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TIME: 2 HOURS 
GENERAL INSTRUCTIONS: 
Students are NOT permitted to write on the examination paper during reading time. 

This is a closed book examination. Text book/Reference books/notes are not permitted. 

SPECIAL INSTRUCTIONS 
1. Write your REGISTRATION NO. Clearly on the answer booklet(s). 
2. Answer Question One and ANY other TWO questions.
3. Questions in all sections should be answered in answer booklet(s) 
4. PLEASE start the answer to EACH question on a NEW PAGE.
5. For the questions, write the number of the question on the answer booklet(s) in the order you answered.
6. Write on both sides of each leaf and indicate number of each question at the top of each page.
7. Write the answers in a paragraph form unless stated otherwise. 
8. Marks allocated to each question are shown at the end of the question. 
9. All rough work must be done on the answer booklet and crossed through!
10. Use supplementary pages only when you have exhausted those in this book
11. Fasten the supplementary pages to the inside back cover of this booklet
 QUESTION ONE (Compulsory)
a) Financial Statements provide useful information to a wide range of users. Propose any three uses financial statements.                                                             (6 Marks)
b) The International Financial Reporting Standards (IFRS) and the IFRS conceptual framework require fair presentation of effect of transactions of an entity. Suggest four ways this requirement can be met.                       



     (4 Marks)
c) The following data has relates to M PLC for the year ended 30 September 2025 and 30 September 2024:
	
	30 Sept 2025

Kshs’000
	30 September 2024

Kshs’000

	Provisions for bad debts
	252,000
	232,000

	Assets net book value 
	32,000
	26,000

	Asset tax written down value
	23,000
	22,000

	Accumulated tax losses
	48.000
	41,000


Additional information:

i. Deferred tax asset at the end of 30 September 2023 was Kshs 44,000,000

ii. Adjusted profits for the years ended 30 September 2024 and 30 September 2023 are in the amounted of  Kshs 22,000,000 and Kshs 16,000,000 respectively. The applicable tax rate is 30% on adjusted profits.

Propose adjustments to recognize taxation in the financial statements for the years ended 30 September 2025 and 30 September 2024.                               (6 Marks)      
d) The following is a trial balance extract from CDE Limited at 31 December 2025.
	
	

	
	Cost (Kshs)

	Borehole
	3,000,000.00

	Computers and Electronics
	84,750.00

	Furniture & Fittings
	241,729.00

	Motor vehicles
	2,105,000.00

	Semipermanent structures
	699,232.00

	Solar
	988,896.00

	Plant and equipment
	21,872,255.00

	Building
	1,710,185.00


You are provided with the following additional information:

(i) Assets are shown at cost and were purchased on 1 March 2025. The policy of the company is to prorate depreciation in the year based on the date the asset was purchased. Depreciation is calculated using the straight-line method.

(ii) An asset impairment review was conducted on 31 March 2026 after the company posted a loss in the year ended 31 December 2025. The review established the value in use was 25% lower that the carrying amount of all the assets. No fair value of the assets was available after the impairment review.
(iii) The useful life in years and residual value of the assets is as below:

	
	Useful life
	Residual amounts (Kshs)

	Borehole
	4
	35,000

	       Computers and Electronics
	3
	7,500.00

	       Furniture & Fittings
	5
	-

	       Motor vehicles
	4
	110,000.00

	       Semipermanent structures
	3
	-

	       Solar system
	3
	-

	       Plant and equipment
	5
	255,000.00

	       Building
	10
	702,655.00


     Calculate the following for the assets at 31 December 2025:
1. The depreciable amount 





(4 Marks)
2. Annual depreciation to be included in the financial statements (4 Marks)
3. The amount of impairment provision to provide in the year 2026 
(4 Marks)
e) Safari Traders entered into the following transactions in the year ended 31 December 2025: 

(1) A six-month contract to undertake business training for a client over the period 1 September 2025 to 28 February 2026. The value of services performed to date amounts to Kshs 145,000 out of a total contract value of Kshs 600,000. All costs are expected to be recoverable. 

(2) Performed advertising services costing Kshs45,450 relating to a fixed price Kshs 200,000 contract covering the period 1 December to 31 March. Due to fluctuating advertising costs, the expected total cost cannot be reliably measured at the year end, but Safari Traders is certain that the customer will pay the costs incurred to date. 
How much revenue should be recognised in Safari Traders' financial statements for the year ended 31 December 2025? 





(2 Marks)
QUESTION TWO
a) Use of IFRS seeks to develop seamless global financial reporting. Discuss and three advantages and three disadvantages of IFRS adoption                       (6 Marks)
b) A company entered into a four-year contract to build a road. Details of the contract activity at 31 December 2024 and 2025 are as follows:
	
	2024
Kshs ‘000
	2025
Kshs ‘000

	Total fixed contract price 
	380
	380

	Costs incurred to date
	84
	176

	Budgeted future costs to completion
	239
	164

	Invoices issued
	80
	160

	Cash received from the customer to date
	72
	144


It is company policy to calculate satisfaction of performance obligations based on the work certified as a proportion of total contract price. Work certified as at 31 December 2024 and 2025 was Kshs76m and Kshs171m respectively.
(i) What should be recognised in the profit or loss for the year ended 31 December 2024? 








(4 Marks)

(ii) What are the contract cost assets and receivables to be recorded in the statement of financial position for the year ended 31 December 2025? 

(10 Marks)
QUESTION THREE
a) Discuss materiality in the context of financial reporting


      (2 Marks)
b) Discuss the two classifications of leases and three determinants of each classification.                                                                                          
(5 Marks)

c) Alpine Ltd makes up its accounts to 31 December each year. It enters into a lease (as lessee) to lease an item of equipment with the following terms:

Inception of lease: 1 January 2025
Term: Five years:

$2,000 paid at commencement of lease, followed by 4 payments of $2,000 payable in
advance Fair value: $8,000

Present value of future lease payments: $6,075 

Useful life: Eight years

What is the value of the right-of-use asset in the statement of financial position as at   

31December 2025? 







(5 Marks)
d) Ella Co owns 45% of Alissa Co, its only associate. During the year to 31 December 2024 Alissa Co made a profit for the year of Kshs 721,000. This included sales of Kshs 240,000 to Ella Co, on which Alissa Co made a gross profit margin of 40%. 30% of these goods were still held in inventory by Ella Co at 31 December 2024. Ella Co considers its investment in Alissa to have suffered a Kshs 200,000 impairment during the year. 
At what amount should 'share of profit of associate' be stated in the consolidated statement of profit or loss of Ella Co for the year ended 31 December 2024? (10 Marks)
QUESTION FOUR
The following appears in the financial report of Media Kenya PLC:

NOTES TO THE FINANCIAL STATEMENTS
31. Contingent Liabilities  
                                                                                                              GROUP AND COMPANY 
	
	2013

Kshs’000
	2012

Kshs’000

	Pending law suits 
	235,702
	225,325

	
	
	


Pending law suits relate to legal proceedings involving the company for breach of contract and also for loss of business. However, in the opinion of the directors, no liability is likely to crystallise.
a) Preparation of consolidated financial statements is required where control is apparent between entities. Discuss                                                                                    (4 Marks)
b) Discuss the disclosure requirements of a contingent liability                            (2 Marks)  
c) Explain and justify the adjustments needed to the financial statements if a decision against Media Kenya PLC  is reached by the court before the issue of the financial statements.                                                                                                            (4 Marks)  
d) (i) Discuss with examples who related parties to an entity are.                           (4 Marks)
(ii) The law firm handling the cases is a related party to Media Kenya PLC. Propose three disclosures in the financial statements of Media Kenya PLC on the related party relationship.                                                                                                           (6 Marks)
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