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MAIN EXAM
EDB 411; ADVANCED FINANCIAL ACCOUNTING II
STREAM: BBM DURATION: 3 Hours

INSTRUCTIONS TO CANDIDATES

i.  Answer Question ONE which is (COMPULSORY) and any other TWQ questions.
ii.  Maps and diagrams should be used whenever they serve to illustrate the answer,
iii. Do not write on the question paper.

QUESTION ONE (30 MARKS

a) Certain actions by a bankrupt individual may prompt his/her creditors to file for bankruptcy
petition against him/her. Briefly explain five such actions (10 Marks)

b) Briefly explain ways through which a company can re-organize its capital through capital
reduction as provided for in the company’s Act (6 Marks)

¢) Briefly describe the Bankruptcy process for an insolvent individual with respect to Insolvency
Act (2015) (7 Marks)

d) Administrator of an insolvent company is charged with various responsibilities. Discuss the
implication of appointment of an administrator on an insolvent company. (7 Marks)

QUESTION TWO (20 MARKS)

Keli commenced business eight years ago with a capital of sh 4 million. His profits for six years
has been sh 1900,000. For the last two years, he has not prepared proper accounts. His drawings
average sh 250,000 p.a

On 31% December 2023, an order of adjudication was made against him when his position was as
{oilows;
i, Frechold buildings cost sh 5.5 million estimated to realize sh 4 million
il. Ilunt and Machinery cost sh 2.5 million estimated to realize sh 1 million
iil. Furniture cost sh 1 million, estimzted to realize sh 600,000
iv. ' i nimeted {o realize sh 1.35 million
V.
Vi. h 750,000 estimzted to realize sh 500,000
vit, .000
Viii 2.8 million
iX. by life polic sh 800,000) sh 2.5 +.illion
X. CUured creaiiar e 3 it 1
Xi. | furnitin G J
Vil €l al.del )00
a) it of eff: . <)
o) Cy account s at - Lars)
aricd operation in Z019. For ‘he iast e 'S, it Ros lnewrrad lesres and (e
nagement is now considering zlternatives of lquiaaiing oo sapilal reconsireation
Balance sheel as at 31% December 2023 is as follows;




Sh 000 sh 000

Goodwill 29000
Premises 25,000
Motor vehicles 17000
Inventory 19200
Accounts receivable 6700
Prepayments 600
Accumulated losses 18700

116 200
Ordinary share capital of sh 20 each 45000
Cumulative preference shares sh 20 each 30000

75,000
9% debenture 18000
Bank overdraft 8500
Accounts payable 14700

116200

Additional information:

L
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Premises estimated to realize sh 28 million while motor vehicles can realize sh 12
million.

Accounts receivable can realize sh 5.7 million

Dividend to preference shareholders has not been paid for the last 3 years. Preference
shareholders have priority claim over ordinary shareholders in the event of liquidation
Proposed reconstruction of the company should result in profits of sh 3.6 million and sh
5.4 million in the year 2016 and 2017 respectively. Tax losses are equal to the
accumulated losses in the statement of financial position. Tax rate is 30%

Debenture holders have a fixed charge on the premises

Additional cost of sh 4 million would be incurred if the business is wound up.

Debenture holders are prepared to agree on a reconstruction scheme on the following
conditions: interest rate be raised from 9% to 12%p.a and they are given a fixed charge
on the company’s premises.

The bank is prepared to agree to a reconstruction scheme provided that its debt is secured
by a floating charge over assets, thus improving its position in relation to other creditors
of the company. It would be willing to provide financing over the medium term.

Trade creditors are likely to agree to a reduction of their claims and are willing to supply
the reconsiructed company and continue to grant credit on normal terms.

10. Preference sharcholders would be willing to forego their dividend arrecars and accept

L=

ordinary share capital.

Required:

i) Distribution schedule on liquidation (10 Marks)

ii) Suggest a suitzble capital reduction scheme wiich would be acceptable to 2!l creditors and
shareholders (5 Marks)

iii) Capita reduction account for the company (5 Marks)

QUESTION FOUR (20 MARKS)

a) Uwezo Itd went into voluntary liquidation on 31°" march 2023. The following balance sheet
was extracted as at that date:




Assets:

Freehold buildings 480,000
Plant and machinery 655,000
Goodwill 400,000
Patent 100,000
Inventory 568,000
Accounts receivable 648,200
Retained earnings 986.800
Share capital
195,000 ordinary shares sh 10 each 1950,000
Accounts payable:

Preferential creditors 242,000

Partly secured creditors by building 553, 100

Unsecured creditors 997,900
Bank overdraft 120,000

1. The liquidator realized the assets as follows;

Freehold building sh 350,000; accounts receivable sh 610,000; plant & machinery sh 510,000
inventory sh 390,000 '
2. The liquidation expenses amounted to sh 10,000

3. Liquidator’s remuneration had been agreed at 2.5% on the amount realized and 2% on the
amount paid to unsecured creditors.

Required:
1) Calculate ”quidato"'c remuperation (3 Marks)
1) Liquidator’s final staterncnt of account (9 Marks)
¢) Discuss four advantages of internal reconstruction over external reconstruction of an
insolvent company {8 Marks)
-\i’rr'v v‘ ‘i\r“ ‘l' ’!13} [ q
) Briefly explain tl.rce circumstanccs "*. vhich a parent conipany need not present consolidated
financis! statements in accowdance vk International Accounting Standard (IAS ) 27
idated and Seo..um finaneial Stetements (6 Marks)
Agano 1td. 2zquired 72% of the ordinary shares of Dando Ltd. on 1 July 2023 forQh:jO
illion. On &'. August ",?23. 1 riements of financial position of the two companies we;
: follows:
| Non-curreat assets: " AGANOLTD | DANDOLTD
. b MMLION] MILLION
L 2oy ,mf# and equipr.ont xl 270
i u‘u. tment in Dando Lt _\1 —— _...______j__,_“ié,“, ‘72?':'
| A A § B
| Current assets: S '________l_v__ﬁ*_“_n_ ]
"Inventory - ] 50 62
| Trade receivables - f_ 50 | 48




Cash and cash equivalents 19 14
129 124

Total assets 602 394

Equity and liabilities:

Ordinary shares of Sh. 1 each 300 200

Share premium 40 10

Retained earnings brought forward 150 40

Profit for the year 60 24
550 274

Non-current liabilities:

3% debentures 40 100

Current liabilities

Trade payables 12 20

Total equity and liabilities 602 394

Additional Information

@
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On 31 July 2023, Dando Ltd. sold an item of property, plant and equipment to Agano
Ltd. realising a profit on sale of Sh.20 million. Agano Ltd. was depreciating this item
over its remaining useful life of 4 years. It is the group's policy to charge a full year's
depreciation in the year of purchase and none in the year of disposal.

On 29 August 2023, Agano Ltd. sold goods to Dando Ltd. for Sh.26 million. Agano Ltd.
sells goods at a mark-up of 30%. Dando Ltd. had sold a quarter of these goods by 31
August 2023.

As at 31 August 2019, the trade receivables of Agano Ltd. included Sh.12 million due
from Dando Ltd. while the trade payables of Dando Ltd. included Sh.7 million due to
Agano Ltd.

Goodwill was impaired by 25% as at 31 August 2023.

Agano Ltd. and Dando Ltd. had declared dividends of Sh.IS million and Sh.10 million
respectively before 31 August 2019, but had not adjusted for them.

Goodwill atiributable to the non-controlling interest was valued at Sh.9.4 million.
Required;

Consolidated statement of financial position/or Agano group as at 31 August 2023

(14 Marks)



