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Question 1 
 

The following information was extracted from the books of Sea Manufacturing 
Limited (SML) for the year ended 30 June 2021: 
 

  Debits Credits 
 Shs ‘000’ Shs ‘000’ 
Inventory at 1 July 2020:  
Raw materials 205,000 
Work in progress 125,500 
Finished goods 925,000 

Sales revenue  3,500,000 
Land at cost  100,000  
Factory building at cost 325,000  
Plant and machinery at cost 680,500  
Accumulated depreciation at 1 July 2020:  
Factory building  106,250 
Plant and machinery  340,250 

Patents 425,000  
Purchases of raw materials 925,000  
Factory wages 254,000  
General factory overheads 240,500  
Carriage on raw materials 124,800  
Other selling expenses 225,000  
Other administration expenses 105,500  
Cash and bank 352,800  
Share capital  1,200,000 
Retained earnings at 1 July 2020  1,049,300 
Accounts receivable/ accounts payable 485,000 240,500 
Sale of damaged finished goods  21,500 
Repairs of plant and machinery 38,500 
Salaries 435,000 
Utilities 45,800 
Royalty payments 185,400 
General expenses 254,500 
 6,457,800 6,457,800 
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Additional information: 
 

1 Inventory at 30 June 2021 was valued as follows: 
 Shs ‘000’ 
Raw materials 105,400 
Work in progress 100,000 
Finished goods 800,000 

2 Prepayments and accruals at 30 June 2021 were as follows: 
 Shs ‘000’ 
Prepayments:  
Factory wages 24,500 
Salaries 12,500 

Accruals:  
Utilities 12,800 
General expenses 22,500 

3 Expenses are apportioned as follows: 
 Office Selling Factory 
Salaries ½ ¼ ? 
Utilities 2/5 ? 1/5 
General expenses 3/8 ¼ ? 

4 Of the factory wages, 40% are direct expenses.  
5 Non-current assets are depreciated on cost as follows: 

Factory building 5% per annum 
Plant and machinery 12.5% per annum 

6 Finished goods valued at Shs 18,000,000 were scrapped during the year 
ended 30 June 2021. 

Required: 
  

(a) Describe the elements that make up the prime cost (5 marks) 
(b) Prepare, for the year ended 30 June 2021, SML’s statement of: 

(i) Manufacturing cost (10 marks) 
(ii) Profit or loss (10 marks) 

(Total 25 marks) 
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Business Accounting 1 - Paper 1

Question 2 
 

Camila, Dominic and Easton are in partnership trading as Sparkle Enterprises. 
They share profits and losses in the ratio 2:2:1 respectively.  The following is the 
trial balance of Sparkle Enterprises as at 31 December 2021: 
 

Details  Debits Credits 
 Shs ‘000’ Shs ‘000’ 
Drawings:  

 
 

Camila 40,800  
Dominic 48,000  
Easton 52,000  

Current accounts:  
 

 
Camila 

 
96,000 

Dominic 
 

120,000 
Easton 

 
45,200 

Capital accounts:  
 

 
Camila 

 
1,200,000 

Dominic 
 

1,800,000 
Easton 

 
800,500 

Cash and bank  1,000,000  
Prepaid expenses and outstanding expenses  900,000 420,600 
Accounts receivable and accounts payable  400,000 361,600 
Land 4,000,000  
Buildings 1,880,200  
Fixtures and fittings at cost  1,068,900  
Accumulated depreciation: 

 
 

Buildings  800,000 
Fixtures and fittings 

 
106,890 

Bank loan repayable in 2025  
 

1,500,000 
Net profit for the year 

 
2,119,110 

Allowance for bad debts  - 20,000 
 9,389,900 9,389,900 
 

Additional information: 
  

1 Camila, Dominic and Easton are entitled to a monthly salary Shs 500,000, 
Shs 400,000 and Shs 500,000 respectively starting from 1 December 2021. 

2 On 1 July 2021, Camila, Dominic and Easton contributed additional capital 
Shs 20 million, Shs 30 million and Shs 40 million respectively.  

3 Interest on capital is at 12% per annum and time-apportioned.  
4 Interest on drawings is at 8% per annum. 
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Required: 
  

Prepare for the year ended 31 December 2021, Sparkle Enterprises’: 
(a) Appropriation account (6 marks) 
(b) Current and capital accounts (11 marks) 
(c) Statement of financial position (8 marks) 

(Total 25 marks) 

Question 3 
 

The following are the transactions of Jackson Enterprises for the month of 
February 2020: 
 

Date Description 
2 Jackson started business with cash Shs 5,000,000 and cash at bank Shs 

10,000,000. 
5 Bought a used pick-up truck from his friend Patrick at Shs 20,000,000. 

Jackson paid Shs 2,000,000 cash and the balance, payable in five months. 
6 Purchased goods at Shs 2,000,000 and paid cash. 
7 Purchased goods on credit Shs 1,500,000 from Balikudembe Suppliers. 
8 Sold goods for Shs 500,000 cash. 
10 Paid for utilities Shs 200,000 from his bank account. 
12 Acquired a business loan Shs 6,000,000 from Save Micro-finance which 

was deposited into the business bank account. 
14 He sold land inherited from his father for Shs 15,000,000.  He used the 

money to buy himself a car. 
16 Paid salary Shs 600,000 by cheque. 
 

Required: 
  

(a) For each of the above transactions, show the double-entry with the 
reason for debiting or crediting.  
Hint:  
Dr Account “X” The explanation for 

debiting and crediting. 
Cr Account “Y” 

(14 marks) 
(b) Post the transactions to respective ledgers and balance off the 

accounts.  
(11 marks) 

(Total 25 marks) 
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Question 4 
 

(a) Explain the meaning of a debit and credit opening balance on a bank 
account.  

(3 marks) 
(b) The following are the transactions of Hotel Experience Limited (HEL) carried 

out during the month of April 2021: 
 

Date Description 
1 Cash and bank balances Shs 3,000,000 and Shs 10,000,000 

respectively. 
5 HEL supplied meals and received a cheque from Delight Ltd Shs 

600,000. 
7 Total cash sales for the first week of April totaled to Shs 4,000,000. 
8 Paid for rent Shs 450,000 by cheque to Royal Estates Ltd. 
9 Withdrew cash from the bank Shs 1,500,000 to meet working capital 

needs. 
13 Received a cheque from Tom Ombeya Shs 400,000 in respect of 

meals previously supplied on credit. 
14 Total cash sales for the second week of April totaled to Shs 

3,400,000. 
15 Paid for utilities Shs 100,000 using a banking application. 
15 The cheque received from Tom Ombeya was dishonoured due to 

insufficient funds on his account. 
18 Purchased food stuffs from Nakasero Investments at Shs 3,000,000.  

HEL paid Shs 2,100,000 by cheque. 
20 Acquired a deep freezer at Shs 1,000,000 cash. 
21 Total cash sales for the third week of April totaled to Shs 4,000,000. 
22 Paid for security services Shs 2,000,000 to Goliath Security Co. by 

cheque. 
23 Paid Natural Creations Ltd Shs 1,000,000 by cheque for compound 

designing. 
25 Bought a music system at Shs 1,500,000 cash to entertain guests. 
26 Banked Shs 1,000,000 cash. 
27 Paid for KCCA operating license Shs 400,000 through the bank. 
28 Total cash sales for the last week of April totaled to Shs 4,500,000. 
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The following cheques were received on 30 April 2021 but the accountant 
had not banked them by the month end: 
 Shs  
Peter Mukasa 600,000 
Odoch Samuel 1,200,000 
Amongi Annet 2,100,000 

 

On 30 April 2021, the following cheques were issued for payment but had 
not been banked by the month end: 
 Shs  
Ume Ltd 2,000,000 
Stationers Ltd 1,200,000 
Ecclesiastes Ltd 2,500,000 

 

Required: 
  

Prepare HEL’s two-column cashbook for the month of April 2021. 
(14 marks) 

(c) On 2 May 2021, the accountant of Hotel Experience Limited (HEL) received 
the following bank statement relating to the month of April 2021:   

  Dr Cr Balance 
Date Details Shs ‘000’ Shs ‘000’ Shs ‘000’ 
April     
1  Balance    10,000 
7 Delight Limited  600 10,600 
8 CM Joan Alupo   2,000 12,600 
10 Royal Estates Ltd 450  12,150 
9 Cash withdrawal 1,500  10,650 
15 Utilities  100  10,550 
20 Nakasero Investments  2,100  8,450 
24 Goliath Security Co.  2,000  6,450 
25 Natural Creations Ltd  1,000  5,450 
25 CM James Olaba   120 5,570 
26 Cash deposit   1,000 6,570 
29 KCCA  400  6,170 
29 Standing order (Airtime) 400  5,770 
 Standing order (loan installment) 3,000  2,770 
30 Bank charges  20  2,750 
30 Interest   40 2,790 
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Required: 
 

Using the information in the cashbook prepared in (b) above and the bank 
statement above, prepare, for the month of April 2021, HEL’s: 
(i) Updated cashbook (4 marks) 
(ii) Bank reconciliation statement  (4 marks) 

(Total 25 marks) 

Question 5 
 

(a) Explain, with examples, why a business entity may use different 
depreciation rates for different assets. 

(3 marks) 
(b) Nature Tours Ltd (NTL), a tour company, has provided the following 

information regarding their motor vehicles: 
 

1 Balances as at 1 January 2019: 
 

 Cost  Accumulated depreciation 
 Shs ‘000’ Shs ‘000’ 
Coasters  450,000 180,000 
Hiaces 325,000 162,500 
Land cruisers  840,000 280,000 

 

2 On 4 March 2019, NTL sold off a Coaster which had been acquired at 
Shs 105 million on 2 Feb 2015 for Shs 25 million due to mechanical 
challenges. 

3 On 3 April 2019, NTL imported a Hiace and the following costs were 
incurred: 
 Shs ‘000’ 
Purchase price 35,000 
Import taxes 30,000 
Number plate registration 1,000 
Fixing care seats 3,300 
Third party insurance 150 

4 On 10 April 2020, the company sold off a Land cruiser acquired on 3 
August 2014 at a cost Shs 205 million for Shs 50 million to Auto 
Dealers Ltd (ADL).  ADL paid half of the price in cash and the balance, 
payable in three months.  

5 NTL’s accounting year runs from 1 January to 31 December.  
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6 Depreciation of motor vehicles is provided for on straight-line basis as 
follows: 
Coaster 10% 
Hiace 12.5% 
Land cruiser 8% 

7 It is the policy of NTL to provide for full year’s depreciation in the year 
of acquisition and none in the year of disposal. 

 

Required:  
 

Prepare, for the years ended 31 December: 2019, 2020 and 2021, 
NTL’s ledger account for: 
(i) Motor vehicles (6 marks) 
(ii) Accumulated depreciation  (9 marks) 
(iii) Disposal of motor vehicles (7 marks) 

(Total 25 marks) 
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Question 1 
 

The following trial balance as at 31 December 2022 was provided by GEGE 
Manufacturers Limited (GEGE) as extracted from their books of account. 
 Dr Cr 
 Shs ‘000’ Shs ‘000’ 
Inventory (1 January 2022):   
Raw materials  68,500  
Work in progress 42,000  
Finished goods  36,900  

Purchase of raw materials  341,650  
Discounts received on raw materials   2,150 
Raw materials returned  2,800 
Transport for raw materials  1,250  
Royalties 24,600  
Direct wages  12,600  
Plant and machinery  600,000  
Factory power 3,400  
Utilities  48,400  
Salaries 36,400  
Direct expenses 4,450  
Salesmen commission 7,300  
Sales   1,060,000 
Sales returns 2,250  
Trade receivables 60,080  
Trade payables  46,500 
Cash and bank balances 112,450  
Capital  616,530 
Motor vehicles 120,000  
Equipment 80,000  
Buildings  360,000  
Repairs and maintenance of plant and machinery 13,600  
Accumulated depreciation:   
Plant and machinery  150,000 
Motor vehicles  24,000 
Equipment  14,400 
Buildings  7,200 

Retained earnings  52,250 
 1,975,830 1,975,830 
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Additional information: 
 

1 Closing inventory at 31 December 2022 was valued as shown below:  
Shs ‘000’ 

Raw materials 34,650 
Work in progress 40,000 
Finished goods 56,400 

2 Salaries worth Shs 3,600,000 remained outstanding while Shs 3,400,000 
relating to utilities was prepaid by the yearend.  

3 The expenses are apportioned as follows: 
 Factory  Administration  Selling and distribution  
Salaries  60% 10% ? 
Utilities  70% ? 10% 
Depreciation on:    
Motor vehicles 50% 10% ? 
Equipment ? 40% 20% 
Buildings  ? 15% 25% 

4 GEGE provides for depreciation of its non-current assets as shown below: 
 Rate per annum  Method 
Plant and machinery 25% Reducing balance 
Motor vehicles 20% Reducing balance 
Equipment  18% Reducing balance  
Buildings  2% Straight line 

 

Required:  
 

Prepare, for year ended 31 December 2022, GEGE’s statement of: 
(a) Manufacturing cost (9 marks) 
(b) Profit or loss (8 marks) 
(c) Financial position (8 marks) 

(Total 25 marks) 
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Question 2 
 

(a) The objective of the preface to International Financial Reporting Standards 
is to set out the International Accounting Standards Board (IASB)’s mission 
and objectives, scope of International Financial Reporting Standards 
(IFRSs), due process for developing IFRSs and interpretations, and policies 
on effective dates, format, and language for IFRSs. 
 

Required:  
 

Explain the: 
(i) Objectives of the IASB (4 marks) 
(ii) Components of the Conceptual Framework for Financial Reporting. 

(3 marks) 
(b) Financial statements are prepared by complying with a specific process, and 

the mechanism is based on appropriate business-oriented tools that assist 
companies to become profitable and operate effectively enough.  As a 
result, companies are believed to be unable to avoid these financial 
statements.  However, financial statements have a few clear drawbacks that 
make them disadvantageous to businesses. 
  

Required: 
  

Explain any: 
(i) Six limitations of financial statements (6 marks) 
(ii) Three fundamental accounting assumptions underlying preparation of 

financial statements. 
(3 marks) 

(c) Qualitative characteristics of accounting information are key to the quality of 
accounting information desired by users that include investors, lenders, 
creditors, and others.  These are classified into fundamental and enhancing 
qualitative characteristics. 

 

Required:  
 

Explain the fundamental and enhancing qualitative characteristics of 
accounting information. 

(9 marks) 
(Total 25 marks) 
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Question 3 
 

Mabato Ltd (ML) deals in returnable gas cylinders.  The gas cylinders are the 
property of ML.  When customers take the cylinders with the gas, they pay for 
the gas and make a deposit for the cylinder.  When they return the cylinders, 
there is a partial refund.  
 

These cylinders cost Shs 180,000 each on purchase and they are charged to 
customers at Shs 200,000 each.  When the customers return the cylinders, they 
are credited with Shs 150,000 each.  The value of the inventory (gas cylinders) 
at the yearend is Shs 100,000 each. 
 

The opening inventory for the cylinders at 1 January 2022 was as follows: 
At the company  200 cylinders 
With customers  350 cylinders 
 

The following were the transactions during the year: 
1 On 15 January 2022, 150 gas cylinders were dispatched to customers. 
2 On 20 April 2022, 125 gas cylinders were returned by customers. 
3 The delivery van carrying 50 empty cylinders for refilling was involved in a 

head-on collision on 5 August 2022 and 20 gas cylinders were damaged 
beyond repair.  Management of ML agreed to sell them as scrap at Shs 
20,000 each while the 30 gas cylinders were repaired at Shs 35,000 each. 

4 On 5 September 2022, 500 gas cylinders were purchased from Kituta 
Wholesalers. 

5 On 31 December 2022, the company discovered that 260 gas cylinders had 
been kept by customers permanently while records revealed that 115 gas 
cylinders were still in the possession of customers. 

 

Required:  
 

Prepare, for the year ended 31 December 2022, ML’s: 
(a) Cylinder inventory account (12 marks) 
(b) Cylinder suspense account (8 marks) 
(c) Statement of profit or loss (5 marks) 

(Total 25 marks) 
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Question 4 
 

(a) Explain: 
(i) How an item of property, plant and equipment can be measured after 

initial recognition. 
(3 marks) 

(ii) The factors that should be considered when determining the useful life 
of a non-current asset. 

(3 marks) 
(b) Kiwanuka Transporters Ltd (KTL) operates mini-buses for transport business 

in Kampala and other cities.  KTL’s accounting year ends on 30 June. 
The company has provided the following information regarding their mini-
buses: 
 

1 On 1 July 2020, the company had the following mini-buses in their 
assets register. 
Registration Number 
(Reg. No.) 

Purchase cost 
(Shs ‘000’) 

Date of purchase 

UBA Y77W 60,000 31 December 2019 
UBB T44F 65,000 30 June 2020 

2 At the beginning of July 2020, management decided to expand the 
business to upcountry routes and acquired more mini-buses.  On 1 
January 2021, vehicle Reg. No. UBD X45T was acquired at a cost Shs 
65,000,000 and the company incurred additional Shs 5,000,000 in 
respect of clearance and registration fees. 

3 On 30 September 2021, another vehicle Reg. No. UBD X54S was 
acquired at a total cost Shs 80,000,000.  

4 On 1 December 2021, vehicle Reg. No. UBA Y77W got involved in an 
accident.  It was repaired at a cost Shs 4,700,000 on 2 December 2021 
and disposed of in a part exchange on 31 December 2021 at book 
value.  The company topped up Shs 46,000,000 and acquired a new 
vehicle Reg. No. UBF X33A on the same date. 

5 On 30 June 2022, the company: 
(a) Disposed of vehicle Reg. No. UBB T44F for Shs 21,000,000. 
(b) Imported a 28-seater coaster Reg. No. UBG X70Y.  The purchase 

price was Shs 50,000,000 and KTL incurred Shs 2,000,000 to 
have it driven from Mombasa to Kampala, paid taxes Shs 
60,000,000 and Shs 800,000 was incurred on fuel on the 
vehicle’s first route upcountry.  
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6 The policy of KTL is to provide for depreciation of all motor vehicles at 
25% per annum on reducing balance.  Depreciation expense is time-
apportioned where applicable.  All transactions were done through the 
bank. 
 

Required: 
 

Prepare, for the years ended 30 June 2021 and 30 June 2022, KTL’s 
combined: 
(i) Non-current assets account  (7 marks) 
(ii) Accumulated depreciation account  (6 marks) 
(iii) Disposal account  (3 marks) 
(iv) Bank account (extract)  (3 marks) 
(Note: Show all the necessary workings) 

(Total 25 marks) 

Question 5 
 

(a) Explain why a cashbook balance (bank column) may differ from the balance 
as per the bank statement for a specific period. 

(12 marks)  
(b) Nkejje Company Limited (NCL) has provided below their cashbook (bank 

column) and bank statement for the month of March 2023. 
Two-column cashbook 

  Dr (Shs)    Cr (Shs)  
Balance b/d 240,000,000 Chq no. 4 21,250,000 
Chq no 223 40,000,000 Chq no. 5 80,000,000 
Bank deposit 32,000,000 Chq no. 6 36,000,000 
Chq no 555 26,000,000 Chq no. 7 48,000,000 
Bank deposit 33,000,000 Chq no. 8 24,500,000 
Chq no. 112 61,500,000 Chq no.9 45,500,000 
Chq no. 212 1,890,000 Chq no. 10 22,220,000 
Chq no. 832 4,980,000 Chq no 11 9,800,000 
Chq no. 723 6,660,000 Chq no. 12 10,100,000 
Chq no. 654 1,200,000 Chq no. 13 11,750,000 
Chq no. 512 2,000,000 Chq no. 14 3,800,000 
Chq no. 498 5,000,000 Chq no. 16 6,380,000 
Chq no. 15 9,700,000 Chq no. 912 11,250,000 
  Chq no. 17 5,650,000 
    Balance c/d 127,730,000 
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  463,930,000  463,930,000  
Bank statement 

  Dr (Shs)  Cr (Shs)  Balance (Shs) 
Bal b/d     240,000,000 
Chq no. 4 21,250,000   218,750,000 
Chq no. 5 80,000,000   138,750,000 
Cash deposit   32,000,000 170,750,000 
Chq no. 7 4,800,000   165,950,000 
Chq no. 8 24,500,000   141,450,000 
Chq no. 9   4,550,000 146,000,000 
Cash deposit   33,000,000 179,000,000 
Chq no. 112 61,500,000   117,500,000 
Chq no. 212   18,900,000 136,400,000 
Chq no. 912   11,250,000 147,650,000 
Chq no. 10 22,220,000   125,430,000 
Chq no. 11 8,900,000   116,530,000 
Chq no. 15 7,900,000   108,630,000 
Interest on deposit   2,700,000 111,330,000 
Chq no. 443   50,000,000 161,330,000 
Chq no. 555   62,000,000 223,330,000 
Bank charges 35,000   223,295,000 
Stamp duty 1,050   223,293,950 
Insurance  14,000,000   209,293,950 
Dividends   4,200,000 213,493,950 
Chq no. 17 5,650,000   207,843,950 
Chq no. 832   4,980,000 212,823,950 

 

Additional information: 
 

1 Cheque no. 498, cheque no. 6, cheque no. 223, and cheque no. 16 
were dishonored by the bank. 

2 The bank made errors on cheque no. 7, cheque no. 9, cheque no.112, 
and cheque no. 555. 

3 Any other error, if found, is deemed to have occurred in the cashbook. 
 

Required:  
Prepare, for the month of March 2023, NCL’s: 
(i) Adjusted cashbook (8 marks) 
(ii) Bank reconciliation statement (5 marks) 

(Total 25 marks) 
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(a)  
Prime cost is defined as the accumulation of all costs directly incurred during the 
manufacture of a product.  Prime cost includes all costs directly attributed to the 
production of output, and consists of expenses like direct material, direct labor, 
and other direct expenses. 
 

Direct materials 
Direct materials are those materials and supplies that are consumed during the 
manufacture of a product, and which are directly identified with that product. 

 

Direct labor 
Direct labor is production or services labor that is assigned to a specific product, 
cost center, or work order. 

 
Direct expenses 
Direct expense is an expense incurred that varies directly with changes in the 
volume of a cost object. 

 

(b)  
(i) Sea Manufacturing Limited (SML): Statement of manufacturing cost for 

the year ended 30 June 2021 
 

 Shs ‘000’ Shs ‘000’ Shs ‘000’ 
Opening stock of raw 
materials  205,000  
Purchases  925,000   
Carriage on raw materials 124,800 1,049,800  
Closing stock   (105,400)  
Raw materials used in 
production   1,149,400  
Add: Direct labor    
Factory wages  
(254,000-24,500) x 40%  91,800  
Royalty payments  185,400  
Prime cost   1,426,600 
Add factory overheads     
Factory wages  
(254,000-24,500) x 60%  137,700  
Depreciation of factory 
buildings   16,250  
Depreciation of plant 85,062.5  

  
Solution 1 
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Repairs of plant and machinery 38,500  
Salaries (435,000-12,500) x 1/4 105,625  
Utilities (45,800+12,800) x 1/5 11,720  
General expenses (254,500+22,500) x 3/8  103,875  
General factory overheads 240,500  
  739,232.5 
Add opening WIP   125,500 
Less closing WIP  (100,000) 
Cost of manufactured goods    2,191,332.5 

 

(ii) Sea Manufacturing Limited (SML): Statement of profit or loss for the year 
ended 30 June 2021 
 

  Shs ‘000’ Shs ‘000’ Shs ‘000’ 
Sales   3,500,000√  
Cost of sales     
Opening stock of 
finished goods  925,000   
Cost of manufactured 
goods  2,191,332.50   
Closing stock  (800,000)   
Scrapped finished goods (18,000)   
Cost of sales  2,298,332.5  
Gross profit   1201,667.5  
Profit from sale of scrapped goods  21,500  
Gross income  1,223,167.5 
Less: Operating 
expenses     
Administrative expenses     
Salaries (435,000-12,500) x 1/2 211,250  
Utilities (45,800+12,800) x 2/5 23,440  
General expenses (254,500+22,500) x 
3/8√ 103,875  
Other administration expenses 105,500 444,065  
Selling expenses    
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Salaries (435,000-12,500) x 1/4 105,625  
Utilities (45,800+12,800) x 2/5 23,440  
General expenses (254,500+22500) x 
1/4 69,250  
Other selling expenses 225,000 423,315  
Net profit   355,787.5  

 

 

Solution 2:  
 

(a) Sparkle Trading Enterprises’ appropriation account 
 

 Shs ‘000’ Shs ‘000’ 
Net profit 

 
2,119,110 

Add interest on drawings: 
  

Camila (40,800 x 8%) 3,264 
 

Dominic (48,000 x 8%) 3,840 
 

Easton (52,000 x 8%) 4,160 11,264 
Less interest on capital: 

  

Camila (1,200,000 x 12%) + (12% 
x 20,000 x 6/12) 

 
145,200 

 

Dominic (1,800,000 x 12%) + 
(12% x 30,000 x 6/12) 

 
217,800 

 

Easton (800,500 x 12%) + (12% x 
40,000 x 6/12) 

 
98,460 

 
(461,460) 

Less salary to partners 
  

Camila 500,000 
 

Dominic 400,000 
 

Easton 500,000 (1,400,000) 
Profit to be shared: 

 
268,914 

Camila 
 

107,565.6 
Dominic 

 
107,565.6 

Easton 
 

53,782.8 
 

(b)  
Current accounts 

Details Camila Dominic Easton Details Camila Dominic Easton 

 Shs ‘000’ Shs ‘000’ Shs ‘000’  Shs ‘000’ Shs ‘000’ Shs ‘000’ 

Interest on 
drawings 

3,264 3,840 4,160 Bal b/d 96,000 120,000 45,200  

Drawings 40,800 48,000  52,000  Profit  107,565.6  107,565.6  53,782.8 
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Bal c/d 804,701.6  793,525.6  641,282.8  Salary 500,000  400,000 500,000 

    Interest on 
capital 

145,200 217,800 98,460 
 

848,765.6 845,365.6 697,442.8 
 

848,765.6 845,365.6 697,442.8 

 

Capital account 

Details Camila Dominic Easton Details Camila Dominic Easton 
 Shs ‘000’ Shs ‘000’ Shs ‘000’  Shs ‘000’ Shs ‘000’ Shs ‘000’ 

Bal c/d 1,220,000 1,830,000 840,500 Bal b/d 1,200,000 1,800,000 800,500 
    Additional 

capital 
 

20,000 
 

30,000 
 

40,000 
 1,220,000 1,830,000 840,500  1,220,000 1,830,000 840,500 

 

(c) Sparkle Trading Enterprises: Statement of financial position as at 31 Dec 2021 
 

 Shs ‘000’ Shs ‘000’ Shs ‘000’ 
Non-current assets  Cost Acc. 

Deprn. 
NBV 

Land 4,000,000 - 4,000,000 
Buildings 1,880,200 800,000 1,080,200 
Fixtures and fittings 1,068,900 106,890 962,010    

6,042,210 
Current assets 

   

Cash and bank (1,000,000+ add. 
capital 90,000)  

 
1,090,000 

 

Prepaid expenses 
 

900,000 
 

Accounts receivable 400,000 
  

Allowance for bad debts (20,000)  380,000 2,370,000 
Total assets 

  
8,412,210 

Equity and liabilities  
   

Capital accounts: 
   

Camila 
 

1,220,000 
 

Dominic 
 

1,830,000 
 

Easton 
 

840,500 3,890,500 
Current accounts: 

   

Camila 
 

804,701.6 
 

Dominic 
 

793,525.6 
 

Easton 
 

641,282.8 2,239,510. 
Non-current liabilities 

   

Bank loan 
  

1,500,000 
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Current liabilities 
   

Outstanding expenses 420,600 
 

Payables 
 

361,600 782,200    
8,412,210 

 

 
Solution 3 
 

(a)  
 

Feb.  Shs Shs  
2 Dr. Cash  5,000,000  The cash and bank balance 

(which are assets) increased 
thus debiting. The capital of 
the business increased thus 
crediting.  

D. Bank  10,000,000  
Cr. Capital   15,000,000 

5 Dr. Motor 
vehicle  

20,000,000  Assets in business in terms of 
vehicles are increased which 
explains why the vehicle 
account is debited. Cash of 
the business reduced thus 
credited. The liabilities of the 
business have increased thus 
Patrick is credited. 

Cr. Cash   2,000,000 
Cr. Patrick   18,000,000 

6 Dr. 
Purchases  

2,000,000  Expenses for the business in 
terms of purchases increased 
thus debiting. The cash of the 
business reduced thus 
crediting.  

Cr. Cash   2,000,000 

7 Dr. 
Purchases  

1,500,000  Expenses for the business in 
terms of purchases increased 
thus debiting. The liabilities 
increased thus crediting 
Balikudembe. 

Cr. 
Balikudembe  

 1,500,000 

8 Dr. Cash  500,000  Assets, specifically, cash 
increased thus debiting the 
cash account. The incomes of 
the business increased thus 
crediting sales income.  

Cr. Sales   500,000 

10 Dr. Utilities  200,000  Business expenses increased 
thus debiting the utilities 
account. The asset in terms of 
the bank balance reduces 
thus crediting the bank 
account.  

Cr. Bank  200,000 
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12 Dr. Bank 6,000,000  The bank increased thus 
debiting. The liabilities 
increased thus crediting.  

Cr. Bank 
loan 

 6,000,000 

14 This is not a business transaction thus should not be recorded in the 
business books  

16 Dr. Salary 600,000  Business expenses increased 
thus debiting the salary 
account. The asset in terms of 
the bank balance reduces 
thus crediting the bank 
account. 

Cr. Bank   600,000 

 

(b)  
 

Cash 
Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
2 Capital 5,000 5 Pick-up truck 2,000 
8 Sales 500 5 Purchases 2,000 
  -  Bal. c/d 1,500 
  5,500   5,500 

 
Bank 

Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
2 Capital 10,000 10 Utilities 200 
12 Loan 6,000 16 

 
Salary 600 

  -  Bal. c/d 15,200 
  16,000   16,000 

 
Pick-up truck 

Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
5 Cash 2,000  Bal. c/d 20,000 
5 Patrick 18,000  

 
  

      
  20,000   20,000 
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Payables (Patrick) 
Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
 Bal. c/d 18,000 5 Pick-up truck 18,000 
    

 
  

      
  18,000   18,000 

 
Trade payables  

Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
 Bal. c/d 1,500 7 Purchases 1,500 
    

 
  

      
  1,500   1,500 

 
Sales 

Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
 Bal. c/d 500 8 Cash 500 
    

 
  

      
  500   500 

 
Bank loan 

Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
 Bal. c/d 6,000 12 Bank 6,000 
    

 
  

      
  6,000   6,000 

 
Salary 

Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
16 Bank 600  Bal. c/d 600 
    

 
  

  600   600 
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Capital 
Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
 Bal. c/d 15,000 2 Cash 5,000 
   2 

 
Bank 10,000 

      
  15,000   15,000 

 
Purchases 

Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
6 Cash 2,000  Bal. c/d 3,500 
7 Balikuddembe 1,500  

 
  

      
  3,500   3,500 

 
Utilities 

Dr     Cr 
Date  Shs ‘000’ Date  Shs ‘000’ 
10 Bank 200  Bal. c/d 200 
    

 
  

      
  200   200 

 

Solution 4. 
 

(a)  
A debit opening balance on the bank account means that in the previous trading 
period, the bank receipts were more than the payments.  In this current period, 
the business begins with a positive balance.  

A credit opening balance on the bank account means that in the previous trading 
period, the bank payments were more than the receipts.  In this current period, 
the business begins with a deficit.  
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(b) Two-column cashbook for the month of April 2021 
 

Date Details Cash Bank  Date Details Cash  Bank 
  Shs 

‘000’ 
Shs 

‘000’ 
  Shs 

‘000’ 
Shs 

‘000’ 
1 Bal b/d 3,000 10,000 8 Royal Estates Ltd 

(rent) 

 
450 

5 Delight Ltd 
(sales) 

 
600 9 Cash drawing 

 
1,500 

7 Cash sales 4,000 
 

15 Utilities 
 

100 
9 Bank 1,500 

 
13 Tom Ombeya 

 
400 

13 Tom Ombeya 
 

400 18 Nakasero Investments 
 

2,100 
14 Sales 3,400 

 
20 Deep freezer 1,000 

 

21 Sales 4,000 
 

22 Goliath Security Co. 
 

2,000 
26 Cash 

 
1,000 23 Natural creations 

 
1,000 

28 Sales 4,500 
 

25 Music system 1,500 
 

30 Peter Mukasa 
 

600 26 Bank 1,000 
 

30 Odoch 
Samuel 

 
1,200 27 KCCA license 

 
400 

30 Among Annet 
 

2,100 
 

Ume Ltd 
 

2,000      
Stationers Ltd 

 
1,200      

Ecclesiastes Ltd 
 

2,500      
Bal. c/d 16,900 2,250   

20,400 15,900 
  

20,400 15,900 
 

(c)  
(i) Updated cashbook (Bank column) 

 

 Shs ‘000’  Shs ‘000’ 
Bal b/d  2,250 Standing order (Airtime) 400 
CM Joan Alupo  2,000 Standing order (Loan installment) 3,000 
CM James Olaba  120 Bank charges  20 
Interest  40 Bal. c/d  990 
  4,410  4410 

 

(ii) HEL: Bank reconciliation statement for the month of April 2021 
 

 Shs ‘000’ Shs ‘000’ 
Bal as per updated cashbook   990 
Add un presented cheques:  

 

Ume Ltd  2,000 
 

Stationers Ltd  1,200 
 

Ecclesiastes Ltd 2,500 5,700 
Less uncredited cheques:   
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Peter Mukasa  600 
 

Odoch Samuel 1,200 
 

Amongi Annet 2,100 (3,900) 
Balance as per bank statement 2,790 

 

Solution 5 
 

(a)  
Useful life of assets 
The depreciation rates are usually related to the useful life of the asset.  For 
instance, the bigger the rate, it implies that the asset has lesser years of use.  For 
instance, under straight line, 50 years of useful life, can correspond to 2% while 5 
years of use may correspond to 20%.  So, a business has different rates for 
different assets because the useful lives may differ.  
 

Consumption rate  
The degree at which the assets are consumed or used may differ and hence 
different depreciation rates. 
 

In addition, the level of change in the technological environment and the age of 
the asset when purchased affects its rate of depreciation. 

(b)  
(i) Motor vehicles account 

 

  Shs ‘000’   Shs ‘000’ 
2019 
1 Jan Bal b/d    

2019 
4 Mar Disposal  105,000 

 Coasters  450,000  Bal c/d  1,579,300 
 Hiaces 325,000    
 Land cruisers 840,000    
3 Apr Hiace 69,300    
  1,684,300   1,684,300 

 Bal b/d  1,579,300 
2020 
10 Apr Disposal 205,000 

     Bal c/d  1,374,300 
  1,579,300   1,579,300 
 Bal b/d  1,374,300  Bal c/d  1,374,300 

       
  1,374,300   1,374,300 

 

Cost of the Hiace Shs ‘000’ 
Purchase price  35,000 
Import taxes  30,000 
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Car registration number plate  1,000 
Fixing car seats   3,300 
  69,300 

 

(ii) Accumulated depreciation account 
 

 Shs ‘000’  Shs ‘000’ 
Disposal (coaster) 42,000 Bal b/d 

 

Bal c/d 731,488 Coasters 180,000   
Hiaces 162,500   
Land cruisers 280,000   
Depreciation 150,988  

773,488 
 

773,488 
Disposal 98,400 Bal b/d 731,488 
Bal c/d 767,676 Depreciation 134,588  

866,076 
 

866,076 
Bal c/d 902,264 Bal b/d 767,676   

Depreciation 134,588  
902,264 

 
902,264     

 

Workings 

Depreciation for the year 2019      

 Cost b/d 
Additions and disposal 
during the year Cost c/d Rate 

Depreciation 
per annum 

Coasters  450,000 Disposal  (105,000) 345,000 10% 34,500 
Hiaces 325,000 Addition 69,300 394,300 12.50% 49,288 
L/cruisers 840,000 Nil Nil 840,000 8% 67,200 
   1,579,300  150,988 
Depreciation for the year 2020    Rate   

 Cost b/d 
Additions and disposal 
during the year Cost c/d Rate 

Depreciation 
per annum 

Coasters 345,000 0 - 345,000 10% 34,500 
Hiaces 394,300 0 - 394,300 12.50% 49,287.5 
Land 
cruisers 

840,000 Disposal 205,000 635,000 8% 50,800 
   

1,374,300 
 

134,588 
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(iii) Disposal account  
 

  Shs ‘000’   Shs ‘000’ 
4 March  MV (Coaster) 105,000 4 Mar Acc. depn  42,000 
    4 Mar Cash  25,000 

     
Loss on 
disposal  38,000 

  105,000   105,000 
10th 
April 

MV (Land 
cruiser) 205,000 10 Apr Acc. depn  98,400 

    10 Ap Cash  25,000 
     Auto dealer  25,000 

     
Loss on 
disposal 56,600 

  205,000   205,000 
       

 

Workings 

Computing accumulated depreciation on disposed of assets 

Accumulated depreciation on 
disposed of Coaster 

 Accumulated depreciation on disposed 
of Land cruiser  

2015 
(105,000 x 10%) 
10,500 

 
2014 

(8% x 
205,000) 16,400 

2016 10,500√  2015  16,400  
2017 10,500√  2016  16,400  
2018 10,500√  2017  16,400  

 42,000  2018  16,400  
   2019  16,400  
     98,400 
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(a)  

GEGE Manufacturers Limited: 

Statement of manufacturing cost for the year ended 31 December 2022  

 Shs ‘000’ Shs ‘000’ 
Opening inventory for raw materials  68,500 
Add: Purchase of raw materials 341,650  
Add: Transport of raw materials 1,250  
Less: Discount on raw materials (2,150)  
Less: Raw materials returned (2,800) 337,950 
Raw materials available for production  406,450 
Less: Closing inventory for raw materials   (34,650) 
Raw materials for production  371,800 
Add: Direct costs   
Royalties 24,600  
Direct wages  12,600  
Direct expenses 4,450 41,650 
Prime cost  413,450 
Add: Factory overhead   
Repairs and maintenance of plant and machinery 13,600  
Factory power 3,400  
Salaries [60% x (36,400+3,600)] 24,000  
Utilities [70% x (48,400-3,400)] 31,500  
Depreciation on:    
Plant and machinery 112,500  
Motor vehicles 9,600  
Equipment 4,723  
Buildings  4,320 203,643 

  617,093 
Add: Opening WIP  42,000 
Less: Closing WIP  (40,000) 
Cost of goods fully manufactured  619,093 

Solution 1 
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(b)  

Statement of profit or loss for the year ended 31 December 2022 
 Shs ‘000’ Shs ‘000’ 
Sales   1,060,000 
Less: Sales returns  2,250 
Net sales  1,057,750 
Less: Cost of sales   
Opening inventory for finished goods 36,900  
Add: Cost of goods fully manufactured 619,093  
Less: Closing inventory for finished goods (56,400) 599,593 
Gross profit  458,157 
Less: Administrative expenses   
Salaries [10% x (36,400+3,600)] 4,000  
Utilities [20% x (48,400-3,400)] 9,000  
Depreciation on:    
Motor vehicle 1,920  
Equipment 4,723  
Building  1,080 20,723.2 

Less: Selling and distribution costs   
Salesmen commission 7,300  
Salaries [30 x (36,400+3,600)] 12,000  
Utilities [10% x (48,400-3,400)] 4,500  
Depreciation on:    
Motor vehicle 7,680  
Equipment 2,362  
Building  1,800 35,641.6  

Net profit for the year.  401,792  
 

(c)   

Statement of financial position as at 31 December 2022 
 Shs ‘000’ Shs ‘000’ Shs ‘000’ 
Non-current assets Cost  Acc. Depreciation. NBV 
Plant and machinery  600,000 262,500 337,500 
Motor vehicles 120,000 43,200 76,800 
Equipment 80,000 26,208 53,792 
Buildings  360,000 14,400 345,600 

   813,692 
Current assets    
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Closing inventory:    
Raw materials   34,650  
Work in progress  40,000  
Finished goods   56,400  

Prepaid utilities   3,400  
Trade receivables  60,080  
Cash and bank balances  112,450 306,980 
Total assets   1,120,672  
Equity and liabilities    
Equity     
Capital   616,530 
Retained earnings  52,250  
Net profit  401,792 454,042  
Liabilities     
Current liabilities    
Trade payables  46,500  
Outstanding salaries  3,600 50,100 
Total equity and liabilities    1,120,672 

 

Solution 2 

(a)  

(i) The objectives of the IASB are: 

 To develop, in the public interest, a single set of high quality, 
understandable, enforceable and globally accepted financial reporting 
standards based on clearly articulated principles.  These standards 
should require high quality, transparent and comparable information in 
financial statements and other financial reporting to help investors, 
other participants in the world’s capital markets and other users of 
financial information make economic decisions;  

 To promote the use and rigorous application of those standards;  
 In fulfilling the objectives associated with (a) and (b), to take account 

of, as appropriate, the needs of a range of sizes and types of entities 
in diverse economic settings; and  

 To promote and facilitate adoption of IFRSs, being the standards and 
interpretations issued by the IASB, through the convergence of 
national accounting standards and IFRSs. 
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(ii) Components of conceptual framework for financial reporting: 

 the general purpose of financial reporting; 

 the qualitative characteristics of accounting information; 

 objectives of financial reporting; 

 recognition and measurement in financial statements, and 

  basic elements of financial statements. 

(b)  

(i) Limitations of financial statements. 

 Historical costs 

Financial reports are based on historical costs.  When we check a 
financial statement, it is not reported according to the current position 
of the company.  Therefore, when we judge the performance or other 
factors of a company, there is always a historical cost involved in the 
process, which is misleading because we want the reports to be in 
their current position.  Therefore, financial statements do not provide 
the current value of assets and liabilities which is a big limitation of 
them. 

 Inflation not adjusted 
In financial statements, the assets and liabilities recorded are not 
inflation adjusted.  Inflation is the price rise that occurs for a bucket of 
selected goods at a certain point in time.  Missing high inflation value 
means items are recorded at lower costs.  Such records can be 
misleading for the readers because they will take the price of items at 
a lower rate than actual when inflation is not adjusted in the financial 
statements. 

 Personal bias 
There is always a personal bias attached to the formation of financial 
statements.  The assets and liabilities are usually determined by 
individuals or a group who have their own judgments which are 
applied to the formation of financial statements. Therefore, the 
amortization of assets, depreciation methods, etc., are prone to the 
personal judgment of the person using those assets. In order to 
prepare the assets, therefore, the people who prepare the assets 
depend on personal judgments. As personal judgment often leads to 
judgmental errors, financial statements are usually erroneous in 
nature. 

 Reporting for a specific period 
Financial reports are usually prepared for a specific period of time and 
they become unusable in other periods.  For example, financial 
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statements made for the current year may not be usable after five 
years.  As changes keep occurring in various specific time periods, 
users of financial statements should be aware of the changing nature 
of business over the years.  In fact, financial statements may become 
useless after a certain period of time.  Therefore, analysts who study a 
company’s performance must take as many references as possible to 
make a judgment about the company’s future. 

 Comparability 
Investors and analysts often compare two companies in the same 
industry or sector using their financial statements.  However, as the 
accounting practices used, valuation of the company, personal 
judgment, etc. are different for different companies, they are often not 
comparable to one another.  Therefore, the use of financial reports 
and statement for comparing the performance of two companies is 
often an ardent task for analysts. 

 Fraudulent practices 
Financial statements are prone to fraudulent practices and hence must 
be carefully observed before taking a call on any of them.  There may 
be many motives for the financial managers to skew the company's 
reports to show the company is healthy when its actual condition is not 
so.  There have been many reports of mishandling the financial 
processes and inflating or deflating the financial statements. The 
financial reports are just pieces of accounting practices and so they 
can easily be manipulated. Although it is impossible to manipulate 
books forever, there are chances of fraud in accounting.  Therefore, 
one must be vigilant for fraudulent cases in the case of financial 
statements. 

 Ignorance of non-financial issues 
It is a major concern for the stakeholders that financial reports do not 
discuss non-financial issues like environmental, social, and governance 
concerns or the quality of management.  They do not also consider the 
steps taken by the company to improve the conditions too.  These 
issues are being discussed increasingly in the current period of time, 
and there is an increased awareness among the stakeholders. 
However, the financial statements do not provide any information or 
discussion over the same. 

 Non-verifiability 
Although auditors can audit financial reports, they are usually of no 
use to the readers because they cannot verify them.  The financial 
statements, once prepared, act as the final call on the financial statute 
of the company.  Non-verifiability is a major concern because it often 
offers accountants the power to manipulate the books.  However, one 
can use the nature of non-verifiability as an act of responsibility to 
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prepare the financial statements responsibly which can increase the 
faith of stakeholders in that particular company. 

 Cannot predict the future 
Although many analysts and many investors use various tools to 
analyse the financial statement to predict the future, it is impossible to 
do so.  There has been no financial policy that can predict the future 
with full compatibility and competence.  The non-predictability of the 
future is the rule of nature and financial statements cannot supersede 
it. 

 

(ii) Fundamental accounting assumptions underlying preparation of financial 
statements 

 Going concern 
This assumption is based on the principle that while making the 
financial statements of an entity, the preparer will assume that the 
company has no plans of winding up in the near future.  So, the 
assumption is that the company will continue to exist indefinitely (far 
into the future), i.e. it will keep on existing for the foreseeable future. 

 Consistency 
This assumption states that unless and until changes are permitted in 
the accounting policies, procedures, standards, etc., policies that have 
been followed in accounting remain the same.  This allows for 
uniformity in the financial statements of a company over the years.  It 
also becomes easier to compare financial statements from previous 
years, something that is important to potential investors and other 
external stakeholders. 

 

However, this does not mean that an entity cannot change accounting 
policies to stay relevant with time.  This assumption does not completely 
prohibit change.  Sometimes, it is necessary to make changes under the 
following conditions: 
 If it is a statutory requirement and the entity will have to change its 

accounting policy to abide by the law. 
 Other times a change in policy will allow them to represent their 

accounts more fairly and appropriately. 
 Changes made in books of account can follow the Accounting 

Standards issued. 
 

So, when an entity changes its policies or methods for the above 
reasons, the users of the financial statements must be informed. 
Whether there is a material effect in the current year or upcoming years, 
a disclosure must be made.  This disclosure is usually made in the notes 
at the end of the balance sheet. 
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 Accrual 
Under this assumption, accounting transactions are recorded in the 
books of account when they occur and not when money is transferred. 
So, as opposed to the cash system, in the accrual concept, the revenue 
or expenditure is recognized in the year they are realized or incurred. 

 
 

(c) Qualitative characteristics of accounting information   

Fundamental qualitative characteristics 
 

Relevance 
 

Relevant financial information is capable of making a difference in the decisions 
made by users.  Information may be capable of making a difference in a decision 
even if some users choose not to take advantage of it or are already aware of it 
from other sources. 
Financial information is capable of making a difference in decisions if it has 
predictive value, confirmatory value, or both.  
 

Financial information has predictive value if it can be used as an input to 
processes employed by users to predict future outcomes.  Financial information 
need not be a prediction or forecast to have predictive value.  Financial 
information with predictive value is employed by users in making their own 
predictions. 
 

Financial information has confirmatory value if it provides feedback about 
(confirms or changes) previous evaluations.  
 

The predictive value and confirmatory value of financial information are 
interrelated.  Information that has predictive value often also has confirmatory 
value. 
 

Faithful representation 
 

Financial reports represent economic phenomena in words and numbers.  To be 
useful, financial information must not only represent relevant phenomena, but it 
must also faithfully represent the substance of the phenomena that it purports to 
represent.  In many circumstances, the substance of an economic phenomenon 
and its legal form are the same.  If they are not the same, providing information 
only about the legal form would not faithfully represent the economic 
phenomenon. 
 

To be a perfectly faithful representation, a depiction would have three 
characteristics—it would be complete, neutral and free from error.  Of course, 
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perfection is seldom, if ever, achievable.  The Board’s objective is to maximize 
those qualities to the extent possible.  
 

Enhancing qualitative characteristics 
 

Verifiability 
 

Verifiability helps assure users that information faithfully represents the economic 
phenomena it purports to represent.  Verifiability means that different 
knowledgeable and independent observers could reach consensus, although not 
necessarily complete agreement, that a particular depiction is a faithful 
representation.  Quantified information need not be a single point estimate to be 
verifiable.  A range of possible amounts and the related probabilities can also be 
verified. 
 

Timeliness 
 

Timeliness means having information available to decision-makers in time to be 
capable of influencing their decisions.  Generally, the older the information is, the 
less useful it is.  However, some information may continue to be timely long after 
the end of a reporting period because, for example, some users may need to 
identify and assess trends. 
 

Understandability 
 

Understandability is the degree to which information is easily understood. 
Classifying, characterizing and presenting information clearly and concisely 
makes it understandable.  Information that is understandable to the average 
user of financial statements is highly desirable.  
 

Financial reports are prepared for users who have a reasonable knowledge of 
business and economic activities and who review and analyze the information 
diligently.  At times, even well-informed and diligent users may need to seek the 
aid of an adviser to understand information about complex economic 
phenomena. 
 

Comparability 
 

Comparability is the degree to which accounting standards and policies are 
consistently applied from one period to another.  Financial statements that are 
comparable, with consistent accounting standards and policies applied 
throughout each accounting period, enable users to draw insightful conclusions 
about the trends and performance of the company over time.  In addition, 
comparability also refers to the ability to easily compare a company’s financial 
statements with those of other companies. 
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Solution 3 
 

(a)  

Mabato Ltd 
Gas cylinder inventory account for the year ended 31 December 2022 

Date Details  Qty Rate Amount Date Details  Qty Rate Amount 
1-

Jan Bal b/d   Shs  Shs  
5-

Aug Cash a/c   Shs  Shs  

  
At the 
premises 200 100,000 20,000,000   

Sold 
cylinders 20 20,000 400,000 

  

With 
custome
rs  350 100,000 35,000,000 

31-
Dec 

Cylinder 
Suspense 
a/c     - 

5-
Sep Cash a/c      -   

Hiring 
profit     7,500,000 

  

Purchas
ed 
cylinders 500 180,000 90,000,000   

Cylinders 
kept 
permanentl
y 260 150,000 39,000,000  

  

Repairs 
of 
cylinders 30  35,000  1,050,000 

31-
Dec 

Profit or 
loss a/c       

        -   
Loss on 
usage     22,150,000 

        -   Bal c/d      - 

            
At the 
premises 655 100,000 65,500,000 

        -   
With 
customers  115 100,000 11,500,000 

    1,050    146,050,000      1,050    146,050,000  
 

(b) Cylinder suspense account 

 
Date Details  Qty Rate Amount Date Details  Qty Rate Amount 
20-
Apr Customers' a/c   Shs  Shs  

1-
Jan Bal b/d   Shs  Shs  

  

Cylinders 
returned by 
customers 125 150,000 18,750,000   

With 
customers  350 150,000 52,500,000 

31-
Dec 

Cylinder 
inventory a/c     - 

15-
Jan 

Customers 
a/c     - 

  Hiring profit     7,500,000   Cylinders 150 200,000 30,000,000 
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dispatched 

  

Cylinders kept 
permanently by 
customers 260 150,000 39,000,000         - 

  Bal c/d     -         - 
  With customers  115 150,000 17,250,000         - 
    500   82,500,000     500   82,500,000 

 

(c) Statement of profit or loss for the year ended 31 December 2022 

 
 Shs  Shs  
Profit on the cylinders sent to customers (immediate 
profit) -150 x (200,000-150,000)  7,500,000 
Add: Profit on cylinders kept permanently (260 x 
(150,000-100,000)  13,000,000 

  20,500,000 
Less:    
Repairs on cylinders 1,050,000  
Depreciation on cylinders purchased (500 x (180,000-
100,000) 40,000,000  
Loss on damaged cylinders (20 x 100,000) - (20 x 20,000)  1,600,000  (42,650,000) 

Loss on usage of cylinders  (22,150,000) 
 

Solution 4 

(a)  

(i) How an item of PPE is measured subsequent to initial recognition  

Subsequent to initial recognition, property, plant and equipment (PPE) is 
measured either using the cost model or the revaluation model.  

Under the cost model, the carrying amount of PPE is measured at its cost less 
any accumulated depreciation and any accumulated impairment losses.  

Under the revaluation model, the carrying amount of PPE whose fair value 
can be measured reliably should be measured using the revaluation model. 
Under this model, the carrying value is taken at the fair value of PPE at the 
date of revaluation less any subsequent accumulated depreciation and 
impairment loss.  

240



(ii) Factors that should be considered when establishing the item’s useful life: 

 Expected usage/ frequency of use of the item; 
 Age of the asset when purchased; 
 Expected physical wear and tear; 
 Technical or commercial obsolescence of the item, and 
 Legal or other limits on the use of the asset. 

(b)  

(i) Combined non-current asset account  

Non-current asset account  
Date Details  Shs ‘000’ Date Details Shs ‘000’ 
1-Jul-20 Balance b/f  125,000       

1-Jan-21 UBD X45T  70,000 30-Jun-21 Balance c/f 195,000 
    195,000     195,000 
            
1-Jul-21 Balance b/f  195,000    
      
30-Sep-21 UBD X54S  80,000       

31-Dec-21 

UBF X33A 
(book value-
UBA Y77W)  34,453 31-Dec-21 

Disposal 
account-
UBA Y77W 60,000 

  

UBF X33A 
(Bank top 
up)  46,000 30-Jun-22 

Disposal 
account-
UBB T44F 65,000 

30-Jun-22 
Bank-
coaster  112,000 30-Jun-22 balance c/f 342,453 

    467,453     467,453  
      
1-Jul-22  Balance B/f  342,453        

 
 
 

Workings 
Cost of UBD X45T  

Purchase price 65,000   
Add: Clearance and 
Registration fees 

5,000   

  70,000   
      
Cost of the 28-seater coaster 
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Purchase price 50,000   
Transport 2,000   
taxes 60,000   
  112,000   

 

(ii) Combined accumulated depreciation account  
 

Date Details Shs ‘000’ Date Details Shs ‘000’ 
      1-Jul-20 Balance b/f 7,500  
      30-Jun-21 Depreciation-

UBA Y77W 
13,125  

30-Jun-21 Balance c/f 36,875    Depreciation-
UBB T44F 

16,250  

    36,875      36,875  
            
31-Dec-21 Disposal-UBA 

Y77W 
25,547 1-Jul-21  Balance B/f  36,875  

      31-Dec-21 Depreciation-
UBA Y77W 

4,922  

      30-Jun-22 Depreciation-
UBB T44F 

12,188  

30-Jun-22 Disposal of 
UBB T44F 

28,438   Depreciation-
UBD X54S 

15,000  

30-Jun-22 balance c/f 25,057    Depreciation-
UBF X33A 

10,057  

    79,041      79,041  
 

Workings 
Accumulated depreciation b/f as at 1 July 2020 
  
UBA Y77W     
Cost 60,000   
Depreciation (31 
December, 2019-30 
June, 2020) 

 (60,000 x 25%) 
x 0.5  

7,500  
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(iii) Combined disposal account  

Date Details Shs ‘000’ Date Details  Shs ‘000’  
31-Dec-21 UBA Y77W 60,000 31-Dec-

21 
Acc. Depreciation 25,547 

        Part exchange/ book 
value 

34,453 

    60,000      60,000  

            
30-Jun-22 UBB T44F 65,000   Acc. Depreciation 28,438 

        Bank 21,000 

        Loss on disposal 15,563  
    65,000      65,000  

 

(iv) Bank Account (extract)  

    Bank 
extract 

      

Date Details Shs ‘000’ Date Details Shs ‘000’ 

      Year ended 30 June 
2021 

    

      1-Jan-21 UBD X45T  70,000  

      Year ended 30 June 
2022 

    

30-Jun-
22 

Proceeds-UBB 
T44F 

21,000  30-Sep-21 UBD X54S  80,000 

      2-Dec-21 Repairs of UBA 
Y77W 

4,700 

      31-Dec-21 UBF X33A (Bank top 
up)  

46,000  

      30-Jun-22 Bank-coaster UBG 
X70Y 

112,000  

        Fuel  800  
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Solution 5 

(a) Reasons for the difference between the cashbook and the bank statement: 

 Direct credits – these are amounts that have been directly credited to the bank 
account without the knowledge of the cashbook preparer. 

 Direct debits – amounts that are directly debited in the bank statement without 
the knowledge of the cashbook preparer. 

 Un-presented cheques – cheques that have been issued out but not yet 
presented to the bank for payment. 

 Un-credited cheques – these are cheques that have been received but not yet 
credited in the bank statement. 

 Dishonored cheques – these are cheques that have been either received or paid 
but rejected by the bank. 

 Clerical errors – these are errors that have been made by either in the cashbook 
or in the bank statement. 

(b)  

(i)  

Adjusted cashbook 
 Shs  Shs 
Bal b/d 127,730,000 DH:  
DH:  Chq no. 223 40,000,000 
Chq no. 6 36,000,000 Chq no. 498 5,000,000 
Chq no. 16 6,380,000 Bank charges 35,000 
Interest on deposit 2,700,000 Stamp duty 1,050 
Dividends 4,200,000 Insurance  14,000,000 
Chq no. 443 50,000,000 CBE- Chq no. 15 17,600,000 
CBE - Chq no. 11 900,000    
CBE - Chq no. 212 17,010,000    
CBE - Chq no. 912 22,500,000 Bal c/d 190,783,950 

 267,420,000  267,420,000 
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(ii)  

Bank reconciliation statement  
Bal as per adjusted cashbook 190,783,950  
Add: Un-presented cheques  
Chq no. 12 10,100,000   
Chq no. 13 11,750,000  
Chq no. 14 3,800,000  
BE-Chq no.7 43,200,000  
BE-Chq no.9 50,050,000  
BE - Chq No. 555 36,000,000 154,900,000  

  345,683,950  
Less: Un-credited cheques  
Chq no. 723 6,660,000  
Chq no. 654 1,200,000  
Chq no. 512 2,000,000  
BE-Chq no. 112 123,000,000 132,860,000 
Bal as per the bank statement 212,823,950  

 

Note that CBE presents cashbook error whereas BE represents bank error. 
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Solution 1 
 

(a) Sembe: Statement of profit or loss for the year ended 31 December 2023 
 

 Shs ‘000’ Shs ‘000’ Shs ‘000’ 
Sales    1,234,500 

Less: Returns   (2,250) 
Net sales   1,232,250 
Less: Cost of sales    
Opening inventory   89,500  
Add: Purchases 345,000   
Add: Carriage inwards 2,000   
Less: Return outwards (3,600) 343,400   
Goods available for sale  432,900  
Less: Closing inventory  156,500 276,400 
Gross profit   955,850 
Add: Other incomes    
Discount received  5,500  
Interest on treasury bill  8,500  
Commission received  2,750  
Reduction in provision (2,400-
2,200)  200 16,950 
Gross income   972,800 
Less: Operating expenses    
Depreciation:    
Motor vehicles   45,000  
Equipment  17,712  
Furniture  3,000  
Amortization of goodwill  5,000  
Interest on bank loan  45,000   
Discount allowed  4,800  
Commission paid  1,200  
Salaries (48,500+600)  49,100  
Utilities   54,000  
Rent (36,000/18 x 12)  24,000  
Carriage outwards  1,800 250,612 
Net profit for the year   722,188 
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(b) Sembe: Statement of financial position as at 31 December 2023 
 

Assets  Shs ‘000’ Shs ‘000’ Shs ‘000’ 

Non-current assets Cost 
Accumulated 
depreciation NBV 

Land 800,000  800,000 
Motor vehicles 240,000 105,000 135,000 
Equipment 120,000 39,312 80,688 

Furniture 60,000 6,000 54,000 

 1,220,000 150,312 1,069,688 
Intangible assets    
8.5% Treasury bills    100,000 
Goodwill 40,000 5,000 35,000 
Current assets    
Closing inventory  156,500  
Accrued interest on treasury bills  8,500  
Prepaid rent  12,000  
Trade receivables 76,500   
Less: Provision for doubtful debts  2,200 74,300  
Cash and bank balances  794,000 1,045,300 

Total assets   2,249,988 
Equity and liabilities     
Equity    
Ordinary share capital of 1,000,000 
shares of Shs 800 each (640,000+160,000) 800,000  
Share premium (160,000+60,000) 220,000  
Retained earnings  112,000   
Add net profit for the year 722,188 840,188  
General reserves  61,550  
Drawings  (5,600) 1,916,138 
Liabilities     
Non-current liabilities     
18% Bank loan   250,000 
Current liabilities     
Trade payables  44,250  
Accrued interest on bank loan  45,000  
Outstanding salaries  600 89,850 

Total equity and liabilities    2,249,988 
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Solution 2 
 

(a) Sirimal’s two-column cashbook for the month of June 2023 

 
  Shs ‘000’ Shs ‘000’   Shs ‘000’ Shs ‘000’ 
Date Details Cash Bank Date Details Cash Bank 

2 Capital 30,000 60,000 5 Purchases 5,000   
15 Loan   80,000 10 Wages 15,000   
16 Debtor- Lala   5,000 13 Creditor-Prasad 2,000 5,000 
18 Sales 4,500   15 D/Van   50,000 
22 Cash   3,000 20 Purchases 1,800 6,500 

        22 Bank 3,000   
        25 Rent   2,500 
        25 Salaries 2,400   
          Bal c/d 5,300 84,000 
    34,500 148,000   34,500 148,000 
  Balance b/d 5,300 84,000         

 
Capital a/c 

Date  Shs ‘000’ Date  Shs,000 

   2 Cash 30,000 

   2 Bank 60,000 

 Bal. c/d 136,000 2 Furniture 6,000 

   2 M/Vehicle 40,000 

  136,000   136,000 
 

Furniture a/c 
Date  Shs ‘000’ Date  Shs ‘000’ 
2 Capital 6,000  Bal. c/d 6,000 

      

      
 

Motor vehicle a/c 
Date  Shs ‘000’ Date  Shs ‘000’ 
2 Capital 40,000  Bal. c/d 100,000 
15 Bank 50,000    
15 Creditors 10,000    

  100,000   100,000 
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Purchases a/c 
Date  Shs ‘000’ Date  Shs ‘000’ 
5 Cash 5,000  Bal. c/d 30,000 
7 Creditors 15,000    
20 Cash 1,800    
20 Bank 6,500    
20 Creditors 1,700    
  30,000   30,000 

 

Creditors a/c 
Date  Shs ‘000’ Date  Shs ‘000’ 
13 Cash 2,000 7 Purchases 15,000 
13 Bank 5,000 15 Purchases 1,700 

 Bal. c/d 9,700 20   
  16,700   16,700 

 

Sales a/c 
Date  Shs ‘000’ Date  Shs ‘000’ 
 Bal. c/d 12,500 12 Debtors 8,000 
   15 Cash 4,500 
  12,500   12,500 

 

Rent a/c 
Date  Shs ‘000’ Date  Shs ‘000’ 
25 Bank 2,500  Bal. c/d 2,500 
      
  2,500   2,500 

 
Salaries and wages a/c 

Date  Shs ‘000’ Date  Shs ‘000’ 
10 Cash 15,000  Bal. c/d 17,400 
25 Cash 2,400    
  17,400   17,400 

 
Debtors’ a/c 

Date  Shs ‘000’ Date  Shs ‘000’ 
12 Sales 8,000 16 Bank 5,000 
    Bal. c/d 3,000 
  8,000   8,000 
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Bank loan a/c 

Date  Shs ‘000’ Date  Shs ‘000’ 
 Bal. c/d 80,000 15 Bank 80,000 
      
  80,000   80,000 

 
     Motor vehicle supplier a/c 

Date  Shs ‘000’ Date  Shs ‘000’ 
 Bal. c/d 10,000 6 M/V 10,000 
      
  10,000   10,000 

 
 

(b) Sirimal’s trial balance as at 30 June 2023 
 

 Debits Credits 
 Account title Shs ‘000’ Shs ‘000’ 
Cash  5,300   
Bank  84,000   
Capital    136,000 
Furniture  6,000   
Loan    80,000 
Motor vehicle  100,000   
Purchases  30,000   
Creditors    9,700 
M/V supplier   10,000 
Sales    12,500 
Rent  2,500   
Debtors  3,000   

Salaries and wages  17,400   
  248,200 248,200 

 
 

Solution 3 
 

(a)  
(i) Reasons why the cashbook (Bank column) and the bank statement differ. 

 

The balance on the bank statement may not at times agree with the 
balance in the cashbook.  This can be attributed to a number of reasons 
that include the following: 
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 Cheques issued but not yet presented for payment. 
 Cheques deposited into bank but not yet credited. 
 Bank charges and interest on loan and overdraft. 
 Interest and dividends collected by the bank. 
 Dishonor of cheques and bills. 
 Amount paid by parties directly into the bank. 
 Payment made directly by the bank to others. 
 Bills collected by the bank on behalf of its customer. 
 Errors committed in recording the transactions by the business in the cash 

book or bank statement. 
 

(ii) Errors that cannot be revealed by a trial balance 
 

 Errors of omission 
An error of omission refers to a mistake where the accountant 
skipped the entry in its entirety. It means that both the debit and 
credit aspects of the transaction are skipped, and it does not impact 
the arithmetical accuracy of the trial balance.  

 Errors of commission 
The error of commission refers to a situation where the accountant 
enters the accounting transaction in the wrong account belonging to 
the same class of accounts.  
 

For example, you made a sale to Mr. X but entered the same in the 
account of Mr. Y. While both accounts belong to the same asset 
class, the entry is technically incorrect but does not impact the 
arithmetical accuracy, hence the trial balance, too. 

 Errors of principle 
The errors of principle are similar to errors of the commission but 
include general ledger accounts and not personal accounts. For 
example, you enter the purchase of capital machinery in the land and 
building account. 

 Compensating errors 
Compensating errors refer to a situation where two errors 
compensate for each other’s arithmetic impact.  
 

For example, you sold items worth Shs 50,000 and Shs 150,000 to 
Mr. X and Mr. Y, respectively, but ended up entering the sales value 
as Shs 100,000 against each of their accounts. Since the overall sales 
value remains the same, the trial balance will remain unaffected. 

 Complete reversal errors 
Complete reversal errors refer to a situation where an account that 
has to be debited is credited and vice versa. For example, a payment 
made to the creditor is credited to the creditor’s account instead of 

251



being debited. Simultaneously, the amount is also debited to the 
bank account instead of being credited. 

 Duplication errors 
Duplication errors refer to a situation where a transaction is recorded 
twice in the ledger. In such cases, since the double-entry was made 
twice, the trial balance cannot figure out any discrepancy caused by 
them. 

 
(b)  

(i) Shinny Enterprises: Adjusted cashbook 

 
 Shs  Shs 
Bal b/d 12,560,000 Undercast 2,000,000 
Unrecorded cash 8,000,000 Cash discount 520,000 
Cash error 33,750,000 Cash error-Aisha 4,550,000 
Cash error 2,700,000 Bank charges 35,000 
Dishonoured chq- Fred 4,200,000 Standing order 4,950,000 
Direct credits:  Cash error 2,400,000 
Dividends 10,500,000 Dishonoured cheque 2,600,000 
Mary 1,200,000 Cash error-Martin 12,100,000 
Joan 9,200,000 Stamp duty 3,500 
Sam 3,250,000 Balance c/d 56,201,500 

 85,360,000  85,360,000 
 

 

(ii)  
Bank reconciliation statement  

Balance as per adjusted cash book  56,201,500 
Add un-presented cheques:    
Muturi 2,500,000  
Paul 3,600,000  
Cyrus 4,200,000  
Ronnie 2,100,000  
Bank error 9,000,000 21,400,000 

  77,601,500 
Less uncredited cheques   
Peter  9,550,000  
Maureen  4,800,000  
Dismas 2,100,000  
Bank error 12,320,000   
Loren 13,450,000 (42,220,000) 
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Balance as per bank statement  35,381,500 
 
 

Solution 4 
 

(a)  
Factors to consider when determining the method of depreciation under IAS 16—
Property, Plant and Equipment 

  

 Tax considerations 
The amount of depreciation is tax-free for the business.  Thus, in 
jurisdictions where the tax rates are very high, businesses might choose 
accelerated depreciation methods to reduce the tax burden. 

 Nature of the asset 
The asset may lose value due to its usage or the passage of time.  If the 
asset loses its value due to usage, the units of production method will be 
used for calculating depreciation.  Otherwise, other methods like straight-line 
depreciation, the double declining balance method, etc., can be used 

 Legal provisions- the tax laws may prescribe the depreciation methods and 
the accountant may not want to adopt to avoid reconciliations.  

 Technological factors. Assets that affected greatly by changes in technology 
will use reducing balance methods that provide for higher depreciation 
amounts in the earlier years of the asset.  

 The rate of consumption of the asset.  
 

(b) Wellness Center (WC)’s combined ledger accounts for: 
 

(i)  
Non-current assets account 

 

31/12/2020 Bal b/d: Shs ‘000’    Shs ‘000’ 

 Anesthesia machines 240,000     
 X-ray machines 360,000 31/12/2020 Bal c/d 660,000 

 Hospital stretchers 60,000     
  660,000    660,000 

1/1/2021 Bal b/d: 660,000     
1-Jan-21 Defibrillators 48,000 31/12/2021 Bal c/d 708,000 

  708,000    708,000 
1/1/2022 Bal b/d: 708,000 15/11/2022 Disposal 120,000 

5/12/2022 New anesthesia machine       
 Exchange 45,500 31/12/2022 Bal c/d 768,000 

 Bank 134,500     
  888,000   888,000 

1/1/2023 Bal b/d: 768,000 1/3/2023 Disposal 20,000 
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     Bal c/d 748,000 

  768,000   768,000 
 

(ii)  
Accumulated depreciation account 

 

 
   Shs ‘000’  Shs ‘000’ 

   31/12/2020 Bal b/d:  
     Anesthesia machines 60,000 
31/12/2020 Bal c/d 139,200   X-ray machines 72,000 

     Hospital stretchers 7,200 

  139,200   139,200 

   1/1/2021 Bal b/d 139,200 

     Depreciation:   
     Anesthesia machines 45,000 
31/12/2021 Bal c/d 251,400   X-ray machines 57,600 

     Hospital stretchers 7,200 

     Defibrillators 2,400 

  251,400   251,400 

   1/1/2022 Bal b/d: 251,400 
15/11/2022 Disposal 52,500   Depreciation:   
     Anesthesia machines:  
     Old machine left 16,875 
31/12/2022 Bal c/d 316,455   New machine 45,000 

     X-ray machines 46,080 

     Hospital stretchers 7,200 

     Defibrillators 2,400 

  368,955   368,955 

   1/1/2023 Bal b/d: 316,455 
1/3/2023 Disposal 7,200   Anesthesia machines:  

     Old machine left 12,656.25 

     New 33,750 

 Bal c/d 399,725   X-ray machines 36,864 

     Hospital stretchers 4,800 

     Defibrillators 2,400 

  155,525   406,925 
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(iii)  
Disposal of assets account 

  Shs ‘000’  Shs ‘000’ 
15/11/2022 Anesthesia machine 120,000 Acc. Depreciation 52,500 

   Exchange 45,500 

   Loss on disposal 22,000 

  120,000  120,000 
1/3/2023 Hospital stretchers 20,000 Acc. Depreciation 7,200 

 Gain on disposal 200 Bank  13,000 

  20,200  20,200 
 
Workings: 
 
Depreciation in year 1  
 

Anesthesia machines 25% x 240,000 60,000 
X-ray machines 20% x 360,000 72,000 
Hospital stretchers 12% x 60,000 7,200 

 
Depreciation in year 2  
 
Anesthesia 
machines 

25% x (240,000- 60,000) 45,000 

X-ray machines 20% x (360,000- 72,000) 57,600 
Hospital stretchers 12% x 60,000 7,200 
Defibrillators 48,000 x 5% 2,400 
   
 
Depreciation in year 3 
 
New Anesthesia 
machine 

(134,500+45,500) x 25% 45,000 

Old Anesthesia 
machines 

Remaining cost (240,000- 120,000) = 
120,000. 
Remaining Acc depn 
60,000+45,000- 52,500 = 52,500. 
Remaining NBV (120,000- 52,500) = 67,500 
x 25%= 16,875. 
 
Acc. Depn on the exchanged Anesthesia 
machine  
25% x 120,000 = 30,000 in year 1 

16,875 
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25% x (120,000-30,000) = 22,500 
Total is 30,000+ 22,500 = 52,500 
 

X-ray machines 20% x (360,000- 72,000-57,600) 46,080 
Hospital stretchers 12% x 60,000 7,200 
Defibrillators 48,000 x 5% 2,400 
   
 
Depreciation in year 4  
 
New Anesthesia 
machine 

(134,500+45,500-45,000) x 25% 33,750 

Old Anesthesia 
machines 

Remaining NBV (120,000- 52,500- 16,875) x 
25%=  
 

12,656 

X-ray machines 20% x (360,000- 72,000-57,600-46,080) 36,864 

Hospital stretchers 

Acc. depreciation on disposed of stretcher 
20,000 x 12% for 3 years = 7,200 
Depreciation on remaining assets  
(60,000- 20,000) x 12% = 4,800 
 
 
 

4,800 

Defibrillators 48,000 x 5% 2,400 
 
Solution 5 
 

(a)  
Advantages of hire purchase 
 

 Rather than one big lump sum, you can spread the purchase cost of high-
ticket items. These include items such as motor vehicles, machinery, plant 
and equipment, where you can pay over a period of 3 to 5 years typically. 

 As the hire purchaser, you will own the asset after paying the last instalment 
which can make it a favorable alternative to a lease. 

 You will have immediate use of the item once the agreement with the vendor 
has been signed off, rather than wait until you have saved enough. 

 Hire purchase is a simple way of financing and typically relatively easy to 
obtain. 

 The interest rate on hire purchases is fixed for the duration of the 
agreement.  

 There are fewer restrictions – e.g. leasing a vehicle, there are no mileage or 
conditional restrictions that must be met with a hire purchase agreement, as 
the car becomes yours once the term has ended. However, you must 
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remember that you’re not the legal owner of the car during the agreement, 
so there could be stipulations on modifying the car until your agreement 
ends. 

 

Disadvantages of hire purchase 
 

 The asset involved is security for the loan, so it could be repossessed at any 
time should you fail to maintain your payments.  

 The lender is the legal owner of the asset until all repayments have been 
made.  

 Failing to maintain repayments will adversely affect your credit rating. 
 Given the total amount you’re likely to pay in repayments over the full term 

of the arrangement, this can be an expensive way of purchasing an asset. 
 By the time the repayment term ends, and just as you become the asset’s 

legal owner, the asset could have depreciated in value or become obsolete. 
This might be especially true given the length of most hire purchase 
agreements. 

 
(b) Characteristics of joint ventures 

  

A joint venture is a combination of two or more parties that seek the 
development of a single enterprise or project for profit, sharing the risks 
associated with its development. The parties to the joint venture must be at least 
a combination of two natural persons or entities.  
 

Characteristics  
 

 Agreement 
The terms and conditions of the joint ventures are enforced on a written 
treaty having the signature of all the parties involved.  The main things 
discussed in the agreement are that all the persons are willing to work with 
each other, the duration of this agreement, liabilities, model of association, 
financial share, etc.  

 Parties 
Those individuals included in the joint venture are known as co-venturers. 
Their number varies from two to more than two.  These are the individuals 
who will do this business under the joint venture.  

 No separate laws 
There is no independent regulating body that governs the activities of the 
joint venture. However, the Ministry of Corporate Affairs, in association with 
the Registrar of Companies, keep an eye on companies in case the parties 
enter into a corporate structure. Besides that, there is no separate law or 
governing bodies which can take part in the joint venture.   

 Duration 
Joint ventures are for a short period and are not permanent.  The duration 
depends upon the choices of all parties involved in joint ventures.  Here, two 
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or more companies join hands to conquer various issues.  These federations 
are temporary and terminate when the set goal is achieved.  

 Create synergies 
The persons and companies involved in joint ventures have various and 
different skills and experiences.  Joining hands with each other can be 
beneficial for all parties in a way to extract the skills and abilities of each 
other. One company can have some particular skills that may not be present 
in another company.  Similarly, the other company may have such 
experiences that may be absent in another.  If these companies enter into a 
joint venture, it gives rise to synergies between them for a greater cause.  

 No special name for the venture 
Since the business is for a short period, any special and unique name is not 
required. The companies or parties can utilize their already used name, and 
the venture could be named based on the opinion of all parties.  

 Shared control over the venture 
All the parties involved in a joint venture have shared control over it.  All the 
important decisions and factors will be enforced only after the agreement or 
per the terms and conditions quoted in the agreement.  

 New innovation 
As the parties use their technologies and human resources for the newly 
formed joint venture, there is the possibility of innovating new technology 
which was not in their mind.  Maybe that innovation will be helpful for them 
as well as the customers of their brand.  

 Shared resources 
All the companies involved in the joint venture have to share their 
possessions, whether physical, workforce or any other possession, to move 
their planned project ahead.  Since all the parties share their resources and 
financial burden, this step will be beneficial for all the parties involved, and 
collaborative learning and understanding will be achieved.  

 Sharing of risk and profits 
This feature is a very important consideration in the joint venture.  All types 
of businesses can face risk sometimes, but a newly set up business is prone 
to risk associated with it. The profit from the business can-not be predicted, 
but the losses and risks can be examined in advance.  

 

The joint venture agreement between two companies may be of different 
countries. It can have culture and technology diversification, geographical 
benefits and losses, target audience and many more considerations to 
overcome.  

 

In this agreement, the joined parties are well familiar with the risk.  Since 
they mutually share all the financial burdens, the risk will be shared as 
decided. In case of joint venture failure, this cushions each party for big 
losses.  Accordingly, if they get profit from the business, that will be shared 
as per the signed agreement.  
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 Flexibility  
A joint venture has a lot of flexibility and can adapt to the company’s needs. 
The terms and conditions of the agreement between the companies should 
be specific concerning their activities. This promotes clarity and prevents 
ambiguity among the parties. The agreement also aids in defining the precise 
scope of work that each party must do.  

 No illegal activities  
A joint venture between two companies or parties from different nations is 
another option for conducting business. Before beginning any such joint 
venture, the rules and regulations set forth by the different governments 
must be compiled. These standards aid the government in monitoring the 
actions of businesses and guarantee that joint venture partners are engaging 
in lawful and legal activities. 

 
(c)  

(i)  
Equipment account 

 Shs  Shs 
Bank 25,000,000    
Supplier 68,075,000 Bal c/d 93,075,000 

 93,075,000  93,075,000 
Bal b/d 93,075,000 Bal c/d 93,075,000 

     
Bal b/d 93,075,000 Bal c/d 93,075,000 

 
(ii)  

Hire purchase interest account 
 Shs  Shs 
Supplier's a/c 3,403,750 P or L 3,403,750 

     
Supplier's a/c 2,323,937.50 P or L 2,323,937.50 

     
Supplier's a/c 1,190,134.38 P or L 1,190,134.38 

 
(iii)  

 Supplier's (DISCLA Ltd) account 
 Shs  Shs 
Bank  25,000,000 Cash  93,075,000 
Bank 25,000,000 Interest 3,403,750 

Bal. c/d 46,478,750   

 96,478,750  96,478,750 
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Bank 25,000,000 Bal b/d 46,478,750 
Bal. c/d 23,802,687.50 Interest 2,323,937.50 

 48,802,687.50  48,802,687.50 

  Bal b/d 23,802,687.50 
Bank 24,992,821.88 Interest 1,190,134.38 

 24,992,821.88  24,992,821.88 
 

(iv)  
 

 Bank account 
 Shs  Shs 
  Initial deposit  25,000,000 

  Machinery 25,000,000 

  Supplier's a/c 25,000,000 

  Supplier's a/c 25,000,000 

  Supplier's a/c 24,992,821.88 
 

(v)  
 
 
 
 
 
 
 
 
 
 
 

 

Depreciation account 
 Shs  Shs 
Supplier's 
a/c 18,615,000 P or L 18,615,000 

     
Supplier's 
a/c 18,615,000 P or L 18,615,000 

     
Supplier's 
a/c 18,615,000 P or L 18,615,000 

260


	Business Accounting 1  Revision Kit COVER.pdf (p.1)
	CTA 1 - Business Accounting _1 Revision Kit - December 2024.pdf (p.2-264)
	Page 1.pdf (p.1)
	for edit PRELIMINARY PG.pdf (p.2)
	CTA - Business Accounting 1 UP TO MAY 2023.pdf (p.3-78)
	Business Acc missing qns.pdf (p.79-100)
	CTA Paper 1 Business Accounting 1 Nov 2023.pdf (p.1-8)
	CTA Paper 1  May 2024 Business Accounting 1.pdf (p.9-15)
	CPA 1 - DECEMBER 2024.pdf (p.16)
	CTA Paper 1 - Dec 2024 Business Accounting 1.pdf (p.17-22)

	CTA - Business Accounting 1 SOLUTIONS UP TO MAY 2023.pdf (p.101-221)
	Business Acc missing solutions.pdf (p.222-263)
	CTA Paper 1 Business Acc November 2023 Solutions.pdf (p.1-12)
	CTA 1 Business May Acc 2024 .pdf (p.13-27)
	CTA 1 December 2024 Solutions.pdf (p.28-42)



