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INSTRUCTIONS
1. Answer Question ONE and other THREE questions.
              2. Show your Workings









QUESTION ONE (15 Marks – Compulsory)

(a) IAS 36 Impairment of assets was issued in June 1998 and subsequently amended in
March 2004. Its main objective is to prescribe the procedures that should ensure that
An entity’s assets are included in its balance sheet at no more than their recoverable£
Amounts. Where an asset is carried at an amount in excess of its recoverable amount,
it is said to be impaired and IAS 36 requires an impairment loss to be recognized.

Required:
Define an impairment loss explaining the relevance of fair value less costs
to sell and value in use; and state how frequently assets should be tested for
impairment; 									(10 Marks)

(b) A company that extracts natural gas and oil has a drilling platform in the Caspian Sea. It is required by legislation of the country concerned to remove and dismantle the platform at the end of its useful life. Accordingly, the company has included an amount in its accounts for removal and dismantling costs, and is depreciating this amount over the platform’s expected life.
The company is carrying out an exercise to establish whether there has been an impairment of the platform.

 Its carrying amount in the balance sheet is Kshs.3m

The company has received an offer of Kshs.2.8m for the platform from another oil company. The bidder would take over the responsibility (and costs) for dismantling and removing the platform at the end of its life.

The present value of the estimated cash flows from the platform’s continued use is Kshs.3.3m
The carrying amount in the balance sheet for the provision for dismantling and removal is currently Kshs.0.6m

Required;
Calculate;
a) The value of the drilling platform in the balance sheet, and 	(8 Marks)
b) The Impairment loss, if any                                                                (7 Marks)

QUESTION TWO

Silversands Manufacturing Company Ltd. has entered into an agreement with a finance company, to lease a machine for a four year period. Under the terms of the agreement, the machine is to be made available to Silversands Manufacturing Company Ltd. on 1 January 2005, when an immediate payment of Sh. 2,550,000 will be made, followed by seven semi-annual payments of an equivalent amount.
The fair market price of the machine on 1 January 2005 is expected to be Sh. 16,320,000.
The estimated life of this type of machine is four years. The implicit rate of interest in the transaction is 6.94% payable semi-annually and the corporate tax rate is 30%.
Silversands Manufacturing Company Ltd. has a policy of depreciating machines of this type over a four year period on the straight line basis.
Assume the lease is to be capitalized.
A D VA N C E D 1 3 8 FINANCIAL REPD Y T E X T
Required:
(i) Show how the above transactions will be reflected in the profit and loss account of Silversands Manufacturing Company Ltd. for each of the four years ending 31 December 2005, 2006, 2007 and 2008. 		  (8 marks)
(ii) Income Statement extracts of Silversands Manufacturing Company Ltd. as at 31 December2005 and 2006.			                         (6 marks)
(Use the actuarial method to allocate the interest charge)
                                                                                                        ( Total 15 marks)










QUESTION THREE
The following   are the summary  accounts  of  overseas td , in  foreign currency( Limas) Statement  of  Financial  Position as at 31 December 2009
    Limas
Ordinary share capital retained profits					 630,000
Retained profits								  	    80,000
										              710,000
Plant and machinery, at cost						              700,000
Less: depreciation	                                                                                      70,000
              630,000
Stocks, at cost									  210,000
Net monetary current assets							     40,000												   880,000	
Less: long term loan								   170,000
   710,000
Profit and loss account, year to 31 December 2009 			
  Limas	
Sales    						 				900,000
Less: Depreciation 					              70,000
Other operating expenses       			                       750,000

820,000
Net profit before taxation and appropriation 		  80,000

During the year, relevant exchange rates were:
Limas
						               	    £1
1 January 2009  					 	    14
Average for the year 				 	    12
Average at the acquisition of closing stock		    11
31 December 2009 					    10
Your UK Company, sterling ltd, had acquired overseas ltd, on January 2009 by subscribing  £ 45,000 share capitals in cash when the exchange rate was 14 Limas to the £1. The long term loan had been raised locally on the data. On that   day, overseas ltd had purchased the plant and equipment for 700,000 limas. It is being depreciated by the straight line method over 10 years.
Required:
Prepare the balance sheet and profit and loan account of overseas ltd, in   columnar form, in s sterling, using 
a) The Closing  Rate  Method, And 					 (8 Marks)

b) The  Temporal Method, And						 (7 Marks)

QUESTION FOUR

 (a) Explain the following demonologies;
i. Simple Capital Structure						(4 Marks)
ii. Diluted Capital Structure 						(4 Marks)
The issued and fully paid share capital of a company on 31.12.00 comprised:
800,000 ordinary class A shares of Ksh. 25 each
On 1.1.01 the company issued 2000,000 ordinary shares of Sh.30 each which do not rank for dividend until December 31 2002.
The post-tax net profit for the year ended to 31 December 01 was 2,480,000.
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Required
i. Calculate Basic EPS                                                                        	 (3 Marks)

ii. Calculate Diluted EPS                                                                     	(4 Marks)
QUESTION FIVE
Write in details about each of the following as regards Inflation Accounting;
a) Limitations of Inflation                                                                         ( 5Marks)
b) Objectives of Inflation Accounting                                                    ( 5Marks)
c) Limitations of Historical Cost Accounting( 5Marks)                   ( 5Marks)
CCOUNTING FOR ASSETS AND LIABILITIES (PART A)
QUESTION SIX
Write in details about each of the following as regards Regulatory Environments for Accountants in Kenya;
a) Objectives of Registration  of Accountant Board(RAB)     	 (5Marks)                                                     
b) Functions of KASNEB                                                                            ( 5Marks)
c) Functions of ICPAK                                                                                 ( 5Marks)
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