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SECTION A – Compulsory

Question 1 (30 marks)

a) Define the following terms;
i. Accounting

ii. Equity
iii. Journal
iv. Auditing
v. Fund accounting (5marks)

b) Highlight four importance of financial accounting (4marks)

c) The following information relates to likoni enterprise
May 1 started business by investing ksh 2500000 in cash
2 purchased goods on credit from
Daniel ksh 540000 gibson ksh 250000
Dorothy ksh 760000
4 sold goods on credit to
Charles ksh 430000
Balo ksh 620000
5 paid rent by cash ksh 120000
9 received a cheque from Charles of ksh 430000
10 the business paid Gibson ksh 250000 by cheque and Daniel ksh 540000 by cash
15 the business paid for carriage inwards ksh 23000 by cash
18 purchased goods on credit from Charles ksh 430000 and Dorothy 1100000
31 paid rent by cheque ksh 180000
Required:
Provide journal entries (7 marks)
Post journal entries to ledger accounts (9marks)
Extract a trial balance (5marks)

SECTION B (ANSWER ANY TWO QUESTIONS)

Question 2 (20 marks)

a) Explain the following ratios:
i. Return on capital employed

ii. Return on owners equity
iii. Leverage ratio
iv. Inventory turnover
v. Earnings per share (5marks)

b) The balance sheet below relates to brood investment as at 30th April 2009
Ksh ‘000’ Ksh’000’

ASSETS
Tangible Non Current Assets
Cost or valuation 51000
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Accumulated depreciation (12500) 38500
Current Assets
Inventories 16400
Trade receivables 19100
Sundry receivables & prepayments 3100 38600

77100
EQUITY AND LIABILITIES
Issued capital 10000
Share premium account 5000
Revaluation reserve 5000
Accumulated profits 8600 28600
Non current liabilities
7% loan notes (sh 20million issue on 1st may 2009) 20000
Current liabilities
Trade payables 11400
Accruals 3400
Bank overdraft 13700 28500

77100

 The summarized income statements of Brood for the year ended 30th April 2009:
Shs’000’

Sales revenue 60000
Cost of sales (40000)
Gross profit 20000
Operating expenses (10000)
Profit from operations 10000
Finance cost (1500)
Net profit for the period 8500

Calculate the following ratios:
a. Return on the total capital employed
b. Quick ratio(acid test)
c. Return on Owners equity
d. Gearing(leverage)ratio
e. Current ratio (15 marks)

Question 3 (20 marks)

T he following is a summary of the receipts and payments of the F2 computer club

Receipts and payments A/c for the year ended 30th September 2010
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The following valuations are also available:

On 1st October 2009 the F2 club owned office equipment costing sh 2000000 which had been depreciated at ksh 
500,000.Policy of the club is to depreciate equipment at 10% p.a using straight line method applied on full year’s 
basis. The club did not sell any office equipment during the year ended 30th sept 2010.Required:

(i) Calculate the value of the accumulated fund of the club as at 1st October  2009 (4 marks)
(ii) Prepare an income and expenditure a/c for the club for the year ended 31/10/2010 (10marks)
(iii) Prepare a balance sheet as at 31/10/2010 (6 marks)

Question 4 (20 marks)

Ali Orwa,a sole trader,extracted the following trial balance from his books at the close of business on 31 October  
2010
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Additional information:

Closing stock sh.4290

Accrued wages sh210

Accrued office expenses sh20

Prepaid rent sh180

Increase provision for bad debts to sh 810

Depreciate fixed assets as follows: 

 Fixtures and fittings 10% on cost
 Delivery van sh 250

Required:

(i) Trading, profit and loss account for the year ended 31 October 2010
(ii) Balance sheet as at that date (20 marks)

Question 5 (20 marks)

The following trial balance was prepared by an inexperienced book keeper

Samawati traders

Trial balance as at 31st December 2008

Required: Prepare a corrected trial balance (10 marks)

Discuss FIVE generally accepted accounting principles (10 marks)
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