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QUESTION ONE (Compulsory)

After  having  attended  the  first  few  semesters  in  MBA,  two  students,  Mjuaji  and 
Mshindani were discussing the various aspects of the conceptual framework. In their 
discussion  they  touched  on  objectives  of  financial  reporting  and  the  “how”of  the 
conceptual  framework.  Mjuaji  further  indicated  that  accounting  is  more  o  practical 
discipline than a theoretical one. Mshindani conceded but argued that there is need to for 
a theoretical framework to guide the practice. Mjuaji further argued that using such a 
framework does not provide obvious solutions to accounting problems: rather it simply 
identifies  and  defines  aspects  that  should  be  considered  when reaching  a  solution. 
Indeed,  many  accounting  choices  require  trade  –  off  between  the  qualitative 
characteristics.

Required:
a) Identify the basic objectives of financial accounting, as per the conceptual framework 

that the two students discussed (5 Marks)

b) What do you think is the meaning of the second student’s statement that there is need 
for a theoretical framework to guide practice I the accounting profession 

(15 
Marks)

c) What are some of the factors that have become an impediment to the development of 
a universally accepted conceptual framework in the accounting profession? 



(10 
Marks)

d) Describe the modern view of accounting (10 Marks) 

QUESTION TWO 
Moran Company ltd purchased a packing machine 3 years ago at a cost of Sh.4.5 million. 
The machine had a life of 8 years at the time of purchase. The company is considering 
replacing it with a new packing machine costing Sh.6 million with an expected useful life 
of 5 years. Due to increased efficiency, the sales are expected to increase by Sh.850,000 a 
year, the labor costs would decrease by Sh.420,000 per year while the maintenance costs 
would increase at the following rate:

Year Maintenance Costs
1
2
3
4
5

50,000
110,000
135,000
145,000
168,000

The salvage value of the new packing machine is estimated at Sh.690,000. The market 
value of the old machine, today, is Sh.3.5 million. It is estimated to have a zero-salvage 
value after 5 years. The company’s tax is 30% and the after-tax cost of capital is 12%. 

Required 
a) Explain any three non-financial methods used for appraising the projects 

(6 
marks)

b) Moran Company ltd prefers  NPV approach in appraising their  projects.  Advise 
Moran ltd on whether the new grinder should be bought. (14 marks) 

QUESTION THREE 
a) Rama company issues 120000 10% debentures of Ksh. 10 each at a premium of 10%. 

The costs of floatation are 4%. The rate of tax applicable to the company is 30%. 
Complete the cost of debt capital. (5 Marks)

b) Using formulars as basis of your argument, explain any three approaches that can be 
applied in estimating the cost of equity for a manufacturing company (15 Marks)

QUESTION FOUR
The following is a trial balance extracted from the books of Meadow Windfalls Ltd during 
the year 2022.



Meadow Windfalls Ltd
Trial Balance as at 31st December 2022

Dr Cr
Freehold land at cost/valuation 11,300,000  
Freehold Buildings 5,000,000  
Provision for Depreciation on Buildings   200,000
Machinery 3,200,000  
provision for Depreciation on Machinery   930,000
Investments 1,300,000  
Inventories as at 1.1.2012 980,000  
Accounts receivable 2,100,000  
Provision for doubtful debts            32,000 
Turnover     25,128,000 
Purchases       14,120,000  
Bad Debts w/o              55,000  
Salaries         3,500,000  
Rent         2,700,000  
Transport         1,585,000  
Repairs & Maintenance            732,000  
Printing & Stationery            368,000  
Sale of Investments   800,000 
Bank and cash balance 550,000  
 Preference Shares @ Kes 20   5,200,000
Ordinary Shares @ Kes 20   8,000,000
Share premium   500,000
Revaluation reserve   370,000
Retained earnings   3,330,000
12% debentures   1,500,000
Corporation tax   500,000
Accounts payable   1,000,000
  47,490,000 47,490,000

Additional information:

a) Inventories as at 31st December 2022 were valued at Ksh 1,200,000.
b) It is the company’s policy to depreciate buildings at the rate of 2.5% on reducing 

Balance while Machinery is depreciated at 10% using straight-line method
c) Half of the investments were disposed during the year at Ksh 800,000 and no entries  

were made in the books in that regard. 
d) Provision for bad debts is maintained at 1% of the accounts receivable 
e) The company has 10 employees whose monthly average salary is Ksh 50,000
f)  Accrued repairs and maintenance was Ksh 100,000 while unused stationery was 

valued at Ksh 150,000
 



Required 
Prepare the statements of comprehensive income and statement of financial position for 
Meadow Windfalls Ltd As at 31st December 2022 (20 Marks)

QUESTION FIVE 
a) Maoni company is engaged in the construction business in Kenya and earns a sum of 

Ksh 8,000,000 with a required rate of return, of 20%. The current capital structure of 
the business is Ksh 50,000,000. 
You are required to estimate the fair capitalization level of Maoni company and state 
whether it’s fairly capitalized. (5 Marks)

b) Compare and contrast over and undercapitalization. Describe the nature, causes and 
remedies of each (15 Marks)


