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		Course Purpose 


The purpose of this course is to introduce students to the fundamental principles and practices of financial accounting, providing them with a solid foundation in understanding financial statements, recording transactions, and interpreting financial information.



 
Expected Learning outcomes 


By the end of the course, the learner should be able to:
1. Describe key concepts and principles in accounting
2. Establish the role of accounting principles in business management
2. Record financial transactions in books of original entry
3. Interpret financial statements


	COURSE CONTENT 


Nature, Scope, Role of Financial Accounting: Nature of financial accounting, Scope and role of accounting in business management, Branches of Accounting – Financial accounting, Management accounting, Cost accounting, Tax accounting and others, Theoretical basis of accounting; Basic principles of accounting, Principles-Based versus Rules-Based Accounting Standards. Generally Accepted Accounting Principles (GAAP) and International Financial Reporting Standards (IFRS) Accounting Equation and Double Entry system: Books of original entry, Role of ledgers in summarizing data, Recording transactions; Use of T accounts, Closing entries, Trial Balance, Adjusting entries – Prepaid expenses, Unearned revenues, Deferrals, Accruals; Closing Entries and Adjustments; Financial Statements: Overview of financial statements: Income statements, Statement of financial position, cash flow statement, Income and Expenditure Statement; Bank reconciliation statements, Cash Budgeting, Preparation of accounting statements, Financial Analysis: Profitability ratios, Liquidity ratios, Financial Analysis of a Company’s Working Capital Position. Financial Statement Analysis; Analyzing and interpreting financial statements, Basic Analytical Methods, Corporate Annual Reports; Equity Accounting: Owner’s equity vs Shareholder equity, financing, bonds, stocks and notes, Issuing stocks,  Dividends, Retained earnings; Revenue and expense recognition; Accounting for Multiple Entities; Reporting Equity, Accounting for Partnerships and Limited Liability Companies, Accounting for Business Combinations, Consolidation, Special-Purpose Entities, Variable Interest Entities, Segment Reporting, Foreign Currency Translation; Accounting regulations and standards: Recognition and Measurement Criteria, Ethical Responsibilities, International Accounting Standards, International Financial Reporting Standards, forensic issues in accounting, Transparency and accountability, Emerging Trends in Accounting: AIS, emerging technologies in accounting: cloud computing, Artificial intelligence in accounting, Digital transformation, blockchain and cryptocurrency, accounting, sustainable accounting and Environmental, social, governance), remote work practices, data analytics in accounting, Globalization and impact on accounting standards


	LIST MODULES 


1. Nature, Scope, Role of Financial Accounting
2. Accounting Equation and Double Entry system
3. Introduction to Financial Statements: 
4. Preparation of financial statements for partnership
5. Preparation of financial statements for limited liability company
6. Accounting for Business combination
7. Accounting for special purpose entities
8. Financial Analysis
9. Equity accounting
10. Emerging trends in current accounting
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	[bookmark: _Toc179144810]MODULE 1:  Nature, Scope, Role of Financial Accounting 


 INSTRUCTIONAL HOURS: 4
[bookmark: _Toc179144811] Module Overview
In this module, you will learn about the accounting concepts and key accounting standards that are being used in the accounting profession, the scope of the financial accounting, the role financial accounting   and the users of financial information.
[bookmark: _Toc179144812] Learning Outcomes
At the end of this module, you will be able to:
1. Define financial accounting and its role in business enterprise.
2. Explain the key accounting principles and concepts.
3. Apply the accounting principles and concepts in financial reporting.
4. Demonstrate how of financial accounting fits into the broader business context 
[bookmark: _Toc179144813]    Learning Activities/Task List
1. Watch Lecture Video
2. [image: Shape

Description automatically generated with low confidence]Develop learning Video
3. Review PDF presentation 
4. Watch lecture related videos
5. Complete participation assignment:  Quiz 1

[bookmark: _heading=h.bk3abhwf9wij][bookmark: _Toc179144814]INSTRUCTIONAL MATERIALS & LEARNING ACTIVITIES 
1.1.1 Overview of Accounting

Accounting is the systematic process of recording, measuring, and communicating financial information about an entity. Accounting comprises preparation of financial statements such as statement of income and expense, cashflow statement and statement of financial position required making informed decisions.

Financial accounting is a branch of accounting that involves the process of recording, summarizing, and reporting a company’s financial transactions and performance over a specific period.
Financial accounting includes preparation of; statement of income and expenditure, cash flow statement, statement of financial position and statement of changes of equity.
  
1.1.2 The main objectives of financial accounting are to:
· Ensure that financial statements accurately reflect the company’s financial position and performance.
· Provide external users with relevant information for making investment, lending, and other financial decisions.
· Adherence to the established accounting principles and regulations, such as Generally Accepted Accounting Principles (GAAP) or International Financial Reporting Standards (IFRS).
· Facilitate comparison of financial information across different periods and with other organizations.
1.1.3 Nature of Accounting
1. Systematic Recording: Accounting involves a structured method for documenting all financial transactions, ensuring accuracy and consistency.
2. Measurement: It quantifies financial activities in monetary terms, providing a clear picture of a company’s economic activities.
3. Communication: Accounting communicates financial information to various stakeholders, including management, investors, creditors, and regulatory bodies, through financial statements like the balance sheet, income statement, and cash flow statement.
4. Decision-Making Tool: It provides critical data that aids in strategic planning, budgeting, and performance evaluation.
5. Regulatory Compliance: Accounting practices adhere to established standards and regulations (like GAAP or IFRS), ensuring transparency and accountability.
6. Historical and Predictive: While accounting reflects past performance through historical data, it also helps in forecasting future trends and financial health.
7. Double-Entry System: Most accounting uses the double-entry bookkeeping system, where every transaction affects at least two accounts, ensuring the accounting equation (Assets = Liabilities + Equity) remains balanced.


1.2.1 Accounting Concepts
           In order to for firms to ensure that financial information is consistent, comparable, and reliable. The accounting profession have develop generally accepted fundamental principles and assumptions that guide the preparation, presentation, and interpretation of financial statements. They include; 
1. Accrual Concept: This principle dictates that revenues and expenses should be recorded when they are earned or incurred, regardless of when the cash transactions occur. It ensures that financial statements reflect the true financial performance of a company during a period.
2. Going Concern Concept: This assumption presumes that a business will continue to operate indefinitely and will not be forced to cease operations or liquidate its assets in the foreseeable future. It justifies the use of historical cost accounting and the deferral of certain expenses and revenues.
3. Consistency Concept: This principle requires that once an accounting method is chosen, it should be consistently applied in subsequent periods unless a change is warranted and disclosed. It ensures comparability of financial statements over time.
4. Conservatism Concept: This principle advises that accountants should exercise caution and choose solutions that minimize the risk of overstating assets and income or understating liabilities and expenses. It means recognizing expenses and liabilities as soon as possible but only recognizing revenues and assets when they are assured.
5. Materiality Concept: This concept suggests that financial statements should include all information that could influence the decisions of users. Items that are considered material should be reported, while immaterial items can be disregarded or aggregated.
6. Matching Concept: This principle mandates that expenses should be recorded in the same period as the revenues they help generate. This ensures that the financial statements reflect the actual profitability of the business for a given period
7. Time Period Concept: This principle states that financial performance should be reported for specific time periods, such as monthly, quarterly, or annually. It facilitates periodic assessment of a company’s financial performance and position.
8. Full Disclosure Concept: This principle requires that all relevant and material information be fully disclosed in the financial statements and accompanying notes. It ensures transparency and provides users with all necessary information to make informed decisions
9. Monetary Unit Concept: This principle assumes that all financial transactions are recorded in a stable currency, allowing for the aggregation and comparison of financial data over time. It implies that the value of money remains relatively constant and ignores inflation effects.
1.3 Uses of Financial Accounting;
           Financial accounting plays a crucial role in the business world by providing valuable information to various stakeholders. The common uses of accounting information are;
a) Managers: Assess the efficiency and effectiveness of operations and business strategies.
b) Internal Management: Utilize financial statements to make strategic decisions, such as budgeting, forecasting, and performance evaluation.
c) Cost Control: Analyse expenses and revenues to identify areas where cost savings can be achieved
d) Investors: Analyse financial statements to evaluate the profitability, financial health, and growth prospects of a company before making investment decisions.
e) Shareholders: Review financial reports to assess the performance of their investments and determine whether to buy, hold, or sell shares.
f) Lenders: Banks and other financial institutions use financial statements to assess the creditworthiness of a business and decide whether to extend loans or credit terms.
g) Suppliers: Evaluate a company’s financial stability to determine the risk of extending trade credit.
h) Government: Ensure adherence to accounting standards and regulations such as GAAP or IFRS and Prepare accurate tax returns and financial disclosures required by tax authorities.
i) Board of Directors: Evaluate the company’s performance over time, comparing actual results with budgets and forecasts.




1.4 Accounting Cycle.
 The accounting follows the following cycle;
i. Identification of the transactions and journalizing
ii. Posting to ledgers accounts
iii. Preparing trial balance
iv. Preparation of financial statements such as;

a) Statement of income & Expense
b) Statement of cashflow
c) Statement of changes of equity
d) Statement of financial position


[image: ] 
Task 1

Instruction.

You have been provided with two sources of materials on one of the public limited companies (PLC): a link and PDF file. You may use either the link or PDF file. Review the materials and carry out the task below.

https://www.safaricom.co.ke/images/Downloads/Safaricom_Annual_Report_2023.pdf

OR

Develop a video that summarizes on;  

1)  Identify the types of financial statements presented by this company. 

Suggested Solutions 
e) Statement of income & Expense
f) Statement of cashflow
g) Statement of changes of equity
h) Statement of financial position

2) Highlight the standards used in preparation of financial statements by the company;

Suggested Solutions 

a) IFRS 1
b) IAS 50
c) IFRS 9
d) IFRS 16



Task 2

You are required to watch/listen the introduction video to “Basic Concept of Accounting”. After watching the video, explain the accounting process and basics concepts. Post your work in the chat forum.
https://www.youtube.com/watch?v=xWKfKCnQqAE, “Basic Concept of Accounting By Saheb Academy - Class 11 / B.COM / CA Foundation”




Post your comments on task 2 




Instructions: Attempt the following multiple questions.

1) Financial Accounting is branch of;
a) Management
b) Finance
c) Auditing
d) Accounting

Answer -D

2) Which one of the following is not of an accounting concept;
a) Accrual Concept
b) Going Concern Concept
c) Dividend policy Concept

Answer -C

3) Which one is not financial statement commonly prepared by companies;
a) Statement of income and expenditure
b) Statement of financial position.
c) Statement of changes of equity
d) Statement of suspense accounts

Answer -D

4) The following are the importance of the income statement except
a) Making Investment decisions
b) Use in analysis of credit worthiness
c) Appointing of the Auditor

Answer -C

5) Which one matches the correct major regulatory bodies in financial accounting;
a) ACCA: This is the global body for professional accountancy that evaluate a company’s financial statements
b) The IFRS Foundation- To developing global accounting and sustainability disclosure standards. 
c) Government- To develop learning materials on regulatory and compliance.

Answer -B

Each question one mark.







Kieso, D. E., Weygandt, J. J., & Warfield, T. D. (2023). Intermediate Accounting (18th ed.). Wiley(Chapter1)
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[bookmark: _Toc179144818]              REFERENCE LIST AND FURTHER READING

1. Kieso, D. E., Weygandt, J. J., & Warfield, T. D. (2023). Intermediate Accounting (18th ed.). Wiley
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[bookmark: _Toc179144819]END OF MODULE ASSESSMENT 1.2

[bookmark: _Toc179144820]You are provided with the following question to assess your understanding on this module.

[bookmark: _Toc179144821]Multiple-Choice Questions 
1. What is the primary objective of financial accounting?
A) To record financial transactions for tax purposes
B) To provide financial information to external users
C) To track inventory movements
D) To calculate company profits for shareholders
Answer: B) To provide financial information to external users
2. Which of the following is NOT a characteristic of financial accounting?
A) Historical recording of financial transactions
B) Focus on providing information for internal management
C) Use of standardized accounting principles
D) Preparation of financial statements for external stakeholders
Answer: B) Focus on providing information for internal management
3. Who are the primary users of financial accounting information?
A) Government agencies
B) Internal management and employees
C) External parties such as investors, creditors, and regulators
D) Customers and suppliers
Answer: C) External parties such as investors, creditors, and regulators
Multiple-Choice Answer (MCAS) Questions:
1. Financial accounting is primarily concerned with reporting financial information to:
A) Management
B) Employees
C) External users
D) Suppliers
Answer: C) External users
2. The financial statements that are typically prepared in financial accounting include:
· A) Income Statement
· B) Statement of financial position
· C) Cash Flow Statement
· D) All of the above
Answer: D) All of the above
Short-Answer Questions (One Word Answer):
1. Which accounting principle requires transactions to be recorded based on their actual cost?
Answer: Cost
2. What is the financial statement that shows the company’s assets, liabilities, and equity at a specific point in time?
Answer: Balance Sheet
3. The primary standard-setting body for financial accounting principles in the Kenya.  is the: 
Answer: FASB
Easy Question:
What is the primary function of financial accounting?
Answer: Reporting financial information


Share with your accounting community the difference between cash basis and accrual basis of financial reporting.
[bookmark: _Toc178847242][bookmark: _Toc179144824]WHAT’S NEXT?
[image: Best Emoji Graduation Royalty-Free Images, Stock Photos ...]
· Congratulations for successfully going through module one. We will review of the module one content and get feedbacks from you next time.
· In module two we will learn on an Interesting and “land mark” accounting equation in the history of accounting.








	[bookmark: _Toc179144825]MODULE 2:  books of original entry and Double Entry system of recording



INSTRUCTIONAL HOURS: 3
[bookmark: _Toc179144826] Module Overview
In this module, you will learn about books of original entry, preparation of ledgers, capturing the financial transactions, preparation of trial balance and accounting entries and cash verse accrual basis.  
[bookmark: _Toc179144827] Learning Outcomes
At the end of this module, you will be able to:
1. Identify the books of original entry in financial accounting.
2. Prepare respective journals and ledgers in accounting.
3. Prepare the trial balance.
4. Examine the terminologies used in accounting. 
[bookmark: _Toc179144828]    Learning Activities/Task List
a) Watch Lecture Video[image: Shape

Description automatically generated with low confidence]
b) Review power presentation PDF
c) Watch lecture related videos
d) Complete participation assignment:  Quiz 1
e) Complete personal introduction video
f) Review concept assignment: Quiz 2
[bookmark: _Toc179144829]INSTRUCTIONAL MATERIALS & LEARNING ACTIVITIES 




[bookmark: _Hlk176259325]2.1 Overview of Books of Original Entry in Financial Accounting
           The books of original entry are records where financial transactions are initially recorded before they are transferred to the general ledger. Accountants uses them to record the details of financial transactions on timely basis in all business activities. 
The importance of having these books includes; accurately capturing all transactions and systematically organizing financial transactions.
See the following selected books of original entry commonly used by business entities;
i. General Journal: Used for recording all types of transactions that do not fit into special journals. It is the primary journal for recording adjustments, corrections, and transactions that are not routine or do not have a specific journal. The entries made include; the date, accounts affected, amounts, and a brief description of the transaction.
ii. Cash Book: Used to record all cash transactions, including cash receipts and cash payments.
iii. Sales Journal: Used to record all credit sales of goods and services. It captures transactions where the business sells on account. Entries capture include; date, customer name, invoice number, and amount of the sale.
iv.  Purchase Journal: Used to record all credit purchases of goods and services. It captures transactions where the business buys on account. Entries made; the date, supplier name, invoice number, and amount of the purchase.
2.2  Preparation of Accounting Journal Entries
Example 1
You are provided with the following transactions captured by Ashley’s Business in the month of March XXX
	Date 
	Credit Sales/Customer
	Amount(Kes)

	March 1 
	Mr. Seii
	7,600

	March 4 
	Mr.Mali
	5,000

	March 7
	Mrs Ruto
	1,000

	March 9
	Ms Sokome
	5,200

	March 11
	Mr Hillary
	5,900

	March 16
	Chemarkach Church
	10,000

	March 20
	Kipkemel Morans
	20,000

	March 25
	Mr. Keiyo Gaa
	30,000

	March 30
	Mosop Area
	60,000


You are required to prepare her sales day book for the month of March.








SUGGESTED SOLUTION TO EXAMPLE 1
	Ashley’s Business

	Sales Day Book

	month of March  XXX

	Date 
	Credit Sales/Customer
	Amount(Kes)

	March 1 
	Mr. Seii
	7,600

	March 4 
	Mr.Mali
	5,000

	March 7
	Mrs Ruto
	1,000

	March 9
	Ms Sokome
	5,200

	March 11
	Mr Hillary
	5,900

	March 16
	Chemarkach Church
	10,000

	March 20
	Kipkemel Morans
	20,000

	March 25
	Mr. Keiyo Gaa
	30,000

	March 30
	Mosop Area
	60,000

	Total sales
	
	144,700





Example 2
Kemei’s shop made the following sales in the month of June in the year 2024.
	Date 
	Customer
	Amount(Kes)

	June 2
	Mrs  Caro
	1,650

	June 9
	Mr.Metto
	3,400

	June 11
	Mrs Charity
	3,500

	June 14
	Ms Soome
	3,200

	June  14
	Mr Koome
	9,900

	June 16
	Cherota Mass
	1,300

	June 21
	Kiptulos Market
	2,010

	June  23
	Mr. Elgeyo
	35,800

	June 23
	Kapsogom
	69,700

	June 25
	Tumeiyo Entre.
	50,200

	June 27
	Kapkenda Mwai
	109,000


You are to prepare the sales journal.
SUGGESTED SOLUTION TO EXAMPLE 2
	Kemei’s shop

	Sales Day Book

	month of June  2024

	Date 
	Customer
	Amount(Kes)

	June 2
	Mrs  Caro
	1,650

	June 9
	Mr.Metto
	3,400

	June 11
	Mrs Charity
	3,500

	June 14
	Ms Soome
	3,200

	June  14
	Mr Koome
	9,900

	June 16
	Cherota Mass
	1,300

	June 21
	Kiptulos Market
	2,010

	June  23
	Mr. Elgeyo
	35,800

	June 23
	Kapsogom
	69,700

	June 25
	Tumeiyo Entre.
	50,200

	June 27
	Kapkenda Mwai
	109,000

	Total sales
	
	289,660




2.3 Principle of double-entry accounting
 This is one of critical concept in financial accounting that ensures every financial transaction affects at least two accounts, maintaining the accounting equation's balance. Basically, it means that one account “giving” while the other is “receiving” which provide a comprehensive and accurate method for recording transactions.

In double entry accounting two credits are entered namely;

a) Debits (Dr): Entries made on the left side of an account. Increases in assets or expenses are recorded as debits, while decreases in liabilities, equity, or revenue are recorded as debits.
b) Credits (Cr): Entries made on the right side of an account. Increases in liabilities, equity, or revenue are recorded as credits, while decreases in assets or expenses are recorded as credits.


Terminologies in Accounting.
Sales:
This is the sell of goods that were bought by a firm.Sales are divided into cash sales and credit sales.  When a cash sale is made, the following entries are to be made.
i. Debit cash either at bank or in hand.
ii. Credit sales account.
For a credit sale:
i. Debit debtors/ Accounts receivable account.
ii. Credit sales account.
A new account for sales is opened and credited  with cash or credit sales.
Purchases:
Buying of goods meant for resale.  Purchases can also be for cash or on credit.  For cash purchases:
i. Debit purchases.
ii. Credit cash at bank/cash in hand
For credit purchases, we:
i. Debit purchases.
ii. Credit creditors for goods.



Incomes:
A firm may have other incomes apart from that generated from trading (sales).  Such incomes include:
· Rent
· Bank interest
· Discounts received.
     When the firm receives cash, from these incomes, the following entries are made:
· Debit cash in hand/at bank.
· Credit income account.
     Each type of income should have its own account e.g. rent income, interest income.
     Incomes increase the value of capital and that is the reason  why they are posted on the credit side of their respective accounts.
Expenses:
These are amounts paid out for services rendered other than those paid for purchases.  Examples include:
· Postage and stationery
· Salaries and wages
· Telephone bills
· Motor vehicle running expenses.
· Bank charges.
    When a firm pays for an expense, we:
i. Debit the expense account.
ii. Credit cash at bank/in hand.
Each expense should also have its own account where the corresponding entry will be posted. Expenses decrease the value of capital and thus the posting is made on the debit side of their accounts.


Returns Inwards and Returns Outwards.
Returns Inwards:  These are goods that have been returned by customers due to various reasons e.g.
i. They may be defective/damaged,
ii. Being of the wrong type .
iii. Excess goods being delivered.
Goods returned may relate to cash sales or credit sales. For the goods returned in relation to cash sales and cash is refunded to the customer the following entries are made:
i. Debit returns – inwards
ii. Credit cashbook.

For goods returned that relate to credit sales; no cash has been given to customer, the following entry is to be made.
i. Debit returns inwards.
ii. Credit debtors.

Returns Outwards:  These are goods returned to suppliers/creditors.  They may be for cash purchases or for credit purchases.  For cash purchases a cash refund given to the firm by the supplier,
i. Debit the cashbook (cash at bank/hand).
ii. Credit returns outwards.

For credit purchases and no refund has been made:
i. Debit creditors.
ii. Credit returns outwards.


Accounting Equation

The accounting equation is a fundamental principle in accounting that forms the basis for the double-entry bookkeeping system. The principle of double-entry ensures that the accounting equation remains balanced: 

Assets = Liabilities + Equity.

This equation relates between three company’s components namely assets, liabilities, and equity. The equation must always be in balance, reflecting the idea that every financial transaction affects at least two accounts and that the total value of assets is always equal to the sum of liabilities and equity
ASSETS = LIABILITIES + CAPITAL
Each item in this equation is briefly explained below.
Assets:  An asset is a resource controlled by a business entity/firm as a result of past events for which economic   benefits are expected to flow to the firm.
An example is if a business sells goods on credit then it has an asset called a debtor. The past event is the sale on credit and the resource is a debtor. This debtor is expected to pay so that economic benefits will flow towards the firm i.e. in form of cash once the customers pay. 


    Assets are classified into two main types:
a) Non current assets (formerly called fixed assets).
b) Current assets.

Non current assets are acquired by the business to assist in earning revenues and not for resale. They are normally expected to be in business for a period of more than one year.
Major examples include:
· Land and buildings
· Plant and machinery
· Fixtures, furniture, fittings and equipment
· Motor vehicles
Current assets are not expected to last for more than one year.  They are in most cases directly related to the trading activities of the firm. Examples include:
· Stock of goods – for purpose of selling.
· Trade debtors/accounts receivables – owe the business amounts as a resort of trading.
· Other debtors – owe the firm amounts other than for trading.
· Cash at bank.
· Cash in hand.


Liabilities:
These are obligations of a business as a result of past events settlement of which is expected to result to an economic outflow of amounts from the firm. An example is when a business buys goods on credit, then the firm has a liability called creditor. The past event is the credit purchase and the liability being the creditor the firm will pay cash to the creditor and therefore there is an out flow of cash from the business.
Liabilities are also classified into two main classes.
ii) Non-current liabilities (or long term liabilities)
iii) Current liabilities.

Non-current liabilities are expected to last or be paid after one year.  This includes long-term loans from banks or other financial institutions.  Current liabilities last for a period of less than one year and therefore will be paid within one year. 


Major examples:
· Accounts payable – owed amounts as a result of 
                                         business buying goods on  credit.
· Other creditors- owed amounts for services supplied to the firm   other than goods.
· Bank overdraft	- amounts advanced by the bank for a short-term  period.
Capital:
  This is the residual amount on the owner’s interest in the firm after deducting liabilities from the assets.
 The Accounting equation can be expressed in a simple report called the Balance Sheet.  The basic format is as follows:    
Importance of the Accounting Equation:
· Ensures that the company's financial records are balanced and that all transactions are accurately recorded.
· Provides a framework for recording transactions and ensures that the company’s financial position is accurately represented.
· Helps in financial analysis and reporting by showing the company’s financial health and stability.








Task 1

You are required to watch this video on Double Entry Principle and attempt the question below.

Question

After watching the video, please develop double entries for the four transactions shared. Post a blog work in the LMS.

Please click on the link below on; ” Double Entry Principle - How To Record A Transaction On The Debit and Credit Side Of The Account by HS Tutorial”

https://www.youtube.com/watch?v=k7E7hmc2N4Y 




















Task 2
Instructions: Choose the best answer for each question.

1) In Financial Accounting there is for every debit entry, there is credit entry. Is this statement true or False. 
a) True 
b) False
Answer -A
2) It true that accounting equation balances between company’s assets, liability and equity.
a) True 
b) False
c) I don’t know

Answer -A

3)  General ledger is referred book of final entry.
A. True 
B. False

Answer -A

4) The following are books of original entry except. 
a) General Journal
b) Cash Book 
c) Sales Journal
d) Trial Balance
e) Purchase Journal
 Answer -A
5)  The books of original entry are not important in auditing financial records 
a. True
b. False
Answer -B





Kieso, D. E., Weygandt, J. J., & Warfield, T. D. (2023). Intermediate Accounting (18th ed.). Wiley (Chapter 1)

                      
[bookmark: _Toc179144833]       ACTIVITY 3: PRACTICAL/MINI-PROJECT/WORKSHOP


Task 2

You are required to watch a slide share PowerPoint(7-15) on Accounting Books Journal and Ledger done by Marvinrose4. After watching, you are to attempt the take home assignment(Task 5). 

Please click on the link below:

https://www.slideshare.net/slideshow/accounting-books-journal-and-ledgerppt/260737803

Slide no.7 to 15
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[bookmark: _Toc179144836]END OF MODULE ASSESSMENT 2.1
Now that we have learn on this module. Attempt the following questions.
Multiple-Choice Questions (MCQs):
1. Which of the following is a Book of Original Entry?
A) Ledger
B) Trial Balance
C) Cash Book
D) Income Statement
Answer: C) Cash Book
2. In the double entry system, every transaction is recorded in at least:
A) One account
B) Two accounts
C) Three accounts
D) Four accounts
Answer: B) Two accounts

3. Which of the following accounts is NOT affected by the Double Entry System?
A) Bank Account
B) Sales Account
C) Purchases Account
D) Cash Book
Answer: D) Cash Book


Multiple-Choice Answer (MCAS) Questions:
1. Which book is used to record all cash transactions?
A) Sales Journal
B) Cash Book
C) Purchase Journal
D) General Journal
Answer: B) Cash Book
2. In the double entry system, every credit must have an equal:
A) Debit
B) Credit
C) Revenue
D) Asset
Answer: A) Debit

Short-Answer Questions (One Word Answer):
1. What is the term used to refer to the initial book where transactions are first recorded?
Answer: Journal
2. Which principle underlies the Double Entry System?
Answer: Duality
3. In a double entry system, which type of account typically has a credit balance?
Answer: Liability

Easy Question:
In the double-entry system, the total debits must always equal the total: 
Answer: Credits



Task 5
a) Using your own examples prepare six journals and one accounting equation.
b) Explain why source documents are referred to books of original entry











Task 6
Rooney Barmouth is a sole trader.  At 30 June 2020 the following balances have been
extracted from his books:

	Kes
Sales	47,600.00
Purchases	22,850.00
Office expenses	1,900.00
Insurance	700.00
Wages	7,900.00
Rates	2,800.00
Heating and Lighting	1,200.00
Telephone	650.00
Discounts allowed	1,150.00
Opening stock	500.00
Returns inwards	200.00
Returns outwards	150.00
Premises	40,000.00
Plant and Machinery	5,000.00
Motor Vehicles	12,000.00
Debtors	12,500.00
Bank balance	7,800.00
Creditors	3,400.00
Loan-long term loan	10,000.00
Capital	60,000.00
Drawings for the year	4,000.00
Closing stock	550.00

Required:
Construct a trial balance, from the above list of balances.


[bookmark: _Toc179144839]             WHAT’S NEXT?
· Recap on module two
· In the next module we will learn about preparation financial statements from the trial balance prepared in this module.


	MODULE 3:  INTRODUCTION TO FINANCIAL STATEMENTS 


 INSTRUCTIONAL HOURS: 4
[bookmark: _Toc179144840] Module Overview
In this module, you will learn about the final accounts, components of final of financial statements and prepare sole proprietor financial statements.
[bookmark: _Toc179144841] Learning Outcomes
At the end of this module, you will be able to:
i. Define final accounts 
ii. Understand the components of final accounts
iii.  Prepare statement of statement of income and expense for a sole trader 
iv. Discuss the importance of final accounts for sole trader.
[bookmark: _Toc179144842]    Learning Activities/Task List
i. Watch Lecture Video[image: Shape
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ii. Review power presentation PDF
iii. Watch lecture related videos
iv. Complete participation assignment: 
v. Complete personal introduction video
vi. Review concept assignment : Quiz 
[bookmark: _Toc179144843]INSTRUCTIONAL MATERIALS & LEARNING ACTIVITIES 





Introduction to the Statement of income and Expense
The final accounts represent the presentation of financial information for a particular period or year to the users of financial report. The final accounts of a sole trader basically consist of statement of profit or loss and statement of financial position. Our focus in this study unit is the statement of profit or loss without end of year adjustment. The preparation of statement of profit or loss will enable the business owner to ascertain the profit or loss from the business for a particular period, month or year. 
Statement of profit or loss is technically divided into two sections to show the gross profit or loss and the net profit or loss for a particular period.  
DEFINITION OF TECHNICAL TERMS USED IN FINANCIAL STATEMENTS
i. Sales/Turnover -represent total of all sales both credit or cash made to a third party. This excludes sales withdrawn taken by the owner for personal use and sales of non-current assets. 
ii. Returns Inwards- They are goods previously sold to customers but were later returned either in whole or in part probably as a result of: 
i. Wrong specification, model, colour etc. 
ii. Deficiency
iii.  Disagreement between the buyer and seller that can be traced to either pricing, discount, payment terms etc.
iv.  Shortage in quantity, weight and other measuring discrepancies.
v.   Government policy. The total amount of returns inwards will be deducted from sales value.
iii.  Opening Inventory -These are the value of stock of goods meant for sale that are available with the business at the beginning of the accounting year or period. 
iv. Purchases -represent total value of goods that are bought for cash and on credit for resale. This does not include the purchases of non-current assets.
v.  Carriage Inward- This represents the cost of transporting goods meant for resale into the organization. Carriage inward is added to purchases because it is an additional cost incurred as goods are bough for resale by the business which enables the goods to get to where buyers can come for them. 
vi. Returns Outwards-These are goods previously bought for resale but later returned to the supplier due to one reason or the other such as late delivery and wrong specification. The total value of returns outwards should be deducted from the purchases of the same accounting period. 
vii. Closing Inventory-The closing stocks represent the value of stock of goods that are meant for sale which a business has at the end of the accounting year or a stated period or date.
viii. Cost of Goods Sold-This is the cost price of goods sold for a particular period and it can be derived in a simple way by adding the purchases to opening stock then deducting the closing stock. There could be other things that will form part of the cost of goods sold like purchase return, carriage inward, goods withdrawn by the owner, etc., depending on the question. Cost of goods sold is also referred to as cost of sales.
ix. Gross Profit- This is the profit realized on trading activities alone without other expenses incurred in the business. It is derived by deducting cost of goods sold from the sales value.
x.  Other Income -They are revenues that are generated outside the sales of goods or services that the firm regularly deals with. It includes bank interest, rent received, discount received etc.
xi. Expenses- These are cost of goods (other than those related to goods to be sold) and services consumed or used during the period covered by the account, and such goods and services are meant for the business. These expenses include: transport, rent and rates, electricity, depreciation, salaries etc., and they are charged against the profit in the statement of profit or loss.
xii.  Carriage Outwards-This represents the cost of transporting goods meant for resale to the buyer. Carriage outwards are expenses that relate to sales and they are included among the other running cost of an enterprise to determine the net profit. 
xiii. Net Profit - is the profit derived after all expenses and cost of sales have been deducted from the net income including sales of goods and other income. Where all expenses are higher than the income, it will be a net loss







 PREPARATION OF STATEMENT OF INCOME AND EXPENSE:
When preparing the statement of statement of income & expense, IFRS  provide the way income, cost of sales, gross profit, other income, expenses and the net profit. A typical statement of income & expense is presented below as a guide.

	
Sales
Less returns inwards Net sales
	KES
	KES XXXX (XXX)
XXXX

	
Opening  Inventory
	
XXXX
	

	Add purchases
Add carriage inwards

Less returns outwards Less closing Inventory
Cost of goods sold
	XXXXX
 XXX XXXXX XXX
 XXXX
	




 XXX

	Gross profit Other income:
Discount received
	
	XXXX

                        XXX

	Commission received
	
	                          XXX

	Dividend received Fixed deposit interest

Expenses:
Lighting and heating
	



XXX
	                           XXX
XXX                        XXXXX

	Discount allowed
	XX
	

	Office rent
	XXX
	

	Advertising
	XX
	

	Travelling expenses
	XXX
	

	Rates
	XXX
	

	Fire insurance
	XXX
	

	Postages
	XX
	

	Office salaries
	XXX
	

	Repairs
	XXX
	

	Carriage outwards
	XXX
	

	Depreciation
	XXX
	

	Bank charges
	XXX
	

	Stationery
	XX
	

	General expenses
	XXX	
	XXXX

	Net profit
	
	XXXX


Example 1
          From the trial balance below, prepare the statement of income & expenditure of Chepkorio Ltd for the year ended December,2024.
	
	Kes
	Kes

	Capital
	
	24,800

	Furniture
	24,000
	

	Inventory at start
	12,480
	

	Purchases
	37,600
	

	Returns outwards
	
	4,600

	Transport expenses
	4,500
	

	Discount received
	
	300

	Returns inwards
	1,700
	

	Travelling expenses
	2,000
	

	Carriage inward
	1,500
	

	Carriage outward
	2,500
	

	Salaries
	3,200
	

	Debtors
	12,260
	

	Creditors
	
	14,520

	Cash in hand
	1,200
	

	Drawings
	5,000
	

	Sales
	
	64,000

	Discount allowed
	280
	

	
	108,220
	108,220



         The closing inventory is Kes 7,400



SUGGESTED SOLUTION TO EXAMPLE 1

	                                            Chepkorio Ltd

	Statement of Income and Expense

	For the year ended December 31, 2024

	 
	Kes
	Kes
	Kes

	Sales
	 
	 
	64,000

	Less returns inwards
	 
	 
	1,700

	 
	 
	 
	62,300

	Opening stock
	 
	12,480
	 

	Add purchases
	37,600
	 
	 

	Add carriage inwards
	1,500
	 
	 

	 
	39,100
	 
	 

	Less returns outwards
	4,600
	34,500
	 

	 
	 
	46,980
	 

	Less closing stock
	 
	7400
	 

	Cost of goods sold
	 
	 
	39,580

	 
	 
	 
	 

	Gross profit
	 
	 
	22,720

	Add discount received
	 
	 
	300

	 
	 
	 
	23,020

	Transport
	4,500
	 
	 

	Traveling
	2,000
	 
	 

	Carriage outwards
	2,500
	 
	 

	Salaries
	3,200
	 
	 

	Discount allowed
	280
	 
	 

	 
	 
	 
	12,480

	Net profit for the year
	 
	 
	10,540


IMPORTANCE OF THE FINAL ACCOUNTS
    Final accounts are crucial financial statements prepared at the end of an accounting period, typically annually, to summarize a company’s financial performance and position. They provide a comprehensive view of a company's financial health and are essential for various stakeholder
The following are importance of final accounts;
1. Financial Performance Assessment; Shows the company’s revenues, expenses, and profits or losses over a specific period. It helps assess the company’s operational efficiency and profitability. Secondly, the final accounts allow for comparison of performance across different periods to identify trends, measure growth, and evaluate financial results.
2. Statement of Financial Position provides a snapshot of the company’s assets, liabilities, and equity at a specific point in time. It helps determine the company's financial stability and liquidity. This helps in assessing the company’s ability to meet short-term and long-term obligations and its overall financial health.
3. Decision-Making; Provides critical information for managers to make informed decisions regarding budgeting, cost control, and strategic planning. Additionally, it allows the investors and creditors in evaluating the company’s profitability, risk, and potential returns, aiding in investment and lending decisions.
4. Ensures compliance with accounting standards, regulations, and tax laws. Accurate final accounts help in meeting statutory requirements and avoiding legal issues.
5. Performance Evaluation; final accounts enable benchmarking against industry standards or competitors to evaluate relative performance and competitiveness.
8. Strategic Planning and Control
· Future Planning: Informs future business strategies, investments, and expansion plans based on past performance and financial position.
· Control: Helps in monitoring and controlling financial performance by comparing actual results with budgets and forecasts.
9. Investor Relations
· Confidence: Builds investor confidence by providing a clear and accurate picture of the company's financial status and performance.
· Attracting Investment: Well-prepared final accounts can attract potential investors by demonstrating the company's profitability and financial stability.



Task 1

You are required to watch/listen the introduction video to “Income and Expense statement”. After watching the video, answer the following questions;
1. Name the statement being presented here.
2. How is the trend in the sales of the organization.
3. Which expenditure have the highest proportion.
4. In the month of March, the organization presented a loss yet in prior month we had a profit. What could inform that?
5. Suggest ways of improving the profit for this company.


Please click on the link below:

https://www.youtube.com/watch?v=RoXj-kLAmzk




Task 3
Instructions: Choose the best answer for each question.

i. Financial year is a 12 months period of preparing financial statements.
a. True 
b. False
Answer-A
ii. Cost of sales is obtained by adding sales and purchases.
a) True or 
b) False
Answer-B

iii. The following are items found in statement of income and expenditure.
a) Turnover
b) Cost of sales
c) Gross profit
d) Salaries
e) Date and currency
f) Purchase of Motorcycle
      		Answer-F

iv. Net profit helps shareholders to make decisions.
a) True or 
b) False.
Answer-A
v. IFRS guides in the presentation  of statement of income and expenditure
a) True or 
b) False.

Answer-A

Each question carries one mark,







Kieso, D. E., Weygandt, J. J., & Warfield, T. D. (2023). Intermediate Accounting (18th ed.). Wile(Chapter 3)
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[bookmark: _Toc179144848]END OF MODULE ASSESSMENT 3.1
Task  one
Using the following information answer question one, two and three
The following information relate to Upendo Social Club for the year ended 31 March:

	
	2023
Sh.
	2024
Sh.

	Accrued subscription
	1,150,000
	2,350,000

	Subscription in advance
	780,000
	1,450,000

	Bar payables
	1,874,500
	1,040,000

	Bar inventory
	600,000
	260,000



The receipts and payments account for the year ended 31 March 2024 were as follows:
	Receipts
	Sh.
	Payments
	Sh.

	Balance brought forward
	200,000
	Bar purchases
	2,780,000

	Membership subscription
	4,560,000
	Purchase of machinery
	1,500,000

	Bar sales
	3,695,000
	Bar wages
	675,000

	
	
	Payment for computers
	2,500,000

	
	 	
	Balance carried forward
	1,000,000

	
	8,455,000
	
	8,455,000




Queston One
Calculate the subscription  income
A. Sh. 2,690,000
B. Sh. 5,090,000
C. Sh. 4,560,000
D. Sh. 4,030,000
Answer -C
Queston Two
Calculate the bar purchases
a) Sh.1,945,500
b) Sh.2,780,000
c) Sh.3,120,000
d) Sh.2,880,000
Answer -B

Queston Three
Determine the bar profits for the period for the year ended 31 March 2024
a) Sh.2,285,500
b) Sh.1,610,500
c) Sh.734,500
d) Sh.1,409,500
Answer -B


Task two 
Multiple-Choice Questions (MCQs):
1. Which of the following financial statements is NOT typically prepared for a sole proprietorship?
A) Income Statement
B) Balance Sheet
C) Cash Flow Statement
D) Statement of Changes in Equity
Answer: D) Statement of Changes in Equity
2. The final step in the preparation of financial statements for a sole proprietor is:
A) Preparing the cash flow statement
B) Closing temporary accounts like revenue and expenses
C) Calculating gross profit
D) Determining the capital balance
Answer: B) Closing temporary accounts like revenue and expenses
3. Which of the following is included in the Balance Sheet of a sole proprietorship?
A) Net Income
B) Owner's Equity
C) Sales Revenue
D) Dividend Payments
Answer: B) Owner's Equity
Multiple-Choice Answer (MCAS) Questions:
1. Which financial statement shows the profitability of a sole proprietorship over a period of time?
A) Balance Sheet
B) Cash Flow Statement
C) Income Statement
D) Statement of Owner's Equity
Answer: C) Income Statement
2. What is the primary purpose of preparing the financial statements of a sole proprietorship?
A) To calculate taxes owed
B) To show the business’s financial position and performance
C) To attract investors
D) To prepare for external audit
Answer: B) To show the business’s financial position and performance

Short-Answer Questions (One Word Answer):
1. What is the term for the difference between revenue and expenses in an income statement?
Answer: Profit
2. What account is used to record the owner’s investment in the business?
Answer: Capital
3. Which financial statement shows the financial position of a sole proprietor at a specific point in time?
Answer: Balance Sheet
Easy Question:
In which section of the balance sheet does the owner’s equity appear?
Answer: Liabilities and Equity





 “Journal for the entire course: Develop the specific question for each Module to prompt a student response.   

[bookmark: _Toc179144851]             WHAT’S NEXT?
· Recap of module 3. 
· Now that you have learn about accounting for sole proprietorship, what happen to accounting for two individuals who have a joint business? Worry no more, we will take you through partnership in the next module,





	MODULE 4: PREPARATION OF FINANCIAL STATEMENTS FOR PARTNERSHIP


 INSTRUCTIONAL HOURS: 4
[bookmark: _Toc179144852] Module Overview
In this module, you will learn about the final accounts and how to prepare financial statements for partnerships.
[bookmark: _Toc179144853] Learning Outcomes
At the end of this module, you will be able to:
I. Define partnership deed 
II. Understand the components of partners accounts
III.  Prepare statement of profit or loss for partnership  
IV. Prepare statement of statement of financial position for partners
[bookmark: _Toc179144854]    Learning Activities/Task List
a) Watch Lecture Video[image: Shape
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b) Review power presentation PDF
c) Watch lecture related videos
d) Complete participation assignment:  
e) Complete personal introduction video
f) Review concept assignment : 
[bookmark: _Toc179144855]INSTRUCTIONAL MATERIALS & LEARNING ACTIVITIES 




Definition of Partnership
This is defined as a business a relationship that subsists between two or more
people with an aim of making profit.
 Reasons   for  Partnership
· Partnership helps in pulling resources together in order to establish businesses which the parties would not be able to fund on individual basis.
· Individual abilities such as technical known-how, management capabilities among others are brought together for establishment of a more formidable business concern.
· Partnership business often command more trust and respect of customers and other stakeholders than a sole proprietorship.
· The going concern of a partnership business is more assured than sole proprietorship.
· Naturally bankers and other credit facility agents will be more disposed to give loans and advances to partnership than sole proprietorship.
Partnership Deed
This is a formal document that outlines the terms and conditions under which a partnership is formed and operates. It acts as a contract between the partners, detailing their rights, duties, and obligations. 
Key Components of a Partnership Deed:
1. Name of the Partnership: The legal name of the partnership under which it will conduct business.
2. Partners’ Details: Names, addresses, and contact information of all partners involved.
3. Nature of Business: A description of the type of business or activities the partnership will engage in.
4. Duration of Partnership: The intended start date of the partnership and whether it is for a fixed term or indefinite period.
5. Capital Contribution: The amount of capital each partner is contributing to the partnership and the manner of contribution (e.g., cash, property, or services).
6. Profit and Loss Sharing: How profits and losses will be distributed among the partners (e.g., in proportion to their capital contributions or according to a specific ratio).
7. Books of Accounts: How and where the partnership’s books and records will be maintained, and the rights of partners to access these records.
8. Withdrawal or Retirement of Partners: Procedures and conditions under which a partner can withdraw or retire from the partnership.
9. Addition of New Partners: Terms and conditions for admitting new partners into the partnership.
10. Dissolution of Partnership: Conditions and procedures for the dissolution of the partnership, including how assets and liabilities will be handled.
11. Dispute Resolution: Methods for resolving disputes between partners, which might include mediation or arbitration.
Books of Accounts for Partners
The following are key books prepared by Partnership Firms;
1. Day Book or Journal:
2. Cash Book:
3. Ledger:
4. Purchase Book:
5. Sales Book:
6. Purchase Return Book:
7. Sales Return Book:
8. Journal Proper:
9. Trial Balance:
10. Profit and Loss Account:
11. Balance Sheet:
 Partners Accounts
 This is an account which records the initial funds and any subsequent ones contributed by the partners for the acquisition of initial assets and for the running of the business.  The interest of partners may either be long term or short term.
The long-term interest is the capital contributed by each partner and the balance is expected to remain fixed.  It will only change when the partners agree or in case of any changes in the partnership like admission of or retirement of a partner.
The short-term interest is reflected in form of a current account which is affected by the trading activities of the partnership (i.e.) the profits or losses and any drawings made by the partners.
In most partnerships, both a capital and a current account are maintained and therefore the capital account becomes a fixed capital account.  
When there is no distinction between a capital account and a current account then any short- term changes are passed through the capital account therefore the capital account becomes a fluctuating capital account.
Some of the transactions to be passed through the capital account and the current account are shown in the following formats.(Assume a firm of 3 partners A, B and C)

CAPITAL ACCOUNT
	
	A
	B
	C
	
	A
	B
	C

	
	£
	£
	£
	
	£
	£
	£

	Loss or revaluation
	xx
	xx
	xx
	Bal b/d
	xx
	xx
	xx

	Goodwill written off
	xx
	xx
	xx
	Additional capital
(c/book or asset)
	xx
	xx
	xx

	
	
	
	
	Gains on revaluation
	xx
	xx
	xx

	Bal c/d
	xx
	xx
	xx
	Goodwill
	xx
	xx
	xx

	
	xx
	xx
	xx
	
	xx
	xx
	xx

	
	
	
	
	Bal b/d
	xx
	xx
	xx



  CURRENT ACCOUNT
	              
	A
	B
	C
	
	A
	B
	C

	
	£
	£
	£
	
	£
	£
	£

	Bal b/d
	
	xx
	
	Bal b/d
	xx
	
	xx

	Interest on drawings 
	xx
	xx
	xx
	Interest on capital
	xx
	xx
	xx

	Drawings
	xx
	xx
	xx
	Salaries
	xx
	xx
	xx

	
	
	
	
	Share of profits
	xx
	xx
	xx

	Bal c/d
	xx
	xx
	-
	Loan interest
	-
	xx
	-

	
	
	
	
	Bal c/d
	
	
	xx

	
	xx
	xx
	xx
	
	xx
	xx
	xx

	
	
	
	xx
	Bal b/d
	xx
	xx
	xx



Example one
 Korir and Kemboi established a partnership business in Eldoret City. The business trades on ladies’ bags and shoes. They contributed Five hundred and fifty thousand Kenyan shillings Only (Kes 550, 000.00) and Seven Hundred and Fifty Thousand Kenyan shillings (Kes 750, 000.00) respectively at the commencement of the business. The partners are to receive 5% interest on capital at the end of every accounting year. The business made net profit of Kes 72, 000.00 at the end of the year. Partners share profit and loss in the ratio of 1:2. You are to assume that the partnership do not maintain a separate current account.
Required: Prepare the partners ‘capital account as at 31st December, 2023.


Suggested solutions
	 
	Korir and Kemboi Partnership 

	 
	 
	Capital Account as at 31st December,2023
	 

	Date
	Particulars
	Korir
	Kemboi
	Date
	Particulars
	Korir
	Kemboi

	
	
	
	
	
	
	
	
	

	 
	 
	Kes
	Kes
	 
	 
	Kes
	Kes
	

	 
	 
	 
	 
	01/01/2023
	Bal b/d
	550,000
	750,000
	

	 
	
	
	
	 
	 
	 
	 
	

	 
	
	
	
	 
	 
	 
	 
	

	 
	 
	 
	 
	 
	 
	 
	 
	

	
	
	
	
	31/12/2023
	Int. on
	27,500
	37,500
	

	 
	
	
	
	 
	capital
	 
	 
	

	 
	 
	 
	 
	 
	 
	 
	 
	

	31-Dec
	Bal c/d
	601,500
	835,500
	
	
	
	
	

	 
	 
	 
	 
	
	
	
	
	

	 
	 
	 
	 
	31/12/2023
	Share of Profit
	24,000
	48,000
	

	 
	
	
	
	1
	 
	 
	 
	

	 
	 
	601,500
	835,500
	 
	 
	601,500
	835,500
	

	
	
	 
	 
	
	
	 
	 
	



PREPARATION OF STATEMENT OF INCOME AND EXPENSE:
The profit and loss account are exactly as the one for the sole trader and in addition to the profit and loss account, a new section called the Appropriation account is included and this account shows how the partners share the Net Profit for the period.  (In addition to other expenses in the profit and loss, an expense for interest on loan given by one of the partners is included and the credit entry is made on the partner’s current account.)
The format for the Appropriation account is as follows
	
	Kes		Kes
Net Profit for the year			xx
Add:	Interest on drawings.
	A	xx
	B	xx
	C	xx		xx
				xx
Less:   Interest on capital.
	A	xx
	B	xx
	C	xx		(xx)

		Kes		Kes
				xx
Less:   Salaries
	A	xx
	B	xx
	C	xx		(xx)
	xx
Balance of profit to be shared in percentage ratio
	A (ratio)	xx
	B (ratio)	xx
	C (ratio)	xx	(xx)


[bookmark: _Toc179144856]Statement of Financial Position
This is also the same as that for a sole trader but the interest of each partner in the business should be shown separately and any loan given by a partner to the firm is also shown separately in the non-correct liability section therefore, the format will be as follows.
	
		Kes	Kes	Kes
	Net assets.				xx
	Capital:  A				xx
	               B				xx
                           C				xx
	xx
	Current account  A					xx
                                        B					xx
			 C (debit balance).		           (xx)		xx
										xx
	Non-current liabilities
		10% loan – B					xx
		10% loan – bank				xx		xx
										xx	


Example 2
Mathew and Mark are partners sharing profits and losses equally.  They do not maintain proper books of accounts.  The following information has been obtained from the available records on 31 March:
	 
	 
	2022
	2023

	 
	 
	Sh.
	Sh.

	Balance at bank
	  
	94,800
	169,680

	Stock in trade
	 
	541,200
	488,640

	Trade debtors
	 
	612,000
	xxx

	Trade creditors
	     
	xxx
	305,760

	Furniture
	 
	360,000
	 

	Motor vehicles (book value)            
	 
	1,920,000
	 


Total sales during the year ended 31 March 2023 amounted to Sh.3,849,120 while purchases, all on credit for the same period were Sh.2,952,480.  On 31 March 1996 Mathew’s capital was Sh.200,000 less than that of Mark.  The analysis of the cash book for the year ended 31 March 2023 shows the following:

	Receipts:
	 
	Kes

	 
	Cash from credit sales
	3,491,520

	 
	Additional capital by Mathew
	240,000

	 
	Cash sales
	586,800

	Payments:
	 
	 

	 
	For purchases
	3,070,080

	 
	Salaries paid
	420,000

	 
	Rent paid (for 6 months to 30.9.22)
	144,000

	 
	Rent paid (for 6 months to 30.9.23)
	120,000

	 
	Electricity charges
	60,000

	 
	Advertising
	41,760

	 
	Motor vehicle expenses
	119,520

	 
	Sundry expenses
	33,600

	 
	Drawings    -     Mathew
	132,480


On 31 March 2023 liabilities were as follows:
	
	Kes

	Electricity charges
	12,480

	Advertisement
	6,240

	Sundry Expenses
	3,600



On 20 March 2023 the firm decided to dispose of two of its motor vehicles.  One vehicle was sold on credit for Sh.640, 000 while the other was taken over by Mathew at a valuation of sh.250, 000.  the combined book value of the two vehicles was Sh.660,000.  the transaction has not been recorded in the books.
Depreciation at the rate of 10 percent is to be provided on furniture and motor vehicles on hand at 31 March 2023.  No depreciation is to be provided for the vehicles, which were disposed of.
Required:
a) Trading, profit and loss account for the year ended 31 March 2023.	                
b) Balance sheet as at 31 March 2023.			  	 
c) Partner’s capital accounts		





















				
SUGGESTED SOLUTION TO EXAMPLE 2
[bookmark: _Toc179144857]     Trading, profit and loss account for the year ended 31 March 2023
	Sales
	 
	 
	3,849,120

	Less cost of sales
	 
	 

	 
	Opening stock
	541,200
	 

	 
	Purchases
	2,952,480
	 

	Less:
	Closing stock
	   (488,640)        (3,005,040)
	-3,005,040

	 
	Gross profit
	 
	844,080

	 
	Profit on disposal adjustment
	 
	230,000

	 
	 
	 
	1,074,080

	            Less Expenses 
	 
	 

	 
	
	Salaries



	420,000
	 

	 
	Rent
	288,000
	 

	 
	Rates
	60,000
	 

	 
	Electricity
	72,480
	 

	 
	Advertising
	48,000
	 

	 
	Motor vehicle
	119,520
	 

	 
	Sundry expense
	37,200
	 

	 
	Depreciation – Furniture
	36,000
	 

	 
	Depreciation – Mv
	 126,000.00 
	-1,207,200

	 
	 
	 
	-133,120

	 
	Net Loss should in deed
	 
	 

	 
	 
	Mathew(50%)
	-66,560

	 
	 
	Mark(50%)
	-66,560

	 
	 
	 
	 


	





	Balance sheet as at 31 March 2023

	Non-current Assets
	Sh.
	Sh.
	Sh.
	Sh

	 
	 
	Cost
	Dep
	NBV

	Furniture
	 
	360,000
	-36,000
	324,000

	Motor vehicle
	 
	1,260,000
	-126,000
	1,134,000

	 
	 
	1,620,000
	-162,000
	1,458,000

	 
	 
	 
	 
	 

	Current Assets
	 
	 
	 
	 

	Stock
	 
	 
	488,640
	 

	Debtors – Trade Adjustment
	 
	382,800
	 

	 
	  - others vehicle
	 
	640,000
	 

	Prepayments
	 
	 
	60,000
	 

	Bank
	 
	 
	169,680
	 

	 
	 
	 
	1,741,120
	 

	Current Liabilities
	 
	 
	 
	 

	 
	Creditors
	305,760
	 
	 

	 
	Accruals
	166,320
	-472,080
	1,269,040

	Net  Assets
	 
	 
	 
	2,727,040

	Capital
	Mathew
	 
	1,243,280
	 

	 
	  Mark
	 
	1,483,760
	 

	Equity
	 
	 
	 
	2,727,040


[bookmark: _Toc179144858]Capital Account
	
	Mathew
	Mark
	
	Mathew
	mark

	
	Shs.
	Shs.
	
	Shs.
	Shs.

	Drawings
	   132,480
	  102,000
	Bal b/d
	1,452,320
	1,652,320

	Disposal
	   250,000
	
	Cash
	   240,000
	

	Loss shared
	     66,560
	    66,560
	
	
	 

	Bal c/d
	1,243,280
	1,483,760
	
	
	

	
	1,692,320
	1,652,320
	
	1,692,320
	1,652,320






Task 1
Instructions: Choose the best answer for each question.


a) Partnership deed is binding to all partners.
A. No 
B. Yes
Answer-B
b) The following are items found in partnership deed except.
a. Name of the Partnership.
b. Partners’ family details.
c. Nature of Business.
d. Profit and Loss Sharing

Answer-B


c) Partnership involves preparation of capital and current accounts for partners. 
a. Yes
b. No or 
	Answer-A

d) Partner comes together to do business with an aim of making profit.
c. No or 
d. Yes
 	Answer-B

e) The are partners books of accounts. Which is not the source document.
a) Purchase Return Book:
b) Sales Return Book:
c) Profit and Loss Account:
d) Journal Proper:
e) Trial Balance:

      Answer-C





[bookmark: _Toc179144860]END OF MODULE ASSESSMENT 4.1

As we come to the end of this module you are required to attempt the following;
Multiple-Choice Questions (MCQs):
1) In a partnership, which of the following financial statements is typically prepared at the end of the accounting period?
A) Statement of Changes in Equity
B) Income Statement
C) Cash Flow Statement
D) Balance Sheet

Answer: B) Income Statement

2) Which of the following is TRUE about partnership financial statements?
A) Partners are taxed separately on the partnership's income.
B) The partnership’s financial statements show the division of profit among partners.
C) Only the partnership's capital is shown in the balance sheet.
D) Partnership financial statements are not required by law.

Answer: B) The partnership’s financial statements show the division of profit among partners
3) In a partnership, profits are usually shared based on:
A) Each partner’s capital contribution
B) Each partner's working hours
C) Each partner's age
D) Each partner's debt obligations
Answer: A) Each partner’s capital contribution




Multiple-Choice Answer (MCAS) Questions:
a) Which financial statement shows the partnership’s financial position at a specific point in time?

A) Income Statement
B) Statement of financial position
C) Statement of Cash Flows
D) Profit and Loss Appropriation Account

Answer: B) Statement of financial position

b) The Profit and Loss Appropriation Account in a partnership is used to:
A) Allocate profits and losses among partners
B) Determine the total revenue
C) Record the capital of each partner
D) Show the partnership's gross profit
Answer: A) Allocate profits and losses among partners

Short-Answer Questions

1. Which account records the division of profits and losses among partners in a partnership?
Answer: Profit and Loss Appropriation Account

2. The amount invested by each partner in a partnership is known as:
 Answer: Capital

3. The financial statement that shows the performance of the partnership during a specific period is called the:

 Answer: Income Statement

Easy Question:
In a partnership, the profit-sharing ratio is typically determined by: 
Answer: Agreement






Kieso, D. E., Weygandt, J. J., & Warfield, T. D. (2023). Intermediate Accounting (18th ed.). Wiley(Chapter 4)

                      
[bookmark: _Toc179144862]       ACTIVITY 3: PRACTICAL/MINI-PROJECT/WORKSHOP
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Paste your content here if this is applicable or delete the entire section ….
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[bookmark: _Toc179144865]TAKE HOME ASSIGNMENT

Mack and Spencer are in partnership sharing profits and losses equally.  The following is the trial balance as at 30 June 2003.
[image: ]
Required:
Prepare a trading and profit and loss appropriation account for the year ended 30 June 19X9 and a balance sheet as at that date.
a)	Stock, 30 June 2003, £563,400
b)	Expenses to be accrued:  Office Expenses £960; Wages £2,000
c)	Depreciate fixtures 10 per cent on reducing balance basis, buildings £10,000
d)	Reduce provision for bad debts to £3,200.
e)	Partnership salary: £8,000 to Mack.  Not yet entered
f)	Interest on drawings: Mack£1,800; Spencer £1,200.
g)	Interest on capital account balances at 10 per cent.

[bookmark: _Toc179144866]             WHAT’S NEXT?
· Module 4 Review take away assignment
· Module 5














	MODULE 5: PREPARATION OF FINANCIAL STATEMENTS FOR
 LIMITED LIABILITY COMPANY


	


 INSTRUCTIONAL HOURS: 4
[bookmark: _Toc179144867] Module Overview
This module will help you to understand different types of companies from their formation, company financial accounting, the regulatory framework in which they operate. You’ll learn about the final accounts and how to prepare financial statements for limited liability company. By the end of this module, you should be able to prepare basic company financial accounts and interpret the financial statements of a single entity company from the perspective of external stakeholders.
[bookmark: _Toc179144868] Learning Outcomes
At the end of this module, you will be able to:
a) Define company accounts 
b) Differentiate between public and private company
c)  Prepare statement of statement of income and expense for limited company
d) Prepare statement of statement of financial positions limited company
[bookmark: _Toc179144869]    Learning Activities/Task List
i. Watch Lecture Video[image: Shape
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ii. Review power presentation PDF
iii. Watch lecture related videos
iv. Complete participation assignment:  
v. Complete personal introduction video
vi. Review assignment: 
[bookmark: _Toc179144870]INSTRUCTIONAL MATERIALS & LEARNING ACTIVITIES 


INTRODUCTION:
Every company just like other business entities must prepare financial statements periodically. However, the uniqueness in the case of companies is that the preparation of financial statements is govern by legislations, companies must prepare financial statements in the format prescribed by the company’s act.
 Companies prepare the following accounts.
1. Statement of income and expenditure
2. Statement of financial position
3. Cashflow statement

COMPANY ACCOUNTS:
Limited companies come into existence because of the growth in size of business and the need to have many investors in the business.
Partnerships were not suitable for such businesses because the membership is limited to 20 persons.

Types of companies
A. [bookmark: _Toc179144871]Private companies
These have the words limited at the end of the name. Being private, they cannot invite the members of the public to invest in their ownership.
B. [bookmark: _Toc179144872]Public companies
There much larger in size as compared to private companies. They have the words public limited company at the end of their name.
They can invite the members of the public to invest in their ownership and the companies may be quoted on the stock exchange.
Format Of Final Account
The income and expense statement of a company, is the same as that of a sole trader, but there are additional expenses that are unique to the company and therefore, they should be included in the P & L A/C.
· Director’s fees salaries and other expenses
· Audit fees
· Amortization 
· Debenture interest
In addition to the P & L A/C, just like a partnership has an appropriation A/C which shows the allocation of the net profit for the period.







Format for Company Accounts
Statement of Income & Expense for the year Ending 31st Dec….. for XYZ.
	
Sales
Less Returns inwards

Less Cost of Sales
Opening Stock
	Purchases
	Add Carriage in

Less purchase returns

Less Closing stock
Gross Profit
Add incomes
	Discount received
	Profit on disposal (sale of Assets)
	Income from investment (can also be shown below)
	Other incomes e.g. interest received from bank

Less Expenses
	Other expenses
	Directors salaries/fees/----
	Audit fees
	Debenture Interest
	Amortization of good will
Operating profit for the period
Add investment income
Profit before tax
Taxation: Corporation tax
Transfer to deferred tax
Under or over provision
Profit after tax
Less: transfer to the general reserve

Less: Dividends
Preference dividend: 	Interim paid
	Final proposed

Ordinary dividend: 	Interim paid 
	Final proposed
Retained profit for the year
Retained profit b/f
Retained profit c/d


	Kes





x
x
x
(x)
	Kes




x



x
x
(x)







x
x
x
x
x




x
x
x




x
x
x
x
x
	Kes
x
(x)
x







(x)
x
x
x
x
x
x
x





(x)
x
x
x


(x)
x
(x)
x





(x)
x
x
x





Statement of Financial Position As at  31st Dec….. for XYZ
[image: ]
EXAMPLE ONE
Just before you launch yourself into the question that follows remember that everything you have learnt about double entry bookkeeping and the presentation of year end accounts is valid in the context of companies, subject only to the points we have added in this session.

The following is the trial balance of Transit Ltd at 31 March 2021.
	
Issued share capital (ordinary shares of 1 each)
Leasehold properties, at cost
Motor vans, at cost (used for distribution)
Provision for depreciation on motor vans to 31 March 2020
Administration expenses
Distribution expenses
Stock, 31 March 2020
Purchases
Sales
Directors’ remuneration (administrative)
Rents receivable
Investments at cost
Investment income
7% Debentures
Debenture interest
Bank interest
Bank overdraft
Debtors and creditors
Interim dividend paid
Profit and loss account, 31 March 2020
	Kes

75,000
2,500

7,650
10,000
12,000
138,750

25,000

6,750


1,050
162

31,000
1,260
	
311,122
	Kes
42,000


1,000




206,500

3,600

340
15,000


730
24,100

17,852
311,122



You ascertain the following:
All the motor vans were purchased on 1 April 2018. Depreciation has been, and is to be, provided at the rate of 20% per annum on cost from the date of purchase to the date of sale. On 31 March 2021 one van, which had cost Kes 900, was sold for Kes 550, as part settlement of the price of Kes 800 of a new van, but no entries with regard to these transactions were made in the books.
The estimated corporation tax liability for the year to 31 March 2021 is  Kes12,700.
It is proposed to pay a final dividend of 10% for the year to 31 March 2021
Stock at the lower of cost or net realizable value on 31 March 2021  is Kes 16,700.

Required:

Prepare, without taking into account the relevant statutory provisions:

· A profit and loss account for the year ended 31 March 2021:
· A balance sheet at that date. 


Suggested solutions
Statement of Income & Expense for the year  Ending 31st March,2021 for Transit ltd
	
Gross profit
Profit on disposal of van
Rent Receivable

Less: Expenses
Depreciation on motor vans
Administration expenses
Distribution expenses
Debenture interest
Bank interest
Trading profit for the year
Add investment income
Profit before tax
Taxation
Profit after tax
Less: Dividends
Interim paid
Final proposed
Retained profit for the year
Retained profit b/f
Retained profit c/d

	Kes





500
32,650
10,000
1,050
162






1,260
4,200




	Kes
72,450
190
3,600
76,240





(44,362)
31,878
340
32,218
(12,700)
19,518


(5,460)
14,058
17,852
31,910












Statement of Financial Position As at  31st March for Transit Ltd

	
Non-Current Assets
Leasehold properties
Motor vans

Investments

Current Assets
Stock
Debtors

Current liabilities
Bank overdraft
Creditors
Tax payable
Proposed dividends

Financed by:
Authorized issued and fully paid
42000 ordinary share of £1
Revenue Reserves
Profit and Loss A/C c/f

Non-Current liabilities
7% Debentures


	Kes

75,000
2,400
77,400







980
24,100
12,700
4,200











	Kes

-
(960)
960



16,700
31,000
47,700




(41,980)











	Kes

75,000
1,440
76,440
6,750
83,190








5,720
88,910


42,000

31,910
73,910

15,000
88,910




Workings

Sales				                    206,500
Less: Cost of sales
Opening stock		             12,000
Purchases		            138,750
			            150,750
Less Closing stock	            (16,700)	       (134,050)
Gross profit			                      72,450




Motor Vehicle – Depreciation
Disposal	540	Bal b/d		1,000
Bal c/d		960	P & L		  500
		 1,500			  1,500

Motor vehicle
Bal b/f		2,500	Disposal	 900
Disposal	 550
Cashbook	 250	Bal c/d		2,400
		3,300			3,300

                Motor vehicle Disposal 
Disposal	900	Motor Vehicle	550
P & L		190	Depreciation





Task 1
You are required to watch/listen the introduction video to “SS3 TV LESSONS: FINANCIAL ACCOUNTING: FINAL ACCOUNT OF A LIMITED LIABILITY COMPANY”. After watching the video, explain the process of preparing the final accounts. Post your work in the chat forum.
Please use the link below;
https://www.youtube.com/watch?v=WJFfKesNPiM
Min 1-6






[image: ]

The Following Trial Balance Was Extracted From The Books Of Collins Ltd At 31 December 19X5
	[bookmark: _Hlk176348329]
Share capital authorized and issued:

80,000 ordinary shares of £1 each
Freehold premises at cost
Motor vans
Balance 1 January 19X5 at cost
Additions less sale proceeds
Provisions for depreciation of motor vans to 31 December 19X4
Stock in trade 31 December 19X4
Balance at bank
Provision for doubtful debts 31 December 19X4
Trade debtors and creditors
Directors’ remuneration
Wages and salaries
Motor and delivery expenses
Rates
Purchases
Sales
Legal expenses
General expenses
Profit and loss account: balance at 31 December 19X4
	£



59,000

15,000
650


13,930
6,615

12,395
4,000
13,127
3,258
700
108,440

644
5,846
	
243,605
	£


80,000





6,750


275
11,380





142,770


2,430
243,605



You are given the following information.:

i. Stock in trade, 31 December 19X5, £14,600.
ii. Rates paid in advance, 31 December 19X5, £140.
iii. Debts of £1,075 to be written off and the provision to be increased to £350.
iv. On 1 January 19X5, a motor van which had cost £680, was sold for £125.
v. Depreciation provided for this van up to 31 December 19X4 was £475.
vi. Provide for depreciation of motor vans (including additions) at 20% of cost.
vii. The balance on legal expenses account included £380 in connection with the purchase of one of the freehold properties.
viii. The directors have decided to recommend a dividend of 5%.

Required:
With particular emphasis on presentation, prepare a trading and profit and loss account for the year 19X5, and a balance sheet at 31 December 19X5, ignoring taxation. 	


Solutions

Trading and profit and loss account
for the year ended 31 December 19X5
	
Sales
Opening stock
Purchases

Less: Closing stock
Cost of goods sold

Directors’ remuneration
Wages and salaries
Motor and delivery expenses
Rates (700 - 140)
Legal expenses (644 - 380)
General expenses
Bad debts
Loss on disposal
Depreciation
Net profit

Proposed dividend

Retained profit brought forward
Retained profit carried forward

	£

13,930
108,440
122,370
14,600


4,000
13,127
3,258
560
264
5,846
1,150
80
3,019






	£
142,770




107,770
35,000









31,304
3,696
4,000
(304)
2,430
2,126


Balance sheet at 31 December 19X5
	
Non-Current Assets
Freehold properties
Motor vans

Current Assets
Stock
Debtors and prepayments, less provision for doubtful debts
Cash at bank

Current liabilities
Creditors
Proposed dividends




Share capital
Ordinary shares of £1 each
Profit and loss account


	£

59,380
15,095
74,475







11,380
4,000






	£

  ----
(9,294)
(9,294)

14,600

11,110
6,615
32,325



15,380






	£

59,380
5,801
65,181










16,945
82,126


80,000
2,126
82,126




Workings
Bad debts
					£
Debtors		                          1,075
Balance c/f	                             350 
1,425
						£
Balance b/f		                             275
Profit and loss account	                          1,150
     		1,425



Motor vans
					£
Balance b/f 	                         15,000
Additions	                             775
	                                      15,775
						£
Disposals 	                                        680
Balance c/f	                                    15,095
	                                                 15,775


 
Provision for depreciation
				 	£
Disposals 		              475
Balance c/f	                         9,294
	                                      9,769
						£
Balance b/f            	                         6,750
Profit and loss account	                         3,019
	                                                   9,769



Disposals
					£
Motor vans	                            680


	                                          680
						£
Provision for depreciation	               475
Proceeds	                                         125
Loss on capital	                                           80
	                                                      680




















Using the extract below from PLC, please answer the following questions on the quiz sections.
[image: ]


1. The financial year for this company runs from March 2022 to March 2023. 
a) True
b) False
ANSWER-B
2. What is the profit for the year for the group for the year 2022 (Kes M)
a) Kes 67,496.1
b) Kes 71,789.3
ANSWER-A

3. The other revenue for the company for the year 2023 is 7,900.4 (Kes M)
a) True
b) False
ANSWER-A

4. The profit for the year was arrived by obtaining the variance between profit before tax and tax payable 
A. True
B. False
ANSWER-A

5. Generally, the EPS improved for both company & group for the financial year 2023 in comparison with 2022. 
A. False
B. True
ANSWER-A







[bookmark: _Toc179144876]END OF MODULE ASSESSMENT 5.1


Multiple-Choice Questions (MCQs)

1) Which of the following financial statements is required by law for a company to prepare at the end of its financial year?

A) Statement of Changes in Equity
B) Cash Flow Statement
C) Income Statement
D) All of the above
Answer: D) All of the above
2) In a company, the final financial statement that shows the company's financial position at the end of a period is called the:
A) Profit and Loss Statement
B) Cash Flow Statement
C) Balance Sheet
D) Statement of Comprehensive Income
Answer: C) Balance Sheet
3) Which of the following is NOT typically included in the financial statements of a company?
A) Profit and Loss Statement
B) Statement of Financial Position
C) Director’s Report
D) Statement of Changes in Equity
Answer: C) Director’s Report

Multiple-Choice Answer (MCAS) Questions:


1. What is the main purpose of preparing the income statement for a company?

A) To show the company’s financial position
B) To show the company’s cash inflows and outflows
C) To show the company’s revenues and expenses over a period
D) To show the company’s assets and liabilities
Answer: C) To show the company’s revenues and expenses over a period
2. The statement that provides information about the company’s cash inflows and outflows is the:
A) Income Statement
B) Statement of Financial Position
C) Statement of Cash Flows
D) Statement of Comprehensive Income
Answer: C) Statement of Cash Flows
Short-Answer Questions (One Word Answer):

1. Which statement shows the company’s profitability over a specific period?

Answer: Income Statement

2.What is the term for the cumulative amount of profits retained in the business and not distributed to shareholders?
Answer: Retained Earnings

Which financial statement shows the company's financial position at a specific point in time?
Answer: Statement of financial position

Easy Question:
In a company's financial statement, which section lists the company’s liabilities and equity?
Answer: Balance Sheet






Kieso, D. E., Weygandt, J. J., & Warfield, T. D. (2023). Intermediate Accounting (18th ed.). Wiley-Chapter 5
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Paste your content here if this is applicable or delete the entire section ….
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· Module  5 Review Assignment
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	MODULE 6: ACCOUNTING FOR BUSINESS COMBINATION


	


 INSTRUCTIONAL HOURS: 4
[bookmark: _Toc179144882] Module Overview
In this module, you will learn about the accounting principles and practices related to business combinations, including mergers, acquisitions and consolidations.
 You will also be equipped with the skills necessary to prepare financial statements for entities involved in business combinations.
[bookmark: _Toc179144883] Learning Outcomes
At the end of this module, you will be able to:
a) Discuss the accounting basic principles and standards related to business combinations.
b)   Discuss various forms of business combinations.
c) Prepare consolidated final accounts for business combination including mergers, acquisitions and consolidations.
d) Explain ethical considerations in business combinations and examine the strategic impact of business decisions on financial reporting
[bookmark: _Toc179144884]    Learning Activities/Task List
1. Watch Lecture Video[image: Shape
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2. Review power presentation PDF
3. Watch lecture related videos
4. Complete participation assignment
5. Complete personal introduction video
6. Review assignment
[bookmark: _Toc179144885]INSTRUCTIONAL MATERIALS & LEARNING ACTIVITIES 



 INTRODUCTION TO BUSINESS COMBINATION
The term “business combination” is used to describe an arrangement where two or more businesses owned and operated as separate entities come together to become a single entity under the same ownership. The implication of this is that the separate businesses will discontinue their ownership and come under a single ownership.
Business combination can take many forms: 
(a) Amalgamation- Amalgamation signifies the transfer of all or some part of assets and liabilities of one or more than one existing company or two or more companies to a new company. It is the blending of two or more existing companies into one undertaking; the shareholder of each blending companies becoming substantially the shareholders of the company which will carry on blended undertaking. There may be amalgamation by transfer of one or more undertaking to a new company or transfer of one or more undertaking to an existing company.
 (b) Merger- This refers to a combination of two or more companies, usually of not greatly disparate size, into one company. It refers to a situation when two or more existing firms combine together and form a new entity. It is a marriage between two companies of roughly same size. It is thus a combination of two or more companies in which one company survives on its own name and the other ceases to exist as legal entity.

 (c) Absorption- The process in which one company acquires the business of another company is known as Absorption. In this process, a smaller existing company is overpowered by an existing larger company. No new company is established in absorption. There are two companies involved in this process, i.e. the company who takes over the business of the other company is known as Absorbing Company, and the company whose business is taken over is known as Absorbed Company
(d) Acquisition- Acquisition refers to the acquiring of ownership right in the property and asset without any combination of companies. Thus in acquisition two or more companies may remain independent, separate legal entity, but there may be change in control of companies. Acquisition results when one company purchase the controlling interest in the share capital of another existing company.
 (e) Takeover- There is no tangible difference between an acquisition and a takeover; both words can be used interchangeably - the only difference is that each word carries a slightly different connotation. Typically, takeover is used to reference a hostile takeover where the company being acquired is resisting. In contrast, acquisition is frequently used to describe more friendly acquisitions
 (f) Reconstruction- The term ‘External Reconstruction’ means the winding up of an existing company and registering itself into a new one after a rearrangement of its financial position. Thus, there are two aspects of ‘External Reconstruction’, one, winding up of an existing company and the other, rearrangement of the company’s financial position. Such arrangement shall be approved by its shareholders and creditors and shall be sanctioned by the court. The accounting treatment is similar to that of absorption


Accounting Entries in the Books of the New Company
The accounting entries in the books of the new company can be divided into two: 

a) The amalgamation journal
b) The statement of financial Position after amalgamation.

Amalgamation Journal
 This is a composite journal which is prepared to reflect the assets and liabilities taken over as well as goodwill or capital reserve on amalgamation. On the debit side of the journal are all tangible assets taken over at revaluation value or taken over value. However, if the takeover values are not given, it is assumed that the assets are taken over at book values. The takeover value will only be used when such assets are not revalued. If revalued, the revaluation value will be used instead of the takeover value. On the credit side of the journal are all the components of purchase consideration (including liabilities taken over) as contained on the credit side of the new company account in the books of the discontinuing businesses. The difference between the debit side and the credit side of the journal, represents goodwill or capital reserve. If the balancing figure on the journal is an asset (i.e. debit balance) it is referred to as goodwill. If it is a claim over the assets (i.e. credit balance) it is referred to as capital reserve.










Example one
Let us consider the draft Balance Sheet of X Ltd. as on 31st March, 20X1:
[image: ]Other Information:
(i) Y Ltd. takes over X Ltd. on 10th April, 20X1.
(ii) Debenture holders of X Ltd. are discharged by Y Ltd. at 10% premium by issuing 15% own debentures of Y Ltd.
(iii) 14% Preference Shareholders of X Ltd. are discharged at a premium of 20% by issuing necessary number of 15% Preference Shares of Y Ltd. (Face value ` 100 each).
(iv) Intrinsic value per share of X Ltd. is ` 20 and that of Y Ltd. ` 30. Y Ltd. will issue equity shares to satisfy the equity shareholders of X Ltd. on the basis of intrinsic value. However, the entry should be made at par value only. The nominal value of each equity share of Y Ltd. is ` 10.
Compute the purchase consideration



.

Solution

	Computation of Purchase consideration
	(`
	in ’000)
	Form

	For Preference Shareholders of X Ltd.
	3,000
	30,000

	
	
	15% Preference

	
	
	shares in Y Ltd.

	For equity shareholders of X Ltd.
	5,000
	5,00,000 Equity

	(2/3 × 7,50,000) × ` 10
	
	shares of Y Ltd.

	of ` 10 each
	

	

	Total Purchase consideration
	8,000
	



Example Two
S. Ltd. is absorbed by P. Ltd. The draft balance sheet of S. Ltd. is as under:

[image: ]


(i) to issue 9% Preference shares of ` 100 each, in the ratio of 3 shares of P. Ltd. for 4 preference shares in S. Ltd.
(ii) to issue to the debenture-holders in S. Ltd. 8% Mortgage Debentures at ` 96 in lieu of 6% Debentures in S. Ltd. which are to be redeemed at a premium of 20%;
(iii) to pay ` 20 per share in cash and to issue six equity shares of ` 100 each (market value ` 125) in lieu of every five shares held in S. Ltd.; and
(iv) to assume the liability to trade payables.
You are required to calculate the purchase consideration


Solution
The purchase consideration will be

	`	Form

	Preference shareholders: 2,000 × 3/4 × 100	1,50,000	9% Pref. shares
Equity shareholders:	5,000 × 20	1,00,000	Cash
5,000 × 6/5 × 125	7,50,000	Equity shares
10,00,000


According to AS 14, ‘consideration’ for the amalgamation means the aggregate of the shares and other securities issued and the payment made in the form of cash or other assets by the transferee company to the shareholders of the transferor company. Therefore, debentures issued to the debenture holders will not be included in purchase consideration. Like trade payables, the liability in respect of debentures of S. Ltd. will be taken by P Ltd., which will then be settled by issuing new 8% debentures.



Using the extract below showing IFRS 10 on consolidated financial statement. Please identify 5 companies you know that have  applied the IFRS .
[image: ]
[image: ]
Task 1
You are required to watch/listen the introduction video to “Introduction to Business Combination. CPA exam”. After watching the video, explain the reasons why business consolidate finance statements. Post your work in the chat forum.
Please use the link below;
 https://www.youtube.com/watch?v=i7cn1EXCGAc
Min 3.49-4.56




1. The following are reasons why companies combine except
a) Cost Savings
b) Diversification of risks
c)Economies of scales
d)Entry to old market
 
Answer D
2. IFRS 10 provides step and treatment required in business consolidations.
a) YES
b) NO
Answer A

3. From the following which one is not form of business combinations.
a) Statutory merger by asset acquisition
b) Statutory merger by stock acquisition
c). Statutory consolidation by asset acquisition
d) acquisition of more 50% of companies voting right
f) Variable interest Entity
g) Entity bail outs acquisition

Answer G













Kieso, D. E., Weygandt, J. J., & Warfield, T. D. (2023). Intermediate Accounting (18th ed.). Wiley  page 124-134
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Multiple-Choice Questions (MCQs):
1. When a company acquires another company, what type of financial statement is typically prepared to consolidate the financial results?
A) Separate Income Statement
B) Consolidated Income Statement
C) Single Balance Sheet
D) Profit and Loss Appropriation Account
Answer: B) Consolidated Income Statement
2. In a merger, which of the following is true about the preparation of consolidated financial statements?
A) Only the parent company’s financial statements are included.
B) The assets and liabilities of the merged entities are combined into one statement.
C) Only the subsidiary’s financial statements are included.
D) The parent company’s stock is replaced with the subsidiary’s stock.
Answer: B) The assets and liabilities of the merged entities are combined into one statement.
3. What is the purpose of preparing consolidated financial statements during an acquisition?
A) To show the financial performance of the parent company only
B) To show the financial performance of the parent and subsidiary as one entity
C) To report the separate financial results of each company
D) To evaluate the stock price of the acquired company
Answer: B) To show the financial performance of the parent and subsidiary as one entity
Multiple-Choice Answer (MCAS) Questions:
1. In a consolidation, which of the following is eliminated from the consolidated financial statements?
A) The parent company’s assets
B) Intercompany transactions and balances
C) The subsidiary’s liabilities
D) The goodwill of the acquired company
Answer: B) Intercompany transactions and balances
2. When preparing consolidated financial statements, what is added to the parent company’s balance sheet to reflect the purchase of a subsidiary?
A) Goodwill
B) Inventory
C) Additional Paid-in Capital
D) Retained Earnings
Answer: A) Goodwill

Short-Answer Questions (One Word Answer):
1. What is the term for the excess of purchase price over the fair value of the acquired company's identifiable assets?
Answer: Goodwill
2. In a merger or acquisition, the company that acquires another is called the: Answer: Parent
3. In consolidated financial statements, what is eliminated to avoid double-counting of income and expenses between the parent and subsidiary?
Answer: Intercompany Transactions
Easy Question:
When two companies combine into one, what type of financial statement is created to reflect the combined financial position and performance?
Answer: Consolidated Financial Statement



[bookmark: _Toc179144893]     WHAT’S NEXT?
· Module  6 Review Assignment

· Module  7


























	MODULE  7: ACCOUNTING FOR SPECIAL PURPOSE ENTITIES



 INSTRUCTIONAL HOURS: 4
[bookmark: _Toc179144894] Module Overview
In this module, you will learn about the accounting principles and practices for special purpose entities (SPEs) such as joint ventures and non-profit organizations.
[bookmark: _Toc179144895] Learning Outcomes
At the end of this module, you will be able to:
i. Explain the various forms and purposes of SPEs and how they differ from traditional entities.
ii. Discuss the relevant accounting standards and regulations to ensure accurate and compliant financial reporting for SPEs.
iii. Prepare financial statements specific to SPEs
[bookmark: _Toc179144896]    Learning Activities/Task List
i. Watch Lecture Video[image: Shape
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ii. Review power presentation PDF
iii. Watch lecture related videos
iv. Complete participation assignment:  
v. Complete personal introduction 
vi. Review concept assignment 
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Joint Venture:
Joint venture is an agreement between two or more persons called co-venturers to undertake a particular venture or business and to share profits or losses of that venture in an agreed ratio. A Joint venture is generally formed for the purchase and sale of goods or for speculation in underwriting of shares or debentures of joint stock companies, for construction works etc. The persons to the joint venture are called co-venturers. The joint venture is closed by settling the co-venturers account on the completion of the venture/work for which it is formed. Settlement of co-venturers accounts may be in cash or through bank or by a bill.
Features of joint venture:
 1. It is formed by two or more persons. 
2. The purpose is to execute a particular venture. 
3. A specific firm’s name is used for the joint venture business. 
4. It is of a temporary nature.
 5. The co-venturers share profit or loss in the agreed ratio. However, in the absence of agreement the profits or losses are shared equally.
Objectives / Importance / Advantages
· To pool sufficient capital. 
· To share the skill, ability and experience for the common benefit of venture.
· To spread the risk among the co-venturers









Distinction between Joint Venture and Partnership
	Joint Venture 
	Partnership

	i. There is no common name.
ii. Persons involved in joint venture are called co-venturers.
iii. Liability of the co-venturers depends on the mode of contract.
iv. Cash system of accounting is followed.
v. Co-venturers have no implied authority.
vi. There is no need for registration.
	4. The business is carried on under the style of a firm’s name.
5. Persons involved in partnership are called partners. 
6. Partner’s liability is joint and several. 
7. Accrual system of accounting is followed.
8. Doctrine of implied authority is applicable to partners. 
9. Registration can be made if partners desire.



Distinction between Joint Venture and Consignment:
	Joint Venture 
	Consignment:

	1. Parties to the agreement are called co-venturers.
2. Relationship between the coventurers is that of partners in a firm. 
3.  Joint venture is governed by the contract between the venturers and the partnership act.
4. The profit is shared by all the coventurers.
5. There are four methods of maintaining accounts for the joint venture. 
6. The relationship comes to an end as soon as the venture is completed.
7. The co-venturers have equal authority to take decisions. 
8. There is joint ownership
	1) Parties to the agreement are called consignor and consignee.
2) Relationship between the consignor and consignee is that of principal and agent.
3)   Consignment is governed by the contract between the parties and the law relating to agency. 
4) The profit belongs to the consignor only. 
5) There is only one method of maintaining the accounts for consignment transactions.
6)  The arrangement may continue for a long time. 
7) The consignee acts as an agent and follows the instructions of consignor.
8)  Consignor is the owner of goods.






Joint Venture Accounts
	Debit
	Anything the ventures put into the enterprise (e.g. Cash, purchases, expenses paid etc).

	Credit
	Anything the ventures take out of the enterprise (e.g. Sales and cash withdrawal, assets withdrawal etc.



Formats
Consider P and Q are joining venture.
Joint Venture with P Account
In the book of P
Joint Venture with P Account
	Cash – purchases by P
	X
	Cash – sales by P
	X

	Cash – expenses by P
	X
	Debtors – credit sales by P
	X

	Bad debts (if no del crede commission)
	X
	Assets taken over
	X

	Sales commission
	X
	Assets a/c - Stock withdrawal
	X

	Profit and loss – P’s share of profit
	X
	 
	 

	Cash – paid to Q
	X
	 
	 

	 
	XX
	 
	XX








In the book of Q
Joint Venture with Q Account
	Cash – purchases by Q
	X
	Cash – sales by Q
	X

	Cash – expenses by Q
	X
	Debtors – credit sales by Q
	X

	Bad debts 
	X
	Assets taken over
	X

	Sales commission
	X
	Assets a/c - Stock withdrawal
	X

	Profit and loss – Q’s share of profit
	X
	Cash from P
	X

	 
	X
	 
	 

	 
	XX
	 
	XX



Example 1 :
Filza Pvt Ltd and DYN Pvt Ltd are suppliers of instant seasoning in Selangor. Both
companies have agreed to undertake a joint venture to introduce new products. Filza will supply the product and bear any expenses incurred. DYN will sell the product and receive cash, and also cover any relevant expenses. Profit and losses were to be shared equally.
The followings are the relevant information regarding the transactions occurred

	 
	Kes

	Filza borne the cost of the product
	1,800

	Filza paid wages
	200

	Filza paid storage cost
	160

	DYN paid cost of carriage
	120

	DYN paid selling expenses
	320

	DYN received cash from sales
	3,200


Required; Prepare a joint venture account



Suggested solutions
Step 1

Filza and DYN will prepare their own Joint Venture Account respectively. Filza will open the “Joint Venture Account with DYN” and vice versa. The double entry for this transaction was as follow:

In the book of Filza Pvt Ltd           Payment              Dr  Joint Venture Account with DYN

                                                                                          Cr   Cash Account

                                                           Purchases           Dr  Joint Venture Account with DYN

                                                                                          Cr Purchases

 
In the book of DYN Pvt Ltd           Payment              Dr    Joint Venture Account with Filza

                                                                                         Cr    Cash Account

                                                          Receipt                 Dr Cash Account

                                                                                      Cr Joint Venture Account with Filza

 JOINT VENTUREACCOUNTS
In the book of Filza Pvt Ltd

Joint Venture with DYN Account

	 
	Kes
	 
	Kes

	Purchases 
	1,800
	 
	 

	Cash: Wages
	200
	 
	 

	Cash: Storage cost
	160
	 
	 




In the book of DYN Pvt Ltd

Joint Venture with Filza Account

	 
	Kes
	 
	Kes

	Cash: carriage
	120
	Cash: Sales
	3,200

	Cash: selling expenses
	320
	 
	 

	 
	 
	 
	 










Step 2

The Memorandum Joint Venture Account is prepared in order to determine whether the company gains profit or suffer a loss. The distribution of profit or loss is made based on the agreed ratio which is to be shared equally. The details in the memorandum are the combination of every Joint Venture Account.

Memorandum Joint Venture Account

	 
	Kes
	 
	Kes
	 
	Kes

	Purchases
	 
	 
	1,800
	Sales
	3,200

	Wages
	 
	 
	200
	 
	 

	Storage expenses
	 
	 
	160
	 
	 

	Carriage expenses
	 
	 
	120
	 
	 

	Selling expenses
	 
	 
	320
	 
	 

	Profit:
	 
	 
	 
	 
	 

	     Filza (½)
	300
	 
	 
	 
	 

	     DYN (½)
	300
	 
	600
	 
	 

	 
	 
	 
	3,200
	 
	3,200



 

Step 3


The profit obtained by Filza and DYN will be distributed in their accounts.

Filza’s book                         Profit     Dr Joint Venture Account with DYN

                                                                   Cr    P&L

DYN’s book                         Profit     Dr    Joint Venture Account with Filza

                                                               Cr P&L

In the book of Filza Pvt Ltd

Joint Venture with DYN Account

	 
	Kes
	 
	Kes

	Purchases 
	1,800
	Balance c/d
	2,460

	Cash: Wages
	200
	 
	 

	Cash: Storage cost
	160
	 
	 

	P&L
	300
	 
	 

	 
	2,460
	 
	2,460

	Balance b/d
	2,460
	Cash from DYN
	2,460



 


In the book of DYN Pvt Ltd

Joint Venture with Filza Account

	 
	Kes
	 
	Kes

	Cash: carriage
	120
	Cash: Sales
	3,200

	Cash: selling expenses
	320
	 
	 

	P&L
	300
	 
	 

	Balance c/d
	2,460
	 
	 

	 
	3,200
	 
	3,200

	Cash paid to Filza
	2,460
	Balance b/d
	2,460



 
[image: ]
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You are provided with following information for self-assessment. 

Fauzi and Syamsul are iron merchants who each have their own business. They have agreed to work together and share profits or losses equally. The following are transactions carried out by both the 2013


Transactions                                                                 Fauzi (Kes)                                       Syamsul ( Kes)
Iron purchased                                                                24,800                                                   18,900
Iron sales                                                                             37,700                                                   29,500
Store rental                                                                          2,400                                                     1,200
Transportation expenses                                               3,790                                                     1,950
General expenses                                                                580                                                         870
Purchase of vehicles                                                         5,200                                                          -
Utilities costs                                                                          560                                                         930


At the end of the transaction, it was found that there is unsold iron by Fauzi worth Kes3,100 and RM1,090 by Syamsul. Both parties have agreed to take over the iron-steel and will be credited to their accounts. Fauzi and Syamsul also agreed to impose a charge of 5% on the overall profitability of their business for service charges and they run their business equally.

Required:
a. Account for transactions with the both parties
b. Memorandum account transactions with Fauzi and Syamsul with regard to all matters agreed


Paste your content here if this is applicable or delete the entire section ….




Paste your content here if this is applicable or delete the entire section ….








Using the extract below please answer the following questions on the quiz sections.



1. Which one of the following is the legal instrument that outlines the scope of a joint venture as well as the responsibilities and duties of its members?
a. Articles of joint venture.
b. By laws of the joint venture.
c. Joint venture agreement
d. Operating agreement
Answer -C
2. The following are  books of accounts  for joint venture. Which one is not.
a. Appropriation Account of the partners
b. Joint Venture Account.
c. Profit and Loss account.
d. Withdrawal Account
Answer -A
3 . The principle of double entry is also applied in accounting for   joint ventures?
a. NO
b. YES
Answer -B
4.Which one NOT  True about  joint ventures?
A. Accrual  of accounting is followed
B. There is no common name.
C. Persons involved in joint venture are called co-venturers.
D. Liability of the co-venturers depends on the mode of contract
Answer -A
5.In Joint venture the profit is shared by all coventurers equally. 


a) NO
b) YES
Answer -B

Each question carries one mark.





Beisland, L. A., & Schindler, J. (Eds.). (2020). Accounting for Special Purpose Entities. Routledge.
           
[bookmark: _Toc179144906]   ACTIVITY 3: PRACTICAL/MINI-PROJECT/WORKSHOP


.
Paste your content here if this is applicable or delete the entire section ….





Paste your content here if this is applicable or delete the entire section ….
[image: Shape

Description automatically generated with low confidence]
[bookmark: _Toc179144908]              REFERENCE LIST AND FURTHER READING

Books:
· Schipper, K., & Vincent, L. (2018). Financial Accounting Theory. Pearson.
· Alexander, D., & Britton, A. (2022). Financial Reporting. ICAEW.
[image: ]

[bookmark: _Toc179144909]END OF MODULE TAKE HOME ASSIGNMENT 
	
Multiple-Choice Questions (MCQs)
1. Which of the following is the primary characteristic of a Special Purpose Entity (SPE)?
A) It is typically used to manage company payroll.
B) It is created to achieve a specific and limited objective.
C) It holds the majority of a company's assets.
D) It is a non-profit organization set up to support charitable activities.
Answer: B) It is created to achieve a specific and limited objective.
2. Which accounting principle is most commonly applied to Special Purpose Entities (SPEs)?
A) Historical Cost Accounting
B) Fair Value Accounting
C) Consolidation Principle
D) Revenue Recognition Principle
Answer: C) Consolidation Principle
3. Which of the following is an example of a common use of a Special Purpose Entity (SPE)?
A) Financing a company's inventory purchase
B) Managing pension liabilities
C) Isolating financial risk from a parent company
D) Expanding a company's market reach
Answer: C) Isolating financial risk from a parent company
Multiple-Choice Answer (MCAS) Questions
1. Which of the following  is not  are typical reasons for the creation of a Special Purpose Entity (SPE)? 
· A) To secure financing without affecting the parent company's statement of financial position
B) To hide liabilities from the financial statements of the parent company
C) To protect assets from legal or financial risk
D) To provide a structure for joint ventures or partnerships
Answer: B) To hide liabilities from the financial statements of the parent company


2. What is the most common method of accounting for Special Purpose Entities (SPEs)? (Select all that apply)
A) Equity Method
B) Proportionate Consolidation
C) Mark-to-Market Accounting
Answer: B) Proportionate Consolidation
Short-Answer Questions
1. What are the key risks associated with the use of Special Purpose Entities (SPEs)?
Answer: The key risks include potential lack of transparency, which can lead to financial statement manipulation, increased complexity in financial reporting, and the risk that the SPE's liabilities may not be disclosed, affecting the overall financial health of the parent company.
2. How does the consolidation of a Special Purpose Entity (SPE) affect a parent company's financial statements?
Answer: When a parent company consolidates an SPE, the assets, liabilities, revenues, and expenses of the SPE are included in the parent’s financial statements, making the SPE’s financial performance and position part of the parent company's financial reports. This provides a more comprehensive view of the overall financial status of the group.
3. Why might a company choose to use a Special Purpose Entity (SPE) for risk management?
Answer: A company may use an SPE to isolate certain risks (such as financial or operational risks) away from its core operations. By transferring certain assets or liabilities to the SPE, the company can limit its exposure to risks, protect its balance sheet, and manage financial uncertainties more effectively.
Easy Question
What is a Special Purpose Entity (SPE)?
Answer: A Special Purpose Entity (SPE) is a legal entity created for a specific and limited purpose, often to achieve a particular financial or operational objective, such as isolating risk or facilitating financing. It is typically separate from the parent company’s regular operations.



[bookmark: _Toc179144910]     WHAT’S NEXT?
· When we meet next we will recap on the what we learn in Module  7  
· Having learn about preparation of financial statements we learn on how to analysis them for decision making.

























	MODULE  8: INTRODUCTION TO FINANCIAL ANALYSIS



	


 INSTRUCTIONAL HOURS: 4
[bookmark: _Toc179144911] Module Overview
In this module, you will learn about the financial analysis process, financial ratios  and trend analysis.
[bookmark: _Toc179144912] Learning Outcomes
At the end of this module, you will be able to:
a. Define the financial analysis.
b. Discuss tools used in financial analysis
c. Calculate and interpret various financial ratios, including liquidity, profitability, and solvency ratios.
d. analyse financial trends over time, identifying patterns and making forecasts based on historical data.
[bookmark: _Toc179144913]Learning Activities/Task List
a) Watch Lecture Video[image: Shape
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b) Review power presentation PDF
c) Watch lecture related videos
d) Complete participation assignment
e) Complete personal introduction video
f) Review concept assignment  
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Perspective of Financial Analysis
[image: ]
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What is financial analysis?
Financial analysis is the systematic process of examining a company's financial statements, budgets, and projects to assess its performance and viability. The primary objective of corporate financial analysis is to determine profitability, liquidity, and solvency.
· Profitability measures how well a company generates earnings and includes metrics such as return on investment (ROI) and net profit margin
· Liquidity focuses on a company's ability to cover short-term obligations, often evaluated through ratios such as the current ratio or quick ratio
· Solvency gauges a company's capacity to meet long-term debts, often analysed through debt-to-equity ratios or interest coverage ratios
Purpose of Financial Analysis
· Determine the organization’s ability to generate profits relative to its revenue, assets, or equity.
· Assess how effectively the organization manages its expenses in relation to its revenues.
· Evaluate the organization’s ability to meet short-term obligations using its available cash or near-cash resources.
· Analyse the organization’s ability to meet long-term liabilities and obligations.
· Provide investors with information on the potential return and risk associated with investing in the organization.
· Track financial performance against goals and industry benchmarks to guide strategic decision-making.
· Ensure that the organization adheres to accounting standards and regulations.
· Provide accurate financial information to stakeholders, including shareholders, regulators, and employees.





Scope of Financial Analysis
1. Financial Statements Analysis
2. Ratio Analysis
3. Trend and Comparative Analysis
4. Financial Forecasting and Budgeting
5. Valuation Analysis
6. Risk Assessment
7. Strategic Implications
Steps in Financial Analysis
1. Establish objectives of Analysis
2. Define the extent of analysis
3. Reorganization of organizational data
4. Relationship among financial statements with help of tools and techniques
5. Interpretation of information
6. Drawing conclusion
Financial Ratios 
 Financial ratios allow for meaningful comparisons across time, between competitors, and with industry averages. 
· Liquidity ratios: Can the company meet its obligations over the short term?
· Solvency ratios: (also known as financial leverage ratios): Can the company meet its obligations over the long term?
· Asset management ratios: How efficiently is the company managing its assets to generate sales? 
· Profitability ratios: How well has the company performed overall? 
· Market value ratios: How does the market (investors) view the company’s financial
Practical Applications for Financial Analysis/Role of Financial Analyst
· Investment decisions: Investors rely on financial analysis to evaluate the health and potential profitability of companies; metrics such as P/E ratios, liquidity ratios, and debt-to-equity ratios help them choose investment opportunities for both short-term gains and long-term growth
· Business strategy: Company executives depend on financial analysis to make critical business decisions, such as entering new markets, launching products, or acquiring competitors; financial models can simulate different scenarios to predict outcomes and risks
· Performance assessment: Financial analysis enables businesses to evaluate their performance against their direct competitors and industry standards; this can help identify areas for improvement, whether it’s reducing operational inefficiencies or improving product offerings
· Budget planning: Companies use financial analysis to allocate resources more effectively; by using historical data to predict future expenses and revenues, they can create more accurate budgets and forecasts
· Risk management: By analyzing variables that contribute to financial risk, such as market volatility or changes in interest rates, companies can adopt strategies such as diversification or hedging to  mitigate these risks

Trend Analysis 

Trend Analysis is a method used to evaluate and understand the direction of financial data over a period of time. It involves comparing financial performance metrics across different periods to identify patterns, changes, and trends.

Key Steps in Trend Analysis:
1. Select the Metrics: Choose the financial metrics to analyze, such as revenues, expenses, net income, or key ratios.
2. Collect Data: Gather financial statements and data over several periods. This could be monthly, quarterly, or annually.
3. Calculate Trends: Determine the percentage change or growth rate for each metric over the selected periods. This often involves comparing current period values to historical values.
4. Analyse Patterns: Look for recurring patterns, such as increasing revenues, declining costs, or seasonal variations.
5. Interpret Results: Assess the implications of the trends. For instance, a consistent increase in sales could indicate growing market demand, while rising costs might suggest inefficiencies or inflation.

Forecasting Techniques

Forecasting involves predicting future financial performance based on historical data and analysis. Common forecasting techniques include:
1. Trend Analysis Forecasting:
· Extrapolation: Extend historical trends into the future. For example, if sales have been growing at a steady rate, project future sales by extending this growth trend.
· Linear Trend Analysis: Fit a linear trend line to historical data and use it to forecast future values.



2. Regression Analysis:
· Simple Linear Regression: Use statistical methods to model the relationship between a dependent variable (e.g., sales) and one independent variable (e.g., advertising spend).
· Multiple Regression: Analyze the impact of multiple independent variables on the dependent variable to make more accurate predictions.
3. Moving Averages:
· Simple Moving Average (SMA): Calculate the average of a set number of past periods to smooth out fluctuations and identify trends.
· Weighted Moving Average (WMA): Assign different weights to different periods to give more importance to recent data.

4. Exponential Smoothing:
· Single Exponential Smoothing: Apply a smoothing factor to adjust for trends and seasonality in time series data, giving more weight to recent observations.
· Double Exponential Smoothing: Account for trends by including both level and trend components in the forecasting model.
5. Scenario Analysis:
· Best-Case/Worst-Case Scenarios: Develop different scenarios based on varying assumptions to understand potential outcomes and prepare for uncertainties.
· Sensitivity Analysis: Evaluate how changes in key assumptions impact forecasts to assess the robustness of predictions.
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Using the extract below please answer the following questions on the quiz sections.
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(a) What will you make on overall performance of this company?
Possible Solution
Though the service revenue is increasing the profit for the year is declining implying that the operations cost is increasing at high rate compare to service revenue.
(b) Explain the trend on earning before interest and tax(EBiT)
Possible Solution
Unsteady trend, the company experiences decrease-increase earnings trend.
(c) Suggest what can be done to improve on the trend.
Possible Solution
(1) Review on the fixed costs
(2) Review the operation costs
(3) Further scale up of the sales





1. Which one of the following is not part of the scope of financial analysis
a. Ratio Analysis:
b. Trend and Comparative Analysis:
c. Financial Forecasting and Budgeting:
d. Depreciation analysis
e. Risk Assessment:
Answer -D
2. The following are importance of financial analysis except.
a. Determine the organization’s profitability
b. Evaluate the organization’s ability to its obligations.
c. For computing tax  payable to the government 
d. Provide critical information for investment.
e. Track financial performance.
Answer -C
3. Financial analysis is the systematic process of examining a company's financial statements, budgets, and projects to assess its performance and viability.
A. True
B. False
Answer -A
4. The following are components for   trend analysis forecasting except.
a) Extrapolation
b) Correlation
c) Linear Trend Analysis
Answer -c
5. Which one NOT True  statement about  financial analysis?
a. Financial ratios are used in financial analysis.
b. Financial Analyst are professionals.
c. The steps of financial analysis are not systematic process
d. Financial Analysis utilizes the financial statement as source document




Brigham, E. F., & Ehrhardt, M. C. (2022). Financial Management: Theory & Practice (16th ed.). Cengage Learning.
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Task 
In your groups discuss by commenting the work of others the specific uses and importance  of the finance and accounting ratios. 
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Multiple-Choice Questions (MCQs)
1. Which of the following financial ratios measures a company's ability to meet its short-term liabilities with its most liquid assets?
A) Current Ratio
B) Quick Ratio
C) Debt-to-Equity Ratio
D) Return on Assets (ROA)
Answer: B) Quick Ratio
2. Which financial statement is primarily used for analyzing a company's profitability over a specific period?
A) Financial Position 
B) Cash Flow Statement
C) Income Statement
D) Statement of Changes in Equity
Answer: C) Income Statement
3. A company’s return on equity (ROE) is calculated by dividing:
A) Net income by total liabilities
B) Net income by shareholder’s equity
C) Total assets by shareholder’s equity
D) Gross profit by net revenue
Answer: B) Net income by shareholder’s equity

Multiple-Choice Answer (MCAS) Questions
1. Which of the following are liquidity ratios used in financial analysis? (Select all that apply)
A) Current Ratio
B) Quick Ratio
C) Debt-to-Equity Ratio
D) Cash Ratio
Answer: A) Current Ratio, B) Quick Ratio, D) Cash Ratio
2. Which of the following ratios would help in assessing a company's long-term financial stability? (Select all that apply)
A) Debt-to-Equity Ratio
B) Return on Assets (ROA)
C) Interest Coverage Ratio
D) Gross Profit Margin
Answer: A) Debt-to-Equity Ratio, C) Interest Coverage Ratio
Short-Answer Questions
1. What is the difference between the current ratio and the quick ratio?
Answer: The current ratio measures a company's ability to pay its short-term liabilities using its current assets, while the quick ratio (also called the acid-test ratio) excludes inventory from current assets to focus on more liquid assets like cash and receivables. The quick ratio is considered a more stringent measure of liquidity.
2. How does the debt-to-equity ratio help in financial analysis?
Answer: The debt-to-equity ratio measures the relative proportion of debt and equity financing a company uses. A higher ratio indicates a higher reliance on debt, which may increase financial risk, while a lower ratio suggests a more conservative, equity-financed approach, indicating lower risk.
3. What is the significance of the return on assets (ROA) ratio in financial analysis?
Answer: The return on assets (ROA) ratio indicates how efficiently a company is using its assets to generate profit. A higher ROA suggests better asset utilization, while a lower ROA may indicate inefficiencies in managing assets or generating returns from them.
Easy Question
What is the primary purpose of financial analysis for a company?
Answer: The primary purpose of financial analysis is to evaluate a company’s financial performance and position, helping stakeholders (such as management, investors, creditors) make informed decisions regarding the company’s profitability, liquidity, solvency, and overall financial health.
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[bookmark: _Toc179144927] Module Overview
In this module, you will learn about the types of equities, importance of each type   and accounting treatment.
[bookmark: _Toc179144928] Learning Outcomes
At the end of this module, you will be able to:
a) Define the concepts and principles of equity accounting.
b) Discuss the types, characteristics and uses of shares and debentures 
c) Discuss the application of  IFRS to equity investments, ensuring compliance and accuracy in financial reporting.
d) Analyse financial statements to assess the impact of equity investments on the financial health of an organization
Learning Activities/Task List
1. Watch Lecture Video[image: Shape
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2. Review power presentation PDF
3. Watch lecture related videos
4. Complete participation assignment:  
5. Complete personal introduction video
6. Review assignment 
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Overview of the equities
· Equity is fundamental concept in accounting, serving as the cornerstone for understanding a company’s health and ownership structure
· Accounting for Equities is very important for making decisions, financial reporting and attracting investors
· Equity accounting covers types of equities, valuation of equities and equity calculation  
Perspective of Equities in Limited companies
Share capital of a company.
· The owner’s interest in a limited company consists of share capital. The share capital is divided into shares.
· The investor will then pay for and be issued with the shares and therefore, they become owners.
· Each share has a flat value called Par value/face value/nominal value. (e.g.)

For instance, if a company decides to set up a share capital of Sh. 200,000, it may decide to issue:
200,000 shares of Sh. 1 each per value.
100,000 shares of Sh. 2 each per value.
400,000 shares of Sh. 50 each per value.
Types of share capital
a. Preference share capital
This is made up of preference shares and a preference share carries the right to a final dividend, which is expressed as a percentage of their par value. E.g. 10% preference shares.
Preference shares do not carry a right to vote and therefore no control in the company.
b. Ordinary Share capital 
These are the most common shares. They carry no right to a fixed dividend but are entitled to residual value of the business during winding up, and all profits after the claim on all of the preference dividend have been paid. The more the no. of ordinary share held, the higher the control.


Share capital may also have the following meaning:
i. Authorized share capital
Also called, registered or nominal capital. Is the total of the share capital which the company is allowed to issue to shareholders. A company cannot issue more shares than the amount that is authorized.
ii. Issued share capital
This is the total of the share capital actually issued to the shareholders.
iii. Called up share capital
This is the amount the shareholders have been asked to pay where the amount of capital required is less than the issued share capital.
(e.g.) If a firm issues ordinary shares of £1 each and request the shareholders to pay 60p. Assuming that the issued 100,000 shares, then the called up share capital will be:
60p  100,000 = £60,000
iv. Uncalled share capital
This is part of the issued share capital for which the company has not requested for payment and therefore these amounts will be received in the future.
In the above (e.g.) because the firm had not requested for 40p, therefore the uncalled capital is 40p  100,000 = £40,000.
v. Paid-up share capital
This is the total of the share capital, which has been paid for by the shareholders.

Example one
A limited has an authorized share capital of 200,000 shares of £1 each out of which only 150,000 share have been issued, Although the firm requested the shareholders to pay 80p per share, the shareholders were able to pay 50p per share.

Required:
Determine the:
i. Authorized share capital
ii. Issued share capital
iii. Called up share capital
iv. Uncalled up share capital
v. Paid up share capital

Solutions

Authorized share capital
200,000  £1 = £200,000

Issued share capital
150,000  £1 = £150,000

Called up share capital
150,000  80p = 120,000

Uncalled up share capital
150,000 20 p = £30,000

Paid up share capital
150,000  50p = £75,000





Shares
Types of Shares
1. Ordinary Shares:
· Characteristics:
· Voting Rights: Usually carry voting rights at general meetings of the company.
· Dividends: Dividends are paid out after all other obligations are met. The amount and frequency can vary.
· Residual Claim: Shareholders have a residual claim on assets after all debts and preferred shareholders are paid in the event of liquidation.
Uses:
· Raising Capital: Issued to raise equity capital for expansion and operations.
· Ownership: Represents ownership in the company, providing shareholders with a stake in the company’s success.
2. Preferred Shares:
· Characteristics:
· Dividend Preference: Dividends are paid before ordinary shares and are usually fixed.
· Limited Voting Rights: Typically, preferred shareholders do not have voting rights.
· Priority in Liquidation: In the event of liquidation, preferred shareholders have a higher claim on assets than ordinary shareholders but lower than debenture holders.
· Uses:
· Stable Income: Provides investors with stable dividend income.
· Capital Structure: Used by companies to attract investment with less dilution of control compared to ordinary shares.
3. Convertible Shares:
· Characteristics:
· Conversion Option: Can be converted into ordinary shares at a predetermined ratio or period.
· Dividend Preference: Often have a fixed dividend rate similar to preferred shares.
· Uses:
· Flexibility: Offers investors the potential to benefit from an increase in share value.
· Attractiveness: Can be used to attract investment by offering potential for future equity participation.
4. Redeemable Shares:
· Characteristics:
· Redemption Option: Can be bought back by the company at a future date, either at a fixed price or based on a specific formula.
· Dividend Terms: May have fixed or variable dividend terms.
· Uses:
· Capital Management: Allows companies to manage their capital structure more flexibly.
Characteristics of Shares
· Ownership: Represents ownership in the company.
· Dividends: Income distributed to shareholders from profits.
· Voting Rights: Ordinary shares usually come with voting rights; preferred shares generally do not.
· Risk and Return: Shares carry higher risk compared to debentures but also offer potential for higher returns through dividends and capital appreciation.
Uses of Shares
· Capital Raising: Used to raise funds for business expansion, research, and operations.
· Ownership Stake: Provides investors with a claim on the company’s assets and earnings.
· Strategic Flexibility: Different types of shares offer varying degrees of risk and return, attracting different types of investors.
Debentures
Types of Debentures
1. Secured Debentures:
· Characteristics:
· Collateral: Backed by specific assets or collateral.
· Priority: Debenture holders have a claim on the collateral in the event of liquidation.
· Uses:
· Funding: Provides companies with funding against specific assets.
· Lower Risk: Offers lower risk to investors due to collateral backing.
2. Unsecured Debentures:
· Characteristics:
· No Collateral: Not backed by any specific assets, based solely on the company’s creditworthiness.
· Higher Risk: Higher risk compared to secured debentures.
· Uses:
· Flexibility: Allows companies to raise funds without pledging specific assets.
3. Convertible Debentures:
· Characteristics:
· Conversion Option: Can be converted into equity shares at a predetermined rate or time.
· Interest Rate: Usually offers a lower interest rate compared to non-convertible debentures.
· Uses:
· Attract Investment: Attracts investors by offering potential future equity participation.
4. Non-Convertible Debentures:
· Characteristics:
· No Conversion Option: Cannot be converted into equity shares.
· Fixed Interest: Typically offers a higher interest rate due to lack of conversion benefit.
· Uses:
· Fixed Income: Provides fixed income to investors without conversion potential.
Characteristics of Debentures
· Interest Payments: Typically provide regular interest payments (coupon payments) to investors.
· No Ownership: Debentures do not confer ownership or voting rights in the company.
· Priority: Debenture holders generally have priority over shareholders in the event of liquidation.
· Fixed Maturity: Have a fixed maturity date, at which the principal amount is repaid.
Uses of Debentures
· Capital Raising: Used to raise long-term debt capital for business expansion, restructuring, or other needs.
· Cost of Capital: Provides an alternative to equity financing, often at a lower cost.
· Debt Management: Helps in managing the company’s capital structure and maintaining financial flexibility.



CAPITAL RESERVES
Amounts reflected in Capital reserves cannot be paid out or distributed to shareholders. The three types of capital reserves are:

Share Premium: A share premium arises when accompany issues shares at a price that is more than the par value. The share Premium may be applied in:

· Paying un issued shares.
· Writing off preliminary expenses.
· Write off discounts on shares.

Example:
A Ltd wishes to raise capital by issuing 100,000 ordinary shares at £1 each (per value) and the issue price (selling price) is £1.5 each.
The following are the entries to be made in the A/C.
Dr Cashbook 	(100,000  £1.5)	150,000
Cr Ordinary shares capital 	(100,000  £1)	100,000
Cr Sahre Premium A/C 	(100,000 £0.5)	  50,000
Issue of shares at a premium of £0.5

Revaluation Reserve: Any gain made on revaluation of non current Assets especially for Land and buildings. When company sills it’s property to realize the gain, the amount is transferred to the Profit and Loss Account.

Capital Redemption Reserve: A reserve created after redemption or purchase of Preference shares without issuing new shares. The transfer is made from either the share premium or the profit and loss account.

REVENUE RESERVES
This can be distributed and includes the retained profits (P & L Accounts) and the General Reserves. Transfers are made from the Profits to the General reserves to provide for expansion or purchase of non current assets. The General Reserves can also be used to issue bonus Shares.
DEBENTURE LOANS
The term debenture is used when a limited company receives money on loan, and certificates called debenture certificates are issued to the lender.
They are also called loan stock or loan capital. Debenture interest has to be paid whether profits are made or not. A debenture may either be redeemable of irredeemable. Redeemable is repayable at or by a particular date and irredeemable is payable when the company is officially terminated.
BONUS SHARES
Shares issued to existing shareholders free of charge. They are paid out from either the share premium, balance of retained profits of the General Reserves.
A scrip issue is similar to bonus issue only that a scrip issue gives the shareholder the choice of receiving cash or stock dividends. In a bonus issue the shareholder has no choice but to take up the shares.
Example
A Ltd has 100,000 shares at £1 each to form an ordinary share capital of £100,000 and a balance on the share premium A/C of £50,000. It issues some bonus shares to existing shareholders at a rate of 1 share for every 5shares held. This amount is to be financed by the share premium. The entries will be as follows:

	Shares to be issued:
	100,000  1 =20,000
	5

Dr  share premium A/C [20,000  £1 ] 	20,000
Cr  ordinary share capital			20,000
 		A bonus issue of 20,000 shares

Balance sheet (extract)	

	Ordinary shares of £1	 120,000
	Capital Reserves	
	Share premium 		30,000

Rights Issue
A right issue is an option on the part of the shareholder given by the company to existing shareholders at a price lower than the market price.
It involves selling ordinary shares to existing shareholders of the company on a prorata basis. When the rights are issued the shareholders have 2 options available.
Buy the new shares and exercise their rights
Sell the rights in the market,
Ignore the rights.
A rights issue therefore gives the shareholder the right (but not an obligation) to buy the new shares issued by the company.

Example:
A Ltd has a share capital of £200,000 trade up of 100,000shares of £2 each. The balance on the share premium is £60,000. Additional capital is raised by way of a right issue. The term are:
For every 5 shares held in the company, a shareholder can buy 2 shares at a price of £2.5 per share.
Required:
The journal entries to reflect the above transaction assuming that all the shareholders exercise their rights and the relevant balance sheet extract.

Shares to be issued 
100,000  2 =40,000 shares
	5
Dr cash book	[40,000  £2.5 ] 	£100,000
Cr Ordinary share capital	[40,000  £2 ]	£80,000
Cr Share Premium 	[40,000  £0.5 ]	£20,000

Balance sheet (extract)
140,000 	Ordinary shares @ £2	 280,000
	Capital Reserves
	Share premium 	80,000
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Using the extract below please answer the following questions on the quiz sections.
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a) From the extract above identify what sum up the equity of the PlC?
Suggested  Solution
a) Share Capital
b) Share premium
c) Retained Earnings
d) Proposed dividend
b) Using examples differentiate between interim and Final dividend
Suggested  Solution
	Aspect
	Interim Dividend
	Final Dividend

	Declaration Timing
	Declared and paid before the end of the financial year.


	Declared and paid after the end of the financial year, typically at the annual general meeting (AGM).


	Financial Statements
	Paid based on interim financial statements, such as half-year or quarterly reports.
	Paid based on the audited annual financial statements.

	Amount Determination
	Based on interim results, which are usually unaudited and might be less reliable.
	Based on the final audited results of the entire financial year, providing a clearer picture of overall profitability.

	Payment Frequency
	Can be declared multiple times during the year (e.g., quarterly or semi-annually).
	Typically declared once a year, although companies may choose to pay additional interim dividends.



c) From the extract, you will note a change in proposed dividend from Kes 30,049.1 (Million) to Kes 24,840.60(Million). What does this means to shareholder
 Suggested  Solution
This means a decrease in dividend pay
d) Find out whether   the company issued new share capital.
  Suggested  Solution
The company didn’t issue shares. This is because the share capital in 2022 of Kes 2003.30(M) remains the same in 2023.


1. Which one of the following is not a component of statement of equity as per IFRS
A. Reserves
B. Share Capital
C. Preference Shares
D. Share Discounts
E. Dividend
Answer-A
2. The debenture is amount of loan or other received money and debenture certificates are issued to the lender. Confirm the accuracy of the statement
A. Not sure
B. No.
C. Yes 
Answer-C

3.The amount of share capital of the company and number of shares taken by the shareholders from the commencement of   the   company   up   to   the   date   at   which   the   balance   sheet   is   drawn   is   referred as	.
A. authorized share capital
B. issued share capital
C. called up share capital
D. paid up share capital
Answer-B

4.In a limited company which of the following is shown in the statement of changes in equity?
	(i)
	Loan note interest
	

	(ii)
	Dividend received
	

	(iii)
	Transfers to reserves
	

	(iv)
	Directors remuneration
	

	A.
	(iii) and (iv)
	

	B.
	(i) and (ii)
	

	C.
	(i) and (iii)
	

	D.
	(ii) and (iii)
	()


Answer-C
5 .Accounting Equation gives basis of calculating equities for the companies
	A.
	Yes
	

	B.
	NO
	



Answer-A





Kieso, D. E., Weygandt, J. J., & Warfield, T. D. (2021). Intermediate Accounting (17th ed.). Wiley.
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Multiple-Choice Questions (MCQs)
1. Which of the following is NOT a typical component of shareholders' equity?
A) Common Stock
B) Retained Earnings
C) Long-term Debt
D) Additional Paid-in Capital
Answer: C) Long-term Debt
2. When a company issues new shares of stock, the increase in equity is typically recorded as:
A) Dividend Payable
B) Share Premium (Additional Paid-in Capital)
C) Retained Earnings
D) Short-term Borrowings
Answer: B) Share Premium (Additional Paid-in Capital)
3. The balance of retained earnings is affected by:
A) Issuance of new shares
B) Payment of dividends
C) Company’s net profit or loss
D) Changes in the market price of shares
Answer: C) Company’s net profit or loss

Multiple-Choice Answer (MCAS) Questions
1. the following are examples of equity accounts typically found in a company's statement of financial position except ? 
A) Common Stock
B) Treasury Stock
C) Accounts Payable
D) Retained Earnings
Answer: C) Accounts Payable
2. Which of the following transactions would increase a company’s equity? 
A) Payment of taxes
B) Payment of dividends
C) Retaining net income
D) Purchase of treasury shares
Answer: C) Retaining net income

Short-Answer Questions
1. What is the difference between common stock and preferred stock in terms of equity?
Answer: Common stock represents ownership in a company and gives shareholders voting rights, while preferred stock typically does not offer voting rights but provides a fixed dividend and priority in receiving dividends and assets in the event of liquidation.
2. How is treasury stock recorded in a company’s financial statements?
Answer: Treasury stock is recorded as a reduction in shareholders' equity. It represents the cost of shares that the company has repurchased and is shown as a negative amount in the equity section of the balance sheet.
3. Explain the term 'additional paid-in capital' and its role in equity accounting.
Answer: Additional paid-in capital (APIC) is the amount shareholders pay for shares above the par value. It reflects the extra amount invested by shareholders beyond the nominal value of the stock and is part of the total equity of the company.

Easy Question
What is shareholders' equity?
Answer: Shareholders' equity represents the residual interest in the assets of a company after deducting its liabilities. It is the value that would be returned to shareholders if all the company's assets were sold and all liabilities paid off.




[bookmark: _Toc179144942]     WHAT’S NEXT?
· We have learned on how the firms can finance their capital structure using various equities in the next module we recap on the types of the reviews and comments posted online discussions.  
· The next Module will also scan through the emerging trends, standards and issues in accounting  
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 INSTRUCTIONAL HOURS: 3
[bookmark: _Toc179144943] Module Overview
In this module, you will learn about the emerging technologies in accounting, new standards, principles and decisions.
[bookmark: _Toc179144944] Learning Outcomes
At the end of this module, you will be able to:
i. Identify the emerging issues in accounting environment.
ii.  Discuss the impacts of these emerging issues has on finance accounting.
iii. Map out the key skills required to cope up with the emerging issues.
iv. Applying accounting skills to in solving accounting problems.  
Learning Activities/Task List
a) Watch Lecture Video[image: Shape
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b) Review power presentation PDF
c) Watch lecture related videos
d) Complete participation assignment  
e) Complete personal introduction video
f) Review concept assignment  
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Emerging issues in Accounting.
i. Cloud computing-
This is  technology that allows accountants  to access and manage transactions  and other  resources over the internet, rather than relying on local servers such as quick books or hardware. This  technology benefits accounting in the following areas;

1. Accessibility: Cloud-based accounting software allows users to access financial data from anywhere with an internet connection. This is particularly useful for remote work, providing flexibility for accountants and clients alike.
2. Real-Time Collaboration: Cloud computing enables real-time collaboration between accountants and their clients. Multiple users can work on the same document or data simultaneously, improving efficiency and reducing the potential for errors.
3. Automatic Updates: Cloud-based accounting platforms are typically updated automatically. This ensures that users always have access to the latest features and security patches without having to manually install updates.
4. Data Security: Reputable cloud accounting services invest heavily in security measures to protect data. This includes encryption, multi-factor authentication, and regular security audits. While no system is entirely foolproof, cloud providers often offer robust security features that might be more advanced than what a small business could afford on its own.
5. Scalability: Cloud accounting solutions can easily scale with the needs of a business. Whether a company is growing or downsizing, the cloud can adjust to the amount of storage and computational power required.
6. Cost Efficiency: Cloud accounting reduces the need for expensive hardware and software purchases. Instead, users typically pay a subscription fee, which can be more predictable and manageable for businesses.
7. Integration with Other Tools: Cloud accounting software often integrates with other cloud-based tools and services, such as CRM systems, payment processors, and inventory management solutions. This integration helps streamline business processes and ensures that data flows seamlessly between systems.
8. Backup and Recovery: Cloud providers usually offer automated backup and disaster recovery solutions, which can protect against data loss and ensure business continuity in case of hardware failures or other issues.
9. Analytics and Reporting: Many cloud accounting solutions offer advanced analytics and reporting features. These tools can help businesses gain insights into their financial performance and make informed decisions based on real-time data.
10. Environmental Impact: By reducing the need for physical hardware and paper documentation, cloud computing can help decrease a company’s carbon footprint and promote more sustainable business practices.

Challenges of Cloud computing application
· Security and Privacy: Storing data off-site can raise concerns about data breaches and compliance with regulations. It's crucial to choose reputable providers and implement strong security measures.
· Downtime: While cloud providers generally offer high availability, service outages can occur. It's important to understand the provider's reliability and have contingency plans.
· Moving large amounts of data to and from the cloud can incur costs and affect performance.


ii. Blockchain accounting

· With block-chain, accounting transactions are recorded and sored in a secure and decentralized data base making t hard for fraudsters to alter the records.
· Block Chain is all about validating transactions on a digital ledger. This ledger is then distributed to all parties in the transaction. This makes it difficult for data alteration.
· The benefits of block-chain include increased security, transparency and efficiency. As the accounting industry becomes more digitized.


iii. Sustainable accounting and Environmental, social, governance.
Refer to the link below and make notes on this topic.

https://www.slideshare.net/slideshow/sustainability-accounting-60238217/60238217 

Please attempt activity one.
iv. Remote work practices/ Work-life Balance
· Most accounting professionals work long hours. But there’s been shift towards work-life balance and its now emerging trend.
· With emerging technologies accounts can be done anywhere making it easy for accountants to embrace remote working.
· The work-life balance is expected to enhance employee satisfactions  and productivity.
· Many firms are now offering flexible work schedules due to telecommunications options.[image: ]
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Paste your content here if this is applicable or delete the entire section ….



Task 1

You are required to watch/listen the introduction video to “The Impact of Artificial Intelligence on Accounting and Finance(university of Johannesburg)🇿🇦”by Dr.Tobias. After watching the video, summarize the application of AI in accountancy. Post your work in the chat forum.
https://www.youtube.com/watch?v=62XAg-3k3gw


Using the extract below please answer the following questions on the quiz sections.



1. Which one of the following is not one of the current technologies applied in accounting?
a) Block chain technology
b) Artificial intelligence
c) Data Analytics
d) Advance Excel
e) Power point
2. The sustainable accounting zero in to a concept known as triple bottom line. They have three dimensions as indicated below which one is not.
a) social,
b)  Environmental 
c) Financial
d) Economic  
3.The emerging technologies  in accounting is applied in the following  areas except.	.
E. Forensic Auditing
F. Marketing products
G. Digital ledgering
H. Bank Reconciliations
4.Adoption of new technologies poses some few challenges to the accounting profession. Which one of the following is  key challenge.
a) Work-Life balance
b) High  investment cost.
c) Data inaccuracy  
d) Data Security
e) Data accessibility







[bookmark: _Toc179144952]   ACTIVITY 3: PRACTICAL/MINI-PROJECT/WORKSHOP



Task 2
In groups ,you are required to prepare  8 to 10 slides  from your notes made on sustainable accounting above, by incorporating the your current environment.  



Paste your content here if this is applicable or delete the entire section
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Multiple-Choice Questions (MCQs)
1. Which of the following is a key emerging issue in accounting related to the adoption of new technology?
A) The introduction of cloud-based accounting systems
B) The use of blockchain for financial transactions and record-keeping
C) Reduction in accounting software prices
D) Introduction of paper-based accounting systems
Answer: B) The use of blockchain for financial transactions and record-keeping
2. Which regulatory framework is being increasingly adopted globally to ensure consistency in financial reporting across countries?
A) International Financial Reporting Standards (IFRS)
B) Generally Accepted Accounting Principles (GAAP)
C) Accounting Standards for Private Enterprises (ASPE)
D) National Accounting Standards (NAS)
Answer: A) International Financial Reporting Standards (IFRS)
3. Which emerging issue in accounting is concerned with the environmental impact of business operations and how it is reported?
A) Financial statement consolidation
B) Corporate social responsibility (CSR) reporting
C) Sustainability and Environmental, Social, and Governance (ESG) reporting
D) Revenue recognition principles
Answer: C) Sustainability and Environmental, Social, and Governance (ESG) reporting




Multiple-Choice Answer (MCAS) Questions
1. Which of the following factors are contributing to the shift towards digital accounting practices? (Select all that apply)
A) Blockchain technology
B) Artificial intelligence (AI) in auditing
C) Automated data entry and analysis
D) Increased use of paper records
Answer: A) Blockchain technology, B) Artificial intelligence (AI) in auditing, C) Automated data entry and analysis
2. The following are the challenges associated with the implementation of IFRS globally. Which one is not?.
A) Differences in local tax laws
B) Uniformity in reporting across all industries
C) Challenges in applying IFRS to small and medium-sized enterprises (SMEs)
D) Complexity and cost of compliance
Answer: B) Uniformity in reporting across all industries

Short-Answer Questions
1. What are some advantages of using blockchain technology in accounting?
Answer: Blockchain technology offers advantages such as increased transparency, enhanced security, and reduced risk of fraud in financial transactions. It enables real-time recording of transactions that are immutable and can be verified by multiple parties, reducing the need for intermediaries and enhancing trust.
2. How is Environmental, Social, and Governance (ESG) reporting changing the landscape of accounting?
Answer: ESG reporting is increasingly becoming important in accounting as companies are now required to disclose information regarding their environmental impact, social responsibility, and governance practices. This shift helps stakeholders assess the long-term sustainability of a company, making it a key factor in investment and business decisions.
3. What are the key challenges accountants face in adopting International Financial Reporting Standards (IFRS)?
Answer: The key challenges include understanding and applying complex IFRS rules, adapting to the frequent updates and changes in IFRS standards, managing the cost of compliance, and aligning local tax and regulatory requirements with international standards. Smaller companies, in particular, may struggle with the complexity and cost.

Easy Question
What is the main goal of adopting International Financial Reporting Standards (IFRS)?
Answer: The main goal of adopting IFRS is to ensure consistency and comparability in financial reporting across different countries, making it easier for investors and stakeholders to understand and compare financial statements from companies worldwide.
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Buildings (cost £750,000) 500,000
Fixtures at cost 110,000
Provision for depreciation: Fixtures 33,000
Debtors 162,430
Creditors 111,500
Cash at bank 6,770
Stock at 30 June 19X8 419,790
Sales 1,236,500
Purchases 854,160
Carriage outwards 2880
Discount allowed 1,150
Loan interest: King 40,000
Office expenses_ 24,160
Salaries and wages 189,170
Bad debts 5,030
Provision for bad debts 4,000
Loan from ] King 400,000
Capitals:  Mack 350,000

Spencer 290,000
Cuzrent accounts: Mack 13,060

Spencer 2,890

Drawings: Mack_64,000
Spencer 56,500
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Liabilities  `   (‘000)  Assets  `   (‘000)  

Share   Capital:   Land   &   Buildings  50,00  

Equity   Shares   of   `   10   each  75,00  Plant   &   Machinery  45,00  

14%   Preference   Shares   of   Furniture  10,50  

`   100   each  25,00  Investments  5,00  

General   Reserve  12,50  Inventory  23,00  

12%   Debentures  40,00  Trade   receivables  24,00  

Trade   payables   and   other   Cash   &   Bank   balance  15,00  

Current   liabilities        20,00      

 172,50   172,50  
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`   `  

Balance   Sheet   Share   Capital:   2,000   7%   Preference   shares     Sundry   Assets   13,00,000   of   `   100   each   (fully   paid - up)   2,00,000   5,000   Equity   shares   of   `   100   each   (fully   paid - up)   5,00,000    

Reserves  3,00,000         

6%   Debentures  2,00,000  

Trade   payables    1,00,000  

 13,00,000  13,00,000  

P.   Ltd.   has   agreed:    
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Summary of IFRS 10
Objective

The objective of IFRS 10 s to establish principles for the presentation and preparation of consolidated
financial statements when an entity controls one or more other entities. [IFRS 10:1]

The Standard: [IFRS 10:1]

requires a parent entity (an entity that controls one or more other entities) to present consoli-
dated financial statements

defines the principle of control, and establishes control as the basis for consolidation

set out how to apply the principle of control to identify whether an investor controls an investee
and therefore must consolidate the investee

sefs out the accounting requirements for the preparation of consolidated financial statements

defines an investment entity and sets out an exception to consolidating particular subsidiaries of
an investment entity*.
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Price to Earnings Ratio (P/E Ratio)
Formula: = Market Price per Share /
Eamings per Share (EPS)

Free Cash Flow (FCF)
Formula: = Operating Cash Flow - Capital

Expenditures

Weighted Average Cost of Capital
(WACQ)
Formula: = (E/V x Re) + (D/V x Rd) x (1
- TaxRate)

Debt to Equity Ratio
Formula: = Total Debt / Total Equity

Current Assets / Current

Liabilities

Quick Ratio (Acid-Test Ratio)
Formula: = (Current Assets - Inventory) /
Current Liabilities

Return on Equity (ROE)
Formula: = Net Income / Average

Shareholder's Equity

Dividend Payout Ratio
Formula: = Dividends / Net Income.

Return on Assets (ROA)
Formula: = Net Income / Average Total
Assets

Return on Invested Capital (ROIC)
Formula: = EBIT (1-tax) / (Long Term
Debt + Equity - Cash)

Economic Value Added (EVA)
Formula: = EBIT (1-tax) - ((Long Term
Debt + Equity) x WACC)

(Netincome - Pref,
Dividends) / Weighted Average Shares
Outstanding

R E o @

A accounting

Accounts Receivable Turnover
Formula: = Net Credit Sales / Average
Accounts Receivable

Days Sales Outstanding (DSO)
Formula: = Average Accounts
Receivable / Net Credit Sales x 365

Accounts Payable Turnover
Formula: = Purchases / Average
Accounts Payable

Days Payable Outstanding (DPO)
Formula; = Average Accounts Payable /
Purchases x 365

Inventory Turnover
Formula: = Cost of Goods Sold /
Average Inventory

Days Inventory Outstanding (DIO)
Formula: = Average Inventory / COGS x
365

Total Asset Turnover
Formula: = Net Sales / Average Total
Assets.

Operating Cash Flow Ratio
Formula: = Operating Cash Flow /
Current Liabilities

Gross Profit Margin
Formula: = (Net Sales - Cost of Goods
Sold) / Net Sales

Net Profit Margin
Formula; = Net Income / Net Sales
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Company Statement o

OR THE YEAR ENDED 31 MARCH 2023

hanges in Equity

Share Total
capital equity
Notes | KShs'm ‘m
Year ended 31 March 2023
At start of year 20033 22000 1102040 | 30,049.1 | 144,456.4
Profitfor the year - - | 749396 - | 749396
Transactions with owners:
Dividend:
Declared final dividend for 2022 15 - - - | 180,049.1) | (30,049.1)
Interim dividend 15 - - | 23297.8) - | 232378
Proposed final dividend for 2023 - - | (248406) | 24,8406 -
- - | 48,078.4) | (5,208.5) | (53,286.9)
At end of year 2003.3 | 22000 | 137,065.2 | 24,840.6 | 166,109.1
Year ended 31 March 2022
At start of year 20033 | 22000 | 941057 | 368602 | 1351692
Profitfor the year - - | 717893 - | 717893
Transactions with owners:
Dividend:
Declared final dividend for 2021 15 - - - | wess02) | @e8e02)
Interim dividend 15 - - | 5419 - | sea9
Proposed final dividend for 2022 - - | (30,049.1) | 30,0491 -
- - | (55,6910 | (e8111) | (62,502.1)
At end of year 2,0033 | 22000 [110,2040 | 30,049.1 |144,456.4
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