
QUESTIONS 

NUMBER  ONE  

The draft Balance Sheets of GTI  Limited, KBD Limited and QBY Limited are as follows: UNA Limited and 
KMN Limited are both listed on the Nairobi Stock Exchange: 

 
Balance sheets as at 30 
September 1996 

GTI Ltd KBD Ltd QBY Ltd 

 Sh. million Sh. million Sh. million 
PPE  (Net book value) 684 430 330 
Investments:    
At cost:: Shares in KBD Ltd 600   
At Valuation: Shares in QBY Ltd  360  
    
Current assets    
Inventory 484 320 270 
Receivables 180 150 90 
Cash at bank    0   80   40 
 664 550 400 
Current liabilities    
Bank overdraft 60   
Payables 170 120 90 
Current Tax 60 50 40 
Proposed dividends 100 100 50 
   390   270 180 
Net current assets   274   280 220 
 1,558 1,070 550 
Financed by:    
Sh.10 Ordinary shares 500 500 250 
10% Preference shares 0 80 0 
Revaluation reserve 0 30 0 
Profit and loss account 1058 460 300 
 1,558 1,070 550, 
 
Notes 

1.  GTI Ltd. purchased 60 % of the ordinary share capital and 30 % of the preference share capital of KBD 
Ltd. on 1 October 1992, when the balances on the Profit and Loss Accounts of GTI Ltd., KBD 
Ltd. and QBY Ltd. were Sh.899 million, Sh.360 million and Sh. 150 million respectively. 

2.  KBD Ltd. had purchased 70% of the ordinary share capital of QBY Ltd. on 1 October 1991 for Sh.330 
million when the balance on the Profit and Loss Accounts of GTI Ltd., KBD Ltd. and QBY Ltd. 
were Sh.856 million, Sh.330 million and Sh. 130 million respectively. The investment was revalued 
upwards by Sh.30 million on 30 September 1995. The directors of KBD Ltd. had decided to revalue 
the investment at Sh.378 million at 30 September 1996, but this has not yet been reflected in the books. 

3.  KBD Ltd. makes sales to both GTI Ltd. and QBY Ltd. at normal selling price (cost plus a mark-up of 
33'/3%). At 30 September 1996, items purchased by GTI Ltd. and QBY Ltd. from KBD Ltd. 
remaining unsold had cost Sh.24 million and Sh. 16 million respectively. Group policy on unrealised 
intra-group profits is in line with current international practice i.e. unrealised profits are eliminated in 
full from the book value of assets, and from the interests held by the group and the minority interest 
in respective proportion to their holdings in the company which had made the profit.  

4, GTI Ltd. and KBD Ltd. have not yet accounted for the dividends receivable. 
5. Intra-group balances are included in Receivables and payables as follows: 
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GTI Ltd.: payables QBY Ltd. Sh. 18 million 
 Receivables KBD Ltd Sh.8 million 
KBD Ltd.:  Payables  QBY Ltd.  Sh.6 million  
QBY Ltd.: Receivables GTI Ltd. Sh.18 million 
.  KBD Ltd Sh.6 million 

 
6.  KBD Ltd. had made out a cheque for Sh.10.4 million on 30 September 1996; this cheque was 

received by GTI Ltd. on 30 October 1996 and had not been included in GTI Ltd.'s balance sheet. This 
Sh.10.4 million includes the preference dividend due to GTI Limited. 

7. Goodwill on consolidation is assumed to be impaired at the rate of 20%. 
 

Required: 

Consolidated Balance Sheet of GTI Ltd. and its subsidiaries as at 30 September 1996 
complying, so far as the information will allow, with the accounting requirements of the Companies Act and 
International financial reporting standards.              (Total: 25 marks) 
 
NUMBER  TWO 

Kim, Ndiritu and Ryan were in partnership sharing profits in the ratio 3:3:2 after charging interest on capital 
at 5 per cent per annum. 
 
The following information was relevant to their business as at 1 September 1996: 
 
Balance sheet as at 1 September 1996 
Capital accounts:   Sh.    Sh. 
   Kim   120,000 
   Ndiritu   120,000 
   Ryan     60,000    300,000 
 
Current accounts: Kim         600 
   Ndiritu         300 
   Ryan         300       1,200 
8% loan to partnership by Ndiritu               15,000 
Life assurance fund        78,000 
         394,200 
 
 
Represented by:          Sh. 
Life assurance policies        78,000 
Net assets       316,200 
         394,200  
 
 
The following additional information is provided: 

1. The life assurance contract is represented by the life policies on the lives of the three partners plus 
profits.  The total premium is Sh.9,000 paid annually in November. 

2. The policies account and the fund account are adjusted annually to surrender value. 
3. Ndiu died in August 1997 and the sum payable on his life was Sh.108,000.  The surrender value was 

Sh.45,000. 
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4. All proceeds from life policies are to be shared in profit sharing ratios. 
5. Profit for the year was Sh.111,600. 
6. At the close of business the bank balance was Sh.110,400 including the amount received from the 

insurance company. 
7. All the remaining assets were sold and the net proceeds after settling liabilities was Sh.372,000.  Legal fees 

paid was Sh.960. 
8. Partners drawings were:    Sh. 
 Kim                           37,800 
 Ndritiu      40,500 
 Ryan      23,700 
9. The life assurance contract was reassigned and new policies issued to Kim and Ryan for Sh.27,000 and 

Sh.18,000 respectively. 
10. The partnership winding up process was completed by 30 August 1997. 
 
Required: 

The following ledger accounts necessary for all the closing entries including final payments to the partners: 
(a) Capital accounts:       (5 marks) 
(b) Current accounts       (4 marks) 
(c) Loan account;       (1 mark) 
(d) Life assurance fund account;      (1 mark) 
(e) Cash book;                    (3 marks) 
(f) Life assurance policy account:     (2 marks) 
(g) Net assets account.       (4 marks) 
         (Total: 20 marks) 
 
NUMBER  THREE 

Annex  Ltd is a company which deals in antiques. The Company is based in London and operates in the UK, 
but also has a profitable outlet in San Francisco, California, which is managed by one of the directors on his 
frequent trips to the States. Separate records are kept of the outlet‟s transactions b the American staff. 
 
The following trial balances were extracted from the books of Annex Ltd at 31 December 2003 
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 London San Francisco 
 £ £ $ $ 
Share capital   20,000   
Retained Profits as at1 January 2003  20,200   
Lease hold premises 15,000  40,000  
Amortization of lease  7,000  8,000 
Delivery vans, at cost 12,000  10,000  
Provision for dep‟n on delivery vans  6,000  5,000 
Opening inventory, at cost 8,620  12,460  
Accounts receivable 3,869  6,293  
San Francisco current account 22,600    
London current account    44,400 
Sales  78,318  116,308 
Transfers to San Francisco  21,600   
Purchases 70,066  21,800  
Transfers form London   38,620  
Administration expenses 2,386  3142  
Salaries and wages 17,420  23,500  
Selling and delivery costs 5,485  8,940  
Provision for unrealized profit  500   
Cash at bank 6,923  13,879  
Accounts payable ______ _10,751 ______ __4,926 
 164,369 164,369 178,634 178,634 

 
You are given the following additional information: 
 
(a) Transfers of goods from London to San Francisco are made at cost plus 20%. 
(b) The average rate of exchange during the year was $1.80 to the £. The rates of exchange at 1 January 

2003 and 31 December 2003 were $2.00 and $1.60 to the £ respectively. 
(c) Inventory of antiques on hand at 31 December 2003 were: 
 

London  £ 12,470 
San Francisco (including $9,180 of goods sent 
from London  when the rate of exchange  was 
$1.70) 

$15,240 

(d) Salaries and wages for London include director‟s emoluments of £8,000 of which £3,200 is to be 
charged to the US outlet at the rate of exchange of $1.60 to the £1. 

(e) Administration expenses accrued but not yet taken into account amount to: 
London £800 
San Francisco $760 

(f) When the leasehold premises and delivery vans were acquired in San Francisco the rate of exchange 
was $2.20 to the £. 

(g) Depreciation is to be provided for the year on the vans at 25% of cost, and the leases are to be 
amortized by equal amounts written off over the periods of the leases, which are: 

London 15 years 
San Francisco 10 years 

(h) On 31 December 2003 London office had shipped a regency bureau to San Francisco at a value of 
£900. Although they recorded as a transfer in the London books no entry was made in the books in 
San Francisco until it was received on 20 January 2004. 
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You are required to prepare for the year ended 31 December 2003 
 
(a) The trial balance of the San Francisco outlet, converted at „historic rate‟, after making the year end 

adjustments, and indicating clearly the rates of the conversion used.  
                                                                                          (3 marks) 
(b) The trading and profit and loss account of London, San Francisco and the combined business in 

columnar form.  (10 marks) 
(c) The balance sheet of the combined business (7 marks) 
 (Total: 20 marks) 
 
NUMBER  FOUR 

(a) The following is the summarised Balance Sheet of   Kamatusa  Ltd.  as at 30 September 1992. 
 
            Sh.  Sh. 
Issued Share Capital  Sundry Assets         3,532,000 
8,000 12% Preference  Buildings  800,000 
Shares of Sh.100 fully  Preliminary expenses    80,000 
Paid 800,000   
12,000 Ordinary shares  Profit and Loss 
of Sh.100 each, Sh.95 paid 1,140,000 Account 568,000 
11% Debentures 1,600,000 
Loan on Mortgage  640,000 
Bank Account 200,000 
Creditors (including 
Sh.160,000 for tax)    600,000                                       
 4,980,000 4,980,000 

 
The mortgage was secured on the buildings and the debentures were secured by a floating charge on the 
“Sundry Assets”.  Due to the inability of Kamatusa  Ltd. to service its debenture obligations, the debenture 
holders appointed a receiver who took charge of some of the “Sundry Assets” amounting to Sh.2,520,000.  A 
liquidator was also appointed as the company went into a voluntary liquidation. 
 
The receiver realised the assets for Sh.2,520,000.  A liquidator was also appointed as the company went into a 
voluntary liquidation. 
 
The receiver realised the assets for Sh.2,360,000 and expenses and remuneration were Sh.12,000 and 
Sh.16,000.  Buildings were sold for Sh.720,000 and Sh.1,160,000 was received from the sale of the remaining 
sundry assets.  The bank had the guarantee of   Kamatusa  Ltd. directors (personal) amounting to Sh.176,000 
which was duly honoured by them.  The costs of the liquidation were Sh.24,000 and the Liquidators 
remuneration amounted to Shs. 10,000.  All transactions were completed by 31 December 1992. 
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Required: 

i) Receivers Receipts and Payments Account.                                                (5 marks) 
ii) Liquidator‟s Fund Statement of Account                                                     (11 marks) 
 
b) State the circumstances in which a company may be voluntarily liquidated in Kenya.  
                                                                                                       (4 marks) 
                                               (Total: 20 marks) 
 
NUMBER  FIVE 

a) State two main ways of constituting a trust. 
Give appropriate examples                                         (4 marks) 
 

b)  
i) Five years ago Atieno bought a house in the name of his friend Adhiambo in order to conceal the 

ownership of the house.  Adhiambo is now claiming the house as his own. 
 

Required: 

What is the position on ownership of the house?  Would the position be the same if Adhiambo was Atieno‟s 
son?  (4 marks) 

 
ii) An aircraft went out of control and crashed on Kirima‟s villa in Pango estate.  Kirima and his 

members of the family perished in the accident..  The Utopian ambassador being a kind man 
immediately raised a fund for the benefit of the dependants of Kirima‟s family. 

 
It now appears that there are no dependants and the ambassador wishes to know how he should 
distribute the money he had raised for late Kirima‟s dependants.  Explain to the ambassador the 
alternatives opened to him. (7 marks) 

                         (Total: 15 marks) 
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                                                                          ANSWERS 

NUMBER  ONE 

Simple Group Structure 
 
 
 
                                   

 
 30/9/92            30/9/92            30/9/93            30/9/94            30/9/95                  30/9/96           
i) 
 
 
                             60% OSC 
                             30%  RSC    
 
 
k) 
 
            P&L 360m 
   OSC 70% 
 
 
 
L) 
  
 P&L 130                  P&L 150m 
                                P&L at aquisition 

KBD 

QBY 

60% osu 

M1 
Direct 
40% 

10%  

M1 Direct            =            30% 

   M1 indirect 40% x 70% = 28% 

                                         58% 

GTI 
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Effective control 
Holding company K L 
 % % 
Subsidiary :  Direct 60 - 
                  Indirect (60% x 10%) _- 42 
 60 42 
Minority Interest   
Direct 40 30 
Indirect _- 28 
 40 58 
 
                                               Cost of control 

 Sh  Sh. 
Invest in L 600 K: OSC 60% x 500 300 
  PSC 30% x 80 24 
  At Aquis P&L 60% x 360 216 
Invest in K 60% x 330 198 L: OSC 42% x 250 105 
  P&L 42% x 150 63 
  Goodwill  
  Amortised  
  90/5 x 4 72 
 ___ Bal c/d 18 
 798  798 
 
                                                            Group retained profits 

 Shs.  Shs. 
C.O.C. P&L at aquis. 216 G 1058 
MI P&L in K 184 K 460 
C.O.C. P&L at aquis. in  L 42% x 150 63 Q 300 
MI share in L 58% x 300 174 Dividends Receivable  
Group inventory 6 In K (60% x 100) 60 
C.O.C goodwill amortised 72 In Q(60% x 70% x 30%) 21 

  Preference cash in xxxx 30% x 8 2.4 
Bal c/d 1,186.4  ____ 
 1,901.4  1,901.4 
    
 
                                                           Minority Interest 

 Shs.  Shs. 
  OSC 40% x 500 200 
  PSC 70% x 80 56 
  P&L (40% x 460) 184 
40% x 350 132 L Ltd OSC (58% x 250) 145 
Group inventory 4 P&L 58% x 360 174 
  Proposed dividends  (40% x 70% x 50) 14 
Bal c/d 637  ____ 
 773  773 
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                                                                 Group Inventory 

 Sh „m‟  Sh. „m‟ 
G 484 Group retained profit 6,000 
K 320 Minority interest 4,000 
Q 270   
 ____ Bal c/d 1,064 
 1,074  1,074 
 
                                                            Group A/cs Receivable 

 Shs. „m‟  Shs. „m‟ 
G 180 Due from GTI  
Q 150 Group a/c payable 18 
Q 90 Group cash in transit 8 
  Due from IC  
  Group a/c payable 6 
 ___ Bal c/d 388 
 420  420 
 
                                                            Group a/c payable 

 Shs.  Shs. 
Due to Q Group a/c receivable 18 G 170 
Due from K group a/c receivable 6 K 120 
  Q 90 
Bal c/d 356  ___ 
 380  380 
 
                                                            Bank Overdraft 

 Shs.  Shs. 
Groups P&L 2.4 G 60 
Group a/c receivable 8   
Bal c/d 49.6  ____ 
 60  60 
 
                                                            Group proposed dividends 

 Shs.  Shs. 
Group Retained profit 60 G 100 
Group P&L 21 K 100 
Min 14 Q 50 
Bal c/d 155  ___ 
 250  250 
 
3.   K Ltd makes a sale to GTI and QBY Ltd 
 

Selling price 33
3

1               40,000 

                      100                30,000 
 Group profits 33%             10,000                                  
 
Therefore Dr.  Group Retained profits      60% x 10,000 = 6,000 
                 Dr.  Minority interest                40% x 10,000 = 4,000 
                       Cr.  Group inventory              10,000 
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4.   The dividends proposed by the subsidiary co. belongs to 3 groups: 
 

a) The holding company indirectly  60% x 70% x 50  = 21m 
b) The indirect minority interest      40% x 70% x 50 =  14m 
c) The direct minority interest         30% x 50 =             15m 

 
      The share that belongs to the holding company is passed to the group retained profits and the share that 

belongs to the indirect minority interest is transferred to the MI‟s a/c.  This is because when the 
subsidiary company pays the dividends to the subsidiary company y then the profits of the subsidiary 
company will increase.  This profits belong to both the holding company indirect minority interest and 
therefore 

 
      Dr :   Group proposed Dividend          21 + 14 
                Cr:  Group retained                    21 
                Cr.   Minority Interest                14 
 
      Balance sheet as at 30 September 1996 
 
Non current assets Sh ‘m’ Sh ‘m’ 
Property plant and equipment  1,444 
Intangible goodwill  18 
  1,462 
Current Assets   
Inventory 1,064  
Accounts receivable 388  
Cash at bank 120 1,572 
Total assets  3,034 
Equity and Liabilities   
Ordinary share capital  500 
Retained profits  1186.4 
Shareholders funds  1686.4 
Minority interest    637 
  2323.4 
Current liabilities   
Bank overdraft 49.6  
Account payable 356  
Taxation 150  
Proposed dividends 155 710.6 
  3034 
 
NB:  The revaluations carried out relating to investment in subsidiary are ignored because IAS 22 requires 

goodwill arising or consolidation to be based on the purchase consideration (actual cost of investment 
and the net assets acquired therefore for the purpose of the group the revaluation reserve is ignored and 
the investment is stated at cost. 
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NUMBER  TWO 

Since one year has elapsed since the balance sheet that has been provided, a balance sheet as at August 1997 
will aid in arriving at the required accounts which should be drawn up at 31 August 1997).  The balance sheet 
will be after recording profits and policy proceeds after the death of Ndiu: 
 

Balance Sheet after the death of Ndiritu 

 
                             Shs          Shs              Shs          Shs 
Capitals        Life assurance policy          87,000 
K: 120000+40500 160,500     Bank           110,400 
N: 120000+40500 160,500     Sundry net assets         323,400 
R: 60000+27000    87,000     (Missing figure) 
    408,000 
Current a/cs: 
K:600+41850-37800     4,650 
N: 300+41850-40500     1,650 
R: 300+27900-23700     4,500    
       10,800 
Life assurance fund     87,000 
8% Loan      15,000    ______             
     520,800         520,800 
 
 
 

Life Assurance Policy 

 Sh„000‟  Sh.„000‟ 
Bal b/d  78,000 Life assurance fund 45,000 
Cash book  9,000 Realisation 42,000 
 87,000  87,000 
    
    
 
 

Realisation a/c 

 Sh„000‟  Sh.„000‟ 
Net Assets 323,400 Cash Book 372,000 
Life Policy 42,000 Capitals: reassigned  
Cash Book: Legal expsenses        960 Policies 45,000 
Capitals: Profit    
K 18990    
N 18990    
R 12660    
    50,640  ______ 
 417,000  417,000 
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Life Assurance Fund 

 Sh„000‟  Sh.„000‟ 
Life Assurance Policy 45,000 Bal b/d 78,000 
Capitals  42,000 P & L   9,000 
 87,000  87,000 
    
    
   
                                                              Capital a/cs   
   
  
 
  K N R            K                         N                R 
                          Shs        Shs      Shs                               Shs                     Shs              Shs 
Realisation a/c     Bal b/d       120,000          120,000       60,000 
Life policies  27,000    -  18,000  CB: a)            40,500     40,500      27,000 
      Life :b)           15,750           15,750          10,500 
Cash Book: final     Reali:c)           18,990  18,990          12,660 
Settlement 172,890 196,890   96,660  Current a/cs 4,650 1,650               4,500 
  199,890 196,890 114,660        199,890 196,890        114,660 
 
 

a) CB: Life policy proceeds    
b) Life assurance fund 
c) Realisation profit 

 
 

Current a/cs  

 K  N R  K N R 

 Shs Shs Shs  Shs Shs Shs 

Drawings 37,800 40,500 23,700 Bal b/d  600  300     300 

Bal to capitals   4,650   1,650   4,500 Profit share 41,850 41,850 27,900 

 42,450 42,150 28,200   42,450 42,150 28,200 

 
8% Loan a/c 

 Sh„000‟  Sh.„000‟ 
Cash Book 15,000 Bal b/d  15,000 
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Cash Book 

 Sh„000‟  Sh.„000‟ 
Bal b/d  110,400 Realisation expenses 960 
Realisation 372,000 8% Loan a/c 15,000 
  Capitals: K 172,890 
   N 196,890 
   R   96,660 
 482,400   482,400 
    
                             
 

Net Assets  

 Sh„000‟  Sh.„000‟ 
Bal b/d  (1st Sept)  316,200 Drawings 102,000 
Profit  111,600 Life Policy premium 9,000 
Life assurance fund 9,000 Bal c/d – Bank 110,400 
Life Policy proceeds 108,000                 Others 323,400 
 544,800  544,800 
    
    
Bal b/d: Others  323400  Realisation 323400 
    
 
NUMBER THREE 

San Francisco 
Trial balance as at 31 December 19X7 
 
 $ $  $ $ 
 Dr Cr Rate Dr Cr 
Leasehold premises 40,000  2.2 18,182  
Amortisation of lease  8,000 2.2  5,455 
Amortisation for the year: (B/S)  4,000   
                                      (P/L) 4,000  1.8 2,222  
Delivery vans, at cost 10,000  2.2 4,545  
Provision for depreciation on vans  5,000 2.2  3,409 
Depreciaiton for the year: (B/S)  2,500   
                                         (P/L)  2,500  1.8 1,389  
Opening stock 12,460  1.8 6,922  
Debtors 6,293  1.6 3,933  
Sales  116,308 1.8  64,616 
Purchases 21,800  1.8 12,111  
Goods from London 38,620  Actual 20,700  
Administration expenses 3,142  1.8 2,1  
Administration expenses accrued: (P/L) 760    
                                                     (B/S)  760 1.6  475 
Salaries and wages 23,500  1.8 13,056  
London current account (W)  49,520 Actual  24,900 
Directors‟ remuneration 5,120  1.6 3,200  
Selling and delivery costs 8,940  1.8 4,967  
Cash at bank 13,789  1.6 8,674  
Creditors  4,926 1.6  3,079 
Closing stock: local (P/L)  6,060 1.8  3,367 
                               (B/S) 6,060  1.6 3,788  
London (P/L)  9,180 1.7  5,400 
              (B/S) 9,180  1.7 5,400 _____ 
    111,257 110,701 
Profit on exchange ______ ______  ______ ___556 
 206,254 206,254  111,257 111,257 
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b)   Trading and profit and loss accounts for the year ended 31 December 19X7 
 
 London San Francisco Combined 
 £ £ £ 
Sales 78,318 64,616 142,934 
Transfers to San Francisco 21,600 _____ ______ 
 99,918 64,616 142,934 
Opening stocks 8,620 6,922 15,042 
Purchases 70,066 12,111 82,177 
Transfers from London _____ 20,700 _____ 
 78,686 39,733 97,219 
Closing stocks 12,470 8,767 21,087 
 66,216 30,966 76,132 
Gross profit £ 33,702 £33,650 £66,802 
Administration expenses 3,186 2,168 5,354 
Salaries and wages 9,420 13,056 22,476 
Directors‟ remuneration 4,800 3,200 8,000 
Selling and delivery costs 5,485 4,967 10,452 
Amortisation of lease 1,000 2,222 3,222 
Depreciation on vans 3,000 1,389 4,389 
Provision for unrealized profits 550 _____ _____ 
 27,441 27,002 53,893 
Net profit 6,261 6,648 12,909 
Profit on exchange _____ 556 556 
 £6,261 £7,204 £13,465 
 

Balance Sheet as at 31 December 19X7 
 £ £ £ 
Fixed assets    
Leasehold premises  33,182  
Less: Amortisation  13,455 19,727 
    
Motor vehicles  16,545  
Less:  Depreciation  12,409 4,136 
   23,863 
Current assets    
Stocks at cost  21,508  
Debtors  7,802  
Cash at bank  15,597  
  44,907  
Current liabilities    
Creditors 13,830   
Accrued charges 1,275 15,105 29,802 
   £53,665 
Representing:    
Share capital   20,000 
Profit and loss account   33,665 
   £53,665 
Workings: 

                                     San Francisco current account 

 £  £ 
Balance b/d 22,600 Goods in transit account 900 

Salaries and wages 3,200 Balance c/d 24,900 

 £25,800  £25,800 

Balance b/d 24,900   

Profit and loss account 7,204   

 32,104   
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                                 London current account 

 $  $ 
Balance c/d 49,520 Balance b/d 44,400 
  Directors remuneration (at $1.60 to the £) 5,120 
 ______   _____ 
 $49,520  $49,520 
 
3.  Provision for unrealized profit 
      £ 
Balance brought forward    500 
Provision for the year: 
On stocks at San Francisco: 
 
$9,180 @ 1.70 = £5,400 (x 20)  =    900 
                                          120 
On goods in transit:  £900 (x 20)  = 150               1,050 
                                            120 
Increase in provision                                             £550 
 
Closing stocks for combined trading account 
 
 £ £ 
London  12,470 
San Francisco:  from London 5,400  
Less: provsion 900  
 4,500  
Local 3,367 7,867 
Goods in transit 900  
Less: provision 150 750 
  £21,087 
Closing stocks for combined balance sheet:   
London  12,470 
San Francisco: from London 5,400  
Less:  provision 900  
 4,500  
Local 3,788 8,288 
Goods in transit 900  
Less: provision 150 750 
  £21,508 
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NUMBER  FOUR 

RE:   Kamatusa 
   Receiver’s Receipts and Payments Account 
 
    Shs.      Shs. 
Proceeds from the sale    Receivership expenses         12,000 
Of “sundry assets”  2,360,000 Receiver‟s remuneration          16,000 
                   28,000 
      Preferential creditors: 
      Tax paid          160,000 
                 188,000 
      Secured creditors: 
      11% Debentures paid       1,600,000 
        Surplus transferred to liquidator  572000                           
2,360,000         2,360,000 
 
ii)   RE:   Kamatusa 
       Liquidator’s fund Statement of account 
 
    Shs.      Shs. 
Surplus from Receiver     572,000 Costs of liquidation    24,000 
Proceeds from building sale    720,000 Liquidator‟s remuneration    10,000 
Less: paid to mortgage holder   (640,000) 
         80,000 Unsecured creditors: 
Proceeds from other asset sales 1,160,000 Trade creditors paid      440,000 
Guarantee received from    Balance of overdraft               24,000 
Directors      176,000 Return-                                   176,000 
Part o/draft paid off    (176,000) of guarantee amts to director               640,000 
             -  Paid to shareholders       479,200 
      Ordinary shareholders           658,800 
             1,138,000 
    1,812,000        1,812,000 
 
NB: The payments to shareholders‟ schedule is as follows: 
         Issued  Paid up  Callable  Gross  Net 
           Repayment Repayment 
          Shs  Shs  Shs  Shs  Shs 
Prefshares 800,000    800,000      479,200    479,200 
Osc 1,200,000 1,140,000      60,000    718,800    658,800 
 2,000,000 1,940,000   1,198,000 1,128,000 
Available cash      1,138,000 
Total repayable      1,198,000 
 
Gross repayments – Preference shareholders = 800000/2000000 X 1198000 

- Ordinary shareholders = 1200000/2000000 X1198000 
 
Net repayments: 
Preference shareholders = Gross repayments – 0 
Ordinary shareholders = Gross repayments – 60000 
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b) If the directors of a company are of the opinion that the company should be liquidated voluntarily, 
then they would call an extraordinary general meeting of the company to pass a special resolution to 
have the company liquidated.  If the company is able to pay all its creditors in full, then a “members 
voluntary liquidation” can proceed in this case, at the latest practicable date.  They must also make 
out a declaration of solvency which has been sworn before a Commissioner of Oaths and delivered 
to the Registrar of Companies within 30 days preceding the date of meeting. 

 
If the directors are of the opinion that all creditors may not be paid in full, they must call a meeting 
of creditors after the meeting of members (to pass the resolution to wind up the company) in order 
to appoint a liquidator.  This is called a creditors‟ voluntary liquidation. 

 

 

NUMBER  FIVE 

(b) A trust may be constituted in the following ways: 
 
By declaration: 
The settler (person holding on to property) makes a declaration stating that henceforth he holds property in 
trust for specified persons or for persons to be decided at his discretion (discretionary trust). 
 
Eg, upon the death of Mr P, Mr Q (his brother) decided to transfer some of his (Mr Q‟s) property to a trust 
whose beneficiaries are X and Y – children of Mr P; Mr Q making himself the trustee. 
 
By transfer: 
The settler (owner of property) transfers property to trustees for them to hold, maintain and manage such 
property on behalf of beneficiaries.  The transfer may be accompanied by terms and conditions on which the 
trust property is to be held and managed. 
 
Eg, upon the death of Mr P, Mr Q (his brother) decides to transfer some of his (Mr Q‟s) property to Mrs P 
on trust for the benefit of X and Y – children of Mr and Mrs P.  The transfer to Mrs P may include directives 
on how the property should be used to benefit X and Y; and on the transfer of such property absolutely to X 
and Y (say when they turn 18 years or 21 years). 
 
By Will: 
Trusts may be created by means of testamentary gifts, i.e a testator may leave his property to be held by 
trustees on behalf of named beneficiaries.  Eg, a person may have the following stipulation in his will: “I leave 
my house in Butu Butu to my wife; upon her death it should be absolutely transferred to and owned by my 
sister….”.  The person who is to manage the house may also be named.  In this case, the named person will 
be the trustee who will then manage the property on behalf of the beneficiary (wife).  Upon the wife‟s death, 
the trustee should transfer the property to the sister. 
 
By operation of the law: 
Here a number of situations may arise: 

Where a person dies intestate and operation of the law decrees the children to be his beneficiaries, 
and  such beneficiaries are infants, the law provides that the property be held on trust until the 
beneficiaries attain majority age. 
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           Resulting trusts: 
 
These exist where equity regards the property which is held by the trustee as belonging to the person who 
transferred it to the trustee.  This may arise in 4 situations: 
 

 (i) purchase of property where two people have jointly advanced the money but the property is 
registered in one person‟s name – the registered owner holds part of the property in trust. 

(ii) Where a person purchases land and has it conveyed to the name of another (or has it 
conveyed into the joint names of himself and another) the second person holds the property 
in trust for the benefit of the person supplying the funds. 

(iii) Failure to exhaust the beneficial interest – if the settler fails to dispose of all trust property through 
his directives, the undisposed part is held by the trustees on resulting trust for the settler or his estate.   

(i) Where a private express trust fails for uncertainty of objects (beneficiaries) or for non-compliance 
with statutory formalities, there will be a resulting trust in favour of the settler. 

 
          Constructive trusts 
 
These are trusts imposed by equity regardless of the intention of the owner of the property; it always arises by 
operation of the law.  The concept has been applied in the following:- 
(i) A trustee must not permit his interests to conflict with his duties – and a trustee may not profit from 

his trust – if he does, such profit does not belong to him; he also holds this on trust. 
(ii) If a person who is not a trustee obtains information/help from a trustee, which enables him to make 

a profit, such a profit does not belong to that person; he holds this on trust. 
(iii) If a person receives trust property with the knowledge that it is trust property received in breach of 

trust, he does not own such property; he holds it as a trustee. 
(iv) A person who does not actually receive trust property but assists a trustee to fraudulently dispose of 

this is as liable as the trustee. 
 
(b)(i) Adhiambo cannot claim the house as his own.  He holds on to it on trust; the beneficiary being 

Atieno.  This is a resulting trust arising from operation of the law – where one person purchases 
property in the name of another, the second person holds such property on trust. 

  
 However, where the person supplying the money is under an obligation to maintain the other (eg 

father and son or husband and wife) the “presumption of advancement” displaces the “presumption 
of resulting trust”. Thus Adhiambo would be able to claim the house as his own. 

 
     (ii) There are two possible courses of action for the ambassador. 

- First, under trust law, 3 certainties must be fulfilled for a trust to be properly constituted. 
(1) Certainty of words (there must be an intention to create the trust) 
(2) Certainty of subject (the property subject to the purported trust must be clearly identified) 
(3) Certainty of object (the beneficiaries must be clearly identified) 

 
Where there is uncertainty regarding the beneficiaries, there is a resulting trust in favour of the settler (Boyce 
Vs Boyce).  If the Utopian Ambassador relied on this, the money belongs to him. 
 

- Secondly he may use the law of intestacy and distribute the money should he so wish.  He 
will do so as follows: 

(1) The last-born in the Kirima family is deemed to have died last and is therefore the 
beneficiary of the fund. 

(2) If he/she had left behind a valid will, the money would belong to the residuary legatee as 
per that will. 

www.kenyanexams.com

http://kenyanexams.com


(3) If he/she did not leave behind a valid will the money will be distributed depending upon 
whether he/she left behind a spouse or children or both (who may not have been in the 
house at the time the disaster struck.) 

(4) Even though the question did not specify so, it can be assumed that the last-born was an 
infant – thus did not have a spouse or children. 

Therefore the ambassador would distribute the money as follows: 
  - Family members (father, mother, brothers and sisters) who may have been away at the time; if none 
  - Half brothers and half sisters and children of half brothers and half sisters; and if none. 
  - Relatives in the nearest degree of consanguinity up to and including the sixth; and if none 
  - The consolidated fund of the government. 
 
NB: 

“Kirima and his members of the family perished…” has been interpreted to mean “Kirima, his wife, his sons 
and his daughters perished…..” 
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