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TIME:  2 HOURS
INSTRUCTIONS:     Answer Question ONE and Any Other TWO Questions.
Question one (30 Marks)
a)
i.
What is conceptual framework as used in accounting?
[2 marks]

ii.
Explain the purpose of a conceptual framework in accounting.
[8 marks]

b)
Outline five elements used in preparing financial statements.
[10 marks]

c)
Explain the disadvantages of accounting.
[10 marks]

Question Two 
a)
Nkubu manufacturing company uses one particular raw material in its manufacturing process, information regarding purchases and issues of raw material in the month of March 2014 was as follows:
	Date
	Units purchased 
	Units issued 
	Cost per unit

	March 1
	3000
	
	30.00

	March 4
	____
	2000
	

	March 5
	2000
	____
	35.00

	March 14
	1000
	____
	36.00

	March 17
	____
	3000
	

	March 19
	2000
	____
	37.00

	March 21
	____
	500
	

	March 28
	2000
	___
	40.00

	March 30
	____
	600
	

	March 31
	____
	800
	



Assuming that perpetual inventory system is used. Compute the cost of raw materials consumed under each of the following cost flow assumptions.

i. FIFO


[4 marks]

ii. LIFO


[4 marks]
iii. Weighted average method
[4 marks]

b)
i.
Distinguish between perpetual in inventory system and the periodic inventory 

system as two methods of accounting form inventories.
[4 marks]

ii.
Explain the effect of rising prices on the valuation of inventory and the level of profits as shown by FIFO and LIFO systems of inventory valuation.


[4 marks]

Question Three (20 Marks)
The following information was compiled from the accounting records of the Fredmis company as a basis for preparation of an income statement for the current year.
	
	Sh.

	Beginning inventory 
	101380

	Ending inventory
	86215

	Purchase returns and allowances 
	7015

	Common stock
	100000

	Sales 
	896730

	Sales returns and allowances
	13560

	Depreciation on buildings and equipment (75% selling, 25% Admin).
	42400

	Dividends declared 
	18000

	Rental income
	14890

	Interest on notes payable 
	8480

	Transport in on merchandise 
	39690

	Purchase of merchandise
	398560

	Selling expenses;
	

	Salaries and wages 
	48650

	Purchased services 
	25780

	Materials and supplies 
	12640

	Administrative expenses:
	

	Salaries and wages
	137930

	Purchased services 
	45530

	Materials and supplies 
	9270

	Income taxes 
	59010


Required:

A multiple step income statement for the current year including earnings per share.


[20 marks]
i.    Stock valued on LIFO basis.
[8 marks]

ii.   Stock valued on FIFO basis.
[8 marks]
Question Four (20 Marks)
“For accounting information to be useful, it should posses several specific qualities or characteristics”. Identify and discuss the qualitative characteristic of accounting information.


[20 marks]
Question Five (20 Marks)
a)
i.
Define the term depreciation.
[2 marks]

ii.
Explain any two factors considered in allocation of depreciation.
[4 marks]

b)
Jamii bora ltd maintains it property plant and equipment at cost. The company also maintains a provision for depreciation account for each asset.


As at 31st December 2013 the asset balance were as follows:

	Asset
	Cost 
	Accumulated depreciation 

	
	Shs. ‘000’
	Shs. ‘000’

	Machinery
	210360
	102680

	Office furniture
	14300
	7450



Additional information:
1. Transaction for the year ended 31 December 2014 were:

	Acquisition: Assets
	Cost (sh.’000)

	Machinery 
	9920

	Office machinery 
	1600


Machinery costing sh. 11200000 bought in 2011 was sold for sh. 3200000. Furniture cosign sh. 122000 in year 2012 was sold for sh. 70000.

2. Depreciation is provided on a straight line basis as follows:

Machinery 20% per annum

Office machinery 10% per annum
3. The policy of the organization is to provide full year depreciation the year of acquisition and non in the year of disposal.

Required:

i. Machinery account



[2 marks]

ii. Provision for depreciation for machinery 
[3 marks]

iii. Office furniture account


[2 marks]

iv. Provision for depreciation for office furniture[3 marks]

v. Disposal accounts



[4 marks]
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