicat ion developm ent stage and the package was only to be used internally. 

The package was com pleted during the year and is expected to have a four year 
useful life. Zebra has a policy of taking a full-year 's am ort izat ion in the first  year. 

After the developm ent  stage, N50,000 was spent  on t raining em ployees to use 
the program .  
 

What  am ount should Zebra Limited report  as an expense for the current  year? 
A. N1,600,000 

B. N6,050,000 

C. N2,000,000 
D. N6,012,500 

 
9. A high payout  rat io indicates __________ 

A. A firm is invest ing heavily in plant  and equipm ent .  

B. A firm has high current  obligat ions. 
C. The firm  is probably in the m ature phase of it s life cycle and does not  have 

m any growth opportunit ies available.  

D. The firm  is probably in Stage I I  of it s life cycle.  



 

 
Use the inform at ion below  to answ er questions 1 0  and 1 1 : 

 

The cash generat ing departm ent of Flour Mills Plc has a carrying value of N1,400,000 

which includes N300,000 of allocated goodwill. The recoverable am ount of the 

departm ent  is determined to be N1,300,000, and the est im ated fair  value of it s 
ident ifiable net  assets is N1,200,000.  

 

10. What  is the im pairm ent  loss to be reported in the incom e statem ent? 

A. N400,000 

B. N100,000 
C. N800,000 

D. N600,000 

 
11. What  is the revised goodwill allocated to the cash generat ing departm ent? 

A. N700,000 
B. N500,000 

C. N300,000 

D. N200,000 
 

12. ABC Ltd had sales of N10 m illion, Operat ing Incom e of N3 million;  After tax 

incom e of N1 m illion;  assets of N8 million;  Stockholders' equity of N5 million;  and 
a total debt  of N3 million.  
 

I f we m easure ABC’s financial gearing we would m ost  likely use which of the 

following rat ios? 

A. Debt  to equit y (60% )  and Debt  to Sales (30% )   
B. Debt  to equit y (60% )  and equity to assets (62.5% )   

C. Debt  to equit y (60% )  and debt  to assets (37.5% )   

D. Equity to assets (62.5% )  and after tax incom e to debt  (33.3% )   
 

13. Reliance Lim ited Company has a new m anagement team  that  has developed an 
operat ing plan to im prove upon last  year 's ROE.  The new plan would place the 

debt  rat io at  55 percent  which will result  in interest  charges of N7,000 per year. 

EBI T is projected to be N25,000 on sales of N270,000, and it  expects to have a 
total assets turnover rat io of 3.0. The average tax rate will be 40 percent .   
 

What  does Reliance Lim ited Com pany expect  return on equit y to be following the 

changes? 

A. 17.65%  
B. 26.67%  

C. 44.44%  

D. 51.25%  
 

14. Purple Co acquired 70%  of the vot ing share capital of Silver Co on 1 October 

2012. The following extracts are from  the individual incom e statem ents of the two 
com panies for the year ended 30 Septem ber 2013:   
  

                                Purple Co         Silver Co 

                                     N                     N  
Revenue              79,300              29,900  

Cost  of sales        (54,990)            (17,940)  

Gross Profit           24,310              11,960  
  

Purple Co had m ade sales to Silver Co during the year of N5,000. Purple Co had 

or iginally purchased the goods at  a cost  of N4,000. Half of these item s rem ained 
in inventory at  the year end.  
  



What  should be the consolidated revenue for the year ended 30 Septem ber 2013?   

A. N104,700  
B. N95,230  

C. N108,700  

D. N104,200  
 

15. I f a com pany's share price falls, then its P/ E rat io _____________ and dividend 
yield __________  

A. Decreases;  No effect . 

B. Decreases;  Decreases. 
C. Decreases;  Increases. 

D. I ncreases;  Decreases. 

 
16. __________ is a lease that  t ransfers substant ially all the r isks and rewards 

incidental to ownership of an asset . The t it le m ay or m ay not  eventually be 

t ransferred. 
A. Prim ary lease.  

B. Operat ing lease.  
C. Lease finance.  

D. Transfer lease. 

 
17. A ___________ is a dist inguishable com ponent  of an ent it y that  is engaged in 

providing an individual product  or service or a group of related products or 

services and that  is subject  to risk and returns that  are different  from  those of 
other business segm ents. 

A. Com ponent  account ing. 

B. Departmental segm ent . 
C. Business segm ent . 

D. Geographical segm ent . 

 
18. Which of the following is not  a determinant  of fair  value in line with I FRS 13? 

A. Quoted price in an act ive m arket . 
B. I nputs other than the quoted price. 

C. Unobserved inputs for the asset . 

D. A proport ion of the histor ical cost . 
 

 

 
Econom ics and Financial Markets ( 1 9  –  3 1 )  

 

19. The m arginal rate of subst itut ion _____________ 
A. May r ise or fall, depending on the slope of the budget  line. 

B. Falls as you m ove downward along an indifference curve. 
C. Rises as you m ove downward along an indifference curve. 

D. Rem ains the sam e along a budget  line. 

 
20. I f t he CBN reduces the m oney supply, a float ing exchange rate will help in 

reducing inflat ion because _____________ 

A. As the m oney supply is decreased, the interest  rate will increase, and the 
pr ice of both Nigerian exports and Nigerian im ports will r ise. 

B. As the m oney supply is decreased, the interest  rate will increase, and the 

pr ice of Nigerian exports will rise and the pr ice of Nigerian im ports will fall. 
C. As the m oney supply is decreased, the interest  rate will increase, and the 

pr ice of Nigerian exports will fall and the price of Nigerian im ports will rise. 
D. As the m oney supply is decreased, the interest  rate will increase, and the 

pr ice of Nigerian exports and Nigerian im ports will fall. 

 



21. The private ownership of property resources and use of the m arket  system to 

direct  and coordinate econom ic act iv it y is characterist ic of ______________ 
A. Pure capitalism . 

B. The com m and econom y. 

C. Market  socialism . 
D. The t radit ional economy. 

 
22. A rightward shift  in the aggregate supply curve should result  in ___________  

A. I nflat ion and a higher unem ploym ent rate.    

B. I nflat ion and a lower unem ploym ent  rate.    
C. Deflat ion and a higher unem ploym ent rate. 

D. Deflat ion and a lower unem ploym ent  rate.  

 
23. The reason for the law of dem and can best  be explained in term s of 

____________ 

A. Supply.  
B. Com plementary goods. 

C. The rat ioning funct ion of prices. 
D. Diminishing m arginal ut ilit y. 

  

24. Cyclical unem ploym ent is the ____________  
A. Port ion of unem ploym ent  that  is due to changes in the st ructure of the 

econom y that  result  in a significant  loss of jobs in certain indust r ies. 

B. Unem ploym ent that  results when people become discouraged about  their 
chances of finding a job so they stop looking for work. 

C. Port ion of unem ploym ent  that  is due to seasonal factors. 

D. Unem ploym ent that  occurs during recessions and depressions. 
 

25. You recent ly read an art icle about  "Global Depression."  The count ries that  

experienced the depression would m ost  likely have____________  
A. Experienced GDP growth, but  at  a rate below the long- term  t rend.  

B. Experienced higher em ploym ent  levels than previously recorded.  
C. Suffered substant ial losses of output  and em ploym ent .  

D. Experienced high unem ploym ent but  an increase in output .  

 
26. You are studying the different  short - term  growth rates across count r ies. Short -

term growth involves _____________  

A. An increase in aggregate supply.  
B. An increase in aggregate dem and.  

C. A rightward shift  of the product ion-possibilit ies curve.  

D. Expansionary supply-side policy.  
 

27. The peak of a business cycle is typically accom panied by____________ 
A. The highest  unem ploym ent rate over the cycle.  

B. The highest  rate of increase in the pr ice level over the cycle.  

C. The lowest  output  of goods and services over the cycle.  
D. All of the above.  

 

28. External shocks include which of the following? 
A. Wars, natural disasters, t rade disrupt ions.  

B. Tax policy, government  spending, availabilit y of m oney, and regulat ion.  

C. Populat ion growth, spending behavior, invent ion, and innovat ion.  
D. I nternal m arket  forces, policy levers.  

 
 

 



29. I n the equat ion C =  a +  bY, which describes the aggregate consum pt ion funct ion, 

'a' stands for ___________ 
A. The am ount  of consum pt ion when incom e is zero. 

B. The m arginal propensit y to consum e. 

C. The am ount  of consum pt ion when incom e is m aximum . 
D. The average consum pt ion level. 

 
30. An increase in endowm ents of capital will ____________ 

A. Shift  labor supply to the r ight .  

B. Shift  labor supply to the left .  
C. Shift  labor dem and to the right .  

D. Shift  labor dem and to the left .  

 
31. "The drop in sales provided a boost  to the credit  m arket  where m any analysts 

believe a slowing econom y would relieve upward pressure on interest  rates". A 

slowing econom y leads to lower interest  rates because _____________ 
A. Lower incom e m eans a lower dem and for m oney. 

B. The fed m ay lower rates to st im ulate the econom y. 
C. I nflat ionary pressures are lower, dropping inflat ion expectat ions.     

D. All of the above. 
 

 

 
  

Quant itat ive Analysis and Stat ist ics ( 3 2  –  40 )  

 
32. The index of prices in 2010 was com puted to be 100.1 per cent  while that  of 2013 

is 140.2 percent . I f t he salary of a worker in 2010 and 2013 is N300,000 and 

N400,000 respect ively, what  is the respect ive Real I ncom e of the worker ( to the 
nearest  Naira)? 

A. N330,100, N560,000 

B. N299,700, N285,307 
C. N300,300, N440,000 

D. N290,000, N330,000 
 

33. Let 's suppose we are predict ing score on a t raining post test  from num ber of years  

of educat ion and the score on an apt itude test  given before t raining. Here is the 
regression equat ion Y =  25 +  0.5X

1 
+ 10X

2
, where X

1 
=  years of educat ion and X

2 

=  apt itude test  score.  
 

What  is the predicted score for som eone with 10 years of educat ion and an 
apt itude test  score of 5?  

A. 25  
B. 50  

C. 35  

D. 80 
 

34. A sam ple is taken by random ly select ing a nam e from  a list  and thereafter 

select ing every 100th nam e. What  is such a sample called? 
A. Quota sam ple. 

B. System at ic sam ple. 

C. Sim ple random  sam ple. 
D. St rat if ied sam ple. 

 
 



35. A sales representat ive calls on three unrelated custom ers. There is an 80 per cent  

chance of m aking a sale at  any one of them . The probabilit y of m aking exact ly 
two sales is ___________ 

A. 0.128 

B. 0.64 
C. 1.92 

D. 0.384 
 

36. I f t he rank correlat ion coefficient  between variables X and Y is 0.85, which of the 

following com ments is/ are correct? 
A. Values of Y increase as values of X increase. 

B. Y decreases by 0.15 for every increase of 1 in X. 

C. Y increases by 0.85 for every increase of 1 in X. 
D. An increase in X causes corresponding increase in Y. 

  

37. A project  m ay result  in the following profit s with the probabilit ies stated below:  
 

Profit                             Probability 
N50,000                             0.2 

N22,000                             0.5 

(N10,000)                      0.3 
 

What  is the expected profit? 
A. N18,000 

B. N21,000 

C. N62,000 
D. N7,000 

 

38. Given the following projects:  
 

Project  P (N)  Q(N)  R (N)  S (N) T(N)  

I nvestm ent 600 750 900 950 990 

NPV 770 840 1,100 880 990 

 
 

What  is the correct  ranking of the projects using the profitabilit y index? 

A. Q, R, P, S, T. 
B. R, T, S, Q, R. 

C. P, Q, R, T, S. 

D. P, R, Q, T, S. 
 

39. You have just  assessed a project , involving an im m ediate cash out flow followed 

by a series of cash inflows over the next  seven years, by deducing the NPV and 
the I RR. 

You have now discovered that  you have underest im ated the discount  rate.  
 

Correct ing the underest im at ion will have which of the following effects relat ive to 

your original deduct ions? 
  NPV        I RR 

A. Reduce   No change. 
B. No change No change. 

C. I ncrease   Reduce. 

D. I ncrease  I ncrease.  
 

 

 



40. Given two m atr ices:  

 
  X =     2 -7 and  y =   3 4 

    1 -6    -1 5 

    
 

What  is the determinant  of X+  Y? 
A. -8 

B. 5 

C. -5 
D. 8 

 

 
Total =  4 0  m arks 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

Quest ion 2  -  Financial Account ing and Financial Statem ent  Analysis 

 
Briefly explain the im pact  of gearing on a com pany’s return on equit y (ROE) .        

(3 m arks)  

 

 

 

 

Quest ion 3  -  Econom ics and Financial Markets 

 
What  do you understand by “ Inflat ion I llusion”?          (3 m arks) 

 

 

 

 

Quest ion 4  -  Quant itat ive Analysis and Statist ics 
 

You have been given an offer by an Insurance Com pany to purchase an annuit y 

product  which guarantees you the receipt  of N500,000 annually forever. 
 

I f your required rate of return is 10%  p.a., what  is the m aximum am ount  you would 
pay for this product , and why?                     (4 m arks)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

SECTION B: SHORT ANSWER QUESTIONS 



 

 

 

 

 

 

Quest ion 5  -  Financial Account ing and Financial Statem ent  Analysis 

 
5(a) You have the following inform at ion about  Com pany A for the year 2013:  

 

Sales                                           5,000,000 

Purchases                                    2,800,000 

Depreciat ion                                    200,000 

Other expenses                                600,000 

Opening inventory                            400,000 

Closing inventory                              350,000 

I ncom e tax rate                                     30%  

All sales and expenses were paid during year 2013. What are the com pany’s PAT 

and Cash flow from  operat ing act ivit ies?      
(5 m arks)  

 

 

 

5(b)  You later got  inform at ion about  the following addit ional t ransact ions/ issues that  

took place during the year 2013 in com pany A.    

 

I .   Som e item s of non-current  asset  were im paired to the tune of N200,000 

during the year, but  this has not  been reflected in the accounts. 
 

I I . Closing inventory should have been N700,000 instead of N350,000 

recorded in the books. 
 

I I I . Com pany A has a pending lit igat ion with one of it s custom ers. The 

com pany’s legal advisers have advised that  it  is possible that  the 

com pany will be liable to pay the sum of N300, 000 to the custom er. 
 

I V. Bad debt  of N500,000 previously writ ten off was recovered. 
 

V. A 1- for-2 right  issue was m ade during the year to exist ing shareholders, 

generat ion addit ional cash flow of N1,000,000 to the com pany. 
                                                                                                

Required:  

Com plete the table below to reflect  the impact  of these t ransact ions and com pute 

revised PAT and Cash flow from  operat ing act iv it ies. I ndicate “0”  where there is 

no im pact .                  

 

 

SECTI ON C: ESSAY TYPE, CALCULATI ON AND/ OR CASE STUDY QUESTI ONS 



 PAT  ( N)  
CASH FLOW  FROM OPERATI NG 

ACTI VI TI ES ( N)  

ORI GI NAL FI GURE     

 

 
  

TRANSACTI ON    

 

I  

 

 

  

 

  

 

I I  

 

 

  

 

  

 

I I I  

 

 

  

 

  

 

I V 

 

 

  

 

  

 

V 

 

 

  

 

  

 

REVI SED FI GURE 

 

 

(5 m arks)  

 

 

 

 

 

 

( from  5(a)  above) 



5(c)  A stat ist ical survey showed the following com parison of financial rat ios for the 

Foods & Beverages and Building Materials Sectors of the NSE:  

              Foods & Beverages         Building Materials 

Price earnings rat io        9.00          7.00 

Dividend yield       4.50%          6.50%   

Stock turnover      0.8 m onths         3.0 m onths 

Pre- tax return on capital em ployed    23.00%         16.00%  

         

5(c1) As a financial analyst  of an asset  m anagem ent com pany, br iefly explain 

the m eaning of the above rat ios.          (4 m arks)  

5(c2) Give your views on the possible reasons for the variat ions in each of the 

rat ios between the two indust ries.          (6 m arks)  

 

 

 

 

 

 

Quest ion 6  -  Econom ics and Financial Markets 
 

Below is an extract  from  a recent  newspaper publicat ion on I MF project ions on the 

Nigerian economy in 2014. 

”The I nternat ional Monetary Fund, I MF, has predicted a 7.3 percent  econom ic growth 

for Nigeria in 2014, up from  6.4 percent  in 2013, with inflat ion to cont inue on a 

downward t rend. I MF said the accelerated econom ic growth, which reflects a m ore 

opt im ist ic out look than the 6.75 growth projected  by Minister of Finance and 

Coordinat ing Minister of the Econom y, Dr. Ngozi Okonjo- I weala, would be driven by 

sectors outside its dominant  energy indust ry. The forecast  puts inflat ion ending the 

year at  7 percent , down from  7.9 percent  at  the end of 2013, cont inuing a two-year 

downward t rend supported by t ight  m onetary policy’’. 

I t  is good news that  while some other economies are experiencing economic recession 

and/ or econom ic depression, the Nigerian econom y is projected to experience higher 

growth rates in 2014. 

6(a) Dist inguish clearly between econom ic recession and economic depression.   

(5 m arks) 

(b)  I s it  t rue that  inflat ion and econom ic recession are mutually exclusive?              

Br iefly discuss.            (6 m arks)  

6(c) Using the IS-LM m odel, illust rate with appropriate diagram (s)  how the higher 

growth project ion of 7.3%  will be achieved, assum ing increased government 

spending in 2014. What  will be the likely im pact?         (7 m arks)  



Quest ion 7  -  Quant itat ive Analysis and Statist ics 
 

 

7(a) Given a probabilit y of 0.4 that  a m an has t rained as an accountant , and a 

probability of 0.5 that  a m an has t rained as a stockbroker, and a probability of 

0.3 that  a m an has t rained neither as an accountant  nor as a stockbroker, what  is 

the probabilit y that  he is both an accountant  and a stockbroker?   

                 (4 m arks)  

 (Hint :  Use Venn diagram )  

 

7(b) The research sect ion of XBM Ltd has est im ated it s operat ing condit ions as follows:   

Revenue (NR)  =  920q – 8q2  

Cost  (NC)  =  q2 +  20q +  60  

Where q is the num ber of unit s produced and sold.  

I f t he firm  wishes to m axim ize profit , use the concept  of m arginal revenue and 

m arginal cost  to determine:   

 7(b1) The quant it y to be sold.                (4 m arks)  

 

7(b2) The selling price.                       (2 m arks)  

 

7(b3) The m aximum profit .                  (2 m arks)  

 

 

 

 

 

 

 

 


