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CIFA PART 11 SECTION 3

FINANCIAL STATEMENTS ANALYSIS

FRIDAY: 27 November 2020. Time Allowed: 3 hours,

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your
workings.

QUESTION ONE

(a)

A company’s financial statements are the most objective way to assess the health of an organisation.

With reference to the above statement:

(1) Identify four primary components of financial statements. (4 marks)
(i1) Examine four warning signs that might identify a financially distressed firm. (8 marks)
(b) Analysts frequently make adjustments to a company’s reported financial statements when comparing those statements
to those of another company which uses different accounting methods, estimates or assumptions.
In relation to the above statement, discuss four items in the statement of financial positon that might require
adjustments for the purpose of comparison. (8 marks)
(Total: 20 marks)
QUESTION TWO z
(a) Big Ltd. acquired 80% of the | million issued Sh.l ordinary share capital of Small Ltd. on 1 May 2019 for

Sh.1,750,000 when Small Ltd’s earnings were Sh.920,000. Small Ltd.’s carrying value of Sh.1,920,000 was
considered to be the same as fair value with the exception of the following:

e The carrying value of Small Ltd’s property, plant and equipment as at 1 May 2019 was Sh.680,000. The
market value at that date was estimated at Sh.745,000. The remaining useful life of the property, plant and
equipment was estimated at 5 years from the date of acquisition.

“ Small Ltd. had a contingent liability with a fair value of Sh.100,000. There was no change to the value of
this liability at the year end.

Additional information:

14 Big Ltd. estimates that the cost of reorganising the combined entity following acquisition will be
Sh.200,000. .

X Big Ltd. depreciates all assets on a straight line basis over the estimated useful life on a monthly basis.

& Small Ltd. sold goods to Big Ltd. with a sales value of Sh.300,000 since the acquisition. All of these goods
remain in Big Ltd."s inventories at the year end. Small Ltd. makes 20% gross profit margin on all sales.

4. The retained earnings reported in the financial statements of Big Ltd. and Small Ltd. as at 31 December

2019 are Sh.3.2 million and Sh.1.1 million respectively. There has been no impairment to goodwill since the
date of acquisition.

= The group policy is to measure non-controlling interest at fair value at the date of acquisition. The fair value
of non-controlling interest as at 1 May 2019 was Sh.320,000.

Required:
The amounts that will appear in the consolidated statement of financial position of Big group as at 31 December
2019 for:

(1) Goodwill. (3 marks)
(i1) Consolidated retained earnings. (4 marks)
(iii) Non-controlling interest. (3 marks)
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| (b) Jared Properties (JP) Ltd., a listed company had 10,000,000 ordinary Sh.1 shares in issue on | January 20 190(0

| During the year, the following transactions took place: (Q’b{o
IS On 1 April 2019, JP Ltd. made a 1 for 2 bonus share issue. 3
2 On | October 2019, JP Ltd. issued 2,000,000 ordinary Sh.l shares at their full market{price of Sh.7.60 per
share. JP Ltd.’s shares were trading at Sh.8.05 per share on 31 December 2019.
3. JP Ltd.’s profit after tax for the year ended 31 December 2019 was Sh.8,200,000.
4, JP Ltd. issued a convertible debt instrument on | January 2019. The liability element of the instrument had
a value of Sh.6,000,000 on | January 2019. The effective interest rate in respect of this liability was 5% per
annum.
5 The effective tax rate is 30%.
Required:
(i) Basic earnings per share (BEPS) for the year ended 31 December 2019. (4 marks)
(ii) Diluted earnings per share (DEPS) for the year ended 31 December 2019. (4 marks)
(iii) Explain why bonus issue of shares and issue of shares at full market price are treated differently in the
calculation of basic earnings per share. (2 marks)
(Total: 20 marks)
QUESTION THREE
(a) Explain four reasons why a company could change its accounting policies. (4 marks)

(b) The following is a summarised financial statement for Rinda Ltd. for the years ended 31 March 2019 and 31 March 2020:

Income statement for the year ended 31 March:

2020 2019
Sh.*000” Sh.“060"
Revenue 1,000,000 720,000
Cost of sales (800.000) (600,000)
Gross profit : 200,000 120,000
Operating expenses (104,000) (88,000)
Finance costs (32.000) -
Profit before tax 64,000 32,000
Income tax expense (at 25%) (16.000) (8.000)
Profit for the year __48.000 __ 24,000
Statement of financial positions as at 31 March:
2020 2019
Non-current assets: Sh.*000” Sh.“000”
Property, plant and equipment 840,000 360,000
Goodwill 40,000 -
880,000 360,000
Current assets:
Inventory 100,000 60,000
Trade receivables 52,000 32,000
Bank - 56.000
152.000 148.000
Total assets 1,032,000 508,000
Equity and liabilities:
3 Equity shares of Sh.1 each 400,000 400,000
Retained earnings 56,000 48.000
i 456.000 448000
Non-current liabilities:
8% loan notes 400.000 -
Current liabilities:
Bank overdraft 68,000 -
Trade payables 92,000 52,000
Current tax payable 16,000 8,000
’ 176.000 _60.,000
Total equity and liabilities 1,032,000 508,000
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Note: Assume a 365-day year. O(Q
Required: O(Q
Calculate the following ratios for the years ended 31 March 2019 and 31 March 2020: ’0'%

(1) Return on capital employed. § (2 marks)

(ii) Cash ratio (2 marks)
(iii) Net profit margin. (2 marks)
(iv) Current ratio. (2 marks)
(v) Closing inventory holding period. (2 marks)
(vi) Trade receivables collection period. (2 marks)
(vii) Trade payables payment period. (2 marks)
(viii)  Gearing (debt/equity). (2 marks)

(Total: 20 marks)

QUESTION FOUR
On 1 July 2019, SM Ltd. acquired 60% of the equity share capital of NY Ltd. through a share exchange of two shares in SM
Ltd. for three shares in NY Ltd. This issue of shares had not yet been recorded by SM Ltd.

Below are the summarised draft financial statements for both companies:

Income statements for the year ended 31 December 2019

SM Litd. NY Ltd.

Sh.*000” Sh.*000”
Revenue 85,000 42,000
Cost of sales (63.000) . (32,000)
Gross profit 22,000 10,000
Distribution costs (2,000) (2,000)
Administrative expenses (6,000) (3,200)
Finance costs 2 (300) (400)
Profit before tax 13,700 4,400
Income tax expense 4,700 (1.400)
Profit for the year 9.000 3.000
Statements of financial position as at 31 December 2019

SM Ltd. NY Ltd.

Sh.“000” Sh.«000”
Assets:
Non-current assets
Property, plant and equipment 40,600 12,600
Current assets 16,000 6.600
Total assets 56,600 19,200
Equity and liabilities:
Equity shares of Sh.1 each 10,000 4,000
Retained earnings 35.400 6.500

45,400 10,500

Non-current liabilities:
10% loan notes 3,000 4,000
Current liabilities 8,200 4,700
Total equity and liabilities 56,600 19.200
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Additional information: (Q
1. At the date of acquisition, the fair values of NY Ltd.’s assets were equal to their carrying amounts with th©

exception of an item of plant, which had a fair value of Sh.2 million in excess of its carrying amount. It
remaining life of five years at that date (straight line depreciation method is used). NY Ltd. has not adju the |
carrying amount of its plant as a result of the fair value exercise. ]
2. Sales from NY Ltd. to SM Ltd. in the post-acquisition period amount to Sh.8,000,000. NY Ltd. m?&\'\'&rk-up on i
cost of 40% on these sales.
SM Ltd. still had goods worth Sh.2,800,000 (at cost) purchased from NY Ltd. in its inventory as at 31 December
2019.
3. NY Ltd.’s trade receivables as at 31 December 2019 include Sh.600,000 due from SM Ltd. which did not agree with
SM Ltd.’s corresponding trade payables. Some of this difference was due to cash in transit of Sh.200,000 from SM
Ltd. to NY Ltd. Both companies have positive bank balances.
4, SM Litd. has a policy of accounting for any non-controlling interest at fair value. For this purpose the fair value of
the goodwill attributable to the non-controlling interest in NY Ltd. is Sh.1,500,000. Consolidated goodwill was not
impaired as at 31 December 2019,

5. Market price of SM Ltd.’s shares on 1 July 2019 was Sh.6 per share.

Required:

(a) The consolidated income statement for SM Ltd. group for the year ended 31 December 2019. (8 marks)

(b) The consolidated statement of financial position for SM Ltd. group as at 31 December 2019. (12 marks)

(Total: 20 marks)

QUESTION FIVE

(a) Good Ltd. issued a Sh.4 million 7% convertible bond on 1 January 2019 par value. The bond is redeemable at par on
31 December 2023 or can be converted at that date on the basis of two Sh.1 ordinary shares for every Sh.10 of bonds

held.

The prevailing market rate at 1 January 2019 for a similar bond without conversion rights was 9% per annum. All
interest due in the year to 31 December 2019 has been paid.

Required:
Calculate the amounts to be included in the statement of financial position of Good Ltd. in respect of the convertible
bond as at 31 December 2019. (5 marks)

(b) JK Ltd. sponsors a defined benefit pension plan for its members of staff. The corporation’s actuary provided the
following information about the plan:

1 January 2019 31 December 2019
Defined benefit obligation §h.2,500,000 Sh.3.000,000
Plan assets (fair value) Sh.1,700,000 Sh.2,620,000
Discount rate 10%
Benefits paid in 2019 Sh.200,000
Contribution (funding in 2019) Sh.700,000
Service costs for the year 2019 Sh.400,000
Pension asset/liability Sh.800,000 ?
Required:
(i) The actual return on the plan assets in 2019. (3 marks)
(i) The amount of other comprehensive income as of 31 December 2019. (Assume the | January 2019 balance
Was Zero). (8 marks)
(iii) Distinguish between “past service costs” and “service costs™ in relation to IAS 19 “Employee benefits”,

(4 marks)
(Total: 20 marks)
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CIFA PART I SECTION 3
FINANCIAL STATEMENTS ANALYSIS
WEDNESDAY: 27 November 2019. Time Aflowed: 3 hours.
Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings.
QUESTION ONE

(a) The Internationa! Accounting Standards Board’s (JASB) framework for the preparation and presentation of financial
statements requires financial statements to be prepared on the basis of certain accounting concepts and assumptions:

Required: _

Explain the following concepts and assumptions:

(1) Accruals concept. (1 mark)
(ii) Substance over form, . (1 mark)
(1) Prudence. {1 mark)
(iv) Comparability, (1 mark)
() Materiality. {1 mark)

{b) The following financial statements were extracted from the books of Ujenzi Ltd.:

Statement of comprehensive income for the yeér ended 30 June 2019:

Sh. *000”
Revenue 8,600
Cost of sales (4.000)
Gross profit 4,600
Operating expenses ' (2,000)
Finance costs : (500)
Profit before tax 2,100
Income tax expenses {200)
Profit after tax 1.200
Dividend paid in the year 600
Retained eamings 600
Statement of financial pesition as at 30 June:
2019 2018

Sh. “000” Sh. “000” Sh. “000” Sh. “000”
Non-current assets:
Property, plant and equipment 8,400 7,400
Current assets:
Inventory 3.000 ’ 3,200
Trade receivables 4,400 7,400 3,600 6,800
Total assets : 15,800 {4,200
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2019 2018

Sh. “000” Sh. “000™ Sh. “000” Sh. “000”
Equity and liabilities:
Equity . :
Crdinary share capital : 2,400 2,400
Retained eamings 4,400 ' 3,800
6,800 6,200
Non-current liabilities; :
Deferred tax 2,140 1,700
Finance lease liabilities 2,600 4,740 2,400 4,100
Current liabilities;
Trade payables . 2,500 2,180
. Current tax 450 410
Finance lease liabilities 1,000 900
Bank overdrafts _310 4,260 _410 3,900
15,800 14,200

Additional information:

1. Depreciation charged for the year ended 30 June 2019 amounted to $h.1,940,000.

2 During the year ended 30 June 2019, there was no disposal of property, plant or equipment.

3. There was no accrual of interest at the beginning or at the end of the year.

4 Ujenzi Ltd. finances some of its property, plant and equipment using finance leases. During the year ended 30
June 2019, property, plant and equipment which could have cost $h.1,200,000 1o purchase were acquired under
finance lease.

Required:
(i) Statement of cash flows in accordance with the requirements of the International Accounting Standard
(1AS) 7, “Statement of Cash Flows™. (10 marks)
(ii) Summarise five advantages of cash flow statements to the users of financial statements. {5 marks)
(Total: 20 marks)
QUESTION TWO
{a) Financial statements analysis might be a useful tool for understanding a firm’s performance.
In refation to the above statement, discuss five challenges that a financial analyst might face while analysing financial
statements. (10 marks)
() The following informatibn relates to Red Ltd. for the year ended 30 June 2019:

Sh.

Long-term debt:

10% notes payable 1,000,000

8% convertible bonds payable 5,000,000

10% bonds payable 6,000.000

Total long-term debt 12,000,000

Shareholders equity:

6% cumulative preference shares (Sh.50 par value): 100,000 shares

authorised, 25,000 shares issued and outstanding 1,250,000

Ordinary shares (Sh.1 par value): 10,000,000 shares authorised

1,000,000 shares issued and outstanding , 1,000,000
. Additional paid in capital 4,000,000

Retained earnings ’ ' 6,000,000

Total shareholders equity 12,250,000
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Additional information:
1. Options were granted on 1 July 2018 to purchase 200,000 shares at Sh.15 per share. Although no options were
exercised during the year ended 30 June 2019, the average price per ordinary share was Sh.20,

2. Each bond was issued at face value. The 8% convertible bonds will convert into ordinary shares at 50 shares
per 5h.1,000 bonds. The bonds are exercisable after 5 years and were issued in the year ended 30 June 2018.

3. The preference shares were issued during the year ended 30 June 2018.

4, There are no preference share dividends in arrears. However, preference share dividends were not declared in

the year ended 30 June 2019.
5. The 1,000,000 ordinary shares were outstandmg for the entire year ended 30 June 2019.
6. Net income for the year ended 30 June 2019 was Sh.1,500,000 and the average income tax rate is 30%.

Required:
(i) Basic earnings per share (BEPS) for the vear ended 30 June 2019, (3 marks)
(ii) Diluted earnings per share (DEPS) for the year ended 30 June 2019, (7 marks)
{Total: 20 marks)
QUESTION THREE

Bidii Ltd. has identified Sweet Ltd. as a possible acquisition. Sweet Ltd. is currently owned by Yummy Ltd.
The following are extracts from the financial statements of Sweet Ltd.

Extract from the income statement for the year ended 31 December 2018:

Sh.“000”
Revenue 54,200
Cost of sales (21.500)
Gross profit 32,700
Operating expenses (11.700)
Operating profit 21,000

Statement of financial position as at 31 December 2018;

Sh.«000” Sh.“000”

Assets
Non-current assets . 24,400
Current assets:
Inventory 4,900
Receivables 5,700
Cash at bank 2.300 12,900
Total assets 37,300 -
Equity and liabilities:
Equity
Equity shares 1,000
Retained earnings 8.000

9,000
Liabilities
Non-current liability
Loan 16,700
Current liabilities:
Trade payables 5,400
Current tax payables ' : 6,200 11,600
Total equity and liabilities 37,300
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Additional information: :

1.

On 1 April 2018, Sweet Ltd. decided to focus on-its core business and so disposed of a non-core division, The
disposal generated a loss of Sh.1.5 million which included operating expenses.

The following extracts show the resuits of the non-core division for the period prior to disposal which were included
in Sweet Ltd."s results for 2018: ' S :

Sh. *000”
Revenue 2,100
Cost of sales (1.200)
Gross profit 900
Operating expenses (700}
Operating profit 200

2. Sweet Ltd. pays a management charge of 1% of revenue to Yummy Ltd. which is included in its operating expenses.
Bidii Ltd. imposes a management charge of 10% of gross profit on all of its subsidiaries.

3. Sweet Ltd."s administrative offices are currently located within a building owned by Yummy Ltd. If Sweet Ltd. were
acquired, the company would need to seek alternative premises. Sweet Ltd. paid rent of $h.46,000 in- 2018.
Commercial rent for equivalent office space would cost Sh.120,000.

Required:

(a) Sweet Ltd.’s income statement for the year ended 31 December 2018 to adjust for, the disposal of the non-core
division, management charge and rent charges which would be imposed assuming Sweet Ltd. was acquired by Bidii
Ltd. (5 marks)

(b) Calculate the following ratios for the year ended 31 December 2018 based on the restated financial information in (a)
above:

Note: You should assume that any increase or decrease in profit as a result of your adjustment will also increase or

decrease cash:

(i) Gross profit margin. {1 mark)

{(ii)  Operating profit margin. {1 mark)

(iii) Receivables collection period. : {1 mark)

{iv) Acid-test ratio. {1 mark)

(V) Gearing (debt/equity) {1 mark)
<) _ The following information relates to Kikombe Ltd:

Year 2014 2015 2016 2017 2018

Profit margin (%) 114 12.3 13.5 155, 16.7

Retention ratio {%o) © 013 91.9 92.8 92.2 X 86.6

Asset turnover 1.25 1.14 111 1.00 0.97

Assets (Sh.} 2,436 3,118 3,861 4,923 5,483

Equity (Sh.) 1,406 1,756 2,233 2,958 3,219

Growth rate in sales (%) 17.8 16.4 21.4 i4.0 8.5

Required:

(i) The firm’s annual sustainable growth rate from year 2014 to year 2013. (4 marks)

(ii) Explain how the firm copes with its sustainable growth problems. {1 mark)
(d) Bahari Equipments Ltd. sells high quality lawn mowers and offers a three year warranty on all new lawn mowers sold.

During the year 2018, the firm sold new speciality mowers for Sh.300,000.

Bahari’s service department does not have the equipment to service the new lawn mowers and therefore has entered
into an agreement with Top Mower Ltd. to provide all warranty service on the special mowers sold in the year 2018.
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Bahari Equipments Ltd. wishes to measure the fair value of the agreement in order to determine the warranty liability
for sales made during the year 2018,

The financial analyst for Bahari Equipments Ltd. estimates the following expected warranty cash flows associated
with the mowers sold during the year 2018;

Year Cash flow estimate (Sh.) Probability assessment {%)

2019 2,500 20
4,000 60
5.000 20
2020 3,000 30
5.000 50
6,000 20
2021 4,000 30
6,000 40
7,000 30

All cash flows occur at the end of the year. The annual discount rate is 5%.

Required:
The value of the warranty liability for year 2018 sales, {5 marks)
(Total: 20 marks)
QUESTION FOUR
(a) Preparations of group accounts is considered necessary. However, group accounts might be misleading.
With reference to the above statement, outline three limitations of group accounts. _ (3 marks)

{b} The statements of financial position for JDR Ltd. and BZ Ltd. as at 30 June 2019 are provided below:

JDR Ltd. BZ Lid.

Sh000” Sh.*“000”
Assets
Non-current assets:
Property, plant and equipment ' 80,650 17,000
Available for sale investment 14,350 -

95.000 17,000

Current assets:
Inventory 18,000 4,000
Receivables 30.000 9.500
Cash and cash equivalents 6,000 1,500
Total assets 149,000 32,000
Equity and liabilities:
Equity
Share capital (Sh.1 equity shares) 50,000 5,000
Retained eamings . 68,000 13,000
Other reserves 00 -
Total equity ] 118,300 18,000
Non-current liabilities 10,000 4,000
Current liabilities 20,200 10,000
Total equity and liabilities 149,000 ' 32,000
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Additional information:

1.

JDR Ltd. acquired a 20% investment in BZ Ltd. on 1 February 2015 for $h.3,200,000. The investment was
classified as available for sale with any associated gains or losses recorded within other reserves in JDR Ltd.'s
individual financial statements.

2. On 1 January 2019, JDR Ltd. acquired an additional 60% of the equity share capital of BZ Ltd. at a cost of
$h.10,350.000 when the retained earnings of BZ Ltd. were Sh.10,500,000.

3. The fair value of the original 20% investment at 1 January 2019 was S$h.3,950,000. In its own financial
statements, JDR Ltd. continues to hold the investment in BZ Ltd. as an available for sale asset and it is recorded
at its fair value of $h.14,350,000 as at 30 June 2019,

4, As at 1 January 2019, the fair value of the net assets of BZ Ltd. was assessed to be the same as its carrying
value with one exception, property, piant and equipment (PPE).

5. Leasehold property with a carrying value of Sh.6,400,000 had a fair value of Sh.8,000,000. The remaining:
useful life of this asset is 10 years from the date of acquisition.

6. Depreciation on property, plant and equipment is charged on a monthly straight line basis. The fair value of
plant and equipment was declared to be equivalent to its carrying value at the date of acquisition.

7. It is the group policy to value non-controlling interest at fair value at the date of acquisition. The fair value of
the non-controlling interest at 1 January 2019 was Sh.3.700,000.

8. BZ Ltd. receivables as at 30 June 2019 included Sh.3,000,000 in respect of goods sold by BZ Lid. to JDR Ltd.
in April 2019, JDR Ltd.’s inventories as at 30 June 2019 included $h.1,000,000 of these goods and closing
payables included an amount due to BZ Ltd. of $h.1,000,000.

9. JDR Ltd. made a payment of Sh.2,000,000 to BZ Ltd. on 30 June 2019.

10." BZ Ltd. makes a margin of 20% on alksales.

Required:

The consolidated statement of financial position as at 30 June 2019 for the JDR Ltd. group. {17 marks)

(Total: 20 marks)
QUESTION FIVE
{a) Accounting for retirement benefits remains one of the most challenging areas in financial statements analysis.
With reference to the above statement, discuss four key issues in the determination of the method of accounting for
retirement benefits in respect of defined benefit plans. {8 marks)
(b) Ndoto Ltd. provides post-employment benefits to its employees through a defined benefit plan.

The following data relates to the plan as at 30 June:

2019 2018
Sh.*000” _ Sh.000”
Present value of obligation at year end ' 72,000 66,000
Fair value of plan assets at year end 62,000 60,000
Current service cost 12,000 11.400
Benefits paid by plan 16,000 15,000
Contribution paid into plan o 11,600 11,200
Discount rate at the start of the year 10% 9%
Expected rate of return on plan assets at the start of the year 7% 6%
Average remaining service life of participating employees 20 years _ 20 years

Additional information:

1.

On 1 July 2018, Ndoto Lid. had net unrecognised actuarial losses of Sh.8.4 million.

2, Ndoto Ltd. accounts for-actuarial gains and losses using the corridor method.
Required: :
(i} Extract of income statement for the year ended 30 June 2019. (3 marks)
(ii) Extract of the statement of financial position as at 30 June 2019. (3 marks)
(iii) The changes in the present value of the defined benefit obligation. (3 marks)
(iv} - The changes in the fair value of the plan assets. _ . {3 marks)

{Total: 20 marks)
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CIFA PART I SECTION 3

FINANCIAL STATEMENTS ANALYSIS

THURSDAY: 23 May 2019. j : . ‘Time Allowed: 3 hours.

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings.

QUESTION ONE .
(a) Describe the steps followed by financial analysts while undertaking a financial statements analysis assignment.
{4 marks)
(b} (i) ,. Explain the term “macro environment approach” to financial statements analysis. {1 mark)
(i} Citing relevant examples, outline three factors that forms the basis of macro-economic environment of a
firm. ) (3 marks)
{(c) Pipel Limited, a public listed company carries out business in airline technology. It has made several investments,

operating in diversified businesses. The following statements of comprehensive income relate to Pipel Limited
and its investment companies for the year ended 30 April 2019:

Pipel Limited Sizal Limited - Abbel Limited
Sh.*million” Sh.“million” Sh.*million”

Revenue 2,060 590 360

Cost of sales (1.050) - (220} (270)
Gross profit 1,010 370 _ 90

Selling and distribution costs (245 (77) (68)
Administrative expenses (315) {99) {112y
Operating profits (or loss) 450 194 (90)
Finance costs - 140 - (44 .
Profit (or loss) before tax 310 150 (90)
Income tax expense (credit) {5 (50} 10
Profit (or loss) for the year 235 100 ' (80)
Other comprehensive income - Revaluation gain _350 _25 _1g

Total comprehensive income 285 125 (70)

Additional informatien:

l. Pipel Limited has owned 80% of the equity interest in Sial Limited for several years.

2. On | May 2014, Pipel Limited acquired 60% of the equity shares of Abbel Limited. The purchase

consideration comprised cash of $h.645 million and the fair value of the idenfifiable net assets acquired

was Sh.775 million at that date. .

Pipel Limited wishes to use the “partial goodwill” method for all acquisitions. There has been no

impairment of goodwill in either Sial Limited or Abbel Limited since acquisition.

4. Pipel Limited disposed of a 20% equity interest in Abbel Limited on 31 October 2018 for Sh.280 million.
At that date, Abbel Limited’s identifiable net assets were $h.955 million. The remaining equity interest
in Abbel Limited was fair valued at Sh.560 million,

N During the year ended 30 April 2019, Siat Limited sold goods worth Sh.60 million to Pipe! Limited. Sial
Limited makes all sales at a profit mark-up of 33'/,% above the cost. Pipel Limited still had one third of
these goods in its inventory on 30 April 2019,

L)

6. Assume profit (or loss) and revaluation gain accrued evenly over the year.

Required:

(i) The profit or loss on disposal of shares in Abbel Limited to be presented on the group statement of
comprehensive income. (4 marks)

(ii) Consolidated statement of comprehensive income for Pipel Group for the year ended 30 April 2019,

{8 marks)
(Total: 20 marks)
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QUESTION TWO

(a)

(b)

(¢}

(d)

.

Financial statements are highly aggregated which could make them of limited use for stakeholders who want 0
understand more about how an entity has arrived at its financial performance and position for a period. .

In order to allow stakehelders to fully understand the development of the company’s business, Internatiarial
Financial Reporting Standard (IFRS) 8 “operating segments”, requires certain entities to provide sef"nen@al
analysis of information which discloses revenues, profits and assets by major business area.

IFRS 3 is only compulsory for entities whose debt or equity instruments are traded in a public market or entities
filing or in the process of preparing financial statements for the purpose of getting listed.

Required:
With reference to International Financial Reporting Standard (IFRS) 8 “operating segments™, highlight six key
disclosures required for the discrete financial information, (6 marks)

Babito Limited, a public limited company has a called up and paid up capital comprising of 2 million ordinary
shares of Sh.10 each and 400,000, 8% redeemable preference shares of Sh.15 each on | January 2018.

The company had also in issue Sh.5 million, 10% convertible bond, to be converted at any time at the holders’
option into |5 ordinary shares of Sh.10 each for every Sh.100 of the bond.

The following transactions took place during the year ended 31 December 2018:

1. During the year, the group reported profit after tax of $h.3,480,000 which included a loss after tax from
discontinued operations of $h.420,000.

2. On 1 April 2018, Babito Limited made a one for every four rights issue of ordinary shares to the existing
shareholders at a concessionary price of Sh.36 per right. The market price of the company’s share on the
last day quotation on cumrights price basis was Sh.41.

3. On 1 August 2018, the company issued 1.2 million ordinary shares for a full market prlce as a
. consideration for the acquisition of an overseas property.
4, On 1 October 2018, holders of Sh.2 million, 10% convertible bond exercised their conversion option and

were issued with ordinary shares at that date.

The corporation tax rate is at 30%.

Required:
(i) Basic eamings per share (BEPS) for the year ended 31 December 2018, (4 marks)
(it) Diluted eamings per share (DEPS) for the year ended 31 December 2018. (4 marks)

John Mundia, a financial analyst at Beta Capital has been provided with the following results for Panrama Limited
for the year ended 31 December 2018:

Net profit margin ratio 0.04
- Total asset turnover ratio 2.20
Total assets/equity ratio 240
Earnings per share (Sh.) 2.75
Dividends per share (Sh.) 1.25
Required:
The estimated growth rate for the company. (2 marks)

Maria and Lynette are discussing accounting for income taxes. They are currently studying a schedule of taxable
and deductible amounts that will arise in the future as a result of existing temporary differences. The schedule is
as follows:

Future years

2018 2019 2020 2021 2022
Taxable income (Sh.) 850,000
Taxable amounts (Sh.) 375,000 375,000 375,000 375,000
Deductible amounts (2,400,000)
Enacted tax rate 30% 32% 33% 30% 25%
Required:
Explain the concept of future taxable amounts and future deductible amounts as illustrated in the above schedule.

{4 marks)
(Total: 20 marks)
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QUESTION THREE
A company’s financial statements are the most objective way 10 assess the health of an organisation. As the old
adage says “numbers don’t lie”. Numbers can indicate prosperity or poverty, but they can also show the first
signs of trouble within a company.

(a)

{b)

In relation the above statement, summarise six red flags that could indicate trouble for a business. {6 marns)

The following are the extracts from the statements of financial position for Global Manufacturing Corporation for
the years ended 31 December 2017 and 31 December 2018:

Statement of financial position as at 31 December:

2008 - 2017
Sh.+000" Sh.«000™
Assets:
Current assets:
Cash 73,000 22,000
Accounts receivable 82,000 66,000
Inventory 180,000 189,000
335,000 277.000
Non-current assets:
Land and buildings 71,000 110,000
Equipment 260,000 200,000
Accumulated depreciation - equipment (69.000) {42.000)
262,000 268.000
Total assets 597,000 245,000
Liabilities and shareholder’s equity:
Accounts payable 34,000 47.000
Bonds payable 150,000 200,000
Ordinary shares (Sh. | par value) 214,000 164,000
Retained earnings 199.000 134.000
Total liabilities and shareholders equity 597,000 545,000

Additional information:

Net income for 2018 was Sh.125,000,000. No gains and losses were recorded in the year 2018.

2, Cash dividends amounting to Sh.60,000,000 was declared and paid.

3. Bonds payable amounting te Sh.50,000,000 were retired through issuance of ordinary shares.

Required:

(i Statement of cash flows in accordance with the requirements of the International Accounting Standard
(IAS) 7, “Statements of Cash Flows™. {7 marks)

(i1} Current cash debt coverage ratio. {2 marks)

(iii) Cash debt coverage ratio. - (2 marks)

(iv) Free Cash Flow {FCF). (2 marks)

) Comment on the firm’s liquidity and financial flexibility based on your results obtained in (b} (i) 1o (b)

{iv) above. (1 mark)
(Total: 20 marks)

QUESTION FOUR

A foreign subsidiary was created on 31 December 2017. The LC is the currency of the country in which the
foreign subsidiary is located. The subsidiary’s statement of financial position as at 31 December 2017 and
31 December 2018 and income statement for the year ended 3| December 2018 are shown below:

(a)

Statement of financial position as at 31 December:

2017 2018

(LC) {LC)
Cash 5,000 £.000
Inventory 25,000 25.000
Total assets 30,000 33,000
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{b)

{c)

2017 2018

(LC) (LC)
Equity and liabilities:
Accounts payable 20,000 20,000
Ordinary shares 10,000 10,000
Retained earnings - 3.000
Total equity and liabilities 30,000 33,000
Income statement for the year ended 3t December 2018:
Revenue - 15,000
Expenses (12.000)
Net income _.3,000
The following price indices are available:
31 December 2017 100
31 December 2018 150
Average for 2018 125
Required:
Prepare an inflation adjusted:
(i) Statement of financial position as at 31 December 2018, ' (4 marks)
(ii) Income statement for the year ended 31 December 2018, (3 marks)

Sunny Limited issued a redeemable debt instrument on 1 July 2017 at its par value of Sh.6 million. The
instrument carries a fixed coupon interest rate of 6% which is payable annually in arrears. The debt instrument
will be redeemed for Sh.6.02 million on 30 June 2021. Transaction costs associated with the issue were
$h.200,000 and were paid at the time of issue. The effective interest rate applicable to this liability is
approximately 7.06%.

Required:

(i) Explain how this instrument will be initially measured and subsequently measured, (2 marks)

{ii) Calculate the carrying value of this liability to be included in Sunny Limited’s statement of financial
position as at 30 June 2019. (Round all workings to the nearest thousand). (4 marks)

Triple D Limited operates a defined benefit pension plan for its employees. At 1 July 2017, the fair value of the
pension plan assets was $h.1.200,000 and the present value of the plan liabilities was Sh.1,400,000. The interest
cost on the plan liabilities was estimated at 7% and the expected return on plan assets was estimated at 4%,

The actuary estimates that the current service cost for the year ended 30 June 2018 shall be Sh.300.000. Triple D
Limited made contributions into the pension plan of Sh.400,000 in the year ended 30 June 2013, The pension
plan paid Sh.220,000 to retired members in the year to 30 June 2018. At 30 June 2018, the fair value of the
pension plan assets was Sh.1,400,000 and the present value of the plan liabilities was Sh.1,600.000.

fn accordance with International Accounting Standard (IAS) 19, “Employee Benefits™, Triple D Limited
recognises actuarial gain and losses in other comprehensive income in the period in which they occur.

Required:

(i The net expense that will be included in Triple D Limited’s income statement for the year ended 30 June
2018. (2 marks)

(ii) The amounts that would be included in other comprehensive income in respect of actuarial gains or
losses for the year ended 30 June 2018, (5 marks}

{Total: 20 marks)

QUESTION FIVE :

(a)

The following information was extracted from the financial records of TBT Limited, a business which provides
technical support services to customers worldwide:

Extracts of income statement for the years ended 31 March:

2019 2018
Sh.*mitlion™ Sh.*million™
Sales revenue 3,627 3.908
Cost of sales (2.765) {2,886)
Gross profit _862 1,922
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(b}

Extracts of statement of financial pasition as at 31 March: E

2019 2018

Sh.“million™ “Sh.*million®
Current assets: e o
Inventories 271 330
Trade receivables ' 632 : 719
Short-term deposits and cash 342 _ 242
1245 1,291
Current liabilities:
Loans and overdrafts -1 135
Tax payable _ 113 128
Accruals 20 29
Trade payables §12 479
699 : i)
Required: T
(1) Horizontal analysis for income statement for the year ended 31 March 2019. {2 marks)
(ii) Horizontal analysis for the statements of financial position as at 31 March 2019. © (4 marks)
(i) Current ratios for the financial years 2018 and 2019. (2 marks)
Quick ratio for the financial years 2018 and 2019. {2 marks)

(iv)

The followmg is a draft statement of financial position of Mawingu Limited as at 31 December 2018:

Statement of financial position as at 31 December 2018:

o Sh.4000”
- Assets:
‘Non-Current assets:
Property. plant and equipment (net) 20.000
Intangible assets 4.000
_ 24,000
Current assets:
Cash : _ _ 1,000
Marketable securmes L 500
Accounts receivable 5,000
Inventories : _ 3,500
_ o _ . L ' 10,000
Total assets . L 34,000
Equity and liabilities:
Current liabilities: _
Accounts payable _ 3,000
Notes payable 2,000
Total current liabilities 5,000
. Non-current liabilities:
Long-term debt 10,000
Ordinary shares (1,000,000 shares) 7.000
Retained earnings 12,000
. 29.000
 Total equity and liabilities 34,000

_Add:lnonal information:
.

Inventories are valued at cost as de(ermmecl using Last in first out (LIFO) method. The LIFO resetve is
Sh.500,000.

2. Additional operating facilities and equipment are financed with operating leases that have a present value
of $h.5,000,000.

3. Intangible assets represent Sh.4.000,000 of goodwill from previous acquisitions.

4. Due to an increase in interest rates, Mawingu Limited’s long-term debt has a current market value of
$h.9,500,000. ’

Required: '

(i) Adjusted statement of financial position as at 31 December 2018. {6 marks)

(ii) Book value per share before and after adjustment. (2 marks)

(iin} Ratio of long-term debt to equity before and atter adjustment. (2 marks})

{Totak: 20 marks)

...........
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THURSDAY: 29 November 2018.

g

kasneb

CIFA PART 11 SECTION 3

FINANCIAL STATEMENTS ANALYSIS

Time Allowed: 3 hours.

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings.

QUESTION ONE

(a) According to International Accounting Standard (1AS) 32:, “Financial Instruments: Presentation”, the issuer of a
financial instrument must classify it as either a financial liability or equity instrument on initial recognition

according to its substance,

Required:

With reference to the above statement, describe the accounting treatment of a compound instrument on initial

recognition and on subsequent measurement. {8 marks)
(b) Godin Limited is a public limited company with a portfolio of investments in many other entities. The extracts
from its most recent financial statements are as set out below:
Income statement for the year ended 31 October:
* 2018 2017
Sh.=4000” Sh.*000”
Revenue 126,000 175,000
Cost of sales {84,000) (105,000}
Gross profit 42,000 70,000
Profit on disposal of a subsidiary 3,560 -
Distribution costs (12,250) {18,550)
Administrative expenses (16,800) {10,150)
Finance costs (1,400} (2,800)
Profit before tax 15,050 38,500
Income tax expense (4.550) (11.550)
Profit tor the year 10,500 26,950
Statement of financial position as at 31 October:
2018 2017
Non-Current assets: Sh.«<000” Sh.=000”
Property, plant and equipment 57,050 66,500
[ntangible asset - goodwill - 7,000
57,050 73,500
Current assets:
Inventories 11,900 20,300
Trade receivables 4,550 8,400
Cash and cash equivalents 5,250 -
21.700 28,700
Total assets 78,750 102,200
Equity and liabilities:
Equity:
Ordinary shares of Sh.10 each 35,000 35,000
Retained earnings 10,560 14.000
45,500 49,000
Non-current liabilities:
10% debentures 14,000 28,000
Current liabilities:
Bank overdraft - 4,900
Trade and other payables 15,050 10,850
Current tax payable 4,200 _ 9450
19.250 25.200
Total equity and liabilities 78,750 102,200
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Additional information:

L. On | November 2017, Godin Limited sold the net assets (including goodwill) of a 100% owned
subsidiary for Sh.28 million cash on which it reported a gain of Sh.3.5 million. This disposal required
approval by the shareholders of the parent entity. In order to achieve this, the directors of Godin Limited
offered the shareholders a dividend of Sh.1.40 for each share in issue out of these disposal proceeds.

The trading results of the discontinued subsidiary indicated above, which are included in the income
statement for the year ended 31 October 2017 were:

Sh.“000”
Revenue 63,000
Cost of sales {35.000)
Gross profit 28,000
Distribution costs (3,500)
Administrative expenses {4.200)
Profit before interest and tax _20,300
2. The following selected ratios for Godin Limited have been calculated for the year ended 31 Ociober
2017:
Gross profit margin 40%
Return on capital employed 53.6%
Operating profit margin 23.6%
Net assets turnover 2.27 times
Required:
Compute the equivalent ratios for Godin group for the year ended:
(i) 31 October 2017 after excluding the consideration/contribution made by the disposal of the subsidiary. -
{4 marks)
(i) 31 October 2018, excluding the gain on disposal of the subsidiary. (4 marks}
{iii) Based on the computed ratios in (b) (i) and (b} (ii} above, assess the comparative financial performance
and financial position of Godin group as at 31 October 2018. (4 marks)
{Total; 20 marks)
QUESTION TWO
{a) Differentiate between the “auditor’s report” and (he “management commentary”. {4 marks)
{b) ABC Company is evaluating a lease arrangement being offered by TKM Company for use of a computer system.

The lease is non-cancellable and in no case will ABC Company receive title to the computer system during or at
the end of the lease term. The lease starts on 1 January 2018, with the first rental payment due on | January 2018.

Additional information relating to the lease is as follows:

Yearly rental payments $h.3,557.25 million.
Lease term 3 years.
Estimated economic life 5 years.
Purchase option Sh.3,000 million at the end of 3 years, which approximates fair
value,
Renewal option | vear at $h.1,500 million, no penalty for non-renewal as per
standard renewal clause.
Fair value at inception of lease Sh. 10,000 million.
Cost of asset to lessor Sh. 10,000 million.
Residual value:
Guaranteed Nil.
Unguaranteed $h.3,000 million.
Lessor’s implicit rate (known by the lessee) 12%.
Executory costs paid by lessor Sh.500 million per year and is included in the yearly rental
payments.
Estimated fair value at the end of lease Sh.3,000 million.
Required:
Analyse the lease capitalisation criteria for this lease for ABC Company. (6 marks)
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(c) Omondi Enterprises Lid., designs and manufactures locally made suits and the company’s primary market is
abroad. Sales have increased drastically in recent years. Such drastic growth has significant implications for cash
flows. Provided below are the cash flow statements for the company for two recent years:

Current year Prior year
Sh. Sh.

Cash flows from operating activities:

Net income 17,523 838,955

Adjustments to reconcile net income

to net cash provided by operating activities:

Deferred income taxes (69,524) {146,590)

Depreciation and amortisation 316,416 181,348

Changes in assets and liabilities:

Accounts receivable (38,267) (25.947)

Inventories (1,599,014) {1,289,293)

Prepayments and other current assets (444,794) (113,205)

Deposits and other assets (24,240) {83,044)

Accounts payable 2,017,059 (284,567)

Accrued expenses 61,321 170,755

Accrued interest payable (debentures) - (67,179)

Income taxes payable - 117,810

Net cash used for operating activities 236,480 (700,957)

Net cash used for investing activities (2,102,892) (4,422.953)

Net cash used for financing activities {315,353) 9.685.435

Net change in cash and cash equivalents (2,181,765) 4,561,525

Other information:

Current liabilities 4,055,465 1,995,600

Total liabilities 4,620,085 2,184,386

Net sales 20,560,566 17,025,856

Required:

(i) Noting that net income in the current year was only Sh.17,523 compared to prior year net income of
$h.8§38,955, but net cash flow from operating activities was Sh.236,480 in the current year and a negative
5h.700,957 in the prior year;

Explain the causes of this apparent paradox. {4 marks)

(ii) Evaluate the firm’s liquidity, solvency and profitability for the current year using cash flow based ratios.

(6 marks)
{Total: 20 marks)

QUESTION THREE

(a) Entities have a cheoice of the accounting policy they may wish to use in the preparation of financial statements.
However, the financial results of an entity could be altered significantly by the choice of the accounting policy.
Required:

With reference to the above statement, identify three key limitations of ratio analysis. {6 marks}

{b} The following information was extracted from the financial records of Mickeyland Limited:

Sh.000”
Revenue 1,857,000
Profit before interest and tax 298,500 —
Interest on loan 16,500
Income tax expense 69,000
Total assets 2,595,000
Shareholders’ equity £,506,000
Loan capital 243,000
Required:
The company’s return on equity (ROE) using the three-step DuPont analysis. (4 marks)
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(c)

Wingstone Limited bought a drilling machine for Sh.7.2 million on 1 April 2016. The machine had an estimated
economic useful life of six years on that date and a straight line depreciation to a nil residual value was provided.

On 1 April 2017, Wingstone Limited sold the machine to Whitesands Limited for $h.8,880,000 at its fair value. -
Wingstone Limited immediately leased the machine back from Whitesands Ltd, for five years (the remainder of
its useful life) at a rental of Sh.1,920,000 per annum payable in arrears. The present value of the annuai lease

payments at the inception of the leaseback amounted to Sh.8.4 million at an implicit interest rate of 4.625%.

The transaction satisfies the International Financial Reporting Standard (IFRS) 15: Revenue from Contracts with
Customers,

Required:

(i) The amount of the gain that Wingstone Limited should recognise for the year ended 31 March 2018 in
respect of the sale and leaseback. (4 marks)

(ii) The extracts of financial statements of Wingstone Limited for the year ended 31 March 2018 to account
for the right-of-use asset and lease liability. (6 marks)

{Total: 20 marks)

QUESTION FOUR

(a)
(b}

(¢

In relation 1o stock compensation plan, discuss three advantages of restricted stock plans. (6 marks)

On ! June 2015, Juhudi Ltd. and Jamii Ltd. merged to form Jumii Ltd. A total of 800,000 shares were issued to
complete the merger.

On | April 2017, the new corporation issued an additional 400,000 shares of stock and cash. All 1,200,000 shares
were outstanding on 31 December 2017. Jumii Lid. also issued Sh.600,000 of 20 year, 8% convertible bonds at
par on | July 2017. Each Sh.1,000 bond converts to 40 ordinary shares at any interest date. None of the bonds
have been converted to date. For the year ended 31 December 2017, the annual report indicated that the company
had an after-tax net income ot Sh.1,540,000. The tax rate is 30%.

Required:
The firm’s diluted earnings per share (EPS). (8 marks)

The following are the comparative income and retained earnings statements, for Pingu Ltd. for the years 2016 and
2017:

2017 2016

Sh. Sh.
Sales 340,000 270,000
Cost of sales (200.000) (142.000)
Gross profit 140,000 128,000
Expenses (88.000) (50,000}

52,000 78,000
Retained earnings (1 January) 125,000 72,000
Net income 52,000 78,000
Dividends (30.000) (25.000)
Retained earnings (31 December) 147,000 125,000

Additional information:
1. In the year 2017, Pingu Ltd. decided to switch its depreciation method from sum-of-the years’ digits to
the straight-line method.

The assets were purchased at the beginning of year 2016 for Sh.100,000 with an estimated useful life of
4 years and no salvage valuc. The year 2017 income statement contains depreciation expense of
$h.30,000 on the assets purchased at the beginning of year 2016.

2. [n the year 2017, Pingu Ltd. discovered that the ending inventory for the year 2016 was overstated by
Sh.24,000.

3. The ending inventory for the year 2017 was correcltly stated.

Required:

The revised earnings statement for the years 2016 and 2017. (Ignore income taxes). (6 marks)

(Total: 20 marks)
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QUESTION FIVE

(a)

(b}

Explain the term “earnings quality” in relation to accrual component of earnings and earnings management.
(2 marks}

On | October 2016, HM Ltd. acquired 2,000,000 ordinary shares of SI Ltd. by paying Sh.4.50 per share. As at the
date of acquisition, the retained earnings of SJ Ltd. were §h.4,200,000.

The draft statements of financial position of the two companies as at 30 September 2018 were as follows:

HM Ltd. 8J Lad.
Sh.#600” Sh.*000”
Assels:
Non-current assets:
Land 11,000 6,000
Plant and equipment 10,225 5,110
[nvestment in SJ Ltd. 9,000 -
30,225 11,110
Current assets:
Inventories 4925 3,295
Trade receivables 5,710 1,913
Cash 495 -
11.130 5210
Total assets 41,355 16,320
Equity and liabilities:
Equity:
Ordinary shares of Sh.1 each 5,000 2,500
Retained earnings 25,920 8,290
30,920 10,790
Non-current liabilities:
10% loans 6,000 2.000
Current liabilities: '
Trade payables 3,200 2,255
Bank overdraft - 285
Corporation tax 1.23 990
4,435 3,530
Total equity and liabilities 41,353 16,320

Additional information:
1. Extracts from the income statement of SJ Ltd. before inter-group adjustments for the year ended
30 September 2018 are as follows:

Sh.=000™ .
Profit before tax 2,700
Corporation tax (800)
Profit after tax 1999
2. During the year, S} Ltd. sold goods to HM Ltd. for $h.900,000. SJ Ltd. adds a 20% mark-up on cost to

all its sales. Goods with a transfer price of Sh.240,000 were included in HM Ltd.’s inventories as at
30 September 2018.

3. The fair value of SJ Ltd.’s land, plant and equipment at the date of acquisition was Sh.1,000,000 and
Sh.2,000,000 respectively in excess of the carrying values. S) Ltd.’s statement of financial position has
not taken account of these fair values., The group depreciation policy is that land should not be
depreciated while plant and equipment should be depreciated at the rate of 10% per annum on fair value.

4, During the year, an impairment review was carried out on the conselidated goodwill and it was found
that the goodwill had been impaired by Sh.400,000 as at 3¢ September 2018.

Required:
(i) Determine the value of goodwill arising on acquisition of SJ Lid. (5 marks)
(i) HM Ltd. group consolidated statement of financial position as at 30 September 2018. (13 marks)

(Total; 20 marks)
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CIFA PART HSECTION 3

FINANCIAL STATEMENTS ANALYSIS

THURSDAY: 24 May 2018, Time Allowed: 3 hours,

Answer ALL questions. Marks atlocated to each question are shown at the end of the question. Show ALL your workings,

OUESTION ONE

{i}

()

{v)

Distinguish between “top-doswn approach™ from botton-up approach™ technigues of analysing linancial stwments by
oatlining the salient steps followed in cach approach. (6 marks)

Neptine Floldings is an entity that operates in the wholesale and retail clothing market sectors across severat countries,
The firm prepares 1ts financial statements in accordanee with the requirements of International Finaneial Reporting
Standirds (1FRS8). The directors are considering tisting Neptune Holdings on o local securities exchange within the
next twelve months. One of the directors has rased concerns about (the costs associated with being a listed entily. in
particular the additional expense of producing operating, seement information.

Required:

t) Explain how the requirements of 1FRS 8 “Operating Segments™ assist entities in minimising the cost of
producing the operating segnient disclosures required by the standarl. (2 marks)

(it) Discuss three benelits that could acerue 1o the investors [rom reviewing the operating segment disclosures of

Neptne Toldings when making investment decisions. {6 mirks)

~
() Deseribe two potential limitntions that could be fueed by investors using operating segment information when
making investment decisions, : (2 marks)

A motor vehicle manufacturing company commenced operations on 1 January 2017, The following information relates
(o the company Jor the financial vear ended 31 December 2017

1 Research and development costs related 0 software development for internal. purpeses amounted (o

5h. 750,000,

Start-up costs amounted o Sh. 1,200,000

Direct response advertising costs totalled 1o Sh.225.000.

Research and development related o developing a new car model amwounted o $h.500, UUU

Testing of the pretotype model is scheduled for June 2018,

0. Start-up costs have an estimated period of benelits of two years, advertising three years while research and
development is estimated at live vears.

[ - Y g |

Required:
Caleulate (he amount that should be expensed in the company’s financial statements for the year ended 31 December
2017, -t marks)

(Fotal: 20 marks)

QUESNTION TW()

{a)

The Tollowing [inancial statements were extracted from the books of Melinda Limited:

Statement of comprehensive income for the year ended 31 March 2018

Sh.*million™
Revenue 5,740
Cost ol sales {1,840
Ciross prolil Q00
Other income o0
Distribution cost {120}
Administrative expenscs {330}
Finance cost (54U)
Prolil before tax 440
Income ax expense (t60)
Profit for the year 280
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Other comprehensive income: .
Gain on property revaluation D 100
Total comprehensive income -~ 380

Statements of financial position as at 31 M'a:rch:

2018 217
Non-current assets: Sh, “million” Sh. “million™ Sh, “million™ Sk *million"
Propecty, plant and cquipment 2,480 1.8610
lvesinent property ' C20 00
3.300 2.200
Current assets:
lnventer 1.210 810
Accounts receivable £80 510
Delerred tx assel - Nil 50
Bank 10 1,700 Nil 1,100
S.000 : 3,660
Equity and liabilities:
Credinary share capital [.000 60
Share premiun 6O Nil
Revaluation reserves 150 5{)
Retained carnings (R L3l
319G 1,960
Non-current liabilities:
6" o Debentures Nil 400
Delerred 1ax 50 0 3 430
Current liabilities:
Accounts pavable (I [.05)
Bank overdralt Ni} 120
Warranty provision 200 100
Cureent tas payable 150 1,700 ) Nil 1,270
5,000 3,000

Additional information:

l. Aniteny of plant with 2 careving value ol Sh.218 million was sold ata loss of Sh.90 million during the year.
Depreciation of Sh.280 million was charged to cost of sales for property. plant and equipment in the year ended
31 March 2018,
Fhe company uses the fair value model as per Internintional Accounting Standard (1AS) 102 Invesanent
Property.
There was no acguisition or disposal of investment property during the vear.

. The 6% debentures were redeemed early incurring o penalty payment of Sh.20 million which bas been charged
as an administrative expense in e income statement.
3. Other incomes comprise:

- tnvestment income of Sh.Ad million,
- Revaluation gain ol investment propesty of Sh.20 mitlion.

. Melinda Limited gives a 12 month warranty on some of the products it sells. The amount shown in current
liabilitics as warranty provision are an accurate assessnent based on past experience of the amount ol claims
likely (o be made in tespeet of wareantics outstanding at cach vear end. Warranty costs are included n cost of

sales.,

Required:

(1) A statement ol cash Tows lor the year ended 31 March 2018 in accordance with the requirements ol the
International Accounting Standard (1AS) 7. Statement of Cash Flows. (14 marks)

(b} Comment on the cash flow management of Melinda Limited as revealed by the statement of cash flows in
tu) above and the intormation provided by the above financial statements. (O marks)

(‘Votal: 20 marks)

QUESTION THREE

(o)

Pauline Nangila and Johnson Mugecha are discussing the recent fraud that occurred at AKIP Limited. The fraud
involved the improper reporting of revenue to ensure that the company would have income in excess of Sh.t billion.

Required:
(i) Explain the term “fraudulent financial reporting”. (2 marks)
{ii} Lvaluate five ways in which fraudulent financial reporting diflers lrom an embezzlement of company’s tunds.

{5 marks)
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(V)

(i) Examine two reasons why the components ol income lax expense should be disclosed and a reconciliation
between the effective tax eate and the statutory tas rte be provided. (2 mirks}

(ii) Baubab Cement Limited reported a pre-tax income of Sha70 million for the year 2017, The tollowing écms
caused Lxable income w be different froi pre-tax dinancial income reporied:

I Depreciation on the @x et was greater thane depreciation on the ieoime staiement by
Sho e million.

2. Rent colleeted on the tax return was greater than rent recognised on the jpsoine statement by
$h.22 miliion,
3. Fines tor poliution appear as an expense of Shoi 1 million on the income statement.

Baobab Cement Limited s tax rte is 307 Tor all years and the company eXpects to report taxable mcome i all
litare years, |here are ne deferred taives at the beginning of the year 2017

Reguired: .
Compute the etfective income tas rate Tor the year 2017, i marks)

Shadvack Magu. a lnancial analyst at Beta Copital bas gathered the Tollowing informatic about ABC Linited for the
year ended 31 December 2017: '

Il Nel incone Tor the year was Sho L3t million,

2, Ouistanding number ol ordinary shares Tor the entire vear was 3 asillion.

KR The company had 1.2 million, 906, Sh.H00 par value preference shares for the entice year with ciach prelerred
share being convertible into 5 ordinary shares,

1 The corporate tas e is 3%

Reqguired:

() . Basic carnings per share (EPS). (2 marks)

{1} Diluted camings per share (EPS). {3 marks)

{'Total: 20 marks)

QUESTION FOUR

Wesiern Corporation wis formed 3 years ago through a public subscription of ordinary shares. Douglas Wekesa who owns 3%
of the ordinars shares is the corrent chairman ol Western Corporation. The compimy has been suceessiul, but s corremtly
experiencing a shostage of funds, On 10 June 2017, Wekesa approached Salama Bank requesting tor o Z--month extension o
wo Sl 35 million notes, which weee due on 30 June 2017 and 30 September 2017, Another note of She.e atitlion was due on
31 March 2018, but he expects no difficulty in paying this note on ils due date. Wekesa explained that Western Corporation’s
cush Mow problems were duc primarily o the company’s desire to finance a $h.300 million plant expansion over the next two
linanciil yers through internally generated Tunds.

The commercial foan ofticer of Salama Bank obtained the following financial reports of the company for the last two linancial

VEINS!

Western Corporation
Statement of (nancinl position as at 31 March:

Assets: _ 2017 206
Shro™ SShH0m™

Cash 18,200 12,300
Noles reeeivable 118,000 132,000
Accounts receivable (net) 131,800 125,504)
Inventorics {at cost) 105,000 50,000
Plant and cquipment 149,000 1,120,500
Total assels 1,852,000 1,740,500

Liabilities and stockholders’ equity:

Accounts payable 79,000 91,000
Notes payable 76,000 61,500
Acerued liabilities 9,000 6,000
Ordinary shares (130 million shares, $h.14 par) 1,300,000 - 1,300,000
Retained earnings 388,000 _ 282,000

(,852,000 740,500
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Western Corporation
lucome stitement
For the linaucial vear ended 31 Mareh

207 2H G

Sho0og™ Sh.000™
sales revenue 3000000 2,700,000
Cost of goods sold {1,5330,000) 125,000
Gross profit margin LA70,000 - 1275001
Operzting expenses {800,001) {780,001
Income belore income taxes O 10000 C 95000
Income taxes (21,000 L198.000)
Net income 360,400 297000

Additional information:
I Cash dividends were paid 2t the rate of Shoi per share i the finanicial sear 2006 ad Sh.2 per share s (he
financial year 2017,

2 Depreciation charges on the plant and cquipment of Sl 100 million and Sh.102.5 million for the financial yeurs
ended 31 March 2016 and 31 Mareh 2017 respectively are included in thie cost of zoods sold.
Required:
i) Cempute the following items Tor Western Corporation:
(i) Current ratio Jor linancial sear 20016 and 2017, : 2 nirks)
{i) Acid-test (quick) ratio for the Tinancial year 2016 and 2017, _ {2 murks)
{iii) Inventory turmover lor (inancial vear 2017, (2 marks)
{iv) Return on assel (ROAJ for financial vear 2016 and 2017 (Assume tolal assets were Sh LoSS 300,000 oy o
31 March 2015). {2 naark sy
(v} Percentage change in sales. cost of gouds sold, gross prolit margin and net incomie afier toses om fnascil
vear 2006 to 2017, i marks)
th) Propose two financial reports and o financial analysis that might be helptul w the commerciat loan officer of Saluma
Bank in evaluating Wekesa's request for a lime extension on Western Corporation™s nuotes, (2 marks)
{c) Assume that the percentage change experieneed in (he, linancial year 2017 as compared with fiancial e 2016 tor

sales and cost of goods sold will be repeated i each of the next 2 vears,

Determine whether Western Corporation”s desire to tinance plant expansion lrom inteenally gencrated tunds is realistic.
' {5 marhs)

] Determine whether Salama Bank should grant the extension on Western Corporation’s petes considering Welesa's
statement about financing the plant expansion through internally generated funds. (1 mark)

(Total: 20 marks)

QUESTION FIVE

() Complex Machineries Limited leased o new model of a machine under the Tollowing terms:
L Four year lease with annuat end ol s car pavments o Sh. 1,000 _ .
2. At the end of the fease. the lessor regains possession. and the assel is expected o be sold al serap valee,
3. The discount rate vn the lease is 6%,
4. The company’s incremental borrowing rate is 7%.
5. The company depreciates all its assets on a straight-line basis.
6. Useful life of the machine is 5 vears.
Required:
Hhustrate how the above lease would be reported in the company’s stateinent of financial position and ingome stintenient
for cach ot the next four years. ’ {1 marks)
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()

I relation o the Intermational Financial Reporting Standard (1FRS) 3. “Non-current Assets Held tor Sale and
Discontinued Operations™

)

(i)

[tighlight theee conditions that must be met for an asset o be classilied as hield tor sale. (3 murks)

Allicd group operates hote! chain within st Africa. After a period of declining profitability. the direcions
inade the tollowing deeisions during the year ended 30 April 2015:

l. To dispase of all ol'its hotels in Rwanda,
To refurbish all of its hotels in Kenyit in order 10 target the business clhients markei. Fhe previous
target market in Kenya had been aimed at the holiday and tourism market,

b-r

Required:
Treating the two decisions separately, explain whether they meet the criteria for being classilicd as
Jiscontinued operations in the linsncial statements tor the year ended 30 April 2013, {3 marks)

The Tollowing are the extracts rom the financial statements ol Zoo Linvted and Nige Limited Tor the year ended
31 December 2017:

Summarised income statenient and statement ot other comprehensive income Tor the year ended 31 December 2017

Zoo Limited Niqe Limiled
Sh,million™ Sh. million™
Profit from operations 290 B ]
Iinance costs {-13) (8}
Prolit belore tax 245 132
Ineome Lix expensy (80) (32)
Protit tor the year 165 100
Otlyer comprehensive income:
Items that may be reclassificd to profit or loss:
Gains on sale ol investment 2
1tems that will not be reclassified lo profit or loss:
Revaluation ol property, net ol lax 60 20
Other comprehensive income for the year 62 20
Total comprehensive inceme 2T 120

Additional information:

[ - 00 Limited acquired 10% ol the cquity share capital of Nige Limited for Sh.270 mithion in the year 2014
when (he fair value of the net assets of Nige Limited was $Sh.600 million. Zoo Limited acquired a further 30%
ol the equity share capital of Nige Limited for $h.260 million on 1 October 2017 when the [air value ol the net
assets was Sh.800 million. The fair value of the initiat 40% investment in Nige Limited was Sh.390 million as
at | October 2017. There has been no impaivment ol the investments in Nige Limited.

2 Assume that prolits, gains and losses acerue evenly throughout the year.,

3. 1t is the group’s policy 1o measure the non-controiling interest al its proportionate share of the fair value ol the
net assets acquired.

Required:

Group consolidated income statement and other comprehensive income for the year ended 31 December 2017,

(10 marks}
(Total: 20 marks)
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CIFA PART Il SECTION 3
FINANCIAL STATEMENTS ANALYSIS

THURSDAY: 30 November 2017, Time Allowed: 3 hours.

Answer ALL questions. Marks altocated (o each question are shown at the end of the question, Show ALL your workings.

QUESTION ONE

(@)

(b

(c)

The role of lnancial statements analysis is 0 use financial reports prepared by companies, combined with other
information, to ¢valuate the past, current and potential performance and financial position of a company for the purpose
ol'making investment, credit and other cconomic decisions.

{n refation 10 the above statement, analvse four types of economic decisions that a financial analyst could make from the

iinancial statements of a company. (4 marks)
(i) Lxplain the term "carnings management™, {2 marks)
tii) John Kitili, a financial analyst at Rich Investment Firm has been presented with the Toilowing data frem the

statement ol financial position of Mwenja Dairy Limited (or analysis:

Mwenja Dairy Limited statement of financial position as a( 3 October:

2017 2016
Sh, 030" Sh, “000™

Assels:
Cash 1,400 4.000
Accounts receivable 7.000 6.000
Inventory 8,400 $.000
Non-current assets 27.600 26,000
Total assets 47,400 14,000
Liabilitics and cquity:
Accounts payable 3.520 3.200
Short-term notes payable 5,288 4,800
Long-term debt 30,000 30.000
Total liabilities 38.808 38.000
Equity:
Ordinary shares 4,600 41,000
Retained earnings _3.992 _2.000
Total liabilitics and cquity 47,400 44,000
Required:
The accrual ratio for the year 2017. (4 marks)

The following information relates 1o Zalip Limited and Avela Limited which operates whaolesale stores as at 30 June
2017

Statement of financial position as at 30 June 2017

Zalip Limited Avela Limited
Sh, “*mitlion™ Sh. “million™
Non-current assets:
Land and buildings 360.0 510.0
Fixtures and fitlings 87.0 91.2
447.0 601.0
Current asscts:
Inventories 592.0 403,0
Trade receivables 176.4 3219
Cash at bank 84.6 _9l16
853.0 816.5
Total assets 1,300.0 14177
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(d}

Sh. *million™ Sh. “million™
Equity and Labilities:

Equity

Ordinary shares (Sh. 1 cach) 320.0 250.0

Retained earnings 367.6 624.6

Total equity 687.6 874.6

Non-current liabilitics:

Borrowings — loan notes 190.0 250.0

Current liabilities:

Trade payables 406.4 2757

Taxation 16.0 17.4
4224 2930

Total cquity and liabilities 1,300.0 1417.7

Income statement for (he year ended 30 June 2017

Zalip Limited Avela Limited
Sh. *million™ Sh. *million”

Revenue 1,478.1 1,790.4
Cost of sales (1.018.3) (1.214.9)
Gross profit 459.8 5753
Operating expenses {308.5) (408.6)
Operating profit [151.3 166.9
Interest pavable (19.4) . (27.5)
Profit before taxation 131.9 139.4
Taxation G20 (34.8)
Profit for the yvear 99.9 104.6
Additional information:
[ All purchases and sales were on credit.
z, Zalip Limited and Avela Limited had announced their intention 1o pay dividends of Sh.133 million and Sh.95

million respectively in respect of the vear 2017,

3. The market value of a share in Zalip Limited and Avela Limited at the end of the year were $h.6.50 and

Sh.8.20 respectively.

Required:

For each business, calculate two ratios that are concerned with each of the following aspects:

0] Profitability.
(iiy Efficiency.
(iii) Liquidity.
(iv) Gearing.

Interpret the ratios compuited in (c) (i) 1o (c) (iv) above.

QUESTION TWO

(a)
(b)

Evaluate four factors that could contribute to the reliability of financial statements.

{2 marks)
{2 marks})
(2 marks)
2 marks)
(2 marks)
(Total: 20 marks)

(4 marks)

Benson Kilonzo. a financial analyst at ABC Capital has been presented with the following financial statements of Yenus

Limited for analysis:

Venus Limited
Income statement for the year ended 31 October 2017

Sh.

Revenue 3,257,489
Cost of sales (840.204)
Gross profit 2417285
Less expenses:

Salaries and wages . 1,036,005
Rent and lighting 123,467
General administrative expenses 783,969
Total operating expenses (1.943.441)

Earnings before interest, tax, depreciation and amortisation (EBIDA) 473,844
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Sh.

Depreciation and amortisation (156,368)
Eamings before interest and tax (EBIT) 317,476
Interest and other expenscs (31,089)
Pre-tax income 286,387
[ncome taxes {85.642)
Net income 200,745

Venus Limited
Statement of financial position as at 31 October:

2016 2017

Non-current asseis: Sh. Sh.
Land and buildings 1,694,720 1,774,550
Plant and equipment 618,081 663.472
Motor vehicles 15,000 23.9065

2.327.805 2461987
Accumulated depreciation (1,295,761} {1.418.835)
Non-cuirent assets 1.032.044 1,043,152
Goodwill 216,605 252,790

1,248,649 1,295,942
Current assels:
Cash 73,633 62.271
Inveniory 67,023 70,559
Accounls receivable __ 46,588 43,944
Total current asscts _187.244 ) I76 774
Tolal assels 1 435,893 1,472,716
Financed by:
Equity and liabilities;
Equity:
Ordinary sharc capital S07.736 512,738
Retained carnings {586.196) (j2_§,834)
Total sharcholders’ equity (78,460) (213,099)
Long-ierm liabilities:
Loan notes 0970.825 1.113.949
Current liabilities:
Trade payables 412,112 427,160
Accrued expenses 131416 _144,706
Total liabilities and equity 1:4335.893 1,472,716
Required:
{i) Ventical analysis on the income statement for the year ended 31 October 2017, {4 marks)
{ii) Hortzental analysis on the stalement of financial position, {4 marks)
(iii} Inventory tumever ratio, {2 marks)
(iv} Cash conversion cycle. (4 marks)
() Return on equity (ROE). (2 marks)

{Total; 20 marks)

QUESTION THREE

(a)

(b)

Highlight three conditions to be satisfied belore provision is recognised as per the International Accounting Standard
(IAS) 37 “provision, contingeni liabilities and contingent assets™. (3 marks)

Medichem Limited, a public limited company operating in the pharmaceuticals sector intends 1o achieve cconomies of
scale by entering into a busingss combination with compatible partner companies. T'o achieve this objective, Medichem
Limited acquired all of the ordinary sharc capital of Diapharm Limited by way ol a sharc exchange on 1 April 2017.
Medichem Limited issued 5 of its own shares for every 4 shares in Diapharm Limited. The market value of Medichem
Limited’s share on | April 2017 was Sh.6 cach. The share issue has not been recorded in Medichem Limited’s books.
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The summarised financial statements of both companics for the year to 30 Scptember 2017 were as lollows:

Income siatement for the year ended 30 September 2017:

Medichem Eimited Diapharm Limited
Sh, “000™ Sh. “000"
Sales revenue 48,000 40,000
Cost of sales (33,200} (23.600)
Gross profit 14.800 16.400
Operating expenses (3.200) (2.000)
Profit before tax [1.600 14,400
Taxation (4,000} (6,000)
Profit for the year 5,000 8,400

Statement of financial position as at 30 September 2017:

Medichem Limited Diapharm Limited
Non-current assels: Sh, “(00™ Sh. “000™ Sh, “go0” Sh. #000™
Property, plant and equipment £28,000 76,000
Investments . 23,600
128,000 95,600
Current assets:
[nventory 43,600 47,200
Trade receivables 32,800 . 18,400
Bank 21,000 29400 400 96,000
Toal usscls 207,400 191,600
Equity and liabilitics:
Ordinary shares (Sh.1 cach) 40,000 24,000
Share premium 8,000 4,800
Retained carnings 114,400 122,100 85,100 90,200
162,400 114,200
Nen-current liabilities:
%% loan note 10,000 36,000
Current liabilitics:
Trade payables 30,600 35.400
Taxation 4,400 33,000 6,000 ALA400
207,400 191,600

Additional information:
b The fair value of Diapharm Limited investment was Sh.[0 million in excess of its book value at the date of
acquisition.

2 The fair value of Diaphram Limited s other net assets was equal 10 the book value.

3 Goodwill was revicwed on 30 September 2017, Sh.6 miltion loss is to be recognised.

4, No dividends have been paid or proposed by either companies,

Required:

(i) Consolidated inceme statement for the year ended 30 September 2017, (S marks)
{iD) Consolidated statement of changes in cquity for the year ended 30 September 2017, {4 marks)
{iin) Consolidaled stalement ol financial position as at 30 Scptember 2017, {8 marks)

{Total: 20 marks)

QUESTION FOUR

{a) In relation to the International Accounting Standard {(1AS) 38 “Intangible Assets”:
{i} Define the term “intangible asset™. (2 marks)
(ii) Qutline three examples of intangible asscts. (3 marks)
(b) The following information refates to Golden Cake Limied pension scheme Tor the vear ended 31 Oclober 2017:
Beginning projected benefit obligation (PRO) $h.24 millien
Fair marketl value of plan assets Sh.16 million
Discount rate 9%
Expected retum on plan assets Sh.1.96 million
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{c)

(d)

(e

Anticipated compensation growth rate 4%

End of period actual return on asscts 14%
End of period plan assets Sh.18 miltlion
Service cost for the year 5h.1.8 million

Note: Ignore amontisation of unrecognised prior service costs and deferred gains and losses,

Required: .
Pension expenses for the year ended 31 October 2017, (3 marks)

Milliam Akinyi is a financial analyst a1 Vinball Limited which operates a defined-benefit retirement plan for its
employees. The firm has a relatively young workforee with a low percentage of retirees. She is tasked to analyse the
effects of changing assumptions on different variables used to caleulaie certain pension amounts.

Required:
(i) Describe the impact of an increase in the compensation growth. (2 marks)
(i) Examine the impact of the funded siatus in case of a decrease in the discount rate. (I marky

Stella Maris, a Centified Financial and Investment Analvst (CIFA) has calcwlated the lollowing ratios for ABC Limited:

Operating profit margin 17.5%

Net profit margin 1.7%

‘Total asset turnover 0.89 times

Return on assets 10.4%

Financial leverage 1146

Debt 1o cquity ratio 0.46

Required:

The company’s return on equity (ROE) using DuPont analysis. (2 marks)

In relation to International Accounting Standard (1AS) 10 ~Livents after the reporting period™:
{i) Distinguish between ~adjusting event™ and non-adjusting event”, {4 marks)

{ii) The current financial vear for Damiano Limited ends on 31 March 2017, The company’s financial statements
were authorised by its directors on 6 May 2017 and the annual general meeting (AGM) was heid on 3 June
2017. The following events have been brought to your atiention;

On 12 April 2017. a fire complelely destroyed the company’s largest warchouse and the inventory inside, The-
carrying amount ol the warchouse and the inventory were Sh.20 million and $h.12 million respectively. 1t
appears that the company had not updated the value of its insurance cover and only expects to be able to
recover a maximum of Sh.18 million from its insurers. Damiano Limited trading operations had been severcly
disrupted since the fire outbreak and it expects large trading losses in the foresecable future.

Required:
Explain the required reatmem of the above item by Damiano Limited in its financial statements for the year
ended 31 March 2017, (3 marks)

(Total): 20 marks)

QUESTION FIVE

(a)

(b)

(i) Explain the term “shenanigan strategies™ as used in financial statements analysis, (2 marks)
{it) Describe two basic strategies underlying aceounting shenanigans, {2 marks)

in March 2017, Nebulax Limited acquired 40.000 shares in Jedidah Limited for Sh.2.68 per share. The investment was
classified as available for sale on initial recognition. The shares were trading at Sh.2.96 per share on 31 July 2017. The
directors of Nebulax Limited are concerned about the value of the company's investment in Jedidah Limited and in an
attempt 10 hedge against the risk of a fall in its value, they are considering acquiring a derivative contract, The directors
wish to use hedge accounting in accordance with [nternational Accounting Standard (IAS) 39: “Financial Instruments”.

Required:
Explain how both the available for sale investment and any associated derivative contract would be subscquently
accounted for, assuming that the criteria for hedge accounting was met, in accordance with 1AS 39, (3 marks)
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{c)

ABK Lid. & subsidiary of MNC Ltd., prepares its financial staiements in AHS currency. The following - financial
information relates 1o the two entities for the year ended 30 September 2017: :

Siatement of financial position as at 3¢ September 2017:

MNC Lid. ' ABK Lid,
SHS “million” SHS “million”  AlIS “million” AHS “rillion”
Non-current assets:

Property, plant and equipment 107 164

Investments (Note 1) _60 167 _ - 164

Current asseds:

Inventory { Note 2) 70 30

Accounts receivable 635 60

Cash and bank balances 28 160 12 122
327 286

Equity and liabililics:

Ordinary share capital (I SEHS/1 ALLS shares) LOO 60

Retained prolits ' 127 227 &9 149

Non-current liabilities 65 72

Current liabilities 35 65
327 236

Statement of compreheasive income for the year ended 30 Seplember 2017

MNC Lid. ABK Lid.
SHS “million™ AMUS “million™

Revenue 200 240
Cosi oi sales (1200 (143}
Gross profit 80 95
Operating ¢xpenses (35) {49)
Operating income 15 55
Intergroup investment income 1.5
Finance cost (7.3} (1)
Profit before tax 42 5
Incotne tax expense {10) (15}
32 30

Notes 1o the financial statements:

Note §: On | October 2014, when the retained carnings of ABK Lid. showed a credit balance of A1IS 38 million, MNC
Lid. purchascd 45 million shares of ABK Lid. for AIS 4 cach. At this date, a non-current assei in the books of ABK
Lid. with a carrying value of AlIS 50 million was deemed (0 have a fair value of AIIS 80 million. This asset had «
remaining uselul life of 10 years at this time and depreciation is charged 1o cost of sales.

Note 2: On | September 2017, MNC Ltd. sold computer components 1o ABK Ltd. for SIIS 12 million. Thesc
components had a cost of SHS 10 million 10 manufacture. All of these components were included in the inventory of
ABK Lad. as at 30 September 2017, ABK LLid. had paid for hall of the consignment before the year end and the balance
of the liabilities was included in its payables.

Zxchange rate on retevant dates were as {ollows:

Dale Exchange rate: (AHS/SIS)
"1 Octlober 2014 3.00
30 Seplember 2016 210
I September 2017 245
30 September 2017 240

The weighted average exchange rate for the year ended 30 Seplember 2017 was AIIS 2.50 = | SHS

Required: :
MNC 14d. consolidated statement of comprehensive income for the year ended 30 September 2017, {8 marks}
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(d)

Radian Limited had 10 million ordinary sharcs in issuc on both 1 January 2016 and 31 Dccember 2016. On 1 January
2016, Radian Limited issued 1.2 million, | unit of 5% convertible loan stock. Each unit of stock is convertible into 4

ordinary shares on | January 2019 at the option of the holder.

The following is an extract from Radian Limited income statement for the year ended 31 December 2016:

Sh. “000™

Profit before interest and tax 1,960

Interest payable on 5% convertible stock _t60)

Profit before tax 1.900

Income tax expenses at 30% {570}

Profit for the year 1,330

Required:

() The basic earnings per share {EPS) for the year ended 31 December 2016, (2 marks)
(i) The diluted carning per share (EPS) for the vear ended 31 December 2016. (3 marks)

(Total: 20 marks)
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KASNEB

CIFA PART 11 SECTION 3

FINANCIAL STATEMENTS ANALYSIS

THURSDAY: 25 May 2017. Time Aliowed: 3 hours.

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings.

QUESTION ONE
Nancy Naliaka, a financial analyst at ABC Capital Investment firm is analysing the financial statements of some
companies in the manufacturing sector in her country,

(a)

(b)

(c)

Required:

In relation to the above statement, highlight three different types of information that she could obtain from each of the
following sources:

M
(i)

Press release. {3 marks}

Proxy statements. (3 marks)

Noor Kiptoon, a finance director at Equid Limited is evaluating whether the company should purchase a production
plant in cash or through a finance lease.

Additional information;
The plant will cost Sh.280 million.

1.

2, The interest rate implicit in the Jease is 10% per annum.

3 The finance lease would be repaid in four equal instalments of Sh.80 million each, payable annually in advance
commencing 1 January 2017.

Required:

The amount to be included in both the statement of comprehensive income and the statement of financial position for

the years ended 31 December 2017 and 31 December 2018. (6 marks)

(i) Distinguish between “taxable temporary differences” and “deductable temporary differences™ as used in the

(i1)

computation of income taxes. (2 marks)

Bitech Ltd. had a deferred tax assets of Sh.20 million as at 1 April 2016.
During the vear ended 31 March 2017, the following information was available for computation of deferred

tax:

Property, plant and equipment had a carrying amount of $h.600 million and a tax base of Sh.500 million.

2. Trade receivables had been reported at Sh.250 million before making an allowance for doubtful debts of
Sh.5 million and éxchange gain (unrealised) of Sh.20 million. Both the allowance and exchange gain
are not allowed for tax purposes.

3. Trade and other payables stood at Sh.550 million which included accrual of Sh.60 million allowable for
lax purposes.

4. Inventory is carried at Sh.150 million before making a provision of 5% on obsolete stock.

5. [Intangible assets comprise of patents being amortised over 5 years which had a carrying value of Sh.6¢
million. This had been allowed for tax purposes when the cost was incurred.

Assume a tax rate of 30%. —

Required:

The deferred tax provision for the year ended 3! March 2017, {6 marks)

(Total: 20 marks)
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QUESTION TWO

(a)

(b)

(i
(i)

Explain four purposes of financial ratios. (4 marks)

James Oduor, a financial analyst is examining the performance of Betam Airways and wishes to understand
the factors driving the trend in its return on equity (ROE) over a three year period. James obtains the
following data from a leading news provider and ascertains that the news provider has included non-

operating income in the interest burden factor:

Year

Factor 2016 2015 2014
Return on equity (ROE) 20.62% 14.42% 10.17%
Tax burden 64.88% 62.52% 60.67%
Interest burden 130.54% 112.60% 130.50%
Earnings before interest and tax (EBIT) margin 6.51% 6.40% 4.84%
Asset turnover 1.38 1.19
Leverage 2.32 224
Required:

Analyse each of the factors driving the trend in return on equity (ROE) over the three year period. (6 marks)

The following are extracts of the financial statements of Aquila Ltd.. Leo Ltd. and Orion Lid. for the vear ended

31 December 2016;

Summarised income statements and other income for the vear ended 3| December 2016:

Aquila L1d. Leo Ltd. Orion Ltd.
Sh*million™ Sh.“million™  $h.*million”
Profit from operations 580 280 140
Finance costs {90) {16} (20)
Profit before tax 490 264 120
Income tax expense 160] 64} 30
Profit for the year 330 200 90
Other comprehensive income:
Items that will not be classified to the income statement;
Revaluation of property (net of tax) 120 40 20
Other comprehensive income for the vear 120 _4a _20
Total comprehensive income 4 240 110

Additional information:

1. Aquila Ltd. acquired 80% of the equity share capital of Leo Lid. for $h.405 million in the year 2013 when the fair
value of the net assets was $h.465 million. The non-controlling interest in Leo Ltd. was measured as its fair value
of Sh.100 million at the date of acquisition. Aquila Ltd. conducted an annual impairment review and concluded
that the goodwill on the acquisition of Leo Ltd. was impaired by 20% as at 31 December 2016. No previous

impairment of goodwill had occurred.

2. Aquila Ltd. established a joint venture entity, Orion Ltd.. with one other party on 1 January 2016. Aquila Ltd. is
accounting for its 50% share in this joint venture in accordance with the International Accounting Standard (1AS)

28: “Investment in Associates and Joint Ventures™,

Required:

(i) The summarised consolidated income statement and other comprehensive income for Aquila Lid. for the year
ended 31 December 2016. (6 marks)

(i) Aquila Ltd. is planning to acquire 100% of the equity of Delta Lid., an entity that operates overseas and

which currently prepares its financial statements in E Shillings. The directors of Aquila Lid. intend to require
that Delta Ltd. adopts the currency of Aquila Ltd.’s country as its functional currency.

Required:;
Explain how the functional currency of Delta Ltd. should be determined under International Accounting
Standard (IAS) 21: “The effects of changes in Foreign exchange rates™ framework. (4 marks)

{Total: 20 marks)
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QUESTION THREE
(i) Summarise four conditions that must be satisfied before the revenue from the sale of goods could be
recognised as per the lnternational Accounting Standard (1AS) 18: “Revenue™.

(a)

{b)

(4 marizs)

(ii) Fairmall Technology Limited was awarded a contract to develop a computer sottware program for a client

for a total sales price of Sh.100 million.

The project was to take three vears to develop with a total development cost estimated at Sh.6¢ willion.

Additional information:

1. At the end of year |, the company had spent Sh.30 million. total costs to completion being estimated at

Sh.30 million,

2, At the end of year 2, the company had spent an additional Sh.24 million, total costs to completion being

estimated at Sh.6 million.

3. At the end of year 3, the contract was complete. The company spent an accumulated total cost of Sh.60

million.

4, The company recognises long-term contract revenue using the percentage of completion method and
estimates the percentage complete based on expenditure incurred as a percentage of total estimated

expenditures.

Required:

The amount of revenue that Fairmall Technology Limited should recognise in year 1, year 2 and year 3.

(6 marks)

The following comprehensive income statement relates to the performance of Beste Lid. for the year ended 31 March

2017 and 31 March 2016 respectively:

31 March 2017

31 March 2016

Sh.~000™ Sh.“000™

Revenue 141,088 122516

Cost of sales (71.956) (67.400)

Gross profit 69.132 55,116

Distribution costs (11,054 (9,830)

Administrative expenses (29.702) {22.278)

Total operating profit 28,376 23,008

Profit/(loss) on sale of non-current assets 1418 1,240

Profit before interest and taxation 26,958 34,248

Net interest payable (5,508) (6.438)

Profit before taxation 21,450 17,810

Taxation (6,244) t4.470)

Profit for the period 15,206 13,340

Required:

(i) Common size percentage income statement for the year ended 31 March 2017 and 31 March 2016, (8 marks)
(ii) Comment on your results in (b}(i) above, (2 marks)

QUESTION FOUR

(a)
(b}

Examine two limitations of cash flow reporting.

The following information relates to Maji Lid.:

Cash and cash equivalents (31 December 2016)
Cash and cash equivalents (31 December 2017)
Interest expense

Net borrowings

Cash dividends

The corporation tax rate is 30%.

Required:

The free cash flow to the firm (FCFF) at the end of year 2017.

Sh.“069™
1,500
1,850

480
250
1,250

(Total: 20 marks)

{2 marks)

(3 marks}
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{c)

The following are the financial statements for Halzina Limited for the year ended 30 April 2017

Halzina Limited
Income statement for the year ended 30 April 2017;

Sh.“000°
Revenue 5,106
Cost of sales (3.628)
Gross profit 1,478
Distribution costs (250)
Administrative expenses (528)
Profit from operations 700
Interest received 50
Interest paid (150}
Profit before tax 600
[ncome tax expenses (280)
Profit for the year =320
Dividend payable 200
Halzina Limited
Statement of financial position as at 30 April:
2017 2016
Sh."000" Sh. 000"
Assets:
Non-current assets:
Tangible assets 760 610
Intangible assets 500 400
Investment - 50
1.260 1.060
Current assets:
Inventories 00 204
Trade receivables 780 630
Short-term investments 100 -
Cash 4 2
L84 836
Total assets 2,444 1896
Equity and liabilities:
Equity:
Ordinary share capital of Sh. 1 each 400 300
Share premium account 320 300
Revaluation reserve 200 182
Retained earnings _ 320 200
1240 b8z
Non-current liabilities:
Long-term loan 340 100
Current liabilities:
Trade payables 254 . 238
Bank overdrail 170 196
Taxation 240 220
Dividends payable 200 160
' _864 314
Total equity and liabilities 2.444 L3896

Additional information:

1. The proceeds of the sale of non-current asset investments amount to Sh.60,000.

2. Fixtures and fittings with an original cost of Sh.170,000 and a carrying value of $h.90,000 were sold for
5h.64,000 during the year.

3. New fixtures and fittings were purchased at a cost of Sh.402.000,
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4. The following information relates to tangible non-current assets:
30 April 2017 30 April 2016

Sh.=0060" Sh.»000"
Cost/revaluations 1,440 1,190
Accumulated depreciation 680 580
Carrying value 160 610

5. 100,000 ordinary shares of Sh.1 each were issued during the year at aﬁ'_emium of Sh.0.20 per share.
6. The short-term investments ate highly liquid and are close 1o maturity.

Required:
Statement of cash flows for the year ended 30 April 2017 in accordance with the requirements of International
Accounting Standard (1AS) 7: “Statement of cash flows™. _ (15 marks)

{Total: 20 marks)

QUESTION FIVE

(a)

{b)

(c)

Evaluate five mechanisms that could be put in place to prevent strategic manipulation of financial statements.
(5 marks}

During the year 2016, OLB Ltd. reported a net income of Sh.115,600 and had 200,000 ordinary shares outstanding for
the entire year. The company alse had 1,000, 10% Sh.100 par value convertible preferred shares, convertible into 40
ordinary shares ¢ach. outstanding for the entire year.

OLB Lid. also had 600, 7% Sh.1.000 par value convertible bonds, convertible into 100 shares each, outstanding for
the entire year. The company alse had 10,000 stock options outstanding during the year, Each option is convertible
into one share of stock at Sh.15 per share, The average market price of the stock for the year was $h.20.

The corporate tax rate is 30%.

Required:
The diluted ¢arnings per share (EPS) for OLB Ltd. for the year 2016. {5 marks)

Fahari Ltd. operates a defined benefit pension plan for its employees. On t April 2016, the fair value of the pension
plan assets was at Sh.8,200,000 and the present value of pension plan liabilities was Sh.8,500,000.

The actuary estimated that the service cost for the year 1o 31 March 2017 was $h.2,100,000. The pension plan paid
Sh.500,000 to retired members and Fahari Lid. paid Sh.1,200,000 in contributions 1o the pension plan in the year to
31 March 2017, The actuary estimated that the relevant discount rate for the year to 31 March 2017 was 6%,

On 31 March 2017, Fahari Ltd. announced improvements to the benefits offered by the pension plan to all of its
members. The actuary estimated that the past service cost associated with these improvements was Sh.2 million.

At 31 March 2017, the fair value of the pension plan assets was Sh.10,200.000 and the present value of the pension
plan liabilities including the past service cost was $h.12,500,000.

Required:

In accordance with International Accounting Standard (IAS) [9: “Employee Benefits™

(i) Calculate the net actuarial gain or Joss that will be included in Fahari Ltd.'s other comprehensive income for
the year ended 31 March 2017, {8 marks)

{ii) Calculate the net pension asset or liability that will be included in Fahari Ltd.’s statement of tinancial
position as at 31 March 2017, (2 marks)

{Total: 20 marks)
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KASNEB

CIFA PART Il SECTION 3

FINANCIAL STATEMENTS ANALYSIS
THURSDAY: 24 November 2016. Time Alicwed: 3 hours,

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings.

QUESTION ONE
(a) Analyse six steps that a financiat analyst could follow when analysing financial statements of an entity. (6 marks)

(b) The following information was obtained from the records of Faridah Limited for the year ended 31 August 2016:

Sh.“000”

Prior-period adjustment - credit to retained eamings 10,000
Gain on sale of plant assets 42,000
Cost of goods sold 760,000
Income tax expense (savings):

Continuing operations 64,000

Discontinued operations 16,000

Extraordinary gain 20,000
Preference shares, 8% Sh.100 par value 100,000
Dividends - 32,000
Retained eamnings, beginning as originally reported 206,000
Treasury stock, common (10,000 shares at cost) 50,000
Selling expenses 156,000
Ordinary shares (90,000 shares issued) 360,000
Sales revenue 1,240,000
Interest expense 60.000
Extraordinary gain 52,000
Income from discontinued operations 40,000
Loss due to lawsnit 22,000
General expenses 124,000
Assume a corporation tax rate of 40%,
Required:
(i} A single-step income statement (with all revenues and gains grouped together} for the year ended

31 August 2016.
Note; Include the carnings per share (EPS) presentation and show computations. Assume no changes in the
share prices duting the year, {8 marks}

(i) Statement of retained carnings for the year ended 3! August 2016, {6 marks)
(Total: 20 marks)

QUESTION TWO

(a) Examine three warning signs that might indicate that the financial statements of a company are of a poor quality.
{6 marks)
(b) The following financial information relates to Movida Limited for the year ended 30 September 2016:
Sh.“*000™
Closing inventories: Raw materials 150,000
Work in Progress 60,000
Finished goods 200,000
Purchases 500,000
Trade accounts receivable 230,000
Trade accounts payable 120,060
Sales 900,000
Cost of goods sold 750,000
Required:
The operating cycle of Movida Limited for the year ended 30 September 2016. {6 marks)
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(c)

The fellowing balances were obtained from the books of Paloma Limited as at 31 March 2016

Debit Credit

Sh.*“000" Sh.=000™
Building 500,000
Provision for depreciation on building 75,000
Plant at cost 120,000
Equity shares; (Sh.10 par value) 200,000
Retained eamings (1 April 2015) 375,000
Revaluation reserves 50,000
Interim dividends paid 5,000
Bank 522,000
Revenue 873,500
Cost of sales 243,500
Operating expenses 183,000

L573.500  L573,500

Additional information:

. Paloma Limited made a rights issue on 1 October 2015 of 1 share for every 5 shares held at a price of Sh.13
each. The market price per share being Sh.20.

2. A final dividend of 10% to be paid to equity shareholders.

3. A general reserve to be created and Sh.30,000,000 be transferred from retained earnings.

Required:

Statement of changes in equity for the year ended 31 March 2016. (4 marks)
(d) The following information relates to Eagle Limited defined benefit plan for th: year ended 31 December 2015:

) $h.“000”

Fair value of plan assets 950

Present value of pension liability 800

Present value of future refunds and reductions

in future contributions 70

Required:

The value of the plan assets to be recognised in the financial statements of Eagle Limited for the year ended

31 December 2015. (4 marks)

{Total: 20 marks)

QUESTION THREE
(a) Describe four categories of financial instruments as per the Intemational Accounting Standard (1AS) 39

“Financial instruments”™, {4 marks)
{b) On 1 February 2016, Ndovu Limited acquired 80% of the ordinary share capital of Simba Limited at a cost of

Sh.10.28 million. On the same date, Ndovu Limited also acquired 50% of Simba Limited’s 10% loan notes at par.
The market price of each of the Simba Limited’s share at the date of acquisition was Sh.6.

The summarised draft financial statements of both companies are as follows:

N

Statement of comprehensive income as at 31 October 2016:

Ndovu Limited Simba Limited

Sh.*000" Sh.“009”
Revenue 60,000 24,000
Cost of sales (42.000) (20,000}
Gross profit 18,000 4,000
Operating expenses (6,000) (200)
Loan interest received/{paid) 75 {200}
Profit before tax 12,075 3,600
Taxation (3.000) (600)
Profit for the year 9,075 _3.000
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Statement of financial position as at 31 October 2016:

Ndovu Limited Simba Limited
Sh.“000" Sh.“000”
Tangible non-current assets 19,320 8,000
Investment 11,280 e
30,600 3,00
Current assets 15,000 3.000
Total assets 43,600 16,000
Equity and liabilities:
Equity:
Ordinary shares (Sh.1 par value) 14.000 2,000
Retained eamings - 25600 8.400
35.600 10,400
Non-current liabilities:
10% loan notes - 2,000
Current liabilities 10.000 3.600
Total equity and liabilities 45.600 16,000

Additional information:

1. The fair values of Simba Limited's assets were equal to their book values with the exception of its plant which
had a fair value of Sh.3,200,000 in excess of its book value at the date of acquisition. The remaining useful life of
all Simba Limited's plant at the date of acquisition was four years and this period has not changed as a result of
the acquisition.

2. Depreciation of plant is on a straight line basis and is charged to cost of sales. Simba Limited has not adjusted the
value of its plant as a result of the fair value exercise.

3. In the past acquisition period, Ndovu Limited sold goods to Simba Limited at a price of Sh.12 million. These
goods had cost Ndovu Limited Sh.9 million. During the year, Simba Limited had sold Sh.10 million {at cost to
Simba Limited) of these goods for Sh. 15 million.

4. Ndovu Limited bears almost all of the administration costs incurred on behalf of the group such as invoicing and
credit control. It does not charge Simba Limited for this service as to do so would not have a material effect on
the group profit.

5. Revenue and profits should be deemed to accrue evenly throughout the year.

6. The current accounts of the two companies were reconciled at the year end with Simba Limited owing Ndovu
Limited Sh.750,000,

7. Ndovu Limited has a policy of valuing non-controlling interest at fair value at the date of acquisition. For this
purpose, the share price of Simba Limited should be used.

8. An impairment test on 31 October 2016 showed that consolidated goodwill should be written down by
$h.400,000,

QUESTION FOUR

(a)
(b)

Required:

(i)  Consolidated statement of comprehensive income for the year ended 31 October 2016. (8 marks)

(i)  Consolidated statement of financial position as at 31 October 2016. (8 marks)
(Total: 20 marks)

Discuss four limitations of segment reporting requirements. (4 marks)

For the year ended 31 December 2015, GreatDreams Company Limited reported cash flow from operating activities
of Sh.163 million, income from continuing operations of Sh.146 million and total revenue of Sh.852 million. Review
of GreatDreams’ footnotes revealed the following:

1. In the year 2015, GreatDreams’ pension contribution was Sh.35 million higher than in previous year. This
typical contribution is not expected to continue in the foreseeable future.

2, Included in the income from continuing operations was Sh.17 million one time non-cash charge. The charge is
not deductible for income tax purposes.
3. The corporation tax rate is 30%.
Required:
GreatDreams Company Limited excess cash margin. (4 marks)
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(c) Explain three ways in which operating leases could impact on the financial statements. (3 marks)

(d) The following information was obtained from the financial statement notes of Kisumu United Ltd. and Tigania
Products Ltd. for the year ended 31 December 2015:

Ttem Kisumu United Lid. Tigania Products Litd
1. Goodwill The company amortises goodwill The company amortises goodwill over
over 20 years. 5 years.
2. Property, plant and The company uses a straight line The company uses an accelerated
equipment depreciation method over the depreciation method over the economic
economic lives of the assets which tives of the assets which range from 5 to
range from 5 to 20 years for 20 years for buildings.
buildings.
3. Accounts receivable The company vses a bad debt The company uses a bad debt allowance
allowance of 2% of accounts of 5% of accounts receivable,
receivable.
Required:
By comparing the performance of each company in relation to items 1, 2 and 3 above, identify which company has the
higher quality of earnings. ] (9 marks)

(Total: 20 marks)

QUESTION FIVE
(a) The following are the financial statements of Quitter Limited for the year ended 31 October 2015 and
31 October 2016:

Quittet Limited
Cash Row statement for the year ended 31 October:

2015 2016
Sh.000” Sh.000”
Cash flow from operating activities:
Profit before interest and tax 2,293 162
Adjustment for:

. Investment income - {55)
. Finance cost 165 102
¢+  Depreciation 262 369
. Loss on disposal of investments 101 -
s Profit on disposal of plant (2,502) {2)
kIR 576
Working capital changes:
Increase in inventories (709 {201)
Decrease in receivables 532 256
Increase in payables 727 251
Cash flow from operating activities 369 882
Less:  [nterest paid (165) (102)
Tax paid _(13) _{49)
Net cash flow from operating activilies 691 _731
2016 2015
Sh.“009” Sh.“000”
Cash flow from investing activities:
Dividends received - 55
Proceeds from sale of investments 32 -
Proceeds from sale of plant 1,609 12
Net cash flow from investing activities 1,641 67
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(b)

()

Sh.*000” Sh.“000”
Cash flow from financing activities:

Dividend paid - (110}
Borrowings 500 100
Net cash flow from financing activities 500 10
Net change in cash and cash equivalent2,832 788

Cash and cash equivalent at the beginning _910 122
Cash and cash equivalent at the end 3,742 210

The extracts from the income statement and statement of financial position for the same period were as follows:

2016 2015
Sh.#000” Sh.000”

Revenue 2,201 3.102
Equity and liabilities:
Ordinary share capital (Sh.| par value) 100 100
Retained eamings 7,052 4,772

7,152 4,872
Long term liabilities:
Borrowings 1,500 1,000
Current liabilities:
Trade and other payables 1.056 329

2.708 0,201
Required:
Calcutate the following cash flow items:
(i) Cash return. 2 marks}
(ii) Cash return on capital employed ratio. {2 marks}
(iii) Cash flow to operating profit ratio. {2 marks}
{iv) Cash interest cover ratio, (2 marks)
) Cash flow per share. (2 marks)

The financial controtler of Quittet Limited has been under pressure from his operational director to improve the
figures in {a)i) to (v} above in readiness for the upcoming Annual General Meeting (AGM).

Discuss how this pressure might have influenced the financial statements and the reporting in general. (2 marks)

Ivy Maritim, an investment and financial analyst at Faida Capital Investment Services has prepared the following
proforma income statement for PinBall Limited for the year ended 30 September 2016:

Sh.“million”

Net sales 6,000
Cost of goods sold (2.850)
Gross profit 3,150
Selling, general and administration expenses (1,780)
Depreciation (280)
Goodwill amortisation (25)
Operating income 1,065
Interest expense (170}
Income before taxes 895
Income tax (300)
Net income 595
Diluted Earnings per Share (EPS) (Sh.) 2.29
Average shares outstanding (millions) 260
Dividends per Share (DPS) (Sh.) 0.64
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lvy Maritim is interested in forecasting the earnings per share (EPS) for the year 2017 and has made the following
assumptions for the year 2017, compared with the year 2016:

Unit sales will rise by 7% but prices will remain the same.

Synergies from acquisitions will add an additional Sh.200 million to net sales.
Gross margin as a percentage of net sales will improve by 1.5%.

Selling, general and administration expenses as a percentage of sales will improve by 0.7%.
Depreciation expense will rise by 5%,

Goodwill amortisation will rise by Sh.10 million.

Long-term debt will remain the same.

Interest rates will decrease, reducing interest expense by Sh.10 million.

. The income tax rate will rise by 0.5%.

0.  Average shares outstanding will remain the same.

I, Dividends per share (DPS) will rise by 10%.

—ZORNAN AW~

Required:
Projected income statement for PinBall Limited for the year ended 30 September 2017, (8 marks)
(Total: 20 marks)

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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KASNEB

CIFA PART I SECTION 3
FINANCIAL STATEMENTS ANALYSIS

THURSDAY: 26 May 2016.

Time Alicwed: 3 hours.

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings.

QUESTION ONE
(a) (i)

statements of a {irm.

Differentiate between “top down investing™ and “bottom up investing” as an approach to analysing financial

(4 marks)

(i} Outline three limitations of financial analysis. (3 marks)

{b) On 1 January 2013, Dualmax Limited granted 100 cash share appreciation rights (SARs) to each of its 500 employees
on condition that the employces remain in its employment for at least the next two years. The SARs vest on
31 December 2014 and could be exercised at any time up to 31 December 2015, The fair value of each SAR at the
grant date is Sh.7.40. The [oflowing information has also been provided:

Year ended Leavers Number of Outstanding Estimated Fair value Intrinsic value
employees SARs further of SARs (cash paid)
exereising leavers Sh. Sh.
rights

31 December 2013 30 - 450 60 $.00 -

31 December 2014 30 100 300 - 850 8.10

31 December 2013 - 300 - - - 200

Required: .
The expense and liability which will appear in the financial statements in each of the three years. {6 marks)

{c} The directors of Zedmark Lid. have been presented with the following abridged financial statements:

Zedmark Lud.
Income statement for the year ended 30 September;
2014 2015
Sh.*000™ Sh.=000™ Sh.“000” Sh.=000”
Sales revenue 3,600 3,840
Cost of sales:
Opening inventories 320 400
Purchasecs 2.240 2.350
2,560 2,750
Closing inventorics 400 (2,166} 300 2,250
Gross profit t,44¢ 1,590
Expenses 1,360 ' 1,500
Profit e 80 —90
Zedmark Litd.
Statement of financial position as at 30 September:
2014 2015
Sh.060” Sh.=000”
Nen-current asscts:
Property, plant and equipment 1,900 1,860
Current assets:
Inventories 400 500
Trade receivables 750 960 -
Cash at bank __ 8 4
1158 1.464
Total assets - 3,058 3,324
Equity and liabilities:
Equity
Ordinary shares (Sh.1 each) 1,650 1,766
Reserves 1.018 L10O8
2,668 2,874
Current liabilities 300 _ 450
Total equity and liabilities 3,058 3,324
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Required:

(i) Calculate three profitability ratios and three efficiency ratios for the years ended 30 September 2014 and
30 September 2015, {6 marks)

(it Comment on the profitability and efficiency of the company using the ratios calculated in (c)(i) above.
(1 mark)

QUESTION TWO
In a recent seminar on,the requirements of International Financial Reporting, many investments and financial analysts
commented on a growing disillusionment with the uselulness and reliability of the information contained in some

(@)

(b}

companies income statements.

{Tstal: 20 marks)

With reference to the above statement, discuss the extent to which a company's statement of cash flow could be more

useful and reliable than its income statement.

{6 marks)

The following are the comprehensive financial statements of Bozi Limited for the year ended 31 March 2015 and

31 March 2016;
Bozi Limited

Compnrehensive income statement for the year ended 31 March 2016:

Sh. 000~
Revenue 5,106
Cost of sales (3.628)
Gross profit 1,478
Distribution cost (250)
Administrative expenscs (528)
Profit from operations 700
Interest received 50
Interest paid (150)
Profit before tax - 600
Income tax expense (2803
Profit tor the year 20
Dividend payable 200

Bozi Limited
Statement of financial position as at 31 March:

2016

Sh.c000™
Assels:
Non-current assets:
Tangible assets 760
Intangible assets 500
Investmenis -
Carrent assets:
Inventories 300
Trade receivables 780
Short-teem investments 106
Cash in hand 4
Total assets 2,444
Equity and liabilities:
Equity:
Ordinary share capital (Sh.1 par value) 400
Share premium 320
Revaluation reserves 200
Retained earnings 320
Nen-current iabilities:
Long-term loan 340
Current Habilities:
Trade payables 254
Bank overdraft 17¢
Taxation 240
Dividend payable _200
Total equity and liabilities 2,444

2015
Sh.»000”

610
400
50

204
630

1,896

300
300
182
200

100

238
196
220

_160

1896
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Additional information:

L. The proceeds of the sale of non-cureent assets investments amounted to Sh.60.000,

2. Fixtures and fittings with original cost of Sh.170,000 and a carrying value of Sh.90,000 were uold for
5h.64.060. During the year, new [ixtures and fittings were purchased costing $h.402,000.

3. The following information refates to 1angible non-current assets as at 31 December:
2014 2015
Sh.*000” Sh.-000"

Cost/revaluation 1.440 1.190

Accumulated depreciation 680 580

Carrying value 760 610
4. 100,000 Sh.1 ordinary shares were issued during the year at a premium of Sh.0.20 per share,
5. The short-lerm investments are highly liquid and are close 1o maturity.
Required:
Bozi Limited Statement of Cash TFlows for the year ended 31 March 2016 in accordance with ihe requirements of
International Accounting Standards ([AS) 7 (*Statement of Cash Nows™). Use the indirect method., {4 marks}

(Total: 20 marks)

QUESTION THREE

{a)
(b)

{c)

Examine three techniques that could be used in financial model building and forecasting. (3 marks)

On | January 2014, Maobizon Limited, a manufacluring company, leased a cast iron making machine for four years.
The lease calls for payment of Sh.i2 million per year payable at the beginning of the vear. At the end of the four
years, Mobizon Limited will return the machine to the lessor who will sell it for scrap, The appropriale interest rate is
9%. Mobizon Limited depreciates its assets on a straight line basis.

Required:
Total expense under linance lease 10 be reported in the income statement [or the year ended 31 December 2015,
(4 marks)

Apex Limited had 3,600,000 ordinary shares in issue on | Janvary 2015, The profic afier tax lor the year ended

31 December 2015 was Sh.2,700,000.

Additional information:
L. On | July 2015, the company made a rights issue at a price of Sh.9.30 per share on the basis of one share lor
every [ive shares held. The share price immediately prior to the rights issue had been Sh.12.50 per share.

2. On | April 2015, Apex Limited issued Sh.3,600,000 7% convertible bonds at a discount rate of 5% to their
par value. The terms of issue provided that the bond can be cither redeemed for cash at par value or be
converted into otdinary shares on 31 March 2018,

3. Each Sh.13 bond is convertible into two new ordinary shares. T'he proceeds of the convertible bonds issue

have been credited (o non-current liabilities.
4, The interest is payable annually in arrears commencing 31 March 2016. The effective rate of interest on an
equivalent bond without the option to convert 10 ordinary shares would be 11% per annum.

5. The earnings per share {EPS) lor the year ended 31 December 2014 was Sh.0.8,

6. Assume a corporate (ax rate of 30%.

Required:

(i) The initial carrying amount of the convertible bond in both fiability and equily component. {4 marks)
(i) Basic carnings per share {EPS) for the year ended 31 December 2015, {4 marks)
(iii) Adjusted EPS for the year ended 31 December 2014 as it should be disclosed in the year 2015, (1 mark)
{iv) Diluted EPS for the yecar ended 3§ December 2815, (4 marks)

{Taolal: 20 marks)

QUESTION FOUR

{(a)

(1) Explain the term “creative accounting™ as used in the analysis of {inancial stalements. {1 mark)

(i) Propose five ways in which creative accounting could take place in an organisation, (5 marks)
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(b)

On 1 January 2011, A Ltd., a public limited company acquired 60% of B Ltd., a public limited company. On 3G july
2009, A Ltd. had acquired 10% of C Ltd. and on the same day B Ltd. had acquired 80% of C Lid.

The fellowing are the statements of financial position of the three companies as at 31 December 2015:

A Ltd. B Ltd. C Litd.
Sh.*million™ Sh.*million™ Sh.*million”
Non-cuorrent assets:
Property, plant and equipment 2458 1.410 870
Investment in B Ltd. 900
Invesiment in C Ltd. 27 240
3,383 L6530 _ 870
Current assets:
Inventories 450 200 260
Trade receivables 610 365 139
Cash _ 240 _ 95 116
1,360 _000 _S1s
4,085 2,310 1,385
Equily:
Ordinary share capital 500 200 100
Share premium 250 120 50
Retained earnings 2,805 1,572 850
3,333 1.892 1.000
Current liabilities:
Trade payables 1,130 118 385
4,685 2210 1,385

Additional information:

l. During the vear ended 31 December 2015, B Ltd. sold goods 1o C Lid. lor Sh.260 million including a mark up
of 25%. All of these goods remained in the inventories at the year end.

2 The retained carnings of the three companics al the acquisition dates was as follows:

30 July 2009 I January 2011
Sh.*million™ Sh.*million™

A Ltd. 1,610 1,860

B Ltd. 706 950

C Lid. 40 100

3 The book values of the identifiable net assets m the acquisition date are equivalent 1o their fair values.

4. On | January 2011, the lair value ol A Lid. was 10% holding and in C Ltd. was Sh.30 million.

5. A Ltd. and B Ltd. hold their investment in subsidiarics at cost in their separate linancial statements. H is group
policy to value the non controlling interests at Tair value at acquisition. ‘The directors valued the non controtling
interests in B Ltd. at Sh.536 million and C Ltd. at Sh.210 millton en 1 January 2011,

6. No impairment losses have been necessary in the consolidated financial statements to date.

Required:

Group consolidated statement of financial position as at 31 December 2013, (4 marks}

(Toial: 20 marks)

QUESTION FIVE

(a)

(b)

On 1 July 2013, Quorendom Limited issued a redeemable debt instrument at a par value of Sh.é million, The
instrument carries a fixed coupon interest at a rate of 6% payable annually in arrears. The debt instrument will be
redeemable for Sh.6.02 million on 30 June 2017, Transaction ¢osis associated with the issue were Sh.200,000 and
were paid at the time of the issuc. The approximate interest rate applicable to this liability is 7.06%.

Required: '

The carrying value of the liability to be included in Quorondom Limited in the statement of financiat position as at
30 June 2015,

Note:  (Round all workings to the nearest Sh."000™). {3 marks)
Kesty Lid. made taxable trading profits of Sh.1,200.00¢ for the year ended 30 April 2016 on which corporation fax is

payable at a rate of 30%. A transfer of $h.20,000 will be made to the delerred 1axation account. The balance on this
account was Sh.100,000 before making any adjustments for the following items:
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(<)

_a.———l

l. The estimated tax on profits for the year ended 30 April 2015 was S$h.80,000 but tax has been agreed at
5h.84.000 and fully paid. '

2. Tax on profits for the year to 3¢ April 2016 is payable in arrears.

3. In the year to 30 April 2016, the company made a capital gain of Sh.60,000 on the sale of some property.

- i

The capital gain is taxable at a rate of 30%.

Required: ;
(i) The tax charge for the year to 30 April 2016. (4 marks}) '
(i) The tax liabilities in the statement of financial position. (4 marks) I
(1) Explain the three components of DuPont equation. (6 marks)

(ii) An investment and financial analyst gathered the following information about Farasi Holdings Limited for

the year ended 31 December 2¢15:

Sh.4000”
Revenue 1,000
Net income 400
Total assets 500
Shareholders’ equity 10,000
Required:
The company’s return on equity (ROE) using DuPont analysis. (3 marks)

(Total: 20 marks)
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16517
9.5660
9.4713
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13.0037
13.8651
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15,5622
16.3983
17,2260
18,0456

22,0232
258077
32.8347
3.1964
449550

0.9804
1.3418
2.0033
3.8077
4.7135

5.6014
6.4720
1.3255
8.1622
8.5626

4.7068
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11,3464
121062
12,8493

125717
142918
14,9920
156785
15,2514

19.5235
22,3965
273555
34238
34.7609

0.3709
19135
2.8286
AT
4.5797

5.4172
6.2303
T.01s7
T.7861
B.5302

9.25626
3.9540
10.8350
11,2961
11,9373

12,5611
131661
13,7515
14,3238
14,8775

174131
19.6004
234149
25.7298
27.875¢

09615
1.8861
27751
3.6239
4.4519

5.2421
&.0021
67327
T.4353
81109

8.7605
9.3851
5.9856
105631
1111684

11,6523
12,4657
12,6593
1314222
13,5903

15,6224
17.2920
19,7328
21.4522
12,6235

09524
i B534
27232
3.5480Q
42285

5.0757
37064
£.4622
T.1G78
TA?

8.3064
88633
9.2336
9.8386
103797

108378
112741
11.6898
12,0853
124822

14,0939
1533725
171591
18.2559
1689293

0.5434
1,830
26730
24651
42124

49173
3.5824
£.2094
6.8017
73601

7.8869
£.3939
0.8527
9.2950
9722

10,1059
10,4773
108276
11.15a81
11,4599

12,764
127648
13.04563
15.7619
18,1614

G.9346
1.8080
26243
1.3872
4.1002

47665
15,3833
39713
6.5152
0238

74987
Teazy
8.3877
B.7455
31073

9466
9.T832
10,0591
10,3356
10.5940

11,8536
12,4030
13.3M7
138007
14,0392

0,92539
1.7833
2517
33128
39927

4.6229
5.2064
5.1466

6.2459,

E T

71380
7.5361
7.5038
8.2442
8.5595

9.8514
91216
9.3719
9.603¢
9.8181

10,6748
11.2579
11,9246
12.2335
123766

09174
1,753
25313
3.2%97
3.gasy

4.4853
5.0330
$.539
5.9952
64177

6.8052
7.1607
7.4869
1.7862
4.0e07

4312
8.5438
9.7556
8.9501
9.1295

$.8226

10,2737
10.7574
103617
11.0480

0.30M
1.7358
2.4869
31693
3.7908

41553
4.8584
53343
35,1590
6.1446

54551
£.9137
T4
7.26aT
T.6061

rez2ar
8.0216
8.2014
92643
B8.5136

9.0770
9.4269
9.7734
3.914¢
9.9672

08329
1.6901
24019
30373
31,6049

41114
4.5538
49676
53282
3.6502

5.9377
61944
64235
6.6202
668109

£.9740
IR
72497
1.3658
7.4694

78431
8.0552
2.2438
8.3045
£.3240

0.B772
1.646T
23N
2.9137
34331

3.8897
4.2883
46389
4.3464
5.2461

S.4527
5.6603
5.8424
6.602¢
61422

6.2651
63728
6.4674
6.5504
5,623

568723
r.ag27
T A050
7.13z7
7.1404

0.9695
1.6257
2.2832
2.B550
3.3522

317845
41604
4.4873
47716
S.0188

5.2337
5.4206
3283
5.7245
S.B4T4

5.9542
E.Qa72
§.1200
6.1962
£.2593

64541
&.3660
E.6418
£.6605
8.6651

0.8621
1.8052
22458
2.7382
3.2743

16847
4.03e¢
43436
46065
18332

5.0285
515N
5.2421
54575
55755

5.6683
5.7487
5.6178
587715
39288

6.09714
61772
52335
6.2463
5.2402

0.8475
1.5636
2443
2.6901
1272

14976
36113
4.0778
4.3030
4,434

4.6560
4.7932
4.8095
5.0081
50916

51624
5.2223
3.2732
T382
5.3527

54863
3.5164
5.5482
3.5541
5.5553

08333
1.5278
21065
2.58a7
2.9506

3.3255
36048
39372
4.0010
4.1925

4.3271
4.4392
4.5327
4.6166
4.675%

4.7295
47146
4.8122
4.8435
48596

49476
4.9769
4.95964
4.9995
4.9999

0.6065
1.4568
1.9613
24043
27454

3.G205
32423
34Nz
3.5635
3419

EX LTS
38514
IMH
3.9618
4.0013

40333
4.059
4.0783
4.0867
4.1103

41474
41601
41659
4.1686
41667

0.7813
13916
1.8684
22410
2.5320

27594
293714
30T58
31842
3.2689

3.3351
3.3668
314272
34587
3.4534

35026
35877
35294
3.5386
15458

1.5640
35693
15712
315714
15714

0.7575
13345
1.7863
20957
23452

25342
24775
2.7860
2.8681
29264

29778
10133
3.0404
10609
3QTe4

J.ogaz
109n
ERTxE]
31090
31129

11220
31242
31250
31250
31250




KASNEB

CIFA PART I SECTION 3
FINANCIAL STATEMENTS ANALYSIS
THURSDAY: 26 November 2015. Time Allowsd: 3 hours.
Answer ALL questions, Marks allocated to each question are shown at the end of the question. Show ALL your workings.

QUESTION ONE
(a)  Explain three components of management commentary in a company’s annual report to shareholders. (6 marks)

(b)  The auditors of Global Meridian Investment Limited discovered that certain items had been included in the inventory of
the company as at 31 October 2015, These items which were valued at Sh.4.2 million had in fact been sold before the
end of the year.

The following are the extracts of the income statements of Global Meridian Investment Limited for the year ended
31 October 2014 and 31 October 2015:

Statement of comprehensive income for the year ended 31 October:

2014 2015
~— Sh. “000” Sh. “000”
Revenue 47,400 67,200
Cost of goods sold (34,570) (55.800) .
Profit before tax 12,830 11,400 i
Income tax expense (3.880) (3,400} :
Net profit 8,95 8.000

Additional information:

1, The retained profits as at 1 November 2013 amounted to Sh.13 million,

2. The cost of goods sold for the year ended 31 October 2015 includes an error of Sh.4.2 million in the opening
inventory. )

3. The corporation income tax rate for 2014 and 2015 was 30%.

Required:
(i) Comparative income statement for the year ended 31 October 2015, {6 marks)
(i)  Retained earnings for the year ended 31 October 20135. {4 marks}

(¢}  During the financial year ended 31 October 2010, Walnut Ltd. issued the following two financial instruments:

1. Redeemable preference shares with a coupon rate of 8%. The shares are redeemable on 31 October 2016 at a
— premium of 10%.

2. A grant of share options to senior executives. The options may be exercised from 31 October 2015.

Required:

For each of the instruments, identify whether it should be classified as debt or equity. Justify your choice citing the

relevant provision of International Accounting Standards or International Financial Reporting Standards, (4 marks)

(Total: 20 marks)

QUESTION.TWO
One of your clients, Best Limited, invested in 50% of the ordinary share capital of Fist Limited several years ago. The
management has presented you with the following financial statements of the two companies for the year ended 31 May 2015:

Income statement for year ended 3§ May 2015:
Best Limited Fist Limited

Sh. “million” Sh. “million™
Revenue . 10,500 8,600
Cost of sales (4,200 (3,100)
Gross profit 6,300 5,500
CF33 Page 1
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Sh. “million” Sh. “million”

Expenses: -
Distribution costs (1,400) (2,000)
Administrative expenses (1,050} (2.980)
Finance cost (200) {100}
Profit before tax 3,650 420
Income tax expense {1.050) {120}
Profit for the period 2,600 _ 300
Dividends paid {500) -
Profit for the year 2,100 300
Retained profits brought forward 1.000¢
Retained profits carried forward 3,500 L300
Statement of financial position as at 31 May 2015:
Best Limited Fist Limited
Sh. “million” Sh. “million”
Non-current assets
Property, plant and equipment 5,000 2,100
Investment in Fist Limited 450 -
Other investments _300 200
5.750 2.300
Current assets
Inventory 2,650 350
Trade receivables 1,200 650
Cash at bank 600 200
' 4,450 1,200
Tortal assets 10,200 3,500
Equity and liabilities
Equity
Ordinary share capital 4,000 500
Retained profits 3,500 1,300
Shareholders’ funds 7.500 1.800
Nom-current liabilities
10% loan stock 2.000 1,000
Current liabilities
Trade payables 650 600
Current tax 50 100
700 700
Total equity and liabilities 10,200 3,500
Additional information; .
1. . Best Limited acquired Fist Limited when the retained profits of Fist Limited amounted to $h.300 million. There was no
fair value adjustments,
2. During the year, the inter-company sales between Best Limited and Fist Limited amounted to Sh.200 million. None of
these goods were remaining in the inventory.
3. As at 31 May 2015, Best Limited owed Fist Limited Sh.40 million.
4. Goodwill arising on the acquisition of Fist Limited has not been impaired in the past but in the current year, the

management of Best Limited feels there should be a 20% impairment.

Required:

(a) Prepare in columnar form, the financial statements of Best Limited assuming that the investment in Fist Limited should

be accounted for using:

(i) Proportional consolidation method. (6 marks)

(ii)  Equity method. {6 marks)
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Compute the following ratios for each of the methods identified in (a) (i) and (ii} above:

Comment on the results obtained in (b) (i) to (iii) above.

(b)
(i} Net profit margin.
(i)  Rewmn on equity.
(iiiy  Gearing ratio.
(c)
?;JEST[ON THREE
a

(b)

Outline four applications of financial statements forecasting.

(2 marks)

{2 marks)
2 marks)

{2 marks)

(Total: 20 marks)

{4 marks)

The following financial statements relate to Alpha Limited and Omega Limited for the year ended 31 October 2015:
Omega Limited -

Sales

Cost of sales
Opening inventory
Purchases

Closing inventory
Gross profit

Expenses

Distribution Costs
Administrative expenses
Finance cost

Profit before tax

Income tax expense
Profit after tax
Dividends paid

Retained profit for the year
Retained profit brought forward
Retained profit carried forward

Statement of financial position as at 31 October 2015:

Non-current assets
Land and Buildings

Furniture and motor vehicle

Current assets
Inventory

Trade receivables
Financial assets

Cash at bank

Total assets

Equity and liabilities
Equity

Ordinary shares
Retained profits

Non-current liabilities
Bank loans )

Current liabilities
Trade payables
Bank overdraft

Alpha Limited

Sh. “million™

200
3.200
3.400

(4001

200
290
10

Sh. *million”

4,000

Alpha Limited

Sh. “million™

1,200
600

400
850
100

1,080
120

Sh. “million”

1,800

Sh. “million™

300
4,800
5.600
(800)

150
250
+ 400

Sh. *million™

6.000

(800)
400
(90)
310

(100)
210

2,480

2,690

Omega Limited

Sh. “million™

5,000
1.000

800
750
230
100

590

Sh. “miltion*

6,000

-] |—
l—OQQO
o (o
=[S

1,600
2,690

—r—

4,290

3,000

590

2.830
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Required:
()  Common size percentage income statement for the year ended 31 October 2015, (7 marks)

(ii) Common size percentage statement of financial position as at 31 Qctober 2015. {7 marks}

(iii) Comment on the profitability and gearing of the two companies based on the resulis obtained in (b) (i) and (ii)
above. ’ (2 marks)
(Total: 20 marks)

QUESTION FOUR
{a)  OQutline four factors that could be considered in determining an entity’s functional currency as per International
Accounting Standard, 1AS 21 - The effects of changes in foreign exchange rates. {4 marks)
(b)  ABC Lid. formed a subsidiary in a foreign country on 1 January 2014 through a combination of debt and equity
financing. The foreign subsidiary acquired land on I lfanuary 2014 which it rents to a local farmer. The foreign
subsidiary’s financial statements for its first year of operations, in foreign currency units (FC), are as follows;
Foreign subsidiary statement of comprehensive income:
2014
FC (million)
Rent revenue 1,000
Interest expense {250)
Net income _750
Foreign subsidiary statement of financial position:
1 January 2014 31 December 2014
FC (million) FC (million)
Cash 1.000 1,750
Land 9,000 9,000
Total assets 10,000 10,750
5% notes payable 5.000 5,000
Ordinary share capital 5,000 5,000
Retained eamings - 750
Total equity and liabifities 10,0600 10,750
Additional information:
1. The foreign country experienced significant inflation in 2014, especially in the second half of the year. The
general price index during 2014 was as follows:
1 January 2014 100
; Average 2014 125
| 31 December 2014 200
5 2. The rate of inflation in 2014 was 100% and the foreign country clearly meets the definition of a highly
| inflationary economy under International Financial Reporting Standards, IFRSs.
3. As a result of the high rate of inflation in the foreign country, the FC weakened substantiatly during the year
refative to other currencies. Relevant exchange rates between ABC Ltd’s presentation currency, Kenya Shilling
(KES) and the FC during 2014 were as follows:
KES per FC
1 January 2014 1.00
Average 2014 0.80
31 December 2014 0.50
Required:
The amounts that ABC Ltd. will include in its consolidated financial statements for the year ended 31 December 2014
related to the foreign subsidiary. (8 marks)
(¢c)  The following financial data was extracted from the books of Signtex Limited for the year ended 31 December 2014:
Sh. *000”
Current tax liability brought forward from the year 2013 102,300
Liability agreed during the year 2014 107,340
Estimated tax liability for year 2014 123,675
Deferred tax liability brought forward from the year 2013 82,254
Tax written down value of non-current assets 2,420,580
Carrying value of non-current assets 2,742,840

The corporation tax rate is 30%
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Required:
(i} The taxation charge to be included in the income statement for the vear ended 31 December 2014, (6 marks)

(ii) The amounts to be reported on the statement of financial position at the end of the year 2014, indicating how these

amounts should be reported. {7 roarks)
(Total: 20 marks)

QUESTION FIVE
(a)  Identity five warnings signs that might alert financial analysts and investors of low quality revenue reporting. (5 marks)
(b)  The following information relates to Athi Limited:

1. The company contributes Sh.42 million per annum to a pension scheme and treats the amount as current service cost

pension expense.
2. On 1 July 2015, the actuarial valuation of the scheme showed a deficit of Sh.840 million.
3. The actuary recommended that the deficit be cleared within 4 years by paying Sh.210 million per annum in addition
to the annual service costs.

4. The average remaining service years of the employees in the scheme on 1| July 2015 was 8 years.

Required:

For each of the remaining 8 years, calculate the pension expense and the pension liability or assets. (5 marks)
(¢}  The following summarised information is available in relation to Flamingo Ltd., a publicly listed company:

Income statement extract for the years ended 31 March:

2015 2014

Continuing Discontinued Continuing Discontinued
Operations Operations Operations Operations
Sh. 000" Sh. “000™ Sh. “000” Sh. “000”

Profit after tax:

» Existing operations 2,000 (750) 1,750 600

* Operations acquired on

1 August 2013 450 nil

Additional information:

1.

Analysts expects profits frdtn the market sector in which Flamingo Ltd. existing operations are based to increase
by 6% in the year to 31 March 2016 and by 8% in the sector of its newly acquired operations.

2. On 1 April 2013, Flamingo Ltd. had the following financial instruments:
¢ 5h.6 million 8h.0.5 equity shares in issue.

*  5h.5 million 8% convertible loan stock redeemable in the year 2020: the terms of conversion are 40 equity
shares in exchange for each Sh.100 of loan stock.

3. On 1 October 2014, the directors of Flamingo Ltd. were granted option to buy 2 million shares in the company
for Sh.15 each. The average market price of Flamingo Lid. shares for the year ending 31 March 2015 was Sh.30
each.

4. Assume a corporation tax rate of 30%.

Required:

() Estimated profit after tax for the year ending 31 March 2016. Assuming the analysts expectations prove correct.

(2 marks)

(ii}  Basic and diluted eamnings per shares (EPS) on the continuing operations of Flamingo Ltd. for the year ended

31 March 2015 and the comparatives for the year 2014, (8 marks)
{Total: 20 marks)

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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- - - KASNEB

FIMANCIAL STATEMENTS AMALYSIS

" Time Altovet 1; 3 howrs.

CHIA PART [NEECTIOND -

TIEURSDAY: 2K May 2015,

tion are shewn at {ke e of the question, Shew ALL zour workings.

farks allaetcd fo cach g

Angwar ALL questl

QUESTION ONE
i t factors Ihal coutd be congidéred uhen ansbysing the Financhal state mants ofat i,

{a) E: Ffoue macie-eivi
{3 marks)
b¥ The Following ineame srarzaient relates to Helex Limited and ils investment companies: Shalova Limited and Alpha
Limited for the yaor ended 39 March 2015 ’
Helex Shalovs Alpha
Linzited Limfled Limited
Shemittion™ | 5h4millien” Shomilkion™
Reveare 00 500 300
Costof sales {300) (159 (180
Uross profil 400 350 09
(Y income: Dividends « Shalova Limited a0 . -
Alpha Limited _is o .
. 454 3at 0]
[ristribution cosly {10y {60} 50
Administeative expenses. {150} (30 {10
Firance cost 61 {20y (e21)]
frofil befare e 155 199 10a .
Income 1ax sxpense {30] 40 ' 20 N
Profit aler tax for the perfod 1oe 110 0 :
Number of ondlnnry shares 168 miltion 50 miilion 50 million
Dividends psid (Sh) . stmiliian 50 million 40 rillion
Sharehelding of Helex Lim ted . % 40%
Requirad: .
(i} Group consodidaied incame st ¢ for the year ended ¥ Merch 2015, £18 marks)
il Escnings per share (EPS) for each company and the group. ; {2 marks)
. . ' {Tapel: 20 marks)
QUESTIONTWD
Fhe following tal balance relatc: 10 Quaniunt meed asal 3 March 2045
: _ Sh.“ﬂﬂl}" SkM000"
Investment at faer valos (t Apeil 20149 10,000
Iventory (3 April 2014) 47,480
Reaingd camings {1 April 2014) . FE,940
_Accounts receivable 16,000
Capital redempiion reserve 10,000
Provisior for degreclation on plant énd machiaery . 41,000
- Salaries pad wiues 23,500
g ASSEESLEAL raleS 140
Purchases 123,300
Shara peemium 5,000
Pz and machinery al cost £10,800
Cash and bank btlances 1,260
Gencinl restoves 23,000 - .
Financial ausets avalfebbe for sale tl Apeit "DI-S} _l“sfﬁEE Tl ’ -
Ordinary sharc capital 100,508
V0% redeemabie preference shares 40,008
e Adniinsleative expenses 14,300 ”
Instalnrent 15% peid 7,200
Avcounls payabls B.000
Allawance for deubiful debis (¢ April 2014) 1,400

162.000

Lant ot cost
Sates 210,300
% debzntures 20,004
Inierim dividend on ordinary shaees paid 7] -
FLARE] EL:ALTIS

Adtditionat informnllen:
L Tavemtory 85 b 1t March 2015 was valued: ¢ §b49,840,800.
3. The ailoveange for donhilol debts is o be Lifjested o 5% of {he outsrandi) tvables as at 33 Mosch 2045,
3 The Tair value of Invesiments and Maonee assds availoble for sale ag at 3t Masch 3015 was Sh,11,000,000 and

h. 12,500,000 respeclively.
4, The l‘ol!omn_x, dividends were receivedt dining the yoar ended 3 Mnrch 018,

3heong”

s Oninyesiment at fair valire 156

v On financial assets available focsale 909
S, BR.NOODO05 Is to be reansfemed to the geiecad reserves,

&. Provision is to be made for the following: |
2 Annual peefecence dividond sad 2 Bt dividend of 6% on erdinary shares,
«  Depsecintion on plent and mechineryat E5% per annune on straight ling bdsis,
. Jnterem on debenivres, .
Directors remuncration of $h.1,250,900. .
Auditors remuneration ef Sir.360,009.
Income 1ax expense ol Sh.t 200,000

Reguired:

la) Stalgment of compeshensive ineame for the year ended 31 March 2013, (B macks)

{b)  Statedeat ofehanges in equity us AL 3+ March 2045, il marks)

5] St of fi {al position as al 31 March 2015, {8 marks)
: ’ [Tetai: 20 marks)

QUESTION THREE

{a} Propose four rensons why camraaies mlghi considst mmn:armn_g ofibalence sheel ir in theit fal

’ ) (4 Fteksy

statemenls, X

(9/ On } January 2043, Finix Limited purchased o plent for Sh.44 mlllion. The plant is befng deprecieted aver 4 period of
% years using arelght line basis with no residuat valuz, For tan purpases. The annual depreciation allowance mte is
20%% on cott. .

U | Janvary 2014, Finix Linviled revalued the phant upwards by Sh.7 million, however this did not affact fts useful
Iife.

Assume u corporation 10x'rte of 10%.

Requireid

i The defe pred tax muvcrn:nl for the year ended 31 December 20 H {? marfis)

[{G] Dcfcr::d rx halance sz at 1 Dacember 2014 in accordance with the International Accounting Stendard,
{JAS) 12 “Income (axes™ . {2 rmuks)

(] Y4 are an equity analyst al Fine Bridge Tnvestment o, Ycutbave been provided wilh (he fnllumng summacised

<

datn for chree camprniss:

EXE Limited WYL Lionebed ZED Limiigd

S, milton” Sh.rmitltan” S milon™

Ravente 1,15 1138 2316

Cost ol sales 1,458 ° LEE2 1390

Profie flocs) afier 155 104 {443 k¢ ]

Won-eurait 5oty 3970 + 500 1,820

Chomeitt aibels 1,054 663 e

Equity 238 560 2250

Ruresired: <

tik The retuen wn cquity (ROE, far each company (3 marks)
(#) The decomposed relurn on 4 Uity (ROB} for :ach <ompany a8 2 companent ul'pmﬁlahllfly‘ efficiency and

Teverage. (4 marks}
[Faral: 20 marksy




QUESTION FOUR
T 48) ABC L\ml:ed oprales A defined benefic plan. During the year ended 31 December 2004, the company had the'

] segarding the plent )
. Sh."'miltian"

Present valve of oblipation as ot 1 January 2004 : 500

Falr value of plan asszie as at | January 2014 500 -

Interest vate for obligaiion 10%

Interest rate far expected rems 6%

Curreat service cosh Hilg

Benelis paid . ) 50

Hequired: - )

[{H Deltriing Lke peofis or foss items, the stztement oF changes in equity items and statemcnt of finspcial
position itemu if the obligation and plan assews are S0.1,000 millian and Sh.230 million respectively a5 at
3k Bacembar 2014, . {6 maiks)

i) Weing sufinbhe compuintians. expisin how the fems jdentified in (&) ¢i} shove would be affected if' the
in:cr:sl rate for oblipation is reduced o %, {1 merks}
{b} The profit aﬂcr lax for: Amitel Lid. for the year ended 3T December 2014 was 8h.15 milfon. At § January 2084, the
gampany hed in issue 36 millian erdinary shares and a Sh.1§ railiion, 8% eeavaitible debenture. The debenture wil) -
mature in 2016 uad wil} be redeemed of par o converied to nrdinary shares o4 the basis of 15 shares for cach Sh.106
of debentsire held et debenture holdzrs eprion. On 3 Apsil 2044, Amitef L3d. made a fuily subzeribed rights issue of
one new share for éver ¢ fous shares held ot & price of 5h.2.40 ench. The market price of e ordinary shares of Amitet

Lud, immediately beFors the issus was 5h.1.38 per shere, ’

Amilel has an income tax cete of 30%.

Required: ) )
{i) Fhe basic earnng,s per share {EPS) for the year ended 3| December 2014, {5 marls]
(i The dilued eamings per share {EPS) for the year endec 31 December 1014, i 3 maiks)
A o {Total: 20 morks) 4
QUESTION FIVE . . o
18] In Jance with Imenakional Financiel Reporting Standaids {IFRS) § “Mon-current asseie held for gale and
disconlinued operetions™ - ’ T
(i) Dieflne the term "discantinued opsration™. (T marks}
(ii) Explain two why the disch of discanti openmons eatdd be § urpnn“nl 0 uzers af financigh
- stalemenis.” ... - (2 marks)
by ittine Four lypes af invesiment pmpcrtrcs a5 per the Interaattenal Aces mlmg Sianuzrd {HAS} -IvJ “lavesiment
prapesty”, : i {4 marks)
{¢) | "The fallowing I ihe segmient jakk mlinn for Dimac Lirajied For the year ended 31 March 2015
Software Etectroniés Engingering Total -
ShM'milllen”  Sh*millon™ Sh milllen™ Shmiltfon"
Reweaue o extemal customers ] o 35 $35
Intersegmen revenues - - a5 40 - 133 i
Interest zevenue H - ’ - : sTIN
Interest axpedse - 28 g hI4
Depreciation 10 ) 55, 15 130
Repariable segment profit ' li] 24 18 62
Otier matettal non-cnsh Hems: R
Impairmenl of assels - IS ¢ - i9
Reportable segment nesers ‘70 123 44 X3 B
Expenditure for reporfable scgmenk; . .
HNon-turrent assots 2 i 2 77 !
Repariable segment liabifiiigs AS 67 22 174
‘ Requived: ‘
{i) . ° Analyse the pecfarmanse of each of the Eﬁ!rbe'business segments for the yeas anded 37 Morch 2645,
{10 maris)

{2 nmks)

[{D] i Cnnfmenl un the zesulis obtainad in {e] (7] nbova.
{Total: 20 markeey




i} ) ':- KASNEB

. RINANCIAL STATEMENTS ANALYSIS | “esta PART ]lsr-‘{:'noh s

T1me.-1-llnwc:!-3 Imu-e.

THURSDAY: 4 December 2004, - . . } _
. . . y

regtion are shn:m :u nn nnd of the qm.slion Shaw ALL)our warkan o

answ'crALl,,' tiopa. Maris allosated to each
QUESTICINONE . TR
{a} Quﬂme flve contents of the nulcslhatw pany th“ ’f 1 ofa m ¥ : (5ma N 3
! ‘(b)" Oudling five criteria to be satlsfled berore revenue from sala of gonds coutd ba m:ogmsed a8 pcr l.he Inmnan o i
- Accuunﬂng Standurd (IAS) 18 ~Revenue™, } Lo Smedd
(c}. The I‘nilowmg informalion relates to ABC leited for ths yeer euded ;1 Dmrnh:r 2013 "
<4 ShA,500,600 net ncome. SRR T
2., 00,000 ourstanding ordinery shares.__._ i T, .
3o T 4n000 ding convenible pref sharss, - . :
"4, . Th cnmpan)' has no iker patentially diluiive secudlies, . . -
5. “The comptay pays a peefecence dividend of Shi10 per share, o -
.6, Eaéh pml‘cuncc share Is cunvembla intu five cmdinnry shiees of ummmpany
L Requiu‘d' .
IR . (|} Bn_nceam:ngs perslmc {EPS] .
"y Di]uled eamlngs pee shire (EPS). v
{iliy -. Dlstlnguuh bctw:tn "dllmwa secum;es"‘ and &nndilnl[ve séourities™. ' @ marks)
.- . - (Toisi. 243 mar!u)
-,Q'Utsrlo}c'rwb R Tt . _
“The foltowlng financleF statepenis wers gs[mc{ed ﬁumlghequuks of Rému Limited for Ife yem‘ende_d 3 Mqrch'_iﬂl_} an_tl'
JJMmhzaN e S e R
Smemenrnl’zompreheuswcln:ame ¥ th yoareudad 31 Mau!l: LT . B
. . 204 2013 ©
L o Sh. S B0 Su, 000" .
‘Reveame . - _ 31,0007 25,800°
-+ Costof sales . o : i (12600} . o
Gmssploﬁr T T 9,260 G400
. Distribution costs {3,600} (24003 -
Administratiye rxpenses ] - (2,200} {1,600)
. Fmance cosis: Ioamnbemi o . {150} (250) .

o B Ieasumteust L [eh1i] . [ 1i0)]

‘,__' Pmﬁlbefora rx . R i 2,050 )
_ lncome Tax expende R 7.1 I 250y - . R
“Peofit for the year . . 50D - 1,308
“Othee men:hanswe income {note 1} L3Q - —
Stat.mcntol"financialposiriou nuiSl Mareht - ' ‘

- ST o ozees .
. S Sh.u000™ . &h,“000" ShooRNe Sk, 000"
Assels , ST
“Man-eurrent assets: : . L
. Property, plantand :qujpmcni 14,000 i0, GD - .
Defemed development ewpendnurt 1,000 - ;E}-'“?'D_lﬁ .
Current assetss . oo 15.600 ‘0 - 700, "
Inventory . 3300 o ;'zau' o
Trade receivables : - 2,950 o 2 o
Bank D 1] 6300 " L0 - 2400
Total assels - . S e - - 18800
Rauity and Iiaiu!!![es. : . o -
 Equley: . RS e
" Equlty shares (S‘n Veath) : :]n;gg sﬂmf .
- Reviluetion resacve P
Relained ¢amil 3200 L350
.-R.“_{m eu:r_-_mss 12,550 9,130

LT e s s mrar bt

" §%Ioen notes 1,400 . ~
Deferred tax - 1,500 A

" Finarice lease obligation . Lang 4,100 4,825

- Corrent Habitities: o o
Finance leass obligation 750 . o .
Trads payabiss'. EE 2,650 o : B
Curegnttax piyyalle  © STeLaseTT coaesh o v 2428
Tutaleqmiyand]mbihtlu 1 11 . o B0 .

. R,equirv:d' .

- Ad&lr[olmlini‘omﬂlnn-

Bemu Limited mequired s addmnnnl pIant with 2 ral: value of §h.1.5 millien theough 2 ﬁnnnce Ieasa on ] huly '1'0[3
~-Bemu Limited revalued property upmrds by Sh b mllllcm and iransfered Sh 650 {00 of the rtvaluauon oot fo

deferred tax on FJuly 2013,

- There was no disposal of non-curment asséls durmg thes perlod.

D:precmion of graperty, plan and equigment was Sh.990,000 for the y:armded 3 Marth 2014
Amomsalmn of the deferred deveiopmaul eapendnur& was Sh 200 000 for the year ended 3 Mmh ‘JGH

[

- Statement of cash ﬂows f‘or Bema. Lmnt:d for e year cnded :i! Man:h 20]4 in with ihe Intenial dnat ,A-- ing -~
Siindard ﬂAS} T(mlem:nt of cash ﬁnws) Use Ihe mdmct mcﬂwd - N T (Tola] ‘30 mnrks)":

:-;"--."

_"QUSSTIQNTHREE S '
wa} e 1h= eonfex] of Int:rnancmal Acwum:ng Stsndmttms) 1 “Even!s aﬂmhe nporﬂng pe{iﬂd"‘
W Deﬂncthcperlud mwh.chms muam : ' © (k)
B Ij th evcnl"and “non- adjusrfns gvent™. : . I f4 m"-’*_’).

@ * Distinguigh bty
On 1 ‘szuary?ll t4. ABC Lfd made m fnvestment in 2 ﬁnanc:a! mslmment atits nominal value of Sh.3,000; ﬂDD‘ :

© Additions] Iurormtion‘ '}. : . N
Is The financlal instruent carries 2 § xed cuupon intorést,rate of 7% per annum recalvable annua!ly In acredrs,
A On a:qulsstion, ABC Ed. paid Sh.50,000 a5 the, transaction cost. - ) 5
3. The finsncial instrument witl be redeerne for $.2,265,000 on 31 Decembcrlﬂf?, :
4. - Theeffective Jnterest rate applicabic fo this fnanciaf instrmend has been calculuted at 3.4%4. -
.8, ABC Ltd intends mha!dlhis inv 'until haredemption date, - - .
chlrlred- . ’ * - T :
c 0. 'in mgeordence w1th Inlerna!bna! Accounging Sl:am!‘srd {MS} 32 "Financial Instruments; P stisa™ and
- lntcmanonaf Aconunting Standaré (!AS) 9 “Frnanda! Instrumants: Reoogmlwn and M:asn:ement"' ’ .
R #- Expiain how, this} 1 spstment should bo :rasssf‘ ¢d, (2 marks)
v iy . Deterrmnolh: saying whle of the fnvestment to bo Jugted jn the of finane] ‘positiqn e_f_ﬁB-C.' '
o Ltd;as 2t 53 Decenber 2614, {4 marks)
+{e} Iulhccunlmu{lmerngnoulul Acgtounting Standard {1AS) F2 "Incoms 1exes™ T T
S B guih betarsen “emparary differances™ and ¥péemanent differences™, ) k)

Mapmumoko LI6. has recenily rovalied oo ufits depuciable pmpu'ues and estimated that its remdining
7 useful He would be inother 20 vears, The sppllcable tax rais for alt years fs 364 and ths maluattnn of the’
[ . propenty is ot n:cognis:d forex purpos e3, Detalis re!aled w Ihe.Bsset are prn\rldcd be!ow* ) .

. h)

) i . L o Accouming purpnsa Tax purposs -
T Shooele. Sh, 000",
. Orlgiﬂal\faiues ami utlmar’es {3 .!annrylﬂll): . . T .
Acquisition cost in 2011 : - 2000 U po00
Deprec!auon {eucaight line melhod). ) 20 yoars .. Lo Bydis, | .

. | fetlon'{3t Dy ber 2013) Lo . 3000 - )
et bivance ot Deember 2010 . ) 6800 - ©s0007 .
Revalugfian and estimale {§ January 20§ 4}' L R 3 ’

. Revaluation bafance {1 Ianuar;r EDIII) 16,000 Mot spplic*éble‘ o
Haw estimated Iife . 20 years t 2

N

' chulred-- -‘ ' ' -
The deferred tax Imbm:y asat 31 Deceri;be: 20]4. - (5 marks)
{Tafal: 20 mynrks)




M -

As at-1 Janivary 2014, 1hé falr vatue <. the non-eoniroll

. QUESTION FOUR - S o '
v (a} Yair pra the financial analyst of Papinet Sécidties Limhed, Your pontfoli ger heg provided you with the ¢ . financial sizrements of Azep L1d, was Sh280 millien. . L ) AT

following dats for Growers Limited and the industry average;

ng inteest in Camphor e, fachor i

. The fair valve of ths nel assets ofihe acquired enlitfes was a3 folions:

Rale . 200 Coamr W3 . Tt : oo - ) i . )
- : . . - : © . IfIndestrysverage| - 0 - _ ) - Y bJamsingi0id - tlanwary20030 P
" “fLong-term debt 0.3% XL ~ bas LR . ’ . - . Bh. *miilion™  Sh."milliga® L T
Inveatory tmover. L3238, 42,42 62.65 L8325 . Met nssets of Boxx Ltd, , o8-+ F . 71 ] ’
Depreciatlon/Tatal Assets ¢.0:8 I X 1Y K =1 A X 11 . - . Herosseis of Campher 16, - R .
Days' sales in receivables -1 Ty 3 LooNeas o . i o . . o -
D:b(toequii:‘; 3,90 - foA8s Y .- 38 ~ . . L Addltiéna!in[ﬂnﬁaiion: R TN B S L -
Profid margin . . 006 007 f 0082 e o .k " The fair valug of the net dssats of Boxx Lid: and Camphor Lid, a1 their dales of acquisition by Azep Lid, *
- Tolaf assets turnaver - . .om Cess 054 | lodn ' L5 were deemed 0 be the sarbo sa heir book valoes, < _ S
Quicke -...: - RIS S S - S 02840 L6 ’ - 2. Theeo has bean no Impairment to goodwill since the acquisifion detes, SR .
~-fTimes intecest escned + [ 445’ 4275 - 17 ese ] . 4b5 . © "3 Inthe year ended 3G Sepiombez 2014, ati s thres entities pald a dividend to theit widinary shareholde
|Equity tmultiplier- . - - - 190 EN L3 LF-1 o T AzepLad. peld 2 dividend of $h.89 millian, Boxx Lid. Sh.30 million and Camphar Lid. §h.20 mittiop:. .7, < - -
i ~ [Current ratlo Lis _ 141 +1.33 ' L33 ) . + The fncome statements fo¢ Dhe ‘year ended 30 Segiember 2014 are oy providd Gegws - LT T
CE r N _ M K . . B v .. . . R S R : .
) R [ B N . . L . S . - - R
L Reigulrous ; L . LT L T . ) L . ,;mp-m.,_“ . 37 Campher Lid.
" @ Inthesnnvel rportto the shercholderd, the Chief EXceutive Officer (CEO) of Growers Liriited wrofs 2013 - poveme ' g, Shomdlion® - - Sh .
T wis 8 good year for the firm with respeét 1o gir 2hikity to meet our sheatstenn obligaticds, We had highar = .+ C:::“ real . o L !.(;gﬂ T .
. dlquidity lasgely due te an increast in highly iquid current asee (eash, account receivabesnd shortderm . oifales . L € R
© 0 markefable securiesyt. - T I Ty O enats 2 gy
fe iment o7 the Chief Executlve Ofeer's st . by rabevant bnfi e lysi . 'Neptcrperagtingnmmé . W -'.l
. Comiy m:n © Chief Executive Offieat’s e using only it informatiod ia your ln? ys(]:.m}m}_: ‘InvesmentiomeNote 3} - .. s
. ; . - R ) ' : L . Profit before tax S 230
i . . 1ak: e i ) sett - . Ingome tax éxpenge {20
(i (:;onjr_ncnlon theﬁnp?met m Be§ ntp usmg“ . t W{a:f:::ks) . Profitfor the year . @ . 1
Giiy  : Provida ke sharchalders of Growers Limlted with an atsessment of tire firm's aotveioy and leverage. . . , Requized: - N . R - BT
- i T (4 marks) T Con Income sk for the year ended 30 September 2014. * €10 marle)
The following Mnancial stalements were obtained financisi reco i imited for the ye: ad N . - S T P R
B 31 0&&3:];;12%3 wid 31 Ousoberont from the re‘c. rds of 5 Ph‘_"fj-‘“"-"’d for the years cnu‘cd. ) The valio of goodwill that wil sppeas in the sonsalidted sty of financlal position f the-
. TR T . e L o7 Anpgroupas ot 30 Seprentbes 2004, . ¢ 01 Lee TR T fEmarks)
; 7 Income siatement for the yea¥ ended 31 October: ’ o 2 : o ! R T T (Tetah B arlsy
Lo - ) - Too20m4 2043 - .- ’ !
. Lo e BROMOGDY | ShLopnT
C L. Revenus : o] 2875 " 2,625
Tove . FostoFsuis - L {hatgy A ) B
v Grossprofil . S L TI78 L33t -k Lo B
Olherincoe ., ) - we 62z v
- Hiskifbution cost - . BRI £ €125}
o Adminlstrative expenses . [ (8375 | (o et
i ", Pinancs cost S L R 1) T
© - Proflt befors tax DR 7 £ S 685 e
-0 Incometacexpense N+ ) LT e
TUUUBmBisferta - s e e g™ T gt T N
- Pegforenee dividends =~ " L. L - anc 0 39) . .
S ., Ordineey dividends ol L . {625 - {625 ) . B
o' . Belaledprofitfortheyear U L T agrse . 315 SR
! Retained profit brought forward L A 111 C L0378
Retained prafi carried forward C L . Lasgs Lasg
. Requlred; | Lo BN cog T T
P "7 Herkzontal inalysis income ilatement For the year enided 31 Octobér 2614, . © e D {8 magks)
o ' T oS o . " (ToinE 30 miarks)
QUESTION FIVE S - Coe e
C(E) - FCreslive ing is the transformation of the financial ing figores feom what they actually afe to what -
preparers desice by 1akink adventage of the existing nufes anefor ignoring sone o7 afl of them" Raritaf Nasir, 1993:2
in light of tha nbove stelement, qutiia four s why directurs of listed companies could seck fo e creative *
fucounting - T i . SR (4 maiks)

(b} Aztp Lid, acquired $0% of the ardinary shara caphal of Boxx Lid, on § January 2013 for $h.80¢ miflian, The group's:
-0 polley i i velue non-contcolling foterest av fair vakize of the date of acquisition. On - January, 203, the nof- -
contedlling interest of Boxx Lid.. kad a fale value of, 1,200 mififon. Doxxk Lid. acquired 603 of the-ordinary share
<apirat of Camphor Led. on | Janiescy 2014 for Sh.439 million, o




. e :

KASNEB-

 FINANCIAL STATEMENTS A\IALYS!‘-‘ cgu PART I SECTLUN -

THURSDAY: 29 May 2074, - Time Aows 3 hours,

Answer ALL quemom. Marks ai!ucntcd to e'lth questien arcshown ot the cnd u! lhe qm‘.'ihun. Shon‘ ALLyt ot tKings, '
QUESTIONONE . - - .. ST s

al iy BricRy explain thn rcrrn “yeiple botiem fl:'e repcmog R -?. marks)

i .. .‘- 3maru_)

({3 Ouﬂlne.hro advmragcs of wipls bottam line repcﬂ!ng.

{t) . Bluring the year ended 31 D ber 2013, W hi Lirnited post “mnpcming profil bafore kax ofSh i- meImn )
. bust arzer charging 5h.4 milfion being (he cost of developing and Isunchmg B new prnduct whith was uracted ta -

I gmmt: profies for four y\:ars‘

Additional informations ’ -‘ - _- ) Lo
1. Corparalion tex rate {5 30%. : ' o

2, Thecompasy has a sk sdjusted wwelghrad sverags cast of c‘\phaj (WACC) of 17% per annﬁm
R X The company prys interest at the rate oF 9% per annum an & Jean; '
T, _ Thevalue oFthe company' snnn—currentnssets is Sh5G million, . - :
- 5 . Thevalue 6€ the net current sssets is $5.22 milfien . W L
) £, The rep!ac:ment costaflhe an-curTent assets i esumateé at Snﬁi- mlI?lan o h
’ Roquircd [

Conpute for 1hé yage ended 31 December 20!3:

6] Flie company’s economic valve sdded (EW\) L. B .6 msrks}
fii}.. ... iy 11 ..msuiual1ncnm.--..=--4.---.- D LT marks) o
- . . (i‘ohl 0 m:trlcs)
| QUESTIONTWO > Ca ‘ L
{a}- Esamine six steps that 2 securilies, and lnvestmenl malyst is cw}cd e !'ni!uw when undamkms l"nan:n] smcmen;s .
) analysss _ (5 marks}

‘(b) “ Agnes Chebit hes b bis 1hc biished financlal statements of savera quuted compsnws inwhich she is mnsldenug -
buylag sons shares 25 personai Invesirnen: She fm pmrnlcd yau with the following mfon'nahon en fwir suchi
cosmipanies: . ) S
Lo Inthe year anded 31 Becember 20]3 iwo compantes, Il d Tnye Y Lud. lnﬁ Uranium | .

jon In the respective Chal 5 reporty

Ltd. répoeied identleal befors 1k pfuﬁis of Shaod. mrll‘on Tnft
indicated that both companies were sxpesting pa:lFls from their core ad.mts:s operalions {to ke inepreted a5
frem continzing pperalions) o grow by 164 in the year 2014, -

2. 1. Anedract of the ineoms st ts ofifie baw e ::shomxvhelnw:' .,
! - : - Plamend ~ L. Uranivm L - )
Investraent Lid, levesfment btd, - T, - e
. . Sb. *miflen™ . Eh. “mlllfen™ - . :. s
 Ogpenting profir: Y o . R R

Continulng ackiviies * . - 14D IRt T :
Asquisitions : LoD e e
Disconunucdammues c . BT sy T,

3. ' Ancteio the firancial si of tranium Invest Ltd. indicaied that the disi tion ocourzed on

1 July 20F3 and was pari afnn overall pran on fis tradklonal core Activities after Incurrln« huoe ly:sesona
new Rweign wnlure R

Reqnlred.

R Expialn o Agnes G‘lehu three ins why c;p:rmnns is useful,

(3 marks) -

i Calewlats the expectcd apmuns proflts for both tompenles for the year amimg 31 December 2014,
{Asseme iha Cha:rmen s gtéwlh forecast is cafreel). - [ Imeacks)

infoimalion on dist

P

(iiij Advise Agnes Chelnl o which ofthe twe compzm:s she shculd fnvest !n . {1 mark)

(97/ Fe1=r Maoke, s:cun!m 208 investment malm B Zeniex In Bank fiag gak ;thc following data regecding

Invesle!\ Ltﬂ forﬂ‘: yearendéd 31 Decembir 2013 - B )

i 'ihc mmpany bad I, 0{}0 000 autstading ordimy sheres. Mo changc was mide dunng the ytar
~%.. . Thenel income for \he.year was Sh.5 milen.:

" Thg campany pad $h.500,080 prefersace divideads and 5h.600,000 ordinary dividends durfng the oA,

U3
4 The average market peice afthe ardinary shares is Sh.80. . L
-1 The com;:my has } 00,000 wammls (f'or 1 shara each) 4 thatpre & al 550,
chuimd ' . : . U - . -
.Tthdﬂuled ra.rm1'=gi P:rn.me (EPS} for tt.u-. ;:-ear endec_f}l [3.¢Ct|!rbe(2033,. o L . dnra]:_l(ll?:a:r:;i

EEN R o .,

L

ESTIORTUREE ' -
QU s wis extracted from the buok: of Evslex Te.chunlugles Lid. as at 3[ March 2{1}4' e

The fallowing il balanes

: R L Bh 'uau- Sb. 000~
Ordlnarysliamcapital'{Sh,lﬂ wath) - S B L sann
Retained profif {1 Aprl 2613} AT Yoo L400
8% convertible debentare - . 30,000 ) )
" Land (cast) ' b0
Building {eost) 0000 e oo :
Plant and equipment {cost) - ) : . ) 4,500 o T v
Accumalated deprecintion (T Aprif 2013 . T R
epl- _Huilding ’ o K '-'m!wo 3
e - Plant and eguipment ) S 24500 |
Currentlax | A - - o0
Dafercéd tas™ - . oL -2,800
Inventary (31 March 2014) e . .
' Trade rresivabiles AR RL N . v .
Bakléan- 0 T o . S ke, 500
Trade payables . ) o 24500
Revenug ' . . , L ) :339,6_50 C .
Costofsales =" o, T C RIS - T
Distsibution cosf™ . 27,500 ‘
Adnnnistrative expenses 300 B
F{néncemm o |, 2400 :
AT Tt s e .. mm m \
ations - . .
iﬂﬂt{ﬂﬁiﬁgwu at 3] Mw:h 2614 include _qouds vahied 22 ShT,500,000 which were declared obsolete. * -
2 Degrectation'is to be chugeﬂ 25 fallows: C L : .
Astel L Rate per annum Nethod .,
v Buiiding - - . ‘; L 5% Srraight Vins
SUTETL T o T " Reducing balsnce

»  Flant and oquip reeant

The bank foan is baing reg 2'd In ten equal instalmenty, Half, ofthe loan has already been paid.

Statemenl of I'nancaa! posﬁim asat 3l Mmh 20t4.

G S '_":' R

‘ do or distord the cesl financ

QUESTION FOUR Sions {[ncks) m:ended n hi

Mar\:h 10!3 The

{10 marks) 5

i
4, _ Allowance For doubiful debis oF 59 of the eada receivables is to be made,
5. The balance on current tas (epiesels an ouer provisioh of the tax Habjlity for the year ‘ended 3I
tequired provision: for Tneoene fax for the yéar ended 21 March 2004 |s Sﬁ 18.4 million, -
é, Finance ot In the trial baence-comprises of. - . e L
t - Sh.egeg o o
. “Intecest 8n bank Toen 1,200 . h )
Intesest dn debenlure 1200
2. The duec:orshave pmposed ] ﬂmdend aof ED% . .. . o
T - O
' (I:;q e Statement of comprehiensi « incame for the yedr ended 31 Mﬂ"'h 2004,

’ (i‘d marks)
{Totat: 20 nlmrl-‘s)

int perfn;msncc of-
oy uf

@) - Flneocis ‘chenanigans”™ ate eetions Of DMIs: et
condiion of & businest ert;ly They rangs

pﬂncipla. IR

fjom minor deceplions to rnore serious

; d' N
éct?nug‘;ikvam exarnplcs. (..<plmn three “shenamgaus ﬂm sucmmes afuﬂ lnve_i(mcnt anaj
" analystng ruam:inismlcmﬂ:ls. .o cale e e

%

arelhe ’ 1 aFAdpak ud for Ihewarcndcd 3 Beccrnbc: zm-

& The e
mber!ﬂl}.

'lnmmem{ementfarlheyeﬂrendedalﬂccc e

a

' . ysts should loak l‘or when

(5 marks]

x




‘Revenue 12,000 -
Cost of sales : . {7,800}

o, Grosspofit .0 - - 0 © 5460
.Opsrating ekpenses - BT X /)
U Oertingrofit T ot T T 3ppe .

. Finance cost i {2,280}
‘Baming beforatay . . - T
Imeowne taxexpense- -~ . . . f24m
Pmﬁ“tfordseyear T I

' S#'\temenl nfrnancial positinn as uJI Dncmher:ﬂlﬂ'

' S “hppm

PP Sh‘ LA T
Nan-currtntasnn: i i : T T e o
Tangibla assets ’ L 2I 000

. Intangibfe assess . CLT000 4
: 28000 .
", Current axsefs: o ’ "
Inveniory - . . 3,000 .
- Trade receivables - e - 6,600 e
* Bank halanca s R i 14,500
- Folzl asseis . 42,500
Financed by: T i
Equity and liabilities: | -
Cquity: . -
£08,000 plaferenoesharu £h.20 sach 2,000 -
§40.000 osdirary shares Sh4 each ) 2,000
Shago premiumy . 4,0
Relained eamings 2800
o . \ 0,300
Non-earrent Habilities: . .
Morigape (30 years} B.000 o
3% Debentures 12600 - 26,008 °
- *Tolal cquity and reserves | . 30,206
Cureent Habllitiesy
~Frade paysbles 000 .
Notes paysbie * . 10,000 12000
Total Nabllities and equity 428007
J\dﬁilinnal Informsiton: - -
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CSIA PART II SECTION 3
FINANCIAL STATEMENT ANALYSIS
FRIDAY: 7 June 2013 Time Allowed: 3 hours

Answer all questions. Marks allocated to each question are shown at the end of the question. Show
all your workings.

QUESTION ONE
The following financial statements were extracted from the books of Ngano Itd. For the year ended 31
December 2011 and 31 December 2012:

Income statement for the year ended 31 December:

2011 2012
Sh.”000” Sh.”000”
Revenue 20,000 26,000
Cost of sales (15,400) (21,050)
Gross profit 4,600 4,950
Administrative expenses (800) (900)
Selling and distribution expenses (1,550) (1,565)
Depreciation (110) (200)
Debenture interest - (105)
Profit for the year 2,140 2,180
Statement of financial position as at 31 December
2011 2012
Sh.”000” Sh.”000”
Non-current assets at cost 4,600 5,600
Accumulated depreciation (800) (1,000)
Net book value 3,800 4,600
Current assets:
Inventory 6,000 6,700
Trade receivables 4,400 6,740
Bank balances 120 960
10,520 14,400
14,320 19,000
Equity and liabilities:
Ordinary share capital 8,000 8,000
Retained profits 3,120 5,300
11,120 13,300

Non-current liabilities:
7% Debentures - 1,500

Current liabilities 3,200 4,200
14,320 19,000

Required:

(@) i. Gross profit margin (2 marks)



ii.  Net profit margin (2 marks)

iii.  Return on equity (2 marks)
iv.  Stock turn over (2 marks)
v.  Quickratio (2 marks)
vi.  Debtors collection period (2 marks)

(b) Based on the ratios calculated in (a) above, comment on the performance of the company
(8 marks)
(Total: 20 marks)

QUESTION TWO
(a) Explain the following forms of joint venture in the context of International Accounting Standards
(IAS) 31 “interest in joint venture”

i.  Jointly controlled operations (2 marks)
ii.  Jointly controlled assets (2 marks)
iii.  Jointly controlled entities (2 marks)

(b) On January 2012, kika Itd. Acquired 30% of kaka Itd ordinary shares for sh.500, 000 cash. It is
determined that kika Itd. has the ability to exert significant influence on kaka 1td’s financial and
opening decisions.

The following information concerning kaka Itd’s assets and liabilities on 1% January 2012 is provided

Kaka Itd
Book value Fair value differences
Sh. Sh. Sh.
Current assets 100,000 100,000

Plant and equipment 1,900,000 2,200,000 300,000
2,000,000 2,300,000 300,000

Less liabilities (800,000) (800,000) -
Net assets 1,200,000 1,500,000 300,000

Plant and equipment are depreciated on a straight line basis and have 10 years of remaining useful life.
Kaka Itd’s reported a net income of sh.100, 000 and paid dividends of sh.50, 000 for the year ended 31
December 2012.

Required:

i.  Goodwill included in the purchase price (4 marks)
ii.  Investment in the associate entity, at the end of year 2012 (4 marks)

(c) Peris Omwamo, a Certified Securities and Investment Analyst (CSIA), has been consulted to analyze
PKG Itd. Which is planning to raise new debt? Part of her analysis involves understanding PKG Itd’s
solvency so as to determine its capacity to handle additional debt. During the analysis, peris Omwamo
observed that in the year 2012, PKG Itd. Undertook an asset reveluation that increased the depreciation
expense by sh.2.5 million. The following excerpts were Provided to her from the financial statements of
PKG limited.



Statement of financial position as at 31 December:

2011 2012
Sh.”’million”  Sh.”million”
Plant, property and equipment (net book value) 700 750
Total assets 3,000 3,650
Total liabilities 1,400 1,900
Revaluation surplus (part of shareholders’ equity) - 150
Total shareholders’ equity 1,600 1,750
Statement of comprehensive income for the year ended 31 December:
2011 2012
Sh.”million”  Sh.”million”
Depreciation expense 100 125
Income before taxes 1,000 975
Tax expense 400 400
Net income 600 575

Additional information:

1. Asset revaluation is not taxable

2. Any increase in depreciation expense related to the revaluation is not deductable
Required:
Based on IFRS 5 “non-current assets held for sale and discontinued operations”, compute PKG Itd’s
financial leverage using the 2012 financial statements:

i.  With no adjustment for the asset revaluation (2 marks)
ii.  With adjustment for asset revaluation (3 marks)
Interprete the change in leverage computed in (c) (i) and (ii) above (1 marks)

(Total: 20 marks)

QUESTION THREE
(@) (i) Argue the case for including a portion of deferred taxes as equity and a portion as debt.(2 marks)

(ii) Explain three factors that influence the level and trend of reported deferred taxes among firms.
(6 marks)

(b) Dunga Itd And Kanda Itd Use International Accounting Standards (IAS) 19 “employees’ benefits” to

account for their pension plans. The following information relates to the companies’ pension plans for the
year ended 30 April 2013.

1. On 1" May 2012, the pension plan assets of both companies were fairly valued at ksh.200
million. Both companies had net unrecognized actuarial gains of sh.6 millions

2. On 30" April 2013, the fair value of the pension plan assets of Dunga Itd, was sh.219 millions
and that of Kanda Itd was sh.276 millions

3. The contributions received were sh.70 millions and benefits paid were sh.26 millions for both
companies. These amounts were paid and received on 1* November 2012



4. The expected return for both companies, pension plan assets was 7% on 1* May 2012

5. The present value of the defined benefit obligation was less than the fair value of the company’s
pension plan assets on 1% May 2012 and 30" April 2013

6. Actuarial losses on the obligation for the year were negligible for both companies

Required:

Using the corridor approach, calculate the actuarial gain or loss for Dunga Itd and Kanda Itd arising in the
year ended 31 April 2013. Comment on the results (12 marks)

(Total: 20 marks)

QUESTION FOUR

(a) Financial statement analysis is a very imperative device but the financial is a very imperative device
but the financial analysts must keep in mind its limitations. Discuss six limitations associated with the
analysis of financial statements. (6 marks)

(b) Describe two incentives that could lead to manipulation of financial statements by the management of
a firm. (4 marks)

(c) Pakacha Itd issued one new share for every two existing shares held by way of rights at sh. 1.50 per
share on 1% July 2012. The market price per share as at July 2012 was sh.3.00

The following information is available:

2012 2011
Profit attributable to ordinary shareholders (sh) for the year ended 550,000 460,000
Number of ordinary shares in issue as at 31 December 1,200,000 800,000
Required:
i.  Earnings per share (EPS) for the year ended 2012 (7 marks)
ii.  Retained earnings per share (EPS) for the year ended 2011 (3 marks)

(Total: 20 marks)

QUESTION FIVE
The following financial statements were extracted from the books of Kimbo Itd.

Statement of comprehensive income for the year ended 30" June 2012

Sh”000”
Revenue 11,480
Cost of sales 9,680
Gross profit 1,800
Income from and gains on investing 120
Distribution costs (240)
Administrative expenses (700)
Finance cost (100)
Profit before tax 880
Income tax expense (320)
Profit for the year 560
Other comprehensive income:
Gains on property revaluation 200
Total comprehensive income _760



Statement of financial position as at 31 December

2012 2011
Sh.”000” Sh.”000”
Non-current assets at cost(see note 1):
Property, plant and equipment 5,760 3,720
Investment property 840 _800
6,600 4,520
Current assets:
Inventory 2,420 1,620
Trade receivables 960 1,080
Income tax assets - 100
Bank balances 20 _ -
3,400 2,800
Total assets 10,000 7,320
Equity and liabilities:
Equity shares of 0.20 each(see note 3) 2,000 1,200
Share premium 1,200 -
Revaluation reserve 300 100
Retained profits 2,880 2,620
6,380 3,920
Non-current liabilities:
6% loan note (see note 2) - 800
Deferred tax 100 60
100 860
Current liabilities:
Trade payable 2,820 2,100
Bank over draft - 240
Warranty provision (see note 4) 400 200
Current tax payable 300 -
3,520 2,540
Total equity and liabilities 10,000 7,320

Additional information:

1.

w

An item of plant with a carrying amount of sh, 480,000 was sold at a loss of sh.180, 000 during
the year ended 30" June 2012. Depreciation of sh. 560,000 on property , plant and equipment was
charged to cost of sales in the year ended 30" June 2012

The 6%loan notes were redeemed before maturity incurring a penalty for early payment of
sh.40,000 which has been charged as an administrative expense in the income statement

There was an issue of shares for cash during the year ended 30" June 2012

Kimbo Itd gives a 12 month warranty on some of the products it sells. The amounts shown in the
current liabilities as warranty provision are an accurate assessment based on past experience of
the amount of claims likely to be made in respect of warranties outstanding at each year end.
Warranty costs are included in cost of sales.

A dividend of sh.0.03 per share was paid during the year ended 30" June 2012.

Required:

Statement of cash flow for Kimbo ltd for the year ended 30" June 2012 in accordance with I1AS 7
(statement of cash flows)

(Total: 20 marks)



CSIA PART 11 SECTION 3
FINANCIAL STATEMENT ANALYSIS

THURSDAY: 6 December 2012 Time Allowed: 3 hours
Answer all questions. Marks allocated to each question are shown at the end of the question. Show
all your workings.

QUESTION ONE

The following financial statements were extracted from the books of Venix Limited for the year ended
31* October 2011 and 2012

Venix Limited
Income statement for the year ended 31 October:
2012 2011
Sh.”000” Sh.”000”
Revenue 25,500 17,250
Cost of sales (14,800) (10,350)
Gross profit 10,700 6,900
Distribution cost (2,700) (1,800)
Administrative expenses (2,100) (1,500)
Finance cost (650) (100)
Profit before tax 5,250 3,500
Income tax expense (2,250) (1,000)
Profit for the year 3,000 2,500
Venix Limited
Statement of financial position as at 31 October
2011 2012
Non-current assets at cost: Sh.”000” Sh.”000”
Plant, property and equipment 9,500 5,400
Intangible assets 6,200 -
15,700 5,400
Current assets:
Inventory 3,600 1,800
Accounts receivable 2,400 1,400
Bank - 4,000
Non-current assets held for sale 2,000 8,000 - 7,200
23,700 12,600
Equity and liabilities:
Ordinary share capital(sh.10 par value) 5,000 5,000
Retained profits 4,500 2,250
9,500 7,250
Non-current liabilities:
5%loan stock 2,000 2,000
8% loan stock 7,000 -
Current liabilities:
Bank overdraft 200 -
Accounts payable 2,800 2,150
Current tax 2,200 5,200 1,200 3,350
23,700 12,600



Additional information:

1. There were no disposals of non-current assets during the period; however, Venix limited does
have some non-current assets classified as ‘held for sale’ at 31* October 2012

2. Depreciation on property, plant and equipment for the year ended 31% October 2012 was
sh.640,000

3. A disappointed shareholder has observed that although revenue during the year has increased by
48%, profit for the year has only increased by 20%
Required:

(a) Statement of cash flow (in conformity with IAS 7, statement of cash flows) for the year ended 31
October 2012. (10 marks)

(b) Using suitable ratios, comment on the performance and financial position of Venix limited for the year
ended 31 October 2012. (10 marks)

(Total: 20 marks)

QUESTION TWO
(a) Outline two types of information which could be obtained from the following sources:

i.  Proxy statement (2 marks)
ii.  Corporate press release (2 marks)
iii.  Annual reports to regulators (2 marks)

(b) The top management of Zedrock Limited has provided you with the following financial statements
relating to its two divisions, alpha and beta, for the year ended 30 June 2012

Income statement for the year ended 30 June 2012

Alpha Division Beta Division

Sh.”millions” Sh.”millions”
Revenue 4,000 6,000
Cost of sales (3,000) (4,800)
Gross profit 1,000 1,200
Expenses:
Distribution costs 200 150
Administrative expenses 290 250
Interest paid 10 (500) 400 (800)
Profit before tax 500 400
Income tax expense 120 (90)
Profit after tax 380 310
Dividend paid (150) 100
Retained profit for the year 230 210
Retained profit brought forward 220 2,480
Retained profit carried forward _ 450 2,6900



Statement of financial position as at 30 June 2012:

Alpha Division Beta Division
Sh.”millions” Sh.”millions”

Non-current assets at cost:
Land and buildings 1,200 5,000
Furniture and motor vehicles _600 1,000

1,800 6,000
Current assets:
Inventory 400 800
Trade receivables 850 750
Financial assets 100 230
Cash at bank - 1,350 100 1,880
Total assets 3,150 7,880
Equity and liabilities:
Ordinary share capital(sh.1 par value) 1,000 1,600
Retained profits 450 2,690

1,450 4,290
Non-current liabilities:
Bank loan 500 3,000
Current liabilities:
Accounts payable 1,080 590
Bank overdraft 120 1,200 - 590
3.150 7,880

Additional information:

1. The two divisions sell goods on both cash and credit terms. On average, the credit sales account for
80% of the total sales while purchases account for 90%

2. The cash flow from operating activities for the two divisions are sh.750 millions and sh.800 million
respectively.

3. The division deal with electronic goods.

Required:
(i) Common size income statement for the year ended 30" June 2012 (6 marks)
(i) Common size statement of financial position as at 30th June 2012 (6 marks)

(ili)Comment on the performance of the two divisions and state which division and state is better
(2 marks)

(Total: 20 marks)

QUESTION THREE
(@) In context of IAS 18 “revenue”

i.  Define the term revenue (2 marks)
ii.  Outline four criteria to be followed in recognizing revenue from the sale of goods (4 marks)

(b) Summarize four factors that might affect the quality of earnings of a firm (4 marks)



(a) At 1 October 2011, Celltech limited had in issue 36 Million ordinary shares, 10 million 6%
redeemable preference shares (sh.10 par value) and sh.10million 8% convertible loan stock

The loan stock will mature in 2012 and will be redeemable at par or be converted to ordinary share on the
basis of 25 shares for each sh.100 of the loan stock at the holder option

On 1 January 2012, Celltech Limited made a fully subscribed rights issue of one new share for every four
shares held at a price of sh.28 each.

The market price of the ordinary shares immediately before the issue was sh.38. The profit after tax for
the year ended 30 September 2012 was sh.15 million, the earning per share (EPS) was sh. 0.30 for the
year ended 30 September 2011.

The income tax rate is 30%.

Required:
(i) Basic earnings per share (EPS) as at 30 September 2012 (5 marks)
(ii) Diluted EPS (comparative not required)as at September 2012 (5 marks)

(Total: 20 marks)

QUESTION FOUR
(@) (i) Explain the rationale behind providing deferred tax based on temporary differences (4 marks)

(ii) Polytech Limited has a deferred tax liability of sh.100 million as at 1 October 2011. During the year
ended 30 September 2012, the following information was available for computation of deferred tax:

1. Property, plant and equipment had a carrying amount of sh. 1,200 million and a tax base of
sh.1,000 million. Some land and building were revalued upwards by sh.50 million during the year
ended 30 September 2012

2. Intangible assets consisting of trade licenses being amortized over five years had a carrying
amount of sh.60million. this has been allowed for tax purposes

3. The company has available for sale financial assets with a carrying amount of sh.20 millions and
financial assets at fair value through profit and loss of shillings 10 million. Both financial assets
reported losses in fair value of sh.2 million each as at 30" September 2012

4. Inventory is shown at the lower of cost and net realizable value. The cost is sh.800 million while
net realizable value is sh.780 million

5. Trade receivables had a carrying amount of sh.500 million (unrealized). Both the allowance and
exchange gain are not allowed for tax purposes

6. Trade and other payables are stated at sh.900 million after making a provision for discount of
sh.10 million
Assume a tax rate of 30%.

Required:
Temporary differences for the year ended 30 September 2012. (6 marks)

(b) Tedcomp Limited prepares its financial statements on 30 September each year. The company makes
contribution to a defined plan for its employees. The company accounts for actuarial gains and losses
arising on these arrangements using the 10% corridor method.



Additional information:

1. At 1 October 2011, the plain obligation was sh.42 million and the fair value of the plan assets was
sh.36 million
Unrecognized actuarial losses at that date totaled sh.7.8 million.

2. The actuary advised that the current service cost for the year ended 30 September 2012 was sh.4.8
million. Tedcomp Limited paid contribution of sh.3.84 million to the plan on 30 September 2012.
These were the only contribution paid in the year.

3. The expected annual rate of return on plan assets at 1 October 2011 was 5%. They actuary revised
this estimate to 4% at 30 September 2012

4. The appropriate annual rate at which to discount the plan liabilities was 6% on 1 October 2011
and 5.5% on 30 September 2012

5. The plan paid our benefits totaling sh.2.4 million to retired members on 30 September 2012

6. At 30September 2012 the plan obligation was sh.49.8 millions and the fair value of the plan asset
was sh.39 million

7. The average remaining service life of plan members still in employment was estimated to be 20

years.
Tedcom Limited policy is to recognize the excess of the limits over the average service life of
employees.
Required:
(i) Income statement (extract) for the year ended 30 September 2012 (5 marks)
(ii) Statement of financial position (extract) as at 30 September 2012 (5 marks)

(Total: 20 marks)

QUESTION FIVE
(a) Describe two limitations of operating segment analysis in comparing different entities. (2 marks)

(b) Summarize four defects of historical cost accounting during inflation periods. (4 marks)

(c) Kubwa Limited acquired 25% of the equity share of Ndogo Limited several years ago when the
retained earnings of Ndogo Limited were sh.120 million. Ndogo limited operates as a separate entity
under contractual agreement between kubwa limited and three other parties, each party holding an equal
proportion of the equity share capital. The investment in Ndogo limited is held at cost in Kubwa
Limited’s individual financial statement and has been correctly classified as a joint venture.

Statement of financial position as at 31 October 2012

Kubwa limited Ndogo
limited
Non-current assets: Sh.”million” Sh.”’million”
Plant, property and equipment 966 840
Investment in Ndogo 210 -
1,176 840
Current assets:
Inventory 333 360
Trade receivable 345 396
Held for trading investment 105 -
Cash and cash equivalents 63 120
__846 _3876

Total assets 2,022 1,716



Equity and liabilities:

share capital(sh.1 par value) 360 600
Revaluation reserve 54 -
Retained profits 639 ~ 360
Total equity 1,053 960
Non-current liabilities:
Long term borrowing 270 -
Current liabilities:
Trades payables _ 555 480
Income tax payable 144 276
_ 699 _ 756
Total liabilities 969 _ 156
Total equity and liabilities 2,022 1,716

Additional information:

1. During the year, Ndogo Limited sold goods to Kubwa limited for ksh.600 million. Half of these goods
remain in Kubwa limited inventory at 31 October 2012. Ndogo limited makes a 20% margin on all
sales. The most recent sales invoice for sh.72 millions sent from Ndogo limited to Kubwa limited in
respect of these sales remains outstanding at the year end.

2. Kubwa Limited holds another investment, which it has correctly classified as held for trading. The fair
value of this investment at 31 October 2012 was sh.126 million, although this has not yet been reflected
in the financial statements.

Required:
Consolidated statement of financial position as at 3October 2012. (4 marks)

(Total marks: 20 marks)



CSIA PART 11 SECTION 3
FINANCIAL STATEMENT ANALYSIS

THURSDAY: 31 MAY 2012 Time Allowed: 3 hours
Answer all questions. Marks allocated to each question are shown at the end of the question. Show
all your workings.

QUESTION ONE

The following balances were extracted from the books of Mali commercial Bank Itd on 31 December
2011.

Sh.”000”
Government securities 2,344,000
Loans and advances 5,946,000
Cash and balances with central bank 1,257,000
Other money market placements 34,600
Property, plant and equipment 1,008,000
Interest on loans and advances 870,800
Interest on government securities 476,400
Foreign exchange income 144,000
Fees and commissions income 340,400
Deposits with other banks 230,000
Other fixed assets 64,000
Interest on placement and bank balances 72,000
Non-operating income 34,000
Customers deposits 8,480,000
Deposits and balances due to other banks 430,000
Depreciation expense 84,000
Directors emoluments 25,000
Bad and doubtful debts expense 68,000
Interim dividends paid 50,000
Staff costs 590,000
Interest on customers deposit 230,000
Interest on borrowed fund 70,000
Ordinary share capital 500,000
Auditors remuneration 7,000
Contribution to staff provident fund 29,000
Loss on sale of fixed assets 43,600
General administration expense 285,000
Reserves 1,058,000
Legal and professional fees 40,000

Additional information:

1. Current tax has been estimated at sh.240, 000,000.

2. Final dividends have been proposed at 20%.

3. Accrued interest expense on customers’ deposits as at 31 December 2011 was sh.60, 000,000
Unrecorded interest income on loans and advances to customers was sh.300, 000,000 as at 31 December
2011.



Required:

Prepare the following statements in accordance with International Financial Reporting Standards (IFRS):

(a) A statement of comprehensive income for the year ended 31 December 2011. (12 marks)

(b) A statement of financial position as at 31 December 2011. (8 marks)
(Total: 20 marks)

QUESTION TWO

(a) Identify the key issues that may be contained in each of the following reports:

(1) Director’s report (2 marks)
(i1) Auditor’s report (2 marks)
(iii) Chairman’s report (2 marks)

(b) Matokeo logistics limited is a major service provider in the logistics and cargo transport from the port
of Mombasa to various destinations in the world. In the recent years, there have been reported complaints
about the services provided by the company. In the last one year, the company has invested over sh.400
million in new equipment and trucks in an attempt to address these criticisms. The summarized financial
results for Matokeo logistics limited for the years ended 30 April 2011 and 30 April 2012 are given
below:

Matokeo logistics Limited
Summarized income statement for the year ended 30 April:

2011 2012

Sh.”million” Sh.”million”
Sales Revenue 3,600 3,700
Earnings before interest and tax (EBIT) 360 330
Interest expense (64) (94
Taxation (88) (70)
Earnings available to ordinary shareholders 208 166

Matokeo logistics Limited
Summarized Statement of financial position as at 30 April

2011 2012
Sh.”million” Sh.”million”
Non-current assets at cost 2,008 2,410
Current assets:
Inventory 106 118
Trade receivables 42 48
Cash and Bank balances 124 272 72 238
2,280 2,648
Equity and liabilities:
Ordinary share capital(sh.1 each) 500 500
Retained profits 912 964
1,412 1,464
Non-current liabilities:
8% Debenture 300 300
Bank loan 400 700
Current liabilities:
Trade payables 168 868 184

2,280 2,648



Required:

Calculate the following rations for Matokeo logistics limited for the year ended 30 April 2011 and 30
April 2012:

i.  Return on capital employed (ROCE) (2 marks)
ii.  Net profit margin (2 marks)
iii.  Assets turnover (2 marks)
iv.  Current ratio (2 marks)

(c) Briefly comment on the financial performance of Matokeo Logistics Limited in 2011 and 2012 as
revealed by the above ratios. Suggest causes for any changes. (2 marks)

(d) Suggest two non-financial indicators that could be useful in measuring the performance of Matokeo
Logistics limited. State why your chosen indicators are important (2 marks)

(Total: 20 marks)

QUESTION THREE
(a) Alpha Ltd is a subsidiary of beta Itd. Information based on the income statements of each company for
the year ended 31 March 2012 is provided below:

Income statement for the year ended 30 June 2012
Alpha Division  Beta Division

Sh.”000” Sh.”000”
Revenue 17,540 2,474
Cost of sales (10,625) (1,562)
Gross profit 6,915 912
Administrative expenses (1,763) (239)
Selling and distribution expenses (604) (87)
Finance cost (175) (31)
Profit before tax 4,373 555
Income tax expense (853) 118
Profit for the year 3,520 437

Additional information:
1. During the year alpha Itd sold goods to beta Itd forsh.32, 000. The goods had cost alpha sh.25, 000. At
31 March 2012, only 80% of the goods had been sold by beta Itd.

2. Alpha Itd had acquired 80,000 of the 100,000 sh.10 shares of Beta Itd on November 2010 for sh.21
million. At that date, the fair value of 1 share in beta Itd was estimated to be sh.25 and book value of
Beta Itd. Equity was sh.18, 750,400

3. It was estimated that on acquisition, the fair value for all the assets of Beta Itd were the same as their
book values, with the exception of land. The land was estimated to have a fair value of sh.120, 600
greater than the book value.

4. The directors use the partial method to determine goodwill arising on acquisition and have calculated
that on 31 March 2012, the value of the group’s share of goodwill had fallen to sh.1, 850,000



Required:
(i) Determine the group share of goodwill arising on the acquisition of béte Itd. (2 marks)

(ii) Consolidated income statement for the year ended 31 March 2012 (8 marks)

(b) The consolidated income statement of Pasar Itd. For the year ended 31 May 2011 and 31 May 2012
include the information shown below.

2012 2011
Sh.”million” Sh.”’million”
Revenue 615.7 592.8
Operating profit 88.4 71.8
Net interest receivable/payable _ 02 (1.3)
Profit before tax 88.6 70.5
Tax on ordinary activities (25.7) (19.4)
Profit after tax 62.9 51.1
Non-controlling interest (8.1) (7.4)
Profit for the year 54.8 43.7
Dividends paid 18.3 15.8
Retained profit for the year 36.5 _27.9

Additional information:
1. As at May 2012 the company’s issued share capital were 20,800,000 ordinary shares of sh.10 each.
Additional shares were issued as follows in the year 2010 and 2011:

1 December 2010 — a cash issue which raised sh.46, 670,000
1 October 2011 — a rights issue of 1 for every 3 shares at sh.10.50
2. The market price of the company’s shares was reported as follows:

Sh.

1 June 2010 17.50

1 December 2010 17.95

1 October 2011 14.10

31 May 2012 15.80

Required:

The basic earnings per share (EPS) for the year ended 31 May 2011 and May 2012 (10 marks)
(Total: 20 marks)

QUESTION FOUR

(a) Briefly explain three economic factors that affect interest rates. (6 marks)

(b) Hekay limited issued a five year, 10% convertible loan at sh.10 million on 1 January 2012. The loan
stock could be converted into 500,000 sh.10 ordinary shares at any time before maturity. Interest rate
for similar loan stocks without a conversion option is 12%.

Required:

(i) Explain how the loan stock could be classified according to International Accounting Standards (1AS)
32 (Financial instruments presentation). (2 marks)



(i) If the loan stock is not converted into ordinary shares, explain how it will be accounted for and
presented in the financial statements over the next five years up to 2016.

Assume that interest is paid annually. (8 marks)

(iii) Assume that the loan stock is converted into ordinary shares on 15 January 2014. Give the journal
entries to record the conversion. (4 marks)

(Total: 20 marks)

QUESTION FIVE

(a) Explain three problems associated with accounting treatment of post employment benefits (6 marks)
(b) Babika Limited operates defined scheme for the members of staff. The following data relates to the
scheme over the past three years ended 31 May 2010, 31 May2011 and 31 May 2012:

2010 2011 2012

Sh.”million” Sh.”million” Sh.”million”
Current service cost 130 140 150
Benefits paid 150 180 190
Contribution paid 90 100 110
Present value of obligations — 31May 1,100 1,380 1,408
Fair value of scheme assets at 31 May 1,190 1,372 1,188
Discount rate at start of the year 10% 9% 8%
Expected rate of return on the scheme assets 12% 11% 10%

Additional information:
1. The present value of obligations and fair value of scheme assets as at 1 June 2009 was sh.1,000 million.
2. The company recognizes all actuarial gains and losses arising during the period in the retained profits.

Required:
(i) Income statement for the year ended 31 May 2010, 31 May 2011 and 31 May 2012 (6 marks)
(ii) Statement of financial position as at 31 May 2010, 31 may 2011 and 31 May 2012 (6 marks)

(c) Patmos ltdis considering adding a new division in the manufacturing department. The addition will
result in a 20% increase in the existing profit margin and a 40% increase in total assets. The increase will
be financed with debt.

The following ratios existed before the change in assets.

1. profit margin (M) = net eome _ (.12

sales

!
2. Total asset turnover (T) = % =25

Total assets

3. Equity Multiplier (EM) = oty 1.5
Required:
The new return on equity (ROE) if sales remain Constant (5 marks)

(Total: 20 marks)



CSIA PART 11 SECTION 3
FINANCIAL STATEMENT ANALYSIS

THURSDAY: 1 December 2011 Time Allowed: 3 hours
Answer all questions. Marks allocated to each question are shown at the end of the question. Show
all your workings.
QUESTION ONE
The following trial balance relate to Ziwani Limited as at October 2011.:

Sh.”000” Sh.”000”

Ordinary share capital(sh.10 each) 56,000
Retained earnings (1 November 2010) 1,400
8% convertible loan stock 30,000
Freehold property at cost 1 November 2010:

(land element sh.25 million) 75,000

Plant and equipment (at cost) 74,500
Accumulated depreciation (1 November 2010):

Building 10,000

Plant and equipment 24,500
Current tax 800
Deferred tax 2,600
Inventory: 4 November 2011 36,000
Trade receivables 47,100
Bank loan 11,500
Trade payables 24,500
Revenues 339,650
Cost of sales 207,750
Distribution costs 27,500
Administrative expenses 30,700
Interest paid on convertible loan stock 2,400

500,950 500,950

Additional information:

1. The inventory of Ziwani limited was not counted until 4 November 2011 due to operation reasons. At
this date, the cost of this inventory was sh.36million and this figure had been used in the cost of sales
calculation above. Between the year ended 31 October 2011 and 4 November, Ziwani limited received
a delivery of goods at a cost of sh.2.7 million and made sales of sh.7.8 million at a markup on cost of
30%. Neither the goods delivered nor the sales made in this period were included in Ziwani limited’s
purchases (as part of cost of sales) or revenues in the above trial balance.

2. On 1 November 2010, Ziwani limited decided, for the first time, to value its freehold property. A
qualified property valuer reported that the market value of the freehold property on this date was
sh.80million of which sh.30million related to the land. At this date, the remaining estimated life of the
building was 20 years. Plant is depreciated at 20% per annum on a reducing balance method.

. The bank loan is being repaid in ten equal installments which commenced on 1 November 2006.

. Provision for doubtful debts of 5% of the trade receivables is to be made.

. The balance on current tax represents the under/over provisions of the tax liability for the year ended
31 October 2011. The required provision for income tax for the year ended 31 October 2011 is sh. 19.4
million. The net temporary differences during the year were determined as sh.19.8 million.

. Income tax and deferred tax are provided at a rate of 30% on all items giving rise to tal

7. Provision is to be made for the following items:

Interest on bank loan sh.1.84 million

Ok~ w

(o3}



Proposed dividends of 10%

Required:

(a) Statement of comprehensive income for the year ended 31 October 2011 (8 marks)
(b) Statement of changes in equity for the year ended 31 October 2011 (4 marks)
(c) Statement of financial position 31 October 2011 (8 marks)

(Total: 20 marks)
QUESTION TWO
(a) Describe the following sources of financial information:
(i) Footnotes (2 marks)
(if) Management Discussion and analysis (2 marks)
(b) The following is an extract from Rafiki limited’s statement of comprehensive income and statement of
financial position December 2010:

Debt sh.12 million
Equity sh.20 million
Interest expense Sh. 1 million

Time interest earned  5.0x
Additional information:
1. At the beginning of 2010, Rafiki limited entered into an operation lease with future payment of sh.40
million with discounted present value of sh.20 million
2. Rafiki limited has guaranteed a sh.5million, 10% bond issue, due in 2016 issued by Kwanza Itd a non
consolidated 30% owned affiliate
3. Rafiki limited committed itself (starting in 2011) to purchase a total of sh.12 million of copper rolls
from Coproll Itd, its major supplier over the next five years. The estimated present value of these
payments is sh.7million
Required:
(i) Discuss the reasons (both financial and operating) why Rafiki limited might have entered into these
arrangements (4 marks)
(ii) Describe the additional information required, to fully evaluate the impact of these commitments on
Rafiki limited’s current financial position and future operating trend. (4 marks)

(c) Tana limited has provided the information below regarding its operations and subsidiaries for the year
ended 31 December 2010:

Sh.”000”
Sales to customers outside the group by Uganda companies 27,000
Assets used by Tanzania companies 32,400
Assets used by Uganda companies 43,200
Assets used by bureaus services 18,765
Sales not allocated to Uganda, Tanzania or other areas 2,700
Sales made by the group to other areas 1,350
Expenses not allocated to Uganda, Tanzania or other areas 4,590
Sales to customers outside the group by Tanzania companies 6,750
Sales by Tanzania companies to group members 2,160
Sales by Uganda companies to group members 2,700
Assets used by the group in other areas 18,360
Assets not allocated to Uganda, Tanzania or other areas 12,555
segment net operating profit by geographical areas:
Sh. “000”
Uganda 5,130

Tanzania 2,430
Other areas 270



Consolidated segmental net operating profit by geographical area sh.7, 155,000

Required:

Geographical segmental report for inclusion in the annual report (8 marks)
(Total: 20 marks)

QUESTION THREE

(a) Mambo limited operates retail outlets in the east African region. The company intends to raise sh.375

million to expand its operations to Southern Sudan. It can raise the finances using any of the following:

Option 1 - Issue 10% preference shares redeemable in 10 years

Option 2 — A rights issue at sh.4 per share

Option 3 — Issue 10% debentures redeemable in 10 years

The current financial statements of Mambo Itd for the year ended 30 November 2011 are as follows:

Consolidated income statement for the year ended 30 November 2011:

Sh.”million”
Revenue 3,750
Cost of sales (2,250)
Gross profit 1,500
Administration cost 1,050
Profit before interest and tax 450
Less interest expense (22.5)
Profit before tax 427.5)
Less income tax expense (128.25
Profit after tax 299.25
Less dividends 179.55
Retained profit 119.7
Statement of financial position as at 30 November 2011

Sh.” million”
Non-current assets at cost 1,507.5
Net current assets 372

1,879.5
Ordinary share capital(sh.0.25 par value) 187.5
Retained profits 1,504.5
12% Debentures 187.5

1,879.5

Additional information:
1. The expansion in the retail outlet is expected to increase sales by 15% in the year ending 30 November
2012.

2. Variable cost is 75% of cost of sales

3. Administration costs will increase by 8% due to additional staff remitted

4. The company will maintain the policy of paying out 60% of profit after tax as dividend and no
overdraft will be obtained

5. Corporation tax rate is 30%

Required:
(i) For each of the financing options, prepare the forecast income statement for the year ending 30
November 2012 clearly showing the earnings per share (EPS) for each option. (9 marks)

(ii) Based on the EPS calculated in (a) (i) above, advice the management on the best option to finance its
operations. (1 mark)



(iii) Calculate the break-even point (BEP) in shillings under each of the financing options (6 marks)

(b) Outline four categories of financial instruments which should be disclosed in the statement of
financial position as per IFRS 7 (Financial Instruments Disclosure)

QUESTION FOUR

(4 marks)
(Total: 20 marks)

(a) Biscuit Itd commenced operations in January 2000 dealing in computers, printers, fax machines and
photocopiers among others

Assume that you are working for a financial institution and the management of biscuit have approached
your institution for an overdraft facility of sh.400, 000,000.

The following financial statements have been prepared for the two years ended 30 June 2010 and 30 June

2011.

Income statement for the year ended 30 June:

2011 2010

Sh.”000” Sh.”000”
Revenue 4,306,533 2,027,310
Cost of sales (3,289,702) (1,503,999)
Gross profit 1,016,831 523,311
Administrative expenses (857,330) (390,750)
Finance expenses (55) (113)
Profit before tax 159,446 132,448
Income tax expense (68,220) (43,536)
Profit for the period 91,226 88,912

Statement of financial position as at 30 June:

2011 2010
Non-current assets at cost: Sh.”000” Sh.”000”
Plant, property and equipment 285,785 129,805
Current assets:
Inventory 327,490 191,039
Trade and other receivables 901,143 323,678
Cash 358 113

1514776 644,635
Equity and liabilities:
Ordinary share capital 1,200 1,200
Retained profits 275,124 183,788

276,324 184,988
Non-current liabilities 99,095 52,486
Current liabilities 1,139,427 407,161
Total equity and liabilities 1,514,776 644,635

Additional information:
1. The administrative expenses for the two years comprises

Year ended 30 June 2011 2010
Sh”000” Sh”000”
Wages 496,235 201,841
Directors emoluments 115,335 45,344
Depreciation 56,997 28,796
Interest payable 14,903 5,572



2. Sh.141, 000,000 of the increase in net book value of property, plant and equipment represents leased
motor vehicles. In total, leased motor vehicle represents 79%of the total net book value at 30 June
2011.

3. Trade receivables at 30 June were sh. 802,793,000 while they were sh.332, 528,000 at 30 June 2010.

4. Non-current liabilities are all finance leases. Current liabilities include:

Year ended 30 June 2011 2010
Sh”000” Sh”000”
Bank overdraft 252,101 39,979
Finance lease liabilities 87,123 40,342
Required:
A report to the management of Biscuit limited with recommendation regarding the overdraft request

(16 marks)

(b) Mauzo Limited has a defined benefit plan and prepares financial statements to 31 December every
year.

The following information is relevant for the year ended 31 December 2010:

The net pension liability at 31 December 2010 is stated before making any adjustments in respect of
actuarial gains or losses arising in the year.

The expected return on plan asset was sh.60million. The unwinding of the discount on the pension
liability was sh.30million

The current service cost was sh.45 million. The entity granted additional benefits to existing pensioners
that vested immediately and have a present value of sh.10 million. These were not allowed for in the
original actuarial assumptions.

The entity paid pension contributions of sh.40 million.

Ignore the deferred tax.

Opening and closing pension liabilities were sh.35 million and 40 million respectively.

Required:
The actuarial gain or loses arising in the year ended 31 December 2010. (4 marks)
(Total: 20 marks)
QUESTION FIVE
The following financial statements relate to holders Itd and its subsidiary company spark Itd and
associated company axle Itd.

Income statement for the year ended 31 October 2011:
Holders Itd Spark Itd Axle Itd
Sh.” million” Sh. ”million” Sh.” million”

Revenue 1,700 1,800 930
Cost of sales (1,156) (1,206) (560)
Gross profit 544 594 370
Dividend income 9 - -
553 594 370
Distribution cost (205) (190) (100)
Administrative expenses 245 (297) (182)
Profit before tax 103 107 88
Income tax expense (40) (50) (32)

Profit for the period 63 57 56



Dividends: Paid (24) (10) (12)

Proposed (30) (20) (40)
Retained profit for the year 9 27 4
Retained profit brought forward 244 120 191
Profit carried forward 253 147 195

Statement of financial position as at 31 October 2011
Holders Itd  Spark Itd Axle Itd

Non-current assets at cost: Sh.” million” Sh.”million” Sh.” million”
Plant, property and equipment 1,300 1,145 1,175
Investment in spark Itd 500
Investment in Axle Itd 200 -
2,000 1,145 1175
Current assets:
Inventory 170 250 150
Trade and other receivables 190 150 80
Cash and cash equivalent _ 13 2 210
2313 1,547 1615
Equity and liabilities:
Ordinary share capital(sh.10 par value) 1,000 700 600
8% preference share capital 300 - -
Revaluation surplus 400 100 -
Retained Earnings 253 147 195
1,953 947 795
Non-current liabilities:
Loan stock - 200 300
loan from holders Itd - - 150
Deferred tax 20 130 190
_ 20 330 640
Current liabilities:
Bank loan 170 - -
Trade payables 200 250 140
Dividends payables 30 20 40
400 270 180
2,373 1,547 1,615

Additional information:

1. On 1 November 2004, Holders Itd acquired 60% of the ordinary shares of spark Itd When the retained
earnings of spark Itd were sh.30 million and on 1 November 2006, holders Itd acquired 25% of Axle
Ltd.’s share capital. The net assets of Axle Itd on ! November 2006 was valued at 680 million.
Holders Itd is able to exercise significant influence over Axle Itd.

2. Included in the receivables of holders Itd is sh.150 million due from spark Itd

3. Holders Itd has not accounted for dividends due from sparks Itd and Axle Itd

Required:
(a) Consolidated income statement for the year ended 31 October 2011 (8 marks)
(b) Consolidated statement of financial position as at 31 October 2011 (12 marks)

(Total: 20 marks)
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