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CIFA INTERMEDIATE LEVEL 
 

FINANCIAL STATEMENTS ANALYSIS 
 
THURSDAY: 7 December 2023. Afternoon Paper. Time Allowed: 3 hours. 
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings. 
Do NOT write anything on this paper. 

 
QUESTION ONE 
(a) Explain the term “financial reporting framework” as used in financial statements analysis. (2 marks) 

(b) Describe THREE analytical tools and techniques used in financial statements analysis. (6 marks) 

(c) Analyse the recognition and measurement of non-current assets held for sale according to the International 
Financial Reporting Standards (IFRS) 5 – Non Current Assets Held for Sale and Discontinued Operations. 

  (2 marks) 

(d) Propose FOUR indicators of poor quality financial statements. (4 marks) 

(e) Motown Ltd. sponsors a defined benefit pension plan. The corporation’s actuary provides the following 
information about the plan: 

 1 January 2022 31 December 2022 
Defined benefits obligation  Sh.2,500,000 Sh.3,300,000 
Plan assets (fair value) Sh.1,700,000 Sh.2,620,000 
Discount rate  10% 
Pension asset/liability Sh.800,000 ? 
Service cost for year 2022  Sh.400,000 
Contributions (funding in year 2022)  Sh.700,000 
Benefits paid in year 2022  Sh.200,000 
 
Required: 
Calculate the amount of other comprehensive income (gain/loss) as at 31 December 2022. Assume that on                     
1 January 2022 the balance was zero.   (6 marks) 

 (Total: 20 marks) 
 

 

QUESTION TWO 
(a) Explain “income smoothing patterns” as an earnings management strategy. (2 marks) 

(b) Analyst forecasts, reports and recommendations along with other alternative information sources are a major 
competitor for accounting information. 
 
Required: 
Explain THREE advantages offered by these alternative sources of information for analysis. (6 marks) 
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(c) The following information relates to Kiwi Ltd.: 
Kiwi Ltd. 

Income statement for the year ended 31 December 2022 and 31 December 2021 
    

   2022 2021 
   Sh. Sh. 
Sales    1,782,254  1,636,298 
Cost of goods sold and operating expenses  (1,598,679)  (1,473,293) 
Operating profit   183,575  163,005  
Interest expense                  (20,843)              (21,825) 
Pretax profit   162,732  141,180 
Tax expense     (58,584)  (52,237) 
Net income   104,148    88,943 

 
Kiwi Ltd. 

Statement of financial position as at 31 December 2022 and 31 December 2021 
   2022 2021 
Assets:   Sh. Sh. 
Cash    71,456 115,397 
Marketable securities   43,854 38,008 
Accounts receivable (net)   182,859 177,538 
Inventories   256,838 204,362 
Total current assets   555,097 535,305 
Investments in unconsolidated subsidiaries  62,390 33,728 
Marketable securities   56,997 5,931 
Property, plant and equipment (net)  1,633,458 1,539,221 
Goodwill   6,550  6,550 
Total non-current assets       1,759,395 1,585,430 
Total assets       2,314,492 2,120,735 
Liabilities: 
Notes payable  13,734 7,850 
Accounts payable  155,482 138,662 
Taxes payable  13,256 24,370 
Current maturities of long term debt        33,822    30,440 
Current liabilities        216,294        201,322 
Long term debt  473,507 507,329 
Pension liabilities         852,237    743,779 
Total long term liabilities:  1,325,744 1,251,108 
Equity: 
Common stock  413,783 413,783 
Additional paid in capital  19,208 19,208 
Retained earnings  540,901 436,752 
Treasury stock       (201,438)  (201,438) 
Total stockholders’ equity       772,454  668,305 
Total liabilities and equity  2,314,492  2,120,735 
 
Required: 
Calculate the following for the year 2022: 

(i) Return on Net Operating Assets (RNOA).  (4 marks) 

(ii) Return on common equity (ROCE) as a function of return on Net Operating Assets (NOA), financial 
leverage and spread.  (4 marks) 

(d) Wyatt Ltd. has a deferred tax asset account with a balance of Sh.150,000 at the end of year 2021 due to a single 
cumulative temporary difference of Sh.375,000. At the end of year 2022, this same temporary difference has 
increased to a cumulative amount of Sh.500,000. Taxable income for year 2022 is Sh.850,000. The tax rate is 
30% for all years. 
 
Required: 
Determine and record income tax expense, deferred income taxes and income taxes payable for year 2022, 
assuming that it is probable that the deferred tax asset will be realised.  (4 marks) 

(Total: 20 marks) 
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QUESTION THREE 
On 1 October 2021, Hunters Limited acquired an 80% controlling interest in Spear Limited when retained earnings of 
Spear Limited amounted to Sh.230 million. The acquisition consideration comprised of an immediate cash payment of 
Sh.404 million and a share exchange on the basis of one (1) ordinary share of Hunters Limited for every two (2) ordinary 
shares acquired in Spear Limited. The fair value of Hunters Limited’s shares at 1 October 2021 was Sh.20 per share.                   
No accounting entries have been made in respect of the share exchange consideration.   
 
The following draft statements of financial position relate to Hunters Limited and Spear Limited as at 30 September 2023: 
 
Assets: Hunters Limited 

Sh.“000” 
Spear Limited 

Sh.“000” 
Non-current assets:   
Property, plant and equipment 1,196,500 544,800 
Investment     482,000 _______ 
 1,678,500 544,800 
Current assets:   
Inventory 107,200 120,000 
Trade receivables 135,900 70,700 
Cash and cash equivalents      12,600   11,700 
Total assets 1,934,200 747,200 
Equity and liabilities:   
Equity:   
Ordinary shares of Sh.10 par value 610,000 200,000 
Retained earnings     495,100 350,000 
Total equity 1,105,100 550,000 
Non-current liabilities:   
10% loan stocks 450,000 70,000 
Current liabilities:   
Trade payables 287,300 91,900 
Current tax      91,800   35,300 
Total equity and liabilities 1,934,200 747,200 
 
Additional information: 
1. The fair values of Spear Limited’s net assets approximated their carrying values with the exception of an item of 

plant whose fair value exceeded its carrying amount by Sh.50 million. The plant had a remaining useful life of 
five years on 1 October 2021. 

2. The group policy is to measure the non-controlling interests at their proportionate share of net assets in 
subsidiaries at the date of acquisition. 

3. During the year ended 30 September 2023, Spear Limited sold goods worth Sh.100 million to Hunters Limited 
and reported a gross profit margin of 20% on this sale. Three quarters of the goods had been sold to third parties 
by Hunters Limited as at 30 September 2023. 

4. On 1 October 2021, Hunters Limited also acquired 25% shareholding in Arrow Limited for Sh.78 million paid in 
cash. The retained earnings of Arrow Limited as at 30 September 2021 and 2023 were Sh.228 million and Sh.372 
million respectively. 

5. Impairment tests on 30 September 2023 revealed that goodwill on acquisition of Spear Limited was impaired to 
the extent of 10%. Investment in Arrow Limited was not impaired.  
 

Required: 
(a) Determine the value of investment in Arrow Limited as at 30 September 2023. (2 marks) 

(b) Calculate the value of goodwill arising on acquisition of Spear Limited. (6 marks) 

(c) Prepare a consolidated statement of financial position as at 30 September 2023. (12 marks) 
 (Total: 20 marks) 

 
QUESTION FOUR 
(a) Highlight FOUR objectives of benchmarking to a financial analyst. (4 marks) 

(b) Explain THREE steps followed while conducting financial statements analysis. (6 marks) 

(c) The shareholders’ equity section of the statement of financial position for Kaunda Ltd. included the following 
accounts as at 31 December 2020. 
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Shareholder’ equity Sh.“million” 
Paid in capital: 
Common stock 120 million shares at Sh.1 par value  120 
Paid in capital in excess of par   836 
Retained earnings  2,449 
Total shareholders’ equity  3,405 
 
During the year 2021, the following transactions affected the stock of the firm: 
 
1. On March 2021, the firm issued 10 million of its 9.2% preferred shares, Sh.1 par value per share for 

Sh.44 per share. 
2. On November 2021, 1 million common share, Sh.1 par value per share, were issued in exchange for 

customised machine. The firm stock was listed at Sh.10 per share. 
3. On November 2021, 1 million of the common shares and Sh.1 million preferred shares were sold for 

Sh.60 million. The preferred shares had not traded since March and their market value was uncertain. 
4. The net income for 2021 was Sh.400 million and preferred shareholders were paid Sh.1 million cash 

dividends. 
 

During year 2022, the firm reacquired common shares and sold shares in two separate transactions later 
that year as follows: 

5. The firm purchased 6 million shares at Sh.10 per share. 
6. The firm sold 2 million shares at Sh.12 per share. 
7. The firm sold 2 million shares at Sh.7 per share. 
8. The net income for year 2022 was Sh.400 million and preferred shareholders were paid Sh.1 million cash 

dividends. 
 

 Required: 
 Prepare the shareholders’ equity section of the firm’s statement of financial position as at the years ended                         

31 December 2021 and 31 December 2022 assuming the shares traded in 2022 are considered to be treasury stock. 
   (10 marks)   

(Total: 20 marks) 
 
 

QUESTION FIVE 
(a) Explain the term “DuPont analysis” as used in financial statement analysis. (2 marks) 

(b) Discuss THREE challenges currently facing financial analysts in your country while undertaking financial 
statements analysis. (6 marks) 

(c) Gerand Karim is a financial analyst who is following Tala Ltd., and has used the following proforma income 
statement and statement of financial position for year ended 31 October 2023 and is projecting the firm’s earnings 
per share for year ending 31 October 2024 and the statement of financial position for further analysis. He makes 
the following assumptions for year 2024 compared with year 2023: 

1. Unit sales will rise by 7% and prices will remain the same. 
2. Synergies from acquisitions will add an additional Sh.200 million to sales. 
3. Gross profit margin as a percentage of net sales will improve by 1.5 percentage points. 
4. Selling, general and administrative expenses as a percentage of net sales will improve by 0.7 percentage 

points. 
5. Depreciation expense will rise by 5 per cent. 
6. Goodwill amortisation will rise by Sh.10 million. 
7. Long term debt expense will remain the same. 
8. Interest rates will decrease, reducing interest expense by Sh.10 million. 
9. The income tax rate will rise by 0.5%. 
10. Average share outstanding will remain the same. 
11. Dividend per share will rise by 10%. 
12. The average collection period of accounts receivable will decrease from 53 days to 48 days based on 

year-end accounts receivable. 
13. Average days inventory will decrease from 92 to 80 based on year-end inventory. 
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Selected projected items of the year 2024 statement of financial position are provided below: 
 

    Sh.“million” 
  Net property, plant and equipment  1,100 
  Intangibles  1,435 
  Current liabilities  531 
  Long-term debt  1,250 
   

The income statement for year ended 31 October 2023 is provided below: 
     

   (in Sh.“million”, except per share) 
   Sh.“million” 
  Net sales 6,000 
  Cost of goods sold (2,850) 
  Gross profit 3,150  
  Selling, general and administrative  (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 EPS 2.29 
  Average shares outstanding (millions) 260 
  Dividend per share 0.64 
   
  The statement of financial position as at 31 October 2023:  
   Sh.“million” 
  Net property, plant and equipment 1,050 
  Intangibles 1,400 
  Inventories 720 
  Accounts receivable 870 
  Cash          550 
  Total assets 4,590 
  Liabilities and equity: 
  Stockholders’ equity 2,840 
  Current liabilities 500 
  Long-term liabilities 1,250 
  Total liabilities 1,750 
  Total liabilities and equity 4,590 
   
  Assume 365 days in a year. 
   
  Required: 

 Prepare the following for the year ending 31 October 2024: 
 

(i) Projected income statement. (6 marks) 

(ii) Projected statement of financial position. (6 marks) 
  (Total: 20 marks) 

………………………………………………………………………… 
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CIFA INTERMEDIATE LEVEL 
 

FINANCIAL STATEMENTS ANALYSIS 
 
THURSDAY: 24 August 2023. Afternoon Paper. Time Allowed: 3 hours. 
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings. 
Do NOT write anything on this paper. 

 
QUESTION ONE 
(a) Distinguish between “top-down approach” and “bottom-up approach” to analysing financial statements. (4 marks) 

(b) Explain THREE indicators of measuring quality of earnings of a company. (6 marks) 

(c) The following forecast information relates to Venus Ltd. for nine months up to March 2024: 

Forecast income statement for the three quarters ending 31 March 2024 is as follows: 
 

 30 September 2023 
Sh.“million” 

31 December 2023 
Sh.“million” 

31 March 2024 
Sh.“million” 

Sales 250 300 350 
Cost of sales (200) (240) (280) 
Gross profit 50 60 70 
Depreciation (3) (20) (4) 
Administration, selling and distribution expenses   (37)    (40)   (42) 
Forecast net income      10        0      24 

Extracts of the forecasted statements of financial position as at: 
 30 June 2023 30 September 2023 31 December 2023 31 March 2024 
Debit balance: Sh.“million” Sh.“million” Sh.“million” Sh.“million” 
Tangible fixed asset at cost 360 240 480 480 
90 days deposit at cost  15 5 5 10 
Inventory at cost 40 30 40 55 
Trade receivables 50 65 75 80 
Cash at bank and in hand 80 - - - 
Credit balance:     
10% debenture - - - 50 
Trade payable 80 120 140 150 
Taxation 8 - - - 
 
Additional information: 
1. Sale of tangible fixed assets in September 2023 will be expected to realise Sh.12 million in cash. 
2. Administration, selling and distribution expenses are expected to be settled during the months in which 

they will be incurred. 
3. Venus Ltd. includes liquid resources as term deposits of less than one year. 
4. The directors have proposed that a dividend of Sh.15 million to be paid on 31 August 2023. 
 
Required: 
A forecast statement of cash flows for the nine months ending 31 March 2024. (10 marks) 

 (Total: 20 marks) 
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QUESTION TWO 
(a) Analyse how climate change could affect the following areas of financial statements: 

 
(i) Property, plant and equipment (PPE). (2 marks) 

(ii) Impairment. (2 marks) 
 

(b) Comparative financial statements are commonly used for financial analysis for decision making, however they 
may have some limitations. 
 
Required: 
Explain THREE limitations of comparative financial statements while calculating ratios. (6 marks) 
 

(c) Platinum operates a defined benefit pension plan for its employees. As at 1 April 2022, the fair value of the 
pension plan assets was Sh.2,700,000 and the present value of the pension plan obligations was Sh.3,000,000.  
 
The service cost for the year ended 31 March 2023 was Sh.650,000. On 1 April 2022, the pension plan was 
amended to offer additional benefits to members resulting in past service costs of Sh.200,000. The relevant 
discount rate for the year ended 31 March 2023 was estimated at 5% and Platinum paid Sh.950,000 in 
contributions to the plan. The pension plan paid Sh.320,000 to retired members in the year ended 31 March 2023.  
 
As at 31 March 2023, the fair value of the pension plan assets was Sh.3,600,000 and the present value of the 
pension plan obligations was Sh.3,800,000. 
 
Required: 
Calculate the following in respect of Platinum pension plan: 
 
(i) The expense in the income statement for the year ended 31 March 2023. (2 marks) 

(ii) The amounts that will be included in other comprehensive income for the year ended 31 March 2023.  
   (6 marks) 

(iii) The net pension asset or obligation (stating which) that will be included in the statement of financial 
position as at 31 March 2023. (2 marks) 

 (Total: 20 marks) 
 
QUESTION THREE 
(a) Explain the term “earnings management”.    (2 marks) 

(b) Litmus Ltd. operates in hydro-chemical sector. In order to sell its product globally, it has been advised by global 
markets consultant Ltd. to enter into business combination with Catalyst Ltd. which is its competitor. In order to 
achieve this objective, Litmus Ltd. acquired all of the ordinary share capital of Catalyst Ltd. by way of a share 
exchange on 1 January 2023. 

The summarised financial statements of both companies for the year ended 30 June 2023 are as follows: 

Income statement for the year ended 30 June 2023: 
   Litmus Ltd. Catalyst Ltd. 
   Sh.“000” Sh.“000” 
Sales  24,000 20,000 
Cost of sales (16,600) (11,800) 
Gross profit 7,400 8,200 
Operating expenses    (1,600) (1,000) 
Profit before tax 5,800 7,200 
Taxation  (2,000) (3,000) 
Profit for the year     3,800     4,200 
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Statement of financial position as at 30 June 2023: 
   Litmus Ltd. Catalyst Ltd. 
   Sh.“000” Sh.“000” 
Property, plant and equipment 64,000 35,000 
Investments - 12,800 
Inventory 22,800 23,600 
Trade receivables 16,400 24,200 
Bank      500         200  
  103,700 95,800 
 
   Sh.“000” Sh.“000” 
Equity and liabilities: 
Ordinary shares of Sh.1 each 20,000 12,000 
Share premium 4,000 2,400 
Retained earnings 57,200 42,700 
8% loan note 5,000 18,000 
Current liabilities:  
Trade payables 15,300 17,700 
Corporate tax  2,200                    3,000 
  103,700 95,800 
 
Additional information: 
1. Litmus Ltd. issued five of its own shares for every four shares in Catalyst Ltd. 
2. The market value of Litmus Ltd.’s share on 1 January 2023 was Sh.6 each. 
3. The share issue has not yet been recorded in the books of Litmus Ltd. 
4. The fair value of Catalyst Ltd.’s investment was Sh.5 million in excess of its book value at the date of 

acquisition. The fair values of Litmus Ltd.’s other net assets were equal to their book values. 
5. Goodwill was reviewed at 30 June 2023 and an impairment cost of Sh.3 million is to be recognised. 
6. No dividends have been paid by either company. 

 Required: 
 Prepare the following for the Litmus Ltd. Group: 
 

(i) Consolidated statement of profit or loss for the year ended 30 June 2023. (6 marks) 

(ii) Consolidated statement of financial position as at 30 June 2023. (12 marks) 
      (Total: 20 marks) 

 
 

QUESTION FOUR 
(a) The role of a financial statement analyst is to use financial reports prepared by an organisation together with other 

information, to evaluate the past, present and future performance of an organisation for the purpose of making 
investment, credit and other decisions. 
 
In relation to the above statement, outline FOUR types of economic decisions that a financial analyst could make 
from the analysis of financial statements of an organisation. (4 marks) 
 

(b) The profit after tax of Baragoh Ltd. for the year ended 30 September 2022 was Sh.15 million. As at 1 October 
2021, the company had in issue 36 million equity shares and Sh.10 million 8% convertible loan note. The loan 
note will mature in year 2023 and will be redeemed at par or converted to equity shares on the basis of 25 shares 
for each Sh.100 of loan note at the loan note holder’s option. On 1 January 2022, Baragoh Ltd. made a fully 
subscribed rights issue of one new share for every four shares held at a price of Sh.2.80 each. The market price of 
the equity shares of Baragoh Ltd. immediately before the issue was Sh.3.80. The earnings per share (EPS) 
reported for the year ended 30 September 2021 was Sh.0.35. Baragoh income tax rate is 25%. 
 
Required: 
Calculate the following for the year ended 30 September 2022: 
 
(i) Basic earnings per share (EPS) for Baragoh Ltd. (including comparatives). (4 marks) 

(ii) Diluted earnings per share (EPS) (comparatives not required) that would be disclosed for the year ended 
30 September 2022. (4 marks) 
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(c) The following financial statements were extracted from the books of Alpha Ltd. and Omega Ltd. for the year 
ended 31 March 2023: 
 
Statement of profit or loss for the year ended 31 March 2023: 
  Alpha Ltd. Omega Ltd. 
  Sh.“million” Sh.“million” 
Revenue  1,699.815 2,058.96 
Cost of sales (1,171.045) (1,397.135) 
Gross profit 528.77 661.825 
Less: Operating expenses  (354.775)  (469.89) 
Net profit  173.995 191.935 
Less: Finance expenses    (22.31)  (31.625) 
Profit before tax 151.685 160.31 
Tax     (36.8)       (40.02) 
Profit for the year   114.885       120.29 
 
Statement of financial position as at 31 March 2023: 
  Alpha Ltd. Omega Ltd. 
Non-current assets Sh.“million” Sh.“million” 
Land and building 414.00  586.5 
Furniture and fittings 100.65     104.88 
  514.05  691.38 
Current assets: 
Inventories 680.80  463.45 
Trade receivables 202.86  370.185 
Bank       97.29    105.34 
 980.95      938.975 
Total assets        1,495   1,630.355 
Capital and liabilities: 
Capital:  
Ordinary share capital 368.00  287.50 
Retained earning 422.74  718.29 
  790.74  1,005.79 
Non-current liabilities: 
Bank loan 218.50  287.50 
Current liabilities: 
Trade payable 467.36  317.055 
Tax       18.40       20.010 
  485.76    337.065 
Total capital and liabilities       1,495  1,630.355 
 
The following additional information is available: 
 
1. All purchases and sales were on credit. 
2. Alpha Ltd. and Omega Ltd. had announced their intention to pay dividend Sh.155.25 million and 

Sh.109.25 million respectively for the year ended 31 March 2023. 
3. The market value per share in Alpha Ltd. and Omega Ltd. at the end of the year were Sh.7.50 and Sh.9.40 

respectively. 
 
Required: 
For each company, calculate two ratios that are concerned with each of the following aspects: 
 
(i) Profitability. (2 marks) 

(ii) Liquidity. (2 marks) 

(iii) Gearing. (2 marks) 

(iv) Efficiency. (2 marks) 

   (Total: 20 marks) 
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QUESTION FIVE 
(a) Identify TWO challenges faced by a financial analyst when interpreting a particular firm’s restructuring charge.  
   (2 marks) 

(b) Describe TWO reasons why the statement of cash flow as a complement to the statement of financial position and 
the statement of profit or loss is an informative statement for analysts. (4 marks) 

(c) The following figures have been calculated from the financial statements (including comparatives) of Best Wishes 
Ltd. for the year ended 31 March 2023: 

1. Increase in profit after taxation 80%. 
2. Increase in (basic) earnings per share (BEP) 5%. 
3. Increase in (diluted) earnings per share (DEPS) 2%. 
 
Required: 
With reference to the above information, explain TWO reasons why measures of earnings (profits) growth for the 
same company over the same period can give apparently differing impressions. (4 marks) 

(d) The following information has been extracted from the books of Maridadi Ltd. for the year ended 30 June 2023: 

   Sh.“000” 
Ordinary shares (900,000 ordinary shares of Sh.500 each) 450,000 
Retained earnings at the beginning as ordinarily reported 257,500 
250,000, 12% preference shares of Sh.500 each  125,000 
Dividends  40,000 
Gain on disposal of property, plant and equipment  52,500 
Prior period adjustment (credit to retained earnings) 12,500 
Cost of goods sold 950,000 
Income tax expense (savings):  Continuing operations 80,000 
 Extraordinary gains 25,000 
 Discontinued operations 20,000 
Selling expenses  195,000 
Sales revenue  1,550,000 
Finance expense  75,000 
Extra ordinary gain  65,000 
Income for discontinued operations  50,000 
Loss due to court cases  27,500 
General expenses  155,000 
Assume corporation tax rate of 30%. 
 
Required: 
(i) A single step statement of profit or loss (with all revenues and gains grouped together) for the year ended                  

30 June 2023. (6 marks) 

(ii) Statement of retained earnings for the year ended 30 June 2023. (4 marks) 
   (Total: 20 marks) 
………………………………………………………………………… 
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CIFA INTERMEDIATE LEVEL 
 

FINANCIAL STATEMENTS ANALYSIS 
 
THURSDAY: 27 April 2023. Afternoon Paper. Time Allowed: 3 hours. 
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings. 
Do NOT write anything on this paper. 

 
QUESTION ONE 
(a) Distinguish between “net free cash flow” and “free cash flow”. (2 marks) 

(b) Summarise TWO categories of accounting changes.  (2 marks) 

(c)  Extracts from the financial statements of Molo Ltd. is provided below: 

Statement of profit or loss for years ended 31 December: 
 2021 2022 
 (Sh.“million”) (Sh.“million”) 
Revenue  8.0   9.5    
Operating profit (loss) (2.0)  1.9 
Interest payable (2.4) (1.5) 
Profit/(loss) before taxation (4.4)  0.4  
 
There was no charge for taxation and no dividends were paid in respect of any of these two years. 
 

Statement of financial position as at 31 December: 
 2021 2022 
Assets: (Sh.“million”) (Sh.“million”) 
Non-current assets: 
Property, plant and equipment at cost  23.9  24.0 
Depreciation (12.0) (14.0) 
 11.9   10.0  
Current assets: 
Inventories   3.5      3.8 
Trade receivables   2.6    4.1 
   6.1    7.9 
Total assets 18.0  17.9 
Equity and liabilities: 
Equity: 
Ordinary shares  1.0  1.0 
Reserves  3.0    3.4 
  4.0  4.4 
Non-current liabilities: 
Borrowings-loan notes  8.2    7.4 
Current liabilities: 
Trade payables  1.7    1.9 
Short-term borrowings (all bank overdraft)   4.1    4.2 
   5.8    6.1 
Total equity and liabilities  18.0  17.9 
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Required: 
Calculate for each year, the following ratios for Molo Ltd.: 

(i) Return on capital employed (ROCE) ratio.  (2 marks) 

(ii) Acid test ratio. (1 mark) 

(iii) Trade receivables settlement period ratio. (1 mark) 

(iv) Interest coverage ratio. (1 mark) 

(v) Gearing ratio. (1 mark) 

(vi) Analyse the above ratios for the management of Molo Ltd. (4 marks) 
 

(d) In relation to qualitative characteristics of financial reporting information: 
 

(i) Outline TWO fundamental qualitative characteristics of useful financial information. (2 marks) 

(ii) Explain TWO enhancing qualitative characteristics of useful financial information. (4 marks) 
 (Total: 20 marks) 
 

QUESTION TWO 
(a) Distinguish between “defined contribution plan” and “defined benefit plan”. (4 marks) 

(b) Explain the impact of the following assumptions used on the defined benefit obligations and period expenses: 

(i) Discount rates. (2 marks) 

(ii) Return on plan assets. (2 marks) 

(c) Identify FOUR purposes of financial statement analysis. (4 marks) 

(d) At 31 December 2022, the financial statements for Mwihukoh Ltd. included the following: 

• The net income for the year 2022 (including a net of tax loss from discontinued operations of Sh.10 
million) was Sh.180 million 

• Outstanding shares on 1 January 2022 (Sh.1 par value) was 44 million 
• The share price at 1 January 2022 was Sh.25 and Sh.28 at the end of the year 2022. 
 
Additional information: 
1. At 1 January 2022, Sh.200 million of 8% convertible loan notes were outstanding. The loan notes were 

converted on 1 April 2022 into 16 million ordinary shares. 
2. An agreement with the company executives calls for the issuance of up to 12 million of additional 

ordinary shares in the year 2023 and 2024 based on Mwihukoh’s net income in the two years. Executives 
will receive 2 million ordinary shares at the end of each of those two years if the company’s share price 
is at least Sh.26 and another 4 million shares each year if the share price is at least Sh.29.50. 

3. The corporate tax rate is 30%. 
 

Required: 
Compute the following for the year ended 31 December 2022: 
 
(i) Basic earnings per share. (3 marks) 

(ii) Diluted earnings per share. (5 marks) 
(Total: 20 marks) 
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QUESTION THREE 
Perkah Ltd. operates in Agro-business sector. In order to sell its products globally, it has been advised by Smart Marketing 
Consultant Ltd. to enter into business combination with Avocado Ltd. which is its competitor. In order to achieve this 
objective, Perkah Ltd. acquired all of the ordinary shares capital of Avocado Ltd. by way of share exchange on 1 October 
2022. 

 
The summarised financial statements of both companies for the year ended 31 March 2023 are as follows: 

 
Statement of profit or loss for the year ended 31 March 2023: 

   Perkah Avocado 
   Sh.“000”  Sh.“000” 

Sales    24,000 20,000  
Cost of sales   (16,600) (11,800) 
Gross profit    7,400 8,200 
Operating expenses           (1,600) (1,000) 
Profit before tax   5,800 7,200 
Corporate tax      (2,000)  (3,000)  
Profit for the year             3,800       4,200 
 
Statement of financial position as at 31 March 2023: 
Assets:    Sh.“000” Sh.“000” 
Property, plant and equipment  64,000 35,000 
Investment   - 12,800 
Inventory   22,800 23,600 
Trade receivables   16,400 24,200 
Bank                             500     200 
    103,700 95,800 
 
Equities and liabilities:  
Ordinary share Sh.1 par value  20,000 12,000 
Share premium   4,000 2,400 
Retained earnings   57,200 42,700 
8% loan note   5,000 18,000 
Trade payables   15,300 17,700 
Taxation                               2,200     3,000 
    103,700 95,800 

 

Additional information: 
1. Perkah Ltd. issued five (5) of its own ordinary shares for every four (4) ordinary shares of Avocado Ltd. on                   

1 October 2022. 
2. The market value of Perkah Ltd. ordinary shares on 1 October 2022 was Sh.6 each. The shares issue has not yet 

been recorded in Perkah Ltd.’s books. 
3. The fair value of Avocado Ltd.’s investment was Sh.5 million in excess of its book value at the date of acquisition.  
4. The fair value of Perkah Ltd. other assets were equal to their book value. 
5. Goodwill was on 31 March 2023 valued at Sh.27 million. 
6. No dividends have been paid by either company. 
7. Incomes and expenses accrued evenly throughout the year. 

 

 
Required: 
Applying International Accounting Standards (IAS) 1 – Presentation of financial statement, prepare the following: 

 

(a) Consolidated statement of profit or loss for the year ended 31 March 2023.  (6 marks) 

(b) Consolidated statement of changes in equity for the year ended 31 March 2023. (4 marks) 

(c) Consolidated statement of financial position as at 31 March 2023. (10 marks) 
     (Total: 20 marks) 
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QUESTION FOUR 
(a) Marketing benchmarks are standard measurements that are used to compare company’s results to those of their 

competitors or industry. 
 

With reference to the above statement, explain FOUR industry metrics that reflects on company’s performance.  
      (8 marks) 
 

(b) The following information were obtained from the accounting records of Ramayan Ltd. for the year ended                    
31 March 2023: 
 

  Statement of profit or loss for the year ended 31 March 2023 
   Sh.“000” Sh.“000” 
Sales     837,600 
Cost of goods sold   (624,000) 
Gross profit    213,600 
Other incomes: 
Interest income received   7,200 
Gain on sale of investments   14,400 
    235,200 
Less expenses: 
Operating expenses  132,000 
Depreciation  44,400 
Interest expense paid  27,600 
Loss on sale of plant           3,600 (207,600) 
     27,600 
Income tax                         (8,400) 
Net profit after tax                      19,200 
     

Comparative statement of financial position as at: 
    31 March 2023 31 March 2022 

   Sh.“000”  Sh.“000” 
Non-current assets: 
Plant and equipment  858,000  606,000 
Less: Accumulated depreciation  (123,600)  (81,600) 
   734,400 524,400 
Investments  138,000 152,400 
Current assets: 
Inventory  172,800 132,000 
Accounts receivable  56,400 66,000 
Cash    55,200 18,000 
Prepaid expenses                      1,200              6,000 
   1,158,000 898,800 
Financed by: 
Share capital  558,000 378,000 
Reserves and surplus  168,000 158,400 
Bonds   354,000 294,000 
Current liabilities: 
Accounts payable  60,000 51,600 
Accrued liabilities  14,400 10,800 
Income taxes payable                      3,600          6,000 
   1,158,000 898,800 
Additional information: 
The following transactions took place during the year ended 31 March 2023: 
1. Purchased investments for Sh.93,600,000. 
2. Sold investments for Sh.122,400,000. 
3. Purchased plant and equipment for Sh.144,000,000. 
4. Sold a plant that cost Sh.12,000,000 with accumulated depreciation of Sh.2,400,000 for Sh.6,000,000. 
5. Issued Sh.120,000,000 bonds at face value in an exchange for a plant on 31 March 2023. 
6. Repaid Sh.60,000,000 bonds at face value at maturity. 
7. Issued 15,000,000 ordinary shares at Sh.12 each. 
8. Paid cash dividends for Sh.9,600,000. 
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 Required: 
 A cash flow statement in accordance with the “International Accounting Standard 7” – Statements of Cash Flows 

using indirect method for the year ended 31 March 2023. (12 marks) 
   (Total: 20 marks) 
 

QUESTION FIVE 
(a) Highlight SIX limitations of financial statement analysis. (6 marks) 

(b) Haboh Ltd.’s sales for the year 2022 was Sh.4,022,000. Accounts receivable amounted to Sh.655,000 at the 
beginning of year 2022 and Sh.612,000 at the end of year 2022. The firm has generated a compound annual sales 
growth rate of 13% over the past two years.  

A financial analyst assumes that: 

1. The company’s sales will continue to grow at 13% each year for the next five years. 
2. The accounts receivable turnover for the next five years will equal the ratio computed for the year 2022.  
 
Required: 
(i) Calculate the accounts receivable turnover for the year 2022 using the average balance method. (1 mark) 

(ii) Project the amount of accounts receivable at year end 2023 through year 2027. (3 marks) 

(c) Financial shenanigans and red flags is a real threat to any business today. 
 

Highlight SIX sources that could be used when investigating red flags and financial shenanigans. (6 marks) 
 

(d) Riziki Ltd. purchased an item of plant for Sh.2 million on October 2019. The item had an estimated useful life of 
eight years and estimated residual value of Sh.400,000. 

 
 Additional information: 

1. The plant is depreciated on a straight line basis. 
2. The tax authorities do not allow depreciation as a deductible expenses, instead a tax expenses of 40% of 

the cost of this type of an asset can be claimed against taxable income in the year of purchase and 20% 
per annum (on a reducing balance basis) of its tax base thereafter. 

3. The corporate rate is 25%. 
 

Required: 
In respect of the above item of plant, calculate the amount of deferred tax charged or credited in Riziki Ltd.’s 
statement of comprehensive income for the year to 30 September 2022. (4 marks) 

   (Total: 20 marks) 
………………………………………………………………………… 
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CIFA INTERMEDIATE LEVEL 
 

FINANCIAL STATEMENTS ANALYSIS 
 
THURSDAY: 8 December 2022. Afternoon Paper. Time Allowed: 3 hours. 
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings. 
Do NOT write anything on this paper. 

 
QUESTION ONE 
(a) With reference to International Accounting Standards (IAS) 31, Interest in Joint Ventures, describe TWO types of 

joint ventures. (4 marks) 
 

(b) Analyse the accounting treatment of a material prior period error. (4 marks) 
 

(c) Pluto Ltd. leases out a machine to Jupiter Ltd. under finance lease agreement. The agreement states that the lease 
period will be for five years starting on 1 January 2019. Rent payable is Sh.3,600,000 per annum (in arrears). 
 
Jupiter Ltd. has the right to continue the lease after the five years are over to an indefinite period at a nominal rent. 
The cash price of the machine as at 1 January 2019 was Sh.13,646,400. The interest implicit in the lease is 12%. 
 
Required: 
(i) Applying International Accounting Standards (IAS) 17- Leases, record the above accounting transactions in 

Pluto Ltd. books. (7 marks) 
 

(ii) Prepare receipts schedule. (5 marks) 
 (Total: 20 marks) 
 

 
QUESTION TWO 
(a) Explain TWO benefits of analysing a set of financial statements in the context of market efficiency. (4 marks) 

 
(b) Ruenzori Ltd. uses zero coupon notes to raise capital. On 1 January 2022, Ruenzori Ltd. borrowed money from a 

bank by issuing a Sh.100 million promissory note to the bank. The note matures in five years on 1 January 2027 and 
pays 5% interest once a year on 1 January. The bank transfers Sh.95.79 million to Ruenzori Ltd. 
 
Required: 
(i) Calculate the total interest cost on the note. (2 marks) 

 
(ii) Calculate the effective rate of return on the loan. (4 marks) 

 
(c) The following is an extract of income statement for Raymond Ltd. for the year ended 31 December 2020 and                   

31 December 2021: 
  
  2020 2021 
  Sh.“000” Sh.“000” 
Sales  8,296 8,871 
Cost of goods sold (5,890) (6,290) 
Selling and administrative expenses (1,788) (1,714) 
Operating income before taxes      618      867 
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An analyst decides to estimate the variable cost as a percentage of sales for a particular cost by dividing the amount 
of the change in the cost item between two years by the amount of change in sales for those two years.  
 
The analyst then multiplies total sales by the variable cost percentage to determine the total variable cost. 
Subtracting the variable cost from the total cost yields the fixed cost component for that particular cost item. 
Raymond Ltd. expects sales to grow by 12% in year 2022. 
 
Required: 
(i) Determine sales, cost of goods sold, selling and administrative expenses and operating income before 

income taxes for the year 2022. (8 marks) 
 

(ii) Compute the ratio of operating income before income taxes to sales for year 2022. (2 marks) 
(Total: 20 marks) 

 

QUESTION THREE 
(a) Outline FOUR motivations for earnings manipulation by a firm.    (4 marks) 

 
(b) List FOUR limitations of a cash flow statements.     (4 marks) 

 
(c) Explain how the income taxes affect the principal financial statements.   (2 marks) 

 

(d) The following information was extracted from the books of Bingo Ltd. for the year ended 31 March 2022: 
  
  Sh.“million”  

Sales: Food Products 6,780  
 Plastics 750  
 Pharmaceuticals 414  
 Others     194.4  
  
 

Expenses: Food Products 4,002  
 Plastics 510  
 Pharmaceuticals 266.4  
 Others            240       
 

Other items: 
General operating expenses  (674.4) 
Income from investment      158.4 
Interest expenses (78) 
 

Identifiable assets: 
 Food Products 8,784  
 Plastics 1,584  
 Pharmaceuticals 1,260  
 Others     798  
         
General assets         866.4 
 
Additional information: 
1. Inter-segment sales for the year ended 31 March 2022 were as follows: 

 

  Sh.“million” 
 Food Products  66 
 Plastics  86.4  
 Pharmaceuticals   25.2  
 Others 8.4  
2. Operating profits includes Sh.39.6 million on inter-segment sales. 
3. Information about inter-segment expenses is not available. 

 
Required: 
Prepare segmental financial information in accordance to the International Financial Reporting Standards (IFRS) 8,      
Operating Segments.     (10 marks) 
     (Total: 20 marks) 
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QUESTION FOUR 
(a) Discuss THREE criticisms of Earnings Per Share (EPS) as a measure of profitability.  (6 marks) 

 
(b) Paul Mwangi gathered the following information relating to the consumer loan credit quality profile: 

 
As at 31 December:  2021 2020 2019 
  Sh.“000” Sh.“000” Sh.“000” 
Strong credit quality  338,948 327,345 320,340 
Good credit quality 52,649 54,515 54,050 
Satisfactory credit quality 51,124 55,311 56,049 
Substandard credit quality 23,696 24,893 27,525 
Past due but not impaired asset 2,823 2,314 2,058 
Impaired asset        8,804     9,345   10,235 
Total gross amount 478,044 473,723 470,257 
Impairment allowance (5,500) (4,500) (4,000) 
Total:   472,544 469,223 466,257 
 
Required: 
Analyse the factors affecting the trend in impairment allowances.     (4 marks) 
      

(c) Agano Ltd. operates a defined benefit pension plan. The following financial data relates to the scheme for the past 
three years ended 31 March: 2020, 2021 and 2022. 
 
Year ended 31 March:  2020 2021 2022 
Discount rate at the beginning of the year  10% 9% 8% 
Expected rate of return on plan assets 12% 11% 10% 
 
  Sh.“000” Sh.“000” Sh.“000” 
Current service cost  130,000 140,000 150,000 
Benefit paid  150,000 180,000 190,000 
Contribution paid  90,000 100,000 110,000 
Present value of obligation as at 31 March:  1,100,000 1,380,000 1,408,000 
Fair value of plan assets as at 31 March:  1,190,000 1,372,000 1,188,000 
 
The present value of obligations and the fair value of plan assets were both Sh.1,000,000,000 each as at 1 April 
2019. The company reports all actuarial gains and losses arising in a year directly in the retained profits. 
 
Required: 
 
(i) Determine the actual gain or losses for each of the years ended 31 March: 2020, 2021 and 2022. (6 marks) 
  
(ii) Prepare the income statement expenses for each of the years ended 31 March: 2020, 2021 and 2022.  

 (2 marks) 
 
(iii) Prepare the asset or liability to be reported in the statements of financial position as at 31 March: 2020, 

2021 and 2022.   (2 marks) 
(Total: 20 marks) 

 
QUESTION FIVE 
(a) The following trial balance was extracted from the books of Parkar Ltd as at 30 September 2022: 
 

  Sh.“000” Sh.“000” 
Ordinary shares (each share Sh.20 par value)  180,000   
Share premium   12,000 
Retained profit (1 October 2021)   15,240 
Deferred Tax   16,980 
Bank and cash balance    22,640  
Investment at fair value   53,880  
Land   40,200  
Buildings   85,200  
Plant and machinery   433,200  
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  Sh.“000” Sh.“000” 
Accumulated depreciation                       

  Building  12,780 
  Plant and machinery    255,420 
  Revenue   400,000 

Cost of sales   131,340  
Inventory (30 September 2022)   12,900  
Distribution costs   13,380  
Administrative expenses    22,680   
Income tax   17,160  
Investment property at fair value  
(1 October 2021)   40,680  
Finance cost   14,040  
8% Redeemable preference shares   30,000  
10% debentures                       60,000 

  Intangible assets 68,400    
  Trade receivables and trade payables     37,400   10,680 
      993,100 993,100 
 

Additional information: 
1. Inventory as at 30 September 2022 included partially damaged and slow moving goods. The cost 

of these goods was Sh.900,000 and they were eventually sold in October 2022 for Sh.256,800. 
2. The fair value of the investment property on 30 September 2022 was Sh.41,580,000. 
3. The following details are relevant to the property, plant and equipment: 

 

• On 30 September 2022, the land and building were revalued to Sh.51 million and Sh.91.2 
million respectively. The new values were to be included in the financial statements for 
the year ended 30 September 2022. 

• Plant and machinery are depreciated on a straight line basis over 10 years. 
• Buildings are depreciated at 21/2% per annum on straight line basis. 
• Depreciation for the current year has been provided. 

 
4. Information relating to intangible assets was as follows: 

The intangible assets include: 
    Cost  Accumulated  
     Amortisation 

  Sh.“000” Sh.“000” 
Development cost on software   
(it is to be amortised over 5 years)  51,600 30,960 
Patent   31,200 - 
Research cost   16,560 - 
 
• The patent was acquired on 1 November 2019. It was determined that the patent had an 

indefinite useful life when it was acquired. However, on 1 October 2021 due to a new 
competitor gaining grounds on the company’s technology, the patent’s fair value was 
estimated to be Sh.27 million with estimated useful life of 3 years. 

 
• The research cost was incurred during the year in developing new software which was 

not successful. 
    

5. Finance costs comprised:   Sh.“000” 
Interim dividend paid on ordinary shares  8,880 
Dividends paid on redeemable preference shares 2,400 
Interest on debentures   6,000 
Investment income from tax exempt companies (3,240)  
     14,040 

 
6. The balance on the income tax in the trial balance represents the amount paid for the year. The tax 

expenses for the year is estimated to be Sh.15,540,000 inclusive of an increase in deferred tax 
liability of Sh.2,040,000. 

7. The directors approved the issue of one bonus share for every 9 shares held at par value. 
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Required: 
  Prepare the following: 
 

(i) Comprehensive income statement for year ended 30 September 2022.  (6 marks) 
  

(ii) Statement of changes in equity for the year ended 30 September 2022. (4 marks) 
 
(iii) Statement of financial position as at 30 September 2022. (10 marks) 

   (Total: 20 marks) 
………………………………………………………………………… 
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CIFA INTERMEDIATE LEVEL 

FINANCIAL STATEMENTS ANALYSIS 

TUESDAY: 2 August 2022. Afternoon paper. Time Allowed: 3 hours. 

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings. 
Do NOT write anything on this paper. 

QUESTION ONE 
(a) Highlight six steps to developing an effective analysis of financial statements. (6 marks) 

(b) Sustainability investing is an approach to investment where environmental, social or governance factors (ESG) in
combination with financial considerations, guide the selection and management of investment.

Required:
In relation to the above statement, discuss three reasons why the disclosure of sustainable information has become
an important part and influential consideration for investors. (6 marks)

(c) The new owners of EMCO Software Limited changed the firm’s pension scheme on 30 September 2021 to include
all of its staff. The benefits accrue from the date of their employment, but only vest after two years of additional
service from 30 September 2021. The net pension obligation at 30 September 2021 was Sh.78 million which has
been updated to include this change. During the year, benefits of Sh.6 million were paid under the scheme and
EMCO Limited contributed Sh.10 million to the scheme. These payments had been recorded in the financial
statements. The following information relates to the pension scheme:

Sh.“million” 
Net pension obligation at 30 September 2021 78 
Net pension obligation at 30 September 2020 59 
Service costs for the year 18 
Past service cost relating to scheme amendment at  30 September 2021 9 
Discount rate at 30 September 2020 5.5% 
Discount rate at 30 September 2021 5.9% 
EMCO Limited has a profit before tax for the year ended 30 September 2021 of Sh.25 million 

Required: 
(i) Determine the amount to be reported in other comprehensive income (OCI) after remeasurement of the

defined benefit obligation. (5 marks)

(ii) Adjust the profit before tax to account for the remeasurement of the defined benefit obligation. (3 marks)
(Total: 20 marks) 

QUESTION TWO 
(a) (i) Explain the term “creative accounting”. (2 marks) 

(ii) Describe four examples of creative accounting. (4 marks) 
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(b) The following are summarised financial statements for Babito Ltd. with accounting year ending on 31 March 2021 
and 31 March 2022:  
 

Summarised statement of financial position as at 31 March: 
  2021 2022 
Assets:  Sh.“000” Sh.“000” Sh.“000” Sh. “000” 
Non current assets  4,995  12,700 
Current assets: 
Inventories 40,145  50,455 
Trade receivables 40,210  43,370 
Bank   12,092 92,447                 5,790                99,615 
Total assets  97,442  112,315 
Equity and liability: 
Sh.0.25 ordinary share 9,920  9,920 
Retained earnings 30,820 40,740 40,080 50,000 
Non current liability: 
10% debentures 2015/2016  19,840  19,840 
Current liabilities: 
Trade payables  32,604  37,230 
Taxation                                                 4,258 36,862                 5,245                  42,475 
Total equity and liabilities  97,442  112,315 
 
Summarised income statement for the year ended 31 March:  
  2021 2022 
  Sh.“000” Sh.“000” 
Revenues  486,300 583,900 
Profit from operations 17,238 20,670 
Interest payable (1,984) (1,984) 
Profit for the year before tax                  15,254 18,686 
Tax   (5,734) (7,026) 
Profit for the year after tax              9,520 11,660 
 
There was no other comprehensive income in the period  
 
Summarised statement of changes in equity for the year ended 31 March: 
  2021 2022 
  Sh.“000” Sh.“000” 
Retained earnings brought forward 23,540 30,820 
Total comprehensive income for the year 9,520 11,660 
Dividends (2,240) (2,400) 
Retained earnings carried forward 30,820 40,080 
 

Required: 
For each year, compute two ratios for each of the following user groups, which are of particular significance to 
them: 
 

(i) Shareholders.     (4 marks) 
 

(ii) Creditors.     (4 marks) 
 

(iii) Internal management.     (4 marks) 
 

(iv) Examine two advantages of ratio analysis.     (2 marks) 
    (Total: 20 marks) 
 

QUESTION THREE 
(a) Grace Mambo has gathered the following research notes for the following three companies that reflect trends during 

the last three years: 
 

Nkubu Ltd. 
Note 1: Operating income has been much lower than operating cash flow (OCF). 
Note 2: Accounts payable has increased, while accounts receivable and inventory have substantially decreased. 
Note 3: Although OCF was positive, it was just sufficient to cover capital expenditures, dividends and debt 

repayments. 
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Tororo Ltd. 
Note 4: Operating margins have been relatively constant. 
Note 5: Growth rate in revenue has exceeded the growth rate in receivables. 
Note 6: OCF was stable and positive, close to its reported net income and just sufficient to cover capital 

expenditures, dividends and debt repayments. 
 

Kisauni Ltd. 
Note 7: OCF has been more volatile than that of other industry participants. 
Note 8: OCF has fallen short of covering capital expenditure, dividends and debt repayment. 
 

Required: 
Citing relevant reasons, determine the company that would be described as having high quality cash flow. (6 marks) 
 

(b) The comparative statements of financial position as at 31 December 2021 and 31 December 2020 and the income 
statement for the year 2021 for Bidii Ltd. are provided below: 
 

                                                                         Bidii Ltd. 
Statement of financial position as at 31 December 2021 and 31 December 2020: 
 2021 2020 
  Sh.“000” Sh.“000” 
Cash  24,000 41,000 
Accounts receivable 94,000 96,000 
Investments revenue receivable 3,000 2,000 
Inventory 115,000 110,000 
Prepaid insurance 2,000 3,000 
Long term investments 77,000 60,000 
Land 110,000 80,000 
Patent 15,000 16,000 
Property, plant and equipment 220,000 240,000 
Less accumulated depreciation (35,000) (60,000) 
 625,000 588,000 
Liabilities: 
Accounts payable 23,000 30,000 
Salaries payable 2,000 5,000 
Interest payable 4,000 2,000 
Income tax payable 6,000 8,000 
Deferred tax liability 5,000 4,000 
Notes payable 15,000 - 
Bonds payable 150,000 130,000 
Less discount on bonds (9,000) (10,000) 
Shareholders equity: 
Ordinary shares 210,000 200,000 
Paid in capital – excess of par 44,000 40,000 
Retained earnings 182,000 179,000 
Less treasury bills (at cost)                    (7,000)                   - 
 625,000 588,000 
 

                                                Bidii Ltd. 
Income statement for the year ended 31 December 2021  
  Sh.“000” Sh.“000” 
Revenues: 
Sales revenue 200,000 
Investment revenue 6,000 
Gain on sale of treasury bills                1,000 207,000 
Expenses and losses: 
Cost of goods sold 110,000 
Salaries expense 30,000 
Depreciation expenses 5,000 
Amortisation expenses 1,000 
Insurance expense 3,000 
Interest expense 14,000 
Loss on sale of equipment 10,000 
Income tax expense                                7,000 (180,000) 
Net income                27,000 
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Additional information: 
1. Investment revenue includes Bidii Ltd.’s Sh.3 million share of the net income of Tobiko Ltd., an equity 

method investee. 
2. Treasury bills were sold during the year 2021 at a gain of Sh.1 million. Bidii Ltd. classifies its investments 

in Treasury bills as cash equivalents. 
3. Equipment that originally cost Sh.60 million and was one half depreciated was rendered unusable. The 

major components of the equipment were sold for Sh.20 million. 
4. Temporary differences between pre-tax accounting income and taxable income caused the deferred tax 

liability to increase by Sh.1 million. 
5. The ordinary shares of Murinduko Ltd. was purchased for Sh.14 million as a long term investment. 
6. Land costing Sh.30 million was acquired by paying Sh.15 million in cash and issuing a 13% seven year, 

Sh.15 million note payable to the seller. 
7. New equipment was purchased for Sh.40 million cash. 
8. Sh.20 million bonds were issued at face value. 
9. On 19 January 2020, Bidii Ltd. issued a 5% stock dividend (1 million shares). The market price of the 

Sh.10 par value ordinary shares was Sh.14 per share at that time. 
10. Cash dividends of Sh.10 million were paid to shareholders. 
11. In November 2020, 500,000 ordinary shares were repurchased as treasury stock at a cost of Sh.7 million. 
 
Required: 
Statement of cash flows for Bidii Ltd. for the year ended 31 December 2021 using the direct method. (14 marks) 
     (Total: 20 marks)  
 

QUESTION FOUR 
(a) In relation to segment reporting: 

 
(i) Explain what is involved in financial reporting for segment of a business enterprise.  (2 marks) 

 
(ii) Evaluate two accounting difficulties inherent in segment reporting.   (4 marks) 

 
(b) The statement of comprehensive income for three entities for the year ended 31 March 2022 are presented below: 

   BH Ltd. NJ Ltd. MK Ltd. 
  Sh.“000” Sh.“000” Sh.“000” 
Revenue  3,360 3,240 2,390 
Cost of sales (1,800) (1,860) (1,380) 
Gross profit 1,560 1,380 1,010 
Administrative expenses (380) (340) (250) 
Distribution costs (400) (300) (150) 
Investment income 80 - - 
Finance costs (180) (140) (110) 
Profit before tax 680 600 500 
Income tax expense (200) (160) (150) 
Profit for the year 480 440 350 
Other comprehensive income: 
Revaluation of property, plant and equipment 70 40 30 
Gain on investment in NJ Ltd. and MK Ltd. 96 - - 
Tax effect of other comprehensive income                                 (50)                     (16)                     (10) 
Other comprehensive income for the year net of tax                  116                      24                       20    
Total comprehensive income for the year                                  596                     464                     370 
 
Additional information: 
1. BH Ltd. acquired a 25% investment in NJ Ltd. on 1 September 2013 for Sh.300,000. The investment was 

classified as available for sale and the gains earned on it have been recorded within other comprehensive 
income in BH Ltd.’s individual financial statements. The fair value of the 25% investments at 31 March 
2021 was Sh.400,000 and at 1 January 2022 was Sh.425,000. BH Ltd. was not able to exercise significant 
influence over the financial and operating policies of NJ Ltd. 
 
On 1 January 2022, BH Ltd. acquired an additional 40% of the 1 million Sh.1 equity shares of NJ Ltd. for 
Sh.680,000. The retained reserves of NJ Ltd. that date were Sh.526,000. The group policy is to value the 
non-controlling interest at its fair value at the date of acquisition. The non-controlling interest had a fair 
value of Sh.581,000 at 1 January 2022. NJ Ltd. lost a key customer in February 2022 and BH Ltd.’s 
directors have decided that goodwill on acquisition is impaired by 10% at 31 March 2022. Impairment 
losses are charged to group administrative expenses. 
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The investment in NJ Ltd. continues to be held as an available for sale asset in BH Ltd. individual financial 
statements and recorded at its fair value of Sh.1,170,000 at 31 March 2022. The total gains recorded to date 
in respect of NJ Ltd. are Sh.190,000 of which Sh.90,000 occurred in the year and are included in the other 
comprehensive income of BH Ltd. 

2. BH Ltd. acquired 40% of the equity share capital of MK Ltd. for Sh.334,000 on 1 October 2021. The 
investment was classified as available for sale and the gains earned on it since its acquisition have been 
recorded within other comprehensive income in the years in BH Ltd.’s individual financial statements. The 
fair value of this available for sale assets at 31 March 2022 was Sh.370,000. BH Ltd. exercises significant 
influence over the financial and operating policies of MK Ltd. 
 

A new competitor has recently entered the market in which MK Ltd. operates and it is likely that this will 
have an immediate impact on MK Ltd.’s profits in the coming period. As a result, the directors of BH Ltd. 
have decided that the investment in MK Ltd. should be subject to 10% impairment at 31 March 2021. 

3. NJ Ltd. sold goods to BH Ltd. in January 2022 for Sh.200,000. Half of these items remain in BH Ltd.’s 
inventories at the year end. NJ Ltd. earns a 20% gross margin on all sales. 

4. The profits of all the three entities can be assumed to accrue evenly throughout the year. Assume there is no 
further impact to income tax figures. 

5. MK Ltd. paid a dividend of Sh.80,000 to its equity shareholders on 31 March 2022. BH Ltd. included its 
share of the dividend in investment income. 

 
Required: 
Consolidated statement of comprehensive income for BH Ltd. group for the year ended 31 March 2022.  (14 marks) 
     (Total: 20 marks) 
 

QUESTION FIVE 
(a) Insta Ltd. has several investments in the securities of other companies. The following information regarding these 

investments is available as at 31 December 2021: 
 
1. Insta Ltd. holds bonds issued by Kanunga Ltd. The bonds have an amortised cost of Sh.320,000 and their 

fair value at 31 December 2021 is Sh.400,000. Insta Ltd. intends to hold the bonds until they mature on               
31 December 2029. 

2. Insta Ltd. has invested idle cash in the equity securities of several publicly traded companies. Insta Ltd. 
intends to sell these securities during the first quarter of 2022, when it needs the cash to acquire seasonal 
inventory. Those equity securities have a cost basis of Sh.800,000 and a fair value of Sh.920,000 at 31 
December 2021. 

3. Insta Ltd. has a significant ownership in one of the companies that supplies it with various components. 
Insta Ltd. owns 6% of the ordinary shares of the supplier and does not have any representation on the 
supplier’s board of directors, does not exchange any personnel with the supplier and does not consult with 
the supplier or any of the supplier’s operating, financial or strategic decisions. The cost basis of the 
investment in the supplier is Sh.1,200,000 and the fair value of the investment at 31 December 2021, is 
Sh.1,550,000. Insta Ltd. does not intend to sell the investment in the foreseeable future. The supplier 
reported net income of Sh.80,000 for the year ended 31 December 2021 and paid no dividends. 

4. Insta Ltd. owns some ordinary shares of Solomon Ltd. The cost basis of the investment in Solomon Ltd. is 
Sh.200,000 and the fair value at 31 December 2021 is Sh.50,000. Insta Ltd. believes the decline in the 
value of its investment in Solomon Ltd. is permanent and therefore impaired, but Insta Ltd. does not intend 
to sell its investment in Solomon Ltd. in the foreseeable future. 

5. Insta Ltd. purchased 25% of the ordinary shares of Thogoto Ltd. for Sh.900,000. Insta Ltd. has significant 
influence over the operating activities of Thogoto Ltd. During the year 2021, Thogoto Ltd. reported net 
income of Sh.300,000 and paid a dividend of Sh.100,000. 
 
Required: 
(i) Explain the different rationales for the different accounting and reporting rules for different types 

of investments in the securities of other companies. (4 marks) 
 

(ii) Determine the total effect on Insta Ltd.’s 2021 net income investment in other companies. 
   (4 marks) 
 

(b) Briston Ltd. has just prepared its draft accounts for the year ended 31 December 2021. The external auditor has 
reviewed these accounts and has advised that these accounts will not be authorised for issue for another three weeks 
until the following issues are addressed and resolved: 
 

1. In January 2022, a building with a carrying value of Sh.250 million burnt down. It was not insured. 
2. In February 2022, inventories with a year-end cost of Sh.79 million were sold for Sh.65 million. 
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3. In March 2022, a major customer went bankrupt owing Briston Ltd. Sh.235 million. The amount receivable 
was made up as follows: 
  
Date of invoice: Sh. 
December 2021 64,000 
January 2022 123,000 
February 2022       48,000 
 235,000 

4. In May 2021, the directors declared a final dividend of Sh.78 million in respect of year 2020. 
 
The draft statement of financial position of Briston Ltd. was as follows: 
 
 Sh.“million” Sh.“million” 
Asset:  
Non-current assets  1,126 
Current assets: 
Inventory 238 
Trade receivables 436 
Bank  400 1,074 
  2,200 
Equity and liabilities: 
Capital and reserves 1,000 
Non-current liabilities 500 ____ 
Current liabilities                      700 2,200 
  
Required: 
(i) Explain how each of the above four events after the reporting period will be accounted for. 

   (8 marks) 
  

(ii) Redraft the statement of financial position to incorporate all of the adjusting events after the 
reporting period according to, International Accounting Standard, IAS 10-Events after reporting 
date.   (4 marks) 
   (Total: 20 marks) 
………………………………………………………………………… 
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