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2024/2025 ACADEMIC YEAR UNIVERSITY EXAMINATIONS


SECOND YEAR FIRST SEMESTER EXAMINATION FOR THE DEGREE OF FOR THE DEGREE OF MASTER OF BUSINESS ADMINISTRATION 
 
MBA 803: FINANCIAL ACCOUNTING




DATE:5/12/2024							TIME: 3 HOURS
INSTRUCTIONS TO CANDIDATES
Answer Question ONE (compulsory) and ANY OTHER THREE questions Question one carries 15 marks and the rest 15 marks each



EXAMINATION CHEATING IS ACRIME



QUESTION ONE
The following balances remained in the books of Ahadi Ltd. as at 30 April 2024 after the preparation of the trading account:
	
	Sh.

	Share capital, authorized and issued:
	

	2,400,000 Sh. 20 ordinary shares
	48,000,000

	800,000 8% Sh. 20 preference shares
	16,000,000

	Stock – 30 April 2024
	33,540,000

	Accounts receivable and prepayments
	10,880,000

	Accounts payable and accruals
	5,488,800

	Balance at bank
	3,118,400

	10% debentures
	6,400,000

	General reserve
	11,200,000

	Bad debts
	136,000

	Gross profit for the year
	32,603,200

	Salaries and wages
	11,280,000

	Rates and insurance
	564,000

	Postage and telephone
	248,000

	Water and electricity
	486,400

	Debenture interest
	320,000

	Directors’ fees
	1,000,000

	General expenses
	1,243,200

	Motor vehicles (Cost Sh. 11,640,000)
	2,720,000

	Office fittings and equipment (Cost Sh. 17,856,000)
	10,976,000

	Land and buildings at cost
	52,880,000

	Profit and loss account – 1 May 2023
	9,700,800



Additional information:
1.	A bill for Sh. 219,200 in respect of electricity for the period up to 30 April 2024 has not been accrued.
2.	The amount for insurance includes a premium of Sh. 120,000 paid in January 2024 to cover the company for six months, February to July, 2024.
3.	Office fittings and equipment are to be depreciated at 15% per annum on cost and motor vehicles at 20% per annum on cost.
4.	Provision is to be made for:
	Directors’ fees		-	Sh. 2,000,000
	Audit fee		        -	          Sh.    480,000
	The outstanding debenture interest.
5.	The directors have recommended that:
· A sum of Sh. 4,800,000 be transferred to general reserve.
· The preference dividend be paid.
· A 10% ordinary dividend be paid.

Required:
(a)	Income statement for the year ended 30 April 2024. 		(8 marks)
(b)	Statement of financial position as at 30 April 2024.			(7 marks)
	(Total: 15 marks)
QUESTION TWO
(a)	“Qualitative characteristics are the attributes that make information provided in financial statements useful to users.”

Briefly explain the four main qualitative characteristics of financial statements with reference to shareholders of a company.														(6 marks)
(b)    The following categories of people are recognized as users of the information contained in financial statements:
· Owners.
· Financial analysts
· Lenders.
For each of the above users of financial statements, identify the kind of information they may require, why they require it and the decisions they make from that information.																		(9 marks)
							                	(Total: 15 marks)
QUESTION THREE
Homabay Limited makes its accounts on 30 June every year.
On 1 July 2023, the company's balance sheet included the following figures for non-current assets:

	
	Cost
	Accumulated Depreciation

	
	Sh.
	Sh.

	
	‘000’
	‘000’

	Land
	40,000
	Nil

	Buildings
	22,000
	8,000

	Plant and machinery
	16,000
	6,000

	Motor vehicles
	6,000
	2,000



The company's policy is to charge depreciation at the following rates:

	
	Rate

	Land
	Nil

	Buildings
	2% on cost

	Plant and machinery
	15% on cost

	Motor vehicles
	20% on cost



A proportionate charge is made in the year of purchase, sale or revaluation of an asset.
During the year ended 30 June 2024, the following transactions took place:
1. On 1 January 2024 the company decided to adopt a policy of revaluing its buildings. A professional valuer engaged for this purpose revalued the buildings at Sh.34 million.
2. 	On 1 January 2024 a plant that had cost Sh.3 million was sold for Sh.500, 000. Accumulated depreciation on this plant on 30 June2023 amounted to Sh.2.3 million. A new plant was then purchased at a cost of Sh.4 million.
3. On 1 April 2024 a new motor vehicle was purchased for Sh.300, 000 Part of the purchase price was settled by exchanging another motor vehicle at an agreed value of sh.120, 000 The balance of Sh.180,000 was paid in cash. The vehicle which was given in part exchange had cost Sh.200, 000 and had a net book value of Sh.100, 000 as at 30 June 2023.

Required:
The following ledger accounts to record the above transactions:
(i)	Buildings account.
(ii)	Provision for depreciation: Buildings.
(iii)	Plant and machinery account.
(iv)	Provision for depreciation: Plant and Machinery.
(v)	Motor vehicles account.
(vi)	Provision for depreciation: Motor vehicles.         (Total: 15 marks)

QUESTION FOUR
The following transactions relate to a business in Homa Bay for March 2024. 

2024
Mar	1	Balances brought forward: Cash Shs. 230,000; Bank Shs. 4,756,000.
“        2	The following paid their accounts by cheque, in each case deducting 5 percent discounts: R Burton Shs. 140,000; E Taylor Shs. 220,000; R Harris Shs. 800,000.
“	4	Paid rent by cheque Shs. 120,000.
“	6	J Cotton lent us Shs. 1,000,000 paying by cheque.
“        8	We paid the following accounts by cheque in each case deducting a 2 ½ per       cent cash discount: N Black Shs. 360,000; P Towers Shs. 480,000; C Rowse Shs. 300,000.
“	10	Paid motor expenses in cash Shs. 44,000.
“        12	H Hankins pays his account of Shs. 77,000, by cheque Shs. 74,000, deducting Shs. 3,000 cash     discount.
“        15	Paid wages in cash Shs. 160,000.
“        18	The following paid their accounts by cheque, in each case deducting 5 per cent cash discount: C Winston Shs. 260,000; R Wilson & Son Shs. 340,000; H Winter Shs. 460,000.
“	21	Cash withdrawn from the bank Shs. 350,000 for business use.
“	24	Cash Drawings Shs. 120,000.
“        25	Paid T Briers his account of Shs. 140,000, by cash Shs. 133,000, having deducted Shs. 7,000 cash discount.
“	29	Bought fixtures paying by cheque Shs. 650,000.
“	31	Received commission by cheque Shs. 88,000.

Required:
A three-column cashbook is to be written up from the following details, balanced off, and the relevant discount accounts in the general ledger shown.
										(Total:  15 marks)

QUESTION FIVE
Mr J Ockey commenced trading as a wholesaler stationer on 1 May 2024 with a capital of Shs. 5,000.00 with which he opened a bank account for his business.

During May the following transactions took place.

May 1	Bought shop fittings and fixtures from store fitments Ltd for Shs. 2,000,000
May 2	Purchased goods on credit from Abel Shs. 650,000
May 4	Sold goods on credit to Bruce Shs. 700,000
May 9	Purchased goods on credit from Green Shs. 300,000
May 11	Sold goods on credit to Hill Shs. 580,000
May 13	Cash sales paid into bank account Shs. 200,000
May 16	Received cheque from Bruce in settlement of his account
May 17	Purchased goods on credit from Kay Shs. 800,000
May 18	Sold goods on credit to Nailor Shs. 360,000
May 19	Sent Cheque to Abel in settlement of his account 
May 20	Paid rent by cheque Shs. 200,000
May 21	Paid delivery expenses by cheque Shs. 50,000
May 24	Received from HillShs. 200,000 on account
May 30	  Drew cheque for personal expenses Shs. 200,000 and assistant wages  Shs. 320,000
May 31	Settled the account of Green.

Required
a)	Post the entries in the ledger accounts                                               (7 marks)
b)	Balance the ledger accounts where necessary                                   (4 marks)
c)	Extract a trial balance as at 31 May 2024                                          (4 marks)
(Total:  15 marks)
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QUESTION SIX
Set out below are the summarised statement of financial position of Shivlyne Ltd. For the years ended 31 December 2022 and 2023. And the income statement for the  year ended 31 December 2023:

	Statement of financial position as at 31 December

	
	2022
	2023

	
	Sh. ‘000’
	Sh. ‘000’
	Sh. ‘000’
	Sh. ‘000’

	Ordinary share capital
	
	14,800
	
	18,800

	Revaluation reserve
	
	2,500
	
	6,500

	Revenue reserves
	
	21,120
	
	27,780

	Share premium
	
	3,000
	
	4,800

	Loans
	
	  8,400
	
	  5,200

	
	
	49,820
	
	63,080

	Current liabilities
	
	
	
	

	Trade creditors
	3,040
	
	2,820
	

	Proposed dividends
	2,800
	
	3,400
	

	Taxation
	9,400
	
	12,040
	

	Bank overdraft
	       -
	15,240
	15,320
	33,580

	
	
	65,060
	
	96,660



	
	2022
	2023

	
	Sh. ‘000’
	Sh. ‘000’
	Sh. ‘000’
	Sh. ‘000’

	Fixed assets
	
	
	
	

	Freehold land
	
	18,000
	
	22,000

	Plant and machinery:
	
	
	
	

	     Cost
	54,000
	
	76,620
	

	     Accumulated depreciation
	(14,960)
	
	(22,500)
	

	
	
	39,040
	
	54,120

	Current assets:
	
	
	
	

	Stock
	4,060
	
	16,860
	

	Debtors
	2,940
	
	3,680
	

	Cash at bank
	1,020
	   8,020
	         -
	20,540

	
	
	65,060
	
	96,660



	Income statement for the year ended 31 December 2023:

	
	Sh. ‘000’
	Sh. ‘000’

	Profit before tax
	
	23,900

	Corporation tax
	
	(12,040)

	Profit after tax
	
	11,860

	Ordinary dividend:
	
	

	                            Paid
	1,800
	

	                            Proposed
	3,400
	(5,200)

	
	
	6,660



Additional information:
1. During the year ended 31 December 2023, Jasho Ltd. obtained a five-year bank loan amounting to sh.1,300,000.

2. Depreciation charged on plant and machinery during the year ended 31 December 2023 amounted to Sh.8,020,000.

3. During the year ended 31 December 2023, plant which originally cost Sh.1,380,000 was disposed of for Sh.820,000.

Required:
Cash flow statement in compliance with IAS 7 (Cash Flow Statements). For the year ended 31 December 2023.	
					(Total: 15 marks)
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