[image: RU LOGO PNG]
NURTURING INNOVATORS


MAY – AUGUST  2024 SEMESTER 
EXAMINATIONS FOR DIPLOMA IN BUSINESS MANAGEMENT
DAY  PROGRAMME
RAC 102: PRINCIPLES OF FINANCIAL ACCOUNTING 11

DATE: 5TH  AUGUST  	2024                  					TIME: 2 HOURS

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
You have been provided with the following summarised accounts of Golden Times Ltd. For the year ended 31 March 2023:

Statement of Financial Position as at 31 March 2023
	Non-Current assets:
	Sh.000
	Sh.000
	Sh.000

	Freehold property (Net book value)
Plant and machinery (Net book value)
Motor vehicles (Net book value)
Furniture and fittings (Net book value)

Current Assets:
Stocks
Debtors
Investments

Current liabilities:
Trade creditors
Bank overdraft
Corporation tax
Dividends payable

Financed by:
Authorised share capital – 800,000
Sh.1 ordinary shares
Issued and fully paid: 400,000 Sh.1 Ordinary shares
Capital reserve
Revenue reserve
Loan capital: 400,000 10% Sh.1 Debentures
	










238,400
878,400
176,000
107,200
	





1,000,000
400,000
   120,000
1,500,000




(1,400,000)
	480,000
800,000
200,000
   200,000
1,680,000









   120,000
1,800,000


400,000
200,000
800,000

   400,000
1,800,000



Income Statement for the year ended 31 March 2023
	
	
	
	Sh.000

	Sales (credit)

Profit after charging all expenses except interest on debentures
Less: debenture interest
Profit before tax
Corporation tax

Less: ordinary dividend proposed
Retained profit transferred to revenue reserve
	
	
	4,000,000

   440,000
     40,000
   400,000
   176,000
   224,000
   107,200
   116,800



The following additional information was available:

1.	The purchases for the year were Sh.2,160,000 while the cost of sales was Sh.3,000,000.
2.	The market price for Golden Times Ltd. Ordinary shares as at 31 March 2023 was Sh.5
3.	The company estimates the current value of its freehold property at Sh.1,100,000.

Required:
a)	Compute the following ratios for Golden Times Ltd.:

(i) Return on capital employees		                               (1 mark)			
(ii) The profit margins		                                           (1 mark)			
(iii) The turnover of capital	                                           (1 mark)			
(iv) Current ratio;                                                                    (1 mark)			
(v) Liquid ratio;	                                                                   (1 mark)			
(vi) Number of days accounts receivable are outstanding       (1 mark)
(vii) Property ratio;						       (1 mark)
(viii) Stock turnover ratio;	                                                       (1 mark)	
(ix) Dividend yield ratio;	                                                        (1 mark)			
(x) Price earnings ratio.					         (1 mark)

b)	Comment on Golden Times Ltd. Liquidity stating the reference points to which relevant ratios can be compared.	                                                                               (4 marks)
c)         The qualitative characteristics of the financial statements are attributes or features which makes the information provided in the financial statements useful to users. Required describe any FOUR such qualitative characteristics of the financial statements (8 marks)
d)        In addition to ratios analysis as a suitable tool of analysing and interpreting the financial performance of the entity, the analysts need to consider other non-financial factors. Describe any FOUR such non-financial factors.                                                   (8 marks)                                    
				
						

QUESTION TWO
Write short notes to distinguish the following:

(a) Purchased goodwill and non-purchased goodwill.                       (5marks)	                                         
      (b) Amortization and depreciation of fixed assets                              (5marks)
      (c) Provisions and reserves.                                                                 (5marks)
      (d) Compensating errors and errors of principle                              (5 marks) 
            

QUESTION THREE
(a)	Briefly explain the Concept “Substance Over Form” with respect to:
	(i)	Motor vehicles acquired on Hire Purchase.		                   (5 marks)		
	(ii)	Leasehold land.	                                                                   (5 marks)						

(b)	Photomap Ltd. is a leading manufacturer of digital video disks (DVDs).  As part of its modernization programmed, the company decided to replace its old machinery with a state-of-the-art machine imported from Denmark.  The following expenses were incurred for the purpose in the year ended 30 September 2022

	
	Shs. ‘000’

	Catalogue price less cash discount at 10% of the list price
	30,000

	Freight and insurance
	7,000

	Customs and excise duty
	7,300

	Value added tax
	7,100

	Installation costs
	2,000

	Pre-production testing
	700

	Training costs (machine attendant)
	50

	Insurance (annual)
	700

	Salary paid to machine attendant (annual)
	100



	
	Required:
	Ascertain the cost of the new machinery as per IAS 16		 ( 10 marks)
	
	


QUESTION FOUR
(a) Briefly explain FIVE importance of a cashflow statement to a business entity. (5 marks)	
(b) Bongo Ltd., a medium sized trading company, closes its books every 31 December. Given below are the comparative balance sheets of Bongo Ltd. for the years ended 31 March 2022 and 2023.

 Statement of financial position as of 31 March
	                                                      
	                    2023
                 Sh. ‘000’
	           2022
         Sh. ‘000’

	Assets:
Non-current assets:
Land and buildings
Motor vehicles
Furniture and fixtures

Current assets:
Stocks
Debtors
Prepayments
Bank balance and cash in hand

Total assets

Equity and liabilities:
Capital and reserves:
Ordinary share capital
Share premium
Revaluation reserve
Retained profit

Non-current liabilities:
10% debentures
Bank loan

Current liabilities:
Trade creditors
Interest payable
Current tax
Bank overdraft
Proposed dividends

Total equity and liabilities
	

95,000
46,000
25,000
166,000

28,000
14,000
6,000
                             -
48,000
214,000



80,000
20,000
15,000
18,000
133,000

30,000
6,000
36,000

23,000
9,000
[bookmark: _GoBack]6,000
4,000
                      3,000
                    45,000
214,000
	

55,000
35,000
28,000
118,000

20,000
16,000
8,000
3,000
47,000
165,000



50,000
15,000
25,000
15,000
105,000

20,000
10,000
30,000

15,000
6,000
5,000
-
               4,000
             30,000
165,000



The following additional information is provided for the year ended 31 March 2023:
1. Land and buildings were revalued upwards by Sh. 10,000,000 during the year.  In addition, an acquisition of land and building of Sh. 40,000,000 was made.
2. Depreciation on motor vehicles amounting to Sh. 4,000,000 was provided in the profit and loss account for the year.  Motor vehicles having a net book value of sh. 8,000,000 were sold at a profit of Sh. 3,000,000 during the year.
3. Bonus shares of Sh. 20,000,000 were issued as par during the year by utilizing the revaluation reserve Bongo Ltd.’s ordinary shares have a par value of Sh. 20.
4. Interest expense charged to the profit and loss account for the year amounted to Sh. 8,000,000.
5. During the year, tax amounting to Sh. 6,000,000 was paid.
6. Total dividends for the year (both interim and proposed) amounted to Sh. 5,000,000.
7. The profit after tax for the year amounted to Sh. 8,000,000.

Required:
Prepare a Cash flow statement (in accordance with the requirements of IAS 7) for the year ended 31 March 2023.                                                                                                (15 marks)		                                                                                                        							                                                                           
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