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INSTRUCTIONS TO CANDIDATES

This paper consists of SIX questions in TWO sections; A and B,

Answer FOUR questions as follows:
Question 1 (compulsory) and any other ONE question from section A.

Any TWO gquestions from section B.
Show all your working.
Candidates should answer the questions in English.
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SECTION A (60 marks)
Answer Question I (compulsory) and other ONIE question Jrom this section.

1. (a) The following are the financial statements of Kummmi Limited for the years ended
31 December 2023 and 2024.

D Income Statement
For the year ended 31 December

2023 2024
Ksh. ‘000’ Ksh. ‘000’
Sales 5,000 6,500
Less: Cost of sales (2,400) (3,770)
Gross profit 2,600 2.730
Less: Operating expenses 702 555
Debenture interest 48 30
750 585
Net profit before tax 1,850 2,145
Taxation 470) (375)
Net profit after tax 1,380 1,770
Less: dividends (1,000) (1,500)
Retained profits for the year 380 270
Retained profits brought forward 2,080 2460
Retained profits carried forward 2,460 2,730
(I Statement of financial position as at 31 December
2023 2024
Ksh. ‘000’ Ksh, ‘000’
Non current assets: 12,150 11,794
Less: Depreciation (1,890) (2,130)
10,260 9,664
Current assets:
Inventory 2,754 3,808
Accounts receivable 702 . 1,240
Bank 216 528
72 3576
139 15240
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Capital and liabilitics:
Ordinary shares of Ksh. 10 cach
Retained profits

Non-current liabilities:
12% Debentures
Current liabilities
Accounts payable
Dividends

Taxation

For each of the years 2023 and 2024.

Calculate the;

1)) Gross profit margin.

(II)  Net profit margin.

(I  Current ratio.

(IV)  Quick ratio.

(V) Total debt to equity ratio.
(VI) Return on assets.

(VII) Earnings per share.

Comment on the performance of the company in terms of:

- Liquidity;
- Profitability.

10,000
2,460
12,460

400

110
500
470

1080
13,940

10,900
2,730
13,630

250

240
750
370

1360

15,240

(16 marks)
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(b)  Sautix Limited is in the process of prep
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2025.

The following is the statement of financial po
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Equipment

Current assets:
Inventory

Accounts receivable
Bank

Share capital (100,000 ordinary
shares of Ksh.25 each)

Revenue reserves
Current liabilities:
Accounts payable

Additional information:

10)) Estimates

Sales

Ksh
2024  December 460,000
2025  January 610,000
February 750,000
March 700,000

- e S

aring its budgets for the first q

Ksh.

190,000
460,000
522,000

Purchase

Ksh
132,000
140,000
160,000
210,000

sition of the firm as at 31 December 2024,

narter of the year

Ksh.
2,450,000 ‘

Opcrating
expenses Ksh
65,000
73,000
84,000
108,000

()  All sales are made on credit. Debtors settle their accounts one month after sale.
(III)  All purchases are made on credit. Suppliers are paid one month after purchase.
(IV) Al expenses are paid in the month they are incurred.
(V)  InJanuary 2025, the company will issue 20,000 ordinary shares at Par.

The proceeds will be received on 31 January 2025.
(VD) An equipment costing Ksh. 250,000 will be purchased and paid for on

1 January 2025. Depreciation on equipment is charged at 20% per annum

pro-rata to time.

(VII) Inventory as at 31 March 2025 is expected to be Ksh. 280,000,
(VII) The net profit for the three months ending 31 March 2025 is expected to be

KKsh. 1,240,000.
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Prepare a:

(‘) Cash budget for each of the month of January, February and March 2025.
(i) Budgeted statement of financial position as at 31 March 2025.

(14 marks)
2. (@ Narroki Limited manufactures a single product which is sold at Ksh. 20 per unit.
The following information relates to the product of the year 2024.
Units
Production 80,000
Sales 75,000
Production cost per unit Ksh
Direct materials 1.50
Direct labour 1.00
Variable overheads 0.50
Ksh
Overheads
Fixed production 320,000
Fixed administration 350,000
Selling and distribution(40% variable) 225,000
@ Prepare an income statement using the:
(i) Absorption costing technique,
(i)  Marginal costing technique.
(ii)  Reconcile the profits in (i) above.
(15 marks)
b Sautia Limited intends to raise capital as follows:
+ Issue 240,000 ordinary shares of Ksh. 24 each at Ksh. 25 per share,
«  Issue 300,000, 8% preference shares of Ksh. 12 each at Ksh. 15 per share.
» Issue 18,750, 18% Debentures of Ksh. 100 each at Ksh. 80 each.
» Obtain 12% bank loan of Ksh. 3,000,000,
Additional information:
¢ Ordinary shareholders are paid a dividend of 15% per share.
« Corporation tax rate is 30%.
. 2805/304 : - §
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Determine the

(i) Total amount to be raised.

(i)  Component cost of capital,

(iii)  Total cost of capital in shillings.

(iv)  Weighted average cost of capital (WACC) (15 marks)

- . .. : P— i | hation relates
Blaaze Limited uses material B27 in its production, The following information

to the material:

Minimum consumption 1300 Kg. Per day
Maximum consumption 3,500 Kg. Per day
Re-order quantity 27,000 Kg
Annual demand 360,000 Kg
Re-order period 2 - 4 days

Calculate the

@ Re-order level,

(II)  Minimum stock level.

(II) Maximum stock level.

(IV)  Average stock level,

(V) Inventory turnover in days.
(Take 1 year = 360 days)

The purchasing manager has proposed that the firm’s re-order quantity should minimize
the total inventory cost. The purchase price is Ksh, 200 Per Kg. The cost of placing an
order is Ksh, 4,000 and the annual carrying cost is 10% of the purchase price.

)] Determine the Economic Order Quantity (EOQ),

(II)  Comment on the current re-order quantity.
(15 marks)

Bantoy Limited is considering investing Ksh. 1,300,000 in cither Project A or
Project B,

The following arc the expected net cash inflows from the projects.

Project A Project B
Year Ksh Ksh
1 580,000 120,000
2 720,000 270,000
3 490,000 330,000
4 360,000 840,000
5 250,000 540,000
5(scrap value) 300,000
6
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The cost of capital is 10%.

()  For cach of the projects, determine the:
() Payback period in years.
(I)  Net present value (NPV).

(i)  Advise the management on the project to invest in.

SECTION B (40 marks)

Answer any TWO questions in this section.

(15 marks)

Explain four advantages of installing an efficient internal control system in a

business organisation.

(8 marks)

The following is the statement of financial position of Ruddy Limited as at

31 December 2024,

Ksh.
Non-current assets:
Land
Motor vchicles
Investments
Profit and loss

Current assets:
Inventory 3,300,000

Accounts receivable 9.500,000

Capital and liabilities:
1,200,000 ordinary shares of Ksh.25 each
750,000, 6% preference shares of Ksh.20 each

Non-current liabilities:
12% debentures
Current liabilities:

Accounts payable 6,100,000
Bank overdraft 4.200,000
7.

Ksh.

27,000,000
11,200,000
8,400,000
5,900,000

52 500,000

12.800.000
65.300.000

30,000,000
15,000,000

10,000,000

10.300.000

Turn over
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-organization as follows:
cour ; a scheme of re-org:
On 1 January 2025, the court approved i

(I)  The ordinary shares to be written down by Ksh. 5 gcrcs?:}:(:.re

(I)  The preference shares to be written 0(3:)\1310 gy Ksh. 3 per share.

III) The land to be revalued to Ksh. 30,000,000. . B L
EIV; The debenture holders to be settled in full by taking over part of the land at the

revalued amount. : f as bad.
(V)  Accounts receivable amounting to Ksh. 2,850,000 to be written of

(VI) All investments to be sold at Ksh. 9,050,000.
(VII) Inventory to be written down by Ksh. 1,100,000.
(VIIT) Motor vehicles to be revalued downwards to Ksh. 9,150,000.

(IX) The loss to be written off. )
(X)  The ordinary and preference shares to be restated at their Par values.

Prepare the;
(i) Capital reduction account.

(i)  Bank account.

(iii)  Statement of financial position after the re-organisation.
(12 marks)

The following are the statements of financial position of Hed Limited and
its subsidiary, Sed Limited as at 31 December 2024,

Hed Limited Sed Limited

Ksh. Ksh,
Non current assets: 5,720,000 1,150,000
Investment in Sed Limited 1,300,000 -
Current assets:
Inventory 150,000 76,000
Accounts receivable 470,000 165,000
Bills receivable 114,000 57,000
Bank 73,000 31,000
807,000 329,000
827000 1479000
Ordinary share capital 4,300,000 900,000
Reserves 2,910,000 480,000
7,210,000 1,380,000
Current liabilities
Accounts payable 387,000 60,000
Bills payable 230,000 39,000
7,827,000 1.479.00
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Additional information:

(I On 1 January 2024, Hed Limited acquired 80% of the shares of Sed Limited,
when the reserves of Sed Limited were Ksh. 320,000.

(1)  Bills amounting to Ksh. 26,000 accepted by Sed Limited were in favour of
Hed Limited.

Prepare a consolidated statement of financial position as at 31 December 2024.
(10 marks)

Joshua sold goods on credit as follows:

2024 Ksh

June 1 Jamila 50,000
July 1 Kiyuna 137,000
August | Robin 294,000

Joshua drew the 3-month bills of exchange on each of the dates of sale.

All the customers accepted the bills.

On 2 August 2024, the bill to Jamilla was discounted at 12% per annum by the bank.

On 2 September 2024, the bill to Kiyuna was endorsed to settle the debt to Zara a
creditor.

On 4 November 2024, the bill to Robin was dishonoured and noting charges amounted
to Ksh. 1,500.

On 5 November 2024, Robin settled the amount due from him including the noting
charges by cheque.

Prepare the following accounts in the books of Joshua.

) Sales
(i) Jamila
(ii) Kiyuna
(iv)  Robin
(v)  Bills receivable.
(10 marks)
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Explain four characteristics ol current cost accounting system.

(8 marks)

S rge sonalruc saffi College at
Jazak contractors was awarded a Contract to construct a Hall for Usaffi B

Ksh. 70,000,000,

The following information relates to the Contract for the year ended

31 December 2024,

Materials purchased

Materials issued from stores

Materials transferred to Contract JD44
Materials stolen at site (cost)
Materials in hand (31 December 2024)
Wages paid

Wages accrued

Plant transferred from Contract JD44
Plant as at 31 December 2024

Sub contractor’s fees

Site expenses

Head office charges

Value of work certified

Cost of work not certified

Cash received

(i) Prepare a:

)] Contract account;

Ksh ‘000’
13,700
2,100
970
160
620
5,200
420
8,500
6,200
4,100
4,390
1,920
28,400
2,700
22,000

(I)  Contractee - Ussaffi College account.

(ii)  Determine the value of work in progress.

10

(12 marks)
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