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INSTRUCTIONS 

a) Answer QUESTION ONE and any other TWO questions 

b) Show ALL your workings and be as NEAT as possible 

c) Candidates are advised not to write on the question paper 

d) Marks allocated to each question are shown at the end of the question. 
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QUESTION ONE 

a) Explain the following terms as they relate with issue of shares 

i) Share premium                                                                                   (2 marks)  

ii) Rights issue                                                                                        (2 marks)  

b) Inflation accounting is an elegant but a useless creature with a prodigious appetite for 

extra data. It is the sterile offspring of a scandalous marriage between high financial 

economics and mismanaged economies. 

Required; In light of the statement above, summarize some of the arguments that can be 

advanced to defend Historical Cost Accounting (HCA)                                (4 marks).                                                                 

c) The following information relates to employee data for the month of November 
2023. 

Clock No. Name 
No. Of hours 
worked Rate of pay Advance paid 

5012 A. Robert 140 shs 10 per hour 500 

5016 S. Mwangi 200 shs 14 per hour 700 
5011 J. Alex 190 shs 12 per hour 600 

5015 R. Josphet 210 shs 10 per hour 800 
5013 P. Wachira 200 shs 16 per hour 800 

5014 G. Paul 170 shs 13 per hour 500 
 

Additional information 
i) Normal working hours per month are 140. Overtime payable for extra hours at the 

rate of 50% above normal pay rate. 

ii) PAYE to be deducted at the rate of 10% of gross wage. 

iii) NSSF to be deducted shs 120 for each employee. 

iv) NHIF to be deducted shs 40 for each employee. 

Required: Prepare a payroll for the month of November 2023                                  (10 marks) 

d) Distinguish between reserves and provisions                                                (2 marks)                                                  

e) In relation to accounting for Construction Contracts, write short notes on the following; 

i) Fixed price contracts subject to escalation clauses                         (2 marks) 

ii) Cost plus contracts                                                                          (2 marks) 

f) Briefly explain the application of the accruals and prudence concepts in accounting for 

Long – Term construction contracts                                                            (2 marks) 

g) State and explain two reasons why the amount of cashflows of a business firm during a 

given period may differ from the profits generated by the business during the same period    

                                                                                                                    (4 marks). 
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QUESTION TWO 

a) Shikamana Ltd. Offered 30,000 ordinary shares of shs 10 each at par, payable by 

instalment as under: 

Shs. 2 payable on application. 

Shs 5 payable on allotment. 

Shs 3 on first and final call. 

Applications were received for 33,000 shares. The company however allotted only 

30,000 shares, rejecting applicants for 3,000 shares. The rejected applicants were 

refunded their application money in full. 

All money due were received except for 1,000 shares that had fallen in arrears on the first 

and final call. Required: 

Make journal entries and ledger accounts for the above transactions.          (10 marks) 

b) The following transactions relate to the payroll data for the period given. 

i. On 30 June, the gross wages are calculated as shs. 145,000; deductions for 

employees’ taxes are Shs. 37,000; deductions for employees pensions are 

18,000  

ii. On 30 June, the employer’s payroll tax is calculated as sh.39,000 and the 

employer’s pension contributions as shs 15,000  

iii. On 1 July, the employees are paid the amounts due.  

iv. On 15 July, the tax authorities are paid the amounts due.  

v. On 20 July, the pensions fund is paid the amounts due 

Required: Wages Control account and the Wages account for the above.        (10 marks) 

 

QUESTION THREE 

 

Makutano Ltd, a public company presents the following statement of financial position for the 
years ended 30 June. 

 
       2022 2021 

Non current assets        sh"000"          sh "000" 

land             90,000             40,000  

building          200,000           200,000  

Accumulated depreciation - building          (36,000)          (30,000) 

Equipment          290,000           142,000  

Accumulated depreciation - equipment          (43,000)          (40,000) 

Investments (long term) 

 

           45,000  

 

         501,000           357,000  
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Current assets 

  inventory          172,000           180,000  

accounts receivable            74,000             65,000  

prepaid expenses              4,000               3,000  

cash and bank            49,000             26,000  

 

         299,000           274,000  

Current liabilities 
  accounts payable            50,000             32,000  

corporation tax              2,500               4,000  

dividends proposed            15,000               8,000  

 
           67,500             44,000  

 
         231,500           230,000  

Net current assets          732,500           587,000  

Financed by 
  ordinary share capital          280,000           230,000  

Preference share capital          150,000  
 Excess of issue price over par - preferred stock            10,000  

 retained earnings          172,500           112,000  

bonds payable          120,000           245,000  

 

         732,500           587,000  

Additional Information 

i. During the year ended 30 June 2022, the company made a net profit of sh. 90,500,000 on 

its ordinary operating activities. 

ii. Depreciation for the year ended 30 June 2022 has been calculated as equipment at sh. 

12,000,000 and buildings sh. 6,000,000. 

iii. During the current year, some items of equipment worth sh. 9,000,000 have been fully 

depreciated. The items had no market value and therefore were scrapped. The company 

bought new equipment for cash at sh. 157,000,000. 

iv. The book value of the investments was sh. 45,000,000 but was sold for sh. 75,000,000. 

v. Ordinary stock dividends provided for in the income statement amounted to sh. 30 

million. 

vi. Ordinary stock issued at par for land, sh. 50 million. 

vii. 10% Preference stock issued for cash, sh. 160,000,000 entitled for the full year dividend. 

viii. Bonds payable retired for cash, sh. 125,000,000. 

Required:  Cash flow statement in conformity with the requirements of IAS 7 for the 
year ended 30 June 2022.                                                                         (20 marks) 
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QUESTION FOUR 

a) Ujenzi construction company Ltd. Won the contract for the construction of Kutibu 
Hospital at a cost of sh. 240,000,000. The data relating to the contract for the year ended 

31 December 2022 were as given below: 

 

sh"000" 

Materials issued to site 120,000 

Materials purchased locally 14,600 

Direct wages: 
 Paid 5,800 

Accrued 350 

Plant purchased and installed 58,800 

Direct expenditure; 
 Paid  1,640 

Accrued 90 

Establishment charges 160 

Material returned to store 1,000 

work certified 160,000 

Cost of work not certified 2,400 

Material on site on December 31 6,330 

Value of plant on December 31 50,000 
The company had received from the client, payments amounting to sh. 132,000,000. 

Required: 
i) Contract account                                                                                             (16 marks) 

ii) Contractee account                                                                                          (2 marks) 
iii) Show how the various items will appear in the balance sheet as at 31 December 2022.                                                                                                                                                                                                                                                

                                                                                                                         (2 marks) 
 

QUESTION FIVE 

a) Recommend Four internal controls that can be instituted in a payroll accounting system 

to minimize errors and payroll fraud.                                                               (4 marks) 

b) Discuss the approaches to development of accounting theory.                        (6 marks) 

c) The concept of capital maintenance is primarily concerned with how an enterprise defines 

the capital that it seeks to maintain. Explain clearly the concept of financial capital 
maintenance and physical capital maintenance.                                               (4 marks) 

d) Describe the following briefly; 

i) Authorized share capital                                                                        (2 marks) 

ii) Issue of shares at a premium                                                                 (2 marks) 

iii) Forfeiture of shares                                                                                (2 marks) 

 

 


