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A B S TR ACT

The accounting field is full of many acceptable ways and
methods of doing things: there are many ways of treating and
accounting for certain items of.accounts, nany varieties of
reporting formats, etc, All these are swmed up in what is
nornally referred to as "Generally Accepted Accoumting Principles
(GAAP)", The accountant is therefore faced with the problem of
choosing, from the many acceptable ways and methodé, the way or
method to use in any particular situation, It is also true that
accounting or financial reporting practices have been changing
over time, These changes have been hrought about by several

factors which include the following:

(1) Recommendations by accounting bodies all over the world,
including recommendations by individual accountantsg

(2) Changes in the legal requirements and statutes governing
accounting and finencial reporting practices; and

(3) Changes in the business world that affect accounting and

financial reporting practices either directly or indirectly,

This thesis presents the results of a survey study of the
published annual reports of 58 Kenyan public companies for the
fiscal years ended in 1974, 1975 and 1976. The survey was aimed
at examining the financial reporting practices followed by the
58 companies over the three year survey period, The thesis
analysis covers matters such as types of financial statements
presented, form and terminology used, accounting treatment of

some of the various transgetions and items reflected in the
A '

o (vi)



(vii)

statements, form and content of the auditors! report, and
sonie other general accounting information relating to the
survey companies, Particular emphesis has been placed on
the requirements of the Companies Act, and references are
made to the Act from time to time in the discussion of most
of the survey items, Exemples are given in the thesis from .
the published annuel reports in order to highlight some
points made in discussion of some of the survey items.

The thesis starts, in Chapter 1, by introducing the
reader to the theoretical framework within which accounting
practice operates, A statement of the purpose of the  thesis
is also made in this Chapter, Chapter 2 discusses the method;
used in collection and analysis of the data for the thesis,
and also gives some general infprmation on the 58 survey
companies., Survey results are presented in Chapters 3 and 4.
Chapter 3 deals mainly with the survey relating to general
accounting information, while Chapter 4 deals with the Balance
Sheet and the Profit and Ioss Account, Chapter 5 contains a
sumary of the main survey findings and possible conclusions on
the survey results. The last part of Chapter 5 makes
recommendations as to the possible ways of improving accounting
and financial reporting practice in Kenya, and suggests possible
arecs of further research end study in the f£ield of accounting

in Kenyae

¥l Amvayi
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CHAPTER 1

INTRODUCTION, STATEIENT OF TIHE

PROBIEM, AIID REIATED TLITERATURE

The purpose of this chapter is to introduce the reader o
the theoretical framework within which accounting practice
operates, and to state, as well,: the purpose of this thesis as a
whole, A point is made that there are many generally accepted
accounting principles waich can be followed by compenies in the
preparation end dissemination of financial reports., This thesis
is in the forn of a survey to find out which of these generally
accepted accounting principles are being practised by compenies
in Kenya. The survey centres mainly on the financial reporting
practices followed by 58 Kenyen public companies, all of which
are listed on thevNairobi Stock Exchange, The first part of
the chapter is an introduction. The second part is a statement
of the problem and purpose of the thesis, And the last part

deals nainly with a review of the related literature.

1ele Introduction

The business world is a world of alternatives, There are
meny alternative business investments, many altermative techniques
of managing or running a business, many alternative ways of

accounting for economic realities, etc, Decisions are there-
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fore always being made as to which alternative should be chosen
in a given situation, Whichever alternative chosen, it is
aimed at achieving certain objectives of the decision maker.1
The economists will talk about "scarcity and choice", that is,
because resources are scarce, a choice must necessarily be
made in such a way that will result in an efficient allocation
of the resources, The allocation of scarce resources by
choosing from a set of competing alternstives is done with the
objective of ”maxnms:.ng n‘ti]i‘by"z. It is, however, necessary
to add that the term "ufizify", or satisfaction, mst be
defined in broad terms in order to include the impact of the
chosen alternative on the enviromment within which the choice
process is made, as well as the impact of the enviromment oﬁ the -
chosen alternative, In other words, a choice has more to it
than achieving maximum satisfaction of the individuel decision
malker, The choice process does not happen in a vacuun, under
its own rules, The enviromment has "rules" which must also be
taken into account, This is frue in any choice situation - even
vhen it comes to choosing the accounting and financigl reporting

practices to be followed,

Decisions are normally made in the light of the informe-
tion evailable to the decision maker about the choice objects
In the business world, accounting has become a najor source

of information about businesse, It is not wncormon to £ind

accounting being described as "the language of business"3,

A

x B



Accountants all over the world are engeged in vhat is basicelly
a system of communication, that is, they eare trying to devise
better ways of providing information that can be used by

4 Financial statements

interested parties for decision making.

can therefore be looked at as a languege with which accountants

or company management communicates with parties interested in

the status and operations of the firm, ‘This is why Ross says:
",ee no statement, however, ingenious or

logically put together hes any merit whatever

unless it commmicates useful information ~ that

is to say unless it helps someone to make a

decision,"

And so esccountants have been arguing for a long time as
to how to present useful or, at least, better financial
statemnents,

Tradition in accounting prectice has resulted in what is
commonly referred to 23 "Generally accepted accounting princi-
ples".6 While accountants, auditors, courts, govermment
authorities, etc,, recognize the existence of generally accepted
accounting principles, it is difficult to list exhaustively
what these prinejiples are.7 It seems that these principles
develop depending on what is considered to be the most important
objectives of financiel reporiing at any point in time.a
General  acceptance will therefore depend on vhat any particuler
group considers to be the general objective of finzncial
reporting.g The various groups that may determine general

ecceptance include the goverment, professional accounting

bodies, financial jnstitufions, individuals, and the public
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at large. These various groups act as sources of the so called
CAAP end they influence the itrends in financial repor*l:ing.10

Accounting practice in eny country is done within the
framework of the laws of that countrye In almost all
countries there are statutes that govern accounting practice,
and, in some cases, there are bodies established by legislatures
to regulate accounting practice in these countries, In U.S.A,
for example, the Securities and Exchange Commission (SEC)
plays en important part in the development of accounting
principles followed by companies, In addition to the legal
-requirenentis, in countries with well developed professional
accounting bodies = like U,S.A., Britain, Canada, Australia -
the nain source of accounting principles seems to be these
professional accounting bodies, which, in mos® cases, control the
accounting practice in these coun‘.;ries." Adherence to rules and
standards waich are set from time to time by these professional
bodies lead to what become generally accepied as accounting
principles. In most developing cowntries with no established
professional accounting bodies, accounting practice is, to a
large extent, controlled by Iaw or Acis of Parlisment. In
nost cases these deveioping countries depend on the
pronouncenents and suggestions of professional accounting
bodies in the developed countries in enacting laws that govern
the accounting practice, or, as it often happens, they irherit
the laws and practices cf -their former Colonial Uasters.12

One nay safely conclude that the accountants in these developing
¥ L

,
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countries have a wide choice of a.ccounting'practices which

may be adopted from the developed countries provided the

practices chosen meet the requirements of the goverrment
statutes,

In Kenya the Companies Act, Cape 486 of the Laws of
Kenya,1? stipulates, in broad terms, the accounting procedures
to be followed by Companies operating in Kenya, Companies have,
- however, a wide range of financial reporting practices from
which to choose, The choice of terminologies, styles of
reporting, treatment of items of account, etc., is in most
cases, left to the companies concerned, And since there is a
wide variely of accepted accounting procedures, terminologies,
styles, eice b0 choose from in the accounting profession all
over the world, one would expect that accounting practices
would differ from firm to firm depending on several factors
which may includes
(1) The home country of the company, that is whether the

company is a branch of a parent company incorporated
in the U.S., Britain, eic,

(2) Vhere the accountants who man the company accounts were
educated (with their resulting biases). IHere too we may
include the impact of recommendations of professional
accounting bodies to vwhich these company accountants
belonge

(3) Flexibvility in the wording and requirements of the Cose Acte

(4) 2ex requirements as well as the requirements of other
» T



institutions such as banlks and stock axchanges,

$.2 Statement of the Problem and Purpose of the Thesis

The above discusslon indicates that there is a wide
range of sccepted accounting and financial reporting practices
that could be followed by cc:cmpan;i.ees.14 It is also true that
accounting practices change from t:lme-to time due to forces in
the accounting profession itself, forces in the enviromment of ‘
accounting, forces in the business world affecting the company
- concerned, etc, Companies at times Pind it necessary to change
from one accouniing practice and adopt anotherrdue to these
forces,

In some cowntries like Canada, Britain, the U.S.hey a
study exnd analysis of published ammual reports of companies is
made and publishede!” These publications in the verious
‘oomtries show the accounting practices =£illowed by compamxies
operating in these countries, and revesl any changes and trends
in the accounting end financisl reporting practices, Such
publications of financial reporting practices may help in

several ways, such ass

(1) Belping the professional accounting bodies in these
countries in the formulation of accoumting standaxds
%o be followed, TFormlation of standards must take
into sccownt what ig in practice, This may indicate
what those in the aceounting #ield comsider to be

.
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acceptable or best in the env:l.ronnnnf.

(2) BHelping the govermments in these countries and
other interested parties like financial institutions
in finding out what practices are being followed by
the various companies,

(3) Jelping the companies consermed to see whether and how
their practices differ from each other,

(4) Helping the academic institutions involved in the
teaching ofaocountmg-pas a guide to the actual
prectice in firms.

In Kenya, at the moment, there is not a publication
that studies financial reporting practices followed by Kenyan
£irmg,

The purpose of this thesis is to make a study survey of
the financisel reporting practices followed by public companies in
Renyae ~ The study enalysis is intended to cover areas in
thé accounting field including matiers such ass
(1) the types of financial statements presented,

(2) the form and terminology used,

(3) the eccounting treatment of various - transactions and
items reflected in the siatements,

(4) the form and content of the auditors report,

(5) the effect, or otherwise, on Pinancial reporting practices
of erwvirommental changes e.ge Inflation and recommendations
of verious ac'coun'hin'g bodies such as the Amerdcan Institute

of Certified Poblic Accountamts (ATICPA), the Camadien
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Institute of Chartered Accountants (CICA) etc.,
(6) application of some specific requirements of the Cos, Act,
The study is also designed to f£ind out whether there is
a standardized way of financial weporting in Kenyan firms,
that is, whether
(1) the companies selected for the study use identical
styles in reporting,

(2) they use the same terminology for the various accounting
items,

(3) the treatment of the verdous accounting items in the
verious firms follows the seme procedures, -
o .

(4) the content end form of the auditors xeport is the seme

for all firms andited,

Since practices change over time, the study will also
examine the trend of accounting and finencial reporting
practices in the survey compenies over the survey period
(1974+1976)s and note any specific changes that have cccwrred
over this period of time,

1e3  Related Idteratime

A3 glready stated above, there is no publication that
surveys financial reporting practices in Kenya at the moment,
The only publications in Eenya on accounting that may relate

indirectly to the avea of study covered by this thesis inelude
the foliowlogs



(a) There was an ammal publication by the Fairobd Stock
Exchange entitled "Nairobi Stock Exchange Of£ficial
Year Book."16 In this bocklet they glve a summary
of the financigl reports of companies listed on the
stock market, MajJor information given insclude a
sumeary of the balgwe sheet of each of the companies
listed, a summary of the profit and loss account,
some points from the directors report, and explanatory
notes on the information given in the booklet, The
information regarding individusl companies included in
this publication is obtained from published ammal
reports of the companisse

(v) A thesis dissertation for a Moster of Business end
Aministration degree of the University of Faivobd
by S0, Yasitall which relates indivectly to this
study, In this thesis, Masita traces out the
development of accounting and the socounting
profession, perticularly in Eritein and U.S.K., and
its epplication o East Africe = or its impact on’
the development of sccounting in Eest Africa, This
is mainly a historicel survey of the ascounting
profession and it does not deal very much with
accounting or financial reporting practices in
East Africa - oxr Kenyae

(c) A stuly by Adolt Ju%e Enthoven'© also xelatoes

indirectly to this study. In his study, Enthoven
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tries to evaluaté the accountancy sysiems, developments

and requirements in some Africen countries = Tanzania,

Zembla, Kenym, Uganda, Bthiopis, Ghand, MNigeria end

Zaire, The analysis that relates to Kenya in this book

is mainly an outline of the accounting requirements,

particularly as regards accounting menpower planning,

It does not deel with accounting and financial reporting

practices in Kenyae |

The analysis and presentation of the material in this
thesis is based mainly on two publications mentioned above
by the ATCPA'? and 10420, e AICPA publicetion is s serdes

of anmmual publications which started in 1946, and malkes an
anmal study of the accounting trends and technigues in
published enmal reports of UeS.Ae companies, The CICA
publication, a programme introduced in 1955, is published
after every two years and summarises the trends and latest
developments in financial reporting in Canadian companiese
The approach to the studies in these two publications is
basically the same: An analysis is made to show such
accounting matters as the financial statements presented, how
nany companies use particuler practices, etoc. This thesis
tokes the same approach of analysis end presentation in Chapters
three and four, Chapter two deals mainly with the method used
in the collection and analysis of the data for this thesis, as

well as some general information on the survey companies,

Chapter three prements atsurvey and discussion of some general
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accounting information that cannot be logically included with
the discussion of either the balance sheet or the Income
statement (Profit and Ioss Account). These two financial
statements (Balance Sheet and %he Profit and Ioss Account)
are discussed in Chepter four, Chapter five concludes the
thesis by drewing out a summary of findings and conclusions,
and giving some recommendations e policy recommendations es
well as recommendations for further study and research in

the accounting field in Kenya.

-
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FOOTNOTES TO0 _ CHAPTER 1

It may be noted here that whoever the decision maker is -
Management, investor, creditor, accountant, etc, = the
process involved in choosiné among competing alternatives

is besically the same, However, the decision maker

discussed in this thesis is the company accountant or

Management who is involved in choosing from emong the
nany available accounting and financial reporting
practices, which practices to follow, The accountant is
in this case actually trying to reflect and communicate
economic reality of the firm to interested parties, and
the way or method chosen to é.o this reflects what the

accountant or management thinks to be the best,

A good discussion on "scarcity and choice™ and
"Haximisation of Utility" is given in most basic economics
textbookse For example see Michael J. Bremnan, Theory

of Beonomic Statics, 2nd BEde (Englewood Cliffs, NeJe:

Prentice Hall, Incey, 1970), Dpe 3=6 and ppe 45=49.

See for example Howard Ross, The Elusive Art of

Accounting, (ew York: The Ronald Press Coo, 1966),

PPe 5T=T56
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It is assumed here that the interested parties use the
accounting information for making decisions concerning

the accounting entity,'

HC BOSB, r.l %

The term “principle" is sometimes referred to es
postulates, standardsy basic assumptions, basic
concepts, axioms, or conventions in various accounting
textbooks, Whichever term is used, it refers to the
fundemental notions upon which accounting practice is
based. ("Generally Accepted Accounting Principles" is
hercafter cited as GAAP)

Several author® ' including professional accounting bodies
like the American Institute of Certified Public
Accountants (AICPA) have tried to make a list of what
they consider to be the GAAP, as well as defining the
basic postulates of accounting, See for example Maurice

Moonitz, The Basic Postulates of Accounting, Accounting

Research Study JNo. Te (Wew Yorks AICPA, 1961), and
Maurice Moonitz and Robert T, Sprouse, A Tentative Sct

of Proad Accounting Principles for Business Enterprises,

Accounting Research Study Nos' 3 (New Yorks AICPA,
1962)¢ These two studies were aimed at defining the basic
postulates of accoupting (fundemental notions of

accomting)e, A 1ist of GAAP is given by Paul Grady,
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Inventory of Generally Accepted Accounting Principles for

Business Enterprises, Accounting Research Study No. 7

(New York: AICPA, 1965)
It is, however, difficult to say "what constitutes
genersl acceptance, either by whom or to what extent", as

Arthur Andersen & Coe puts it in Accounting and Reporting

Problems of the ‘Accoumting Profession, 2nd Ed, (Arthur

Andersen & Co., 1962), pe 1o There is still a controversy .
as to what are generally accepted accounting principles
because what may be accepted in one situation or firm may
not be accepted in another, See also G.A. Iee, Modern
Financial Accounting. (Iondon: Nelson & Sons Itde, 1973),

Pe 3¢ Note also that statements by the Financial
Accounting Standards Board (FASB) are attempts to define

GAAP,

8¢ A good discussion on the objectives of financial state

ments 1s given by Arthur Andersen & Co,y Objectives of

FPinancial Statements for Business Enterprises, (Arthur

Andersen & Coe, 1972)s See also the following studies on
the objectives of finangial statements:

(a) Wedo Kenley and GeJe Staubus, Objectives and Concepts

- of Finsncial Statements, Accounting Research Study

Foe 3e (Melbourne: Accounting Research Foundation,
1972)s
(b) Objectivee of Fimencial Statementss Report of the

Study Group on the Objectives of Pinancial Statementsy
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(c) The Corporate Report, (Iondont Accounting Standards

Steering Committee, 1975)

9, Arthur Andersen & Cosy Accounting and Reporting

¥roblems of the Accounting Profession, Ope Cite, says that

g comprehensive and co-ordinated structure of accouniing
theory is necessary for the development of accounting
principles" (p. 1) It is, however, necessary o know
vhich comes first = either accounting principles or a

| "ecomprehensive and cordinated structure of accounting
theory", It seems that the structure of accounting
theory is a result of the development of accounting
prineiples which become generally accepted by a partie
cular groupe

Arthur Andersen & Co, continues to argue that “new

development in accounting principles and related practices,
in general, go through transitional periods as a result of
an evolution process" (pe3)s Five general phases of this

process are listed on the seme pages

10. P.N, Mclonnies argues that there is a "possible conflict
es a result of proliferation of accounting requirements
by an increasing circle of legislating bodies," See PN,
Mclonnies, MEEC, UEC, ASC, IASC, IASG, ICCAP - IFAC, Old

Uncle Tom Cobbleigh and all,® Accounting and Buginess

Research, Nds 27 (Numer 1977), po 162¢
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136
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He contends that "ee.. unless a lot of research is
done to establish a fundemental fremework for financial
reporting, standards &.ccounting principlea will always
be frule of thumb! and therefore unacceptable to some
people” (pe 164)s The current controversy in the
sccounting profession as regards generally accepted
accounting principles seems to support MeMonnies”

philosophye

Exemples of these professional accounting bodies include:
(a) ™e American Institute of Certified Public

Accountants (AICPA),
(b) The Institute of Chartered Accountents in Englend

and Vales,
(c) The Canadian Institute of Chartered Accountants (CICA),
(d) The Institute of Chartered Accountants in Australia,

etco

See a discussion by Thomas We Ielievre, "Accounting in

the Third World", Journal of Accountancy, (January 1978),

Ppe T2=T5

Referred to as "The Companies Ordinance" in the Iaws of
Kenya, Chapter 486, In this thesis analysis reference is
mede to the Companies QOrdinance Cape. 486 of the Iaws of

Xenya a3 revised in'1962 (Hereafter cited as the "Cos, Act"
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or "The Act"),

14, As Robert G. m, Gerhard G Mueller, and Thomas H,
Williams, say, "The reporting process is a complex one,
involving a variety of reporting formats and numerous
legal requirements cee

"The content of the anmual financiel report will
vary among corporations, but for corporations that are
fpublicly held', certain inclusions have evolved as a
matter of law, listing requirements and/or accounting
policy." See Robert G, May, Gerhard G, Mueller, and

Thomas H, Williams, A New Introduction to Pinancial

Accounting, (Iondon: Prentice Hall, Inc,, 1976),
PPe 576-539¢

15, Examples of such publications include:

(a) AICPA, Accounting Trends and Techniquess An Anmual

Survey of Accounting practices followed in stocl-

holder Reports, This is published annually,

(b) CICA, Pinancial Reporting in Canada: A Sumery of

Financial Reports of Canadian Public Companiese

This is published after every itwo years,

(¢) Survey of Published Accounts, A study sponsored by

the Research Committee of the Institute of
Chartered Accountants in England and Wales and
'

b '
publiszhed by the Institutets Trustees of Chartered




18

Accountants! Trust for Education and Research,’ (This

is quoted in CICA, FPinancial Reporting in Canada,

1973, preface and throughout the CICA study, It was
not possible to get a copy of this publication,
although inquiries reveal that, like the AICPA
publication ebove, this is published annually)

164" Nairobi Stock Exchamge Official Yoar Book, (Nairobis
Conmittee, Nairobi Stock Exchange). This used to be
published anmually but has since the last publication in
1972 ceased to be published, However, the secretaries to
the Nairobi Stock Exchange say that the publication of

the same is to be resumed "soony"

17¢' S.C, Masita, The Development of Accountinz and the

Accounting Profession and its Application to East Africdl’

Unpublished leBeAe Thesis, University of Nairobi (1976)

18¢ AeJeHs Enthoven, An Evaluation of Accountancy Systems),

Developments and Requirements in Airica: Appraisal Report,

Ford Foundation Sponsored study projecte (Chapel HL11,
North Carolina: University of North Carolina, February,
1975)e

19, AICPA, Accounting Trends and TechnigueS, Ope Citel

(References In this %hesis are to the 1976 publication).

s
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20, CICA, Pinancial Reporting in Canads, Ope Cite., (References
9
in this thesis are to the 10th Eds' 1973, It was not

possible to get Amm:e recent publication due to the time
constraint), . |




CHAPTER * 2

METHODOLOGY AND GENERAL INFCRMATION ON THE

SURVEY CQLIPANIES

The purpose of this chepter is to present the method used
in the collection and analysis of data for -th:!.s thesis,
Included in the chapter is also an outline of the items selected
for the survey as well as a general discussion on the survey

companies,

241 METHODOIOGY

2¢1e1l Sources of data and information

As elreedy stated in Chapter 1, this thesis makes a study
survey of the financial reporting practices followed by Kenyan
public companies, It therefore follows that private companies
 are not included in the survey since the private companies do
not normally publish their financial reports. Subsection (1)
of section 30 of the Cose Act defines a private company as "a
compeny which by its srticles - |
(2) restricts the right to transfer its shares, and
(b) 1imits the mmber of its members to f£ifty, not including

persons who are in the employment of the company and
persons who, having been formerly in the employment of
‘the ;:ompa.ny, were while in that employment, and have
continued after the determination of that employment
to be, members of the company; and

L3 '
(c) prohibits any invitation to the public to subscribe for

20 Urvee
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eny shares or debentures of the company."

For the purpose of this thesis, a public company may be
defined &8s a company which is not a private company as defined
in the Cos, Acte

The main source of the data and information for this thesis
was the published financial reports of 58 Kenyan public
companies all of which ere listed on the Fairobl Stock Exchance
(Iisted as of June 30th, 1978)s The list of the 58 survey
;:ompanis is given in Appendix A at the end of this thesis,

At the time of the study survey both the University's Main

Iibrary and the Faculty of Commerce Idbrary had a very limited

number of the relevant finencial reportse It was therefore

necessary to devise a method of getting the missing statementse

Several a.lternatives were available:

(a) Go personally to these companies and ask them for the
statements, .

(b) Write to these companies to get the required statements, or

(c) Get Xerox copies of the statements from either the Nairobi
Stock Exchange or the Registrar of Companies,

The second alternative was chosen because this appeared a
cheaper, more practical alternative as compared to the other
two, A mumber of companies responded by sending in their
financial reports, To complete the data collection the third
alternative was used, Some of the statements were missing at
the Neirobi Stock Exchange and these were found at the Registrar

A

of Companies, x '
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It may be mentioned here that at first over 100 companies
selected randomly from a 1ist of companies at the Registrar of
Gompanies were requested, in writing, to submit their financial
reporis, A number of these companies responded by sending in
their financial reportise Of the companies that sent in their
financial reports, it was found out that most of them were the
companies listed on the Nairobi Stock Exchange, MNost of the
non-listed companies responded negatively by saying that they
could not submif their reportse. It was therefore found fitting to

take only the companies listed on the Nairobi Stock Exchange as
the population for this survey,

It was also found that companies leave and some are newly
listed on the Stock Exchange from time to time, that is, the
list of companies listed on the Stock Exchange changes from
time to time, To be therefore consistent as regards the chosen
population, a date was chosen = June 30th, 1978 - as the date
vto determine the mumber of the listed companies, The survey
was thus based on the mmber of compenies listed on the Nairobi
Stock Exchange as of this date, As of this date, 60 companies
were listed, Of the listed companies, oue company was incorporated
as a public company in 1976 and had no financial reports for
1974 end 1975, Since statements for all the survey years
(1974, 1975 and 1976) were required for the survey, this
particular company was excluded from the survey. Another
company was in the process of winding up and it was not

possible to get the requ!red Linancial reports of this company,
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This too, was excluded from the survey thus leaving the number
of companies included in the survey at 58, To give some light
as to the trend over time in the financial reporting practices
followed by these survey companies, a time period of three
years (1974, 1975 and 1976) was taken as the survey periode
The other main source of information was the Companies
Act, This Act gives some guidelines as to the financial
I.'eporting practices to be followed by companies operating in

Kenya.:

212 Treatment of data

4s will be noted in the two subsequent chapters, the
approach taken in the analysis of the data and information
found in the financial reports of the survey companies was
nmainly the tabular forme An examination of selected financial
reporting practices discussed in this thesis was made for each
of the survey compenies over the survey period of three yeeors
(1974=1976 ) TFor each item discussed a table was prepared
showing the mumber of companies (Both in absolute and pere
centage terms) that used such a practice in each of the three
yearse This tabulation was aimed ats
(1) Showing what financial reporting practices prevailed in

each of the years of the survey periode
(2) Showing the trend in the use of any of the practices

surveyed over the survey pericd, that is, whether there

»

d .
is an increase or decrease over the years in the number
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of companies using a particular financial reporting
practice,

(3) Showing the general nature of financial reporting practices
in the survey companies, that is, to help in drawing a
conclusion as to what financial reporting practices seem
10 be generally accepted in the survey companies,

(4) Showing any new practices adopted by the companies over
the survey periods, This may reflect the impact of the
changes in the accounting professional requirements in
other countries, or changes in the accounting enviromment

« both legal or otherwise,

In analysing the survey data, it was assumed that the
accounting practice in Kenya works mainly within the framework
of the requirements of the Cose Act‘. Consequently, reference
is made from time to time to the requirements of the Act in
the discussion of some of the items discussed in this theéis.
Reference is also made to the practices followed in other
countries like Britain, Canada and the UsSeA.y as revealed in
the publications in these countries quoted in Chapter 1. Tor
some items ciscussed, referenced is also made to what some
writers in the field of accounting think to be the appropriate

practices

2¢103 Besic Assumptions

Since this thesis is mainly a survey and presentation of

A '
the financial reporting practices followed in Kenyan firms, it

’



However, certain assumptions were mage in the course of the
analysis of the data,” Thesge inelude the followings
(1) Pinancial TePorting is mainly a process of commmicating

in their financial reporting are the practices that the
Companies coizsider appropriate to communicate better to
the external parties, information about the status ang
operations of the Companies,’

(2) Accounting practice in Kenya is done within the limits of
its er.rv:i.romnent.; We may take the énviromment within which
accounting practice operates to be the requirements of the
law as well as the Tequirements of the accounting profession
itself, It therefore Tollows that since there is ng

established ana active professional accounting body to
regulate accounting practice in Ken:y*a,1 most of the
Practices in Pirms depend on the requirements of the Cos,
dct, At the same time it may be rightly ascumed that
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2e1e4 Items Selected for Survey

It is evident that accounting is a wide field, and although
this survey study is designed to determine the financial reporte
ing practices in the survey companies, it is difficult to cover
every aspect of accounting or financial reporting in a single
studye In chapter 5 recommendations are given as to the possible
aveas of further study, which include the aress and items left
out by this survey, This thesis dealt mainly with items which
were considered by the author es being the "highlightd' in finan-
cial reporting., The following is an outline of the survey items
_discussed in chapters 3 and 4.

The items discussed in Chapter 3, which deals meinly with
general accounting information, include the information required
by the Cose, Act to be included in the ennual reports to sharee
holders, the fiscal year end of the survey companies, the use of
the Swahili language in financial reporting, the presentation of
comparetive statements in the reports, the disclosure of
accounting policies, the notes to financial statements, the
presentation of supplementary finencial data, inflation
accounting and the auditors! report,’

The Balance Sheet and the Profit and Toss Account items
are discussed in Chapter 4, Items discussed in this chapter
include the title and format of the Balence Sheet and the
Profit and Ioss Account; some current asset items like cash,
debtors, end stocks; fixed assets; ‘investmentsj deferred

taxation; long term liabilities; shareholders? equity; reverue
A .
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from operations; expenses; and the depreciation methods used,
In the discussion of some of these items examples are
presented from the published reports of the survey companies
in order to highlight some of the points made in the discug-
sion.2 In scme of these examples comparative figures for the

previous year have been left out for convenience,

2+2, COPANIES SETECTED FOR SURVEY

2621 Industrial Classification

As already stated, all the companies included in this
survey were selected from those listed on the Nairobi Stock
Exchange as of 30th June, 1978, Table 2(a) gives a classifica-
#4ion by industry of the 58 survey companies, While it is not
easy to see Ifrom the table what exact business a compeny deals
in, it is necessary to note that most of the companies a.re
widely diversified in 0pe:cev:l::l.on.'.=',3 and it is not uncommon to
find a company like B,A.T. (Kenya) Itde dealing in poultry in
addition to its main line of business operations - tobacco
products, Iooking at table 2(a) this statement may seem
contradictory, taldng into account the mumber of companies
listed under “widely diversified or not otherwise classified”,
This is because the classification was based on what forms the
dominant business activity of each of the companies = i.e. a
buginess ectivity that forms over 50 per cent of all the

company's busineshe Whe}e a company deals in several activities

,
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such that none of them forms its main or dominant business
activity it was listed under “widely diversified or not other-

wise classified",

Table 2(a) shows th.at most of the companies = over 41 per cent
are in the mamufacturing sector of the economy, The Agricultue
ral sector follows with over 25 per cent of the companies; then
other services including dry cleaning, traﬁeportation, Ware-
housing and other utilities, and tourism and hotel, follows
forming about 13 per cente The remaining sectors include
financial institutions, trading companies and other companies

not otherwise classified,
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able 2(a) - Industrial Classification of the Survey Companies

panufacturings
od - including flour milling and -----
fruit ca.nning-..,,,,,;,,. eéc60e00

3% )

Beverage oooooooobbik}ioooéooobooooooooo

- lobacco ProduCts eecscecesissososecsiess
- JRubber Products essscscocssssanssssshsrs

[::od, paper and allied products eceesceées
gn_nt:mg, publishing and -allied eceeeses

Cement ooooooooooooooooboobooooooooooo;u‘

 [PetToleun ProdUCHS ¢ soocecssessssssssons
Chemicals and Chemical Products eeeéesss
Sisal and jute products ceeeccccescesiece
Total Mamfacturing cceeeceeccccccoscess

Agricultures - - cio- .

Ranching, pig and allied products ecceces
Total Agriculture tescececsccccccoccrcce
TradE.EE‘ Sig U m R mee s b
Hotor distribution and allied seceseescs
Financial Institutions, including
Insurance Companies, hire purchase

conmpanies ooooooooocc;;;}o;oooooooo;;o

Other Services:

Dry cleaning eeeseccccescssoscccessccorscs
Transportation, Warehousing and othexr
utilities .;............
Tourism and Hotel <ceeccesococcecccciaes
Total Other Services .scescssevssvvessne
Videly diversified or not otherwise

Class:i.fied 000 4Lo0OOWOEOPPOEICOTLOOCLOOEB OGS

Total NMmber of Conmpanies

. | Hoe of PCTw=
" Companies | centage
b
2
-1
1
3
2
0
3
1
o
1
24 41,38
10
5 Py
15 25,87
5 8462
1
3
4
3 517
58 100,00

¥ P |
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262462 Size of the Survey Companies

If the size of a company is defined in terms of the share
capiial invested,* table 2(b) gives the relative sizes of the
survey companies, The table is based on the share capital of
the companies as reflected in the 1976 financial reports.

Table 2(b) Size of the Survey Companies Based on Share Capital

As of 1976

Noe. of Per-
Compani.es centage
Iess than or equal to £500,000 seessese 29 50,00
tween £500,000 and £1,000,000 seeeess 12 20,69
Between £1,000,000 and £1,500,000 ¢eeee| - 6 10434
Over £1,500,000 eseoseseosscocsccssscss 11 18,97
Total ccceccoesccocsoscsssscocsoccscans 58 100,00

. The table shows that the majority of the survey companies -
(814035%) have share capital of less than £1,500,000, Of those
companies with share capital over £1,500,000, three companies -
EA, Breweries Ltde, Booke Pond Liebig Kenya Itdes and E.Ae
Power and Iighting Cos Iitde, had sharve capitals of £12,342,894;

£9,775,000; and £9,741,504 recpectively,

2,3 CONCLUSION

This chapter has dealt mainly with the methods used on the
collection and ana.lysm of the data and information for this
thesis, items sclected for survey, and some general discussion
on the survey companies, It has been noted that all the 58
survey companies are public companies listed on the Nairobi

Stock Exhange as Of 30th Yune 1978,
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An industrial classification of the survey companies as well
as their relative sizes was given in the chapters In the
discussion of the survey items it wes noted that not all items
that relate to accounting were :'anluded in the survey, Chapte:
3 begins the presentation of the survey on soue of the survey
items, and deals mainly with general accounting information
that cannot be logically included with the discussion of either
the Balance Sheet or the Profit and Ioss Account items discussed
i:n Chapter 4. |




2
FOOTNOTES TO CHAPTIR 2

1. Although up to the time of writing this thesis steps have
been taken toward establishing a professional accounting
body in Kenya, this body has not reached tﬁe stage where
it can be in a position to actively regulate accounting

practicee

2, Tt should be mentioned heve that the examples presented

are those which, in the opinion of the author, highlights
-some of the points mede in the discussion of the related
items, They are designed to show the reader some of the
actual practices discussed, and are not necessarily what

the author considers to be either good or bad practice,

3¢ The mature of business of some of the companies is given,
~ in brief for each company, in (1) The Nairobi Stock

Exchange Official Year Book, 1972; (2) Central Bureau of

Statistics, Directory of Industries, 1974, (Nairobis

Govermment Printer, 1974); and (3) Unpublished compiled
report on some of the listed companies by JeS. Donovan &
Co, Ltd, and Dyer & Blair Itde; Brokers to the Nairobl
Stock Exchange, 1976.

An examination of these sources shows that the
companies fairly maintained their main or dominant business

activities over the survey periode

]

x .
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Other widely used measures of company size includes

~(a) the . number of employees, (b) the area

occupied (Company premises), (c) the number of
subsidiaries; (d) the sales volume, etcs



CHAPTER 3

GENERATL, ACCOUNTING INFORMATION

This chapter presents a survey and discussion of some genee
ral accounting i.nfqmation that .cannot be logically included
with the discussion of any of the customary financial statements
(Balance Sheet and Profit and Ioss Account) discussed in chapter
4;‘ The information relates to the 58 survey companies and
includes such matters as the information required by the Cos, Act
to be included in anmual reports to stockholders (shareholders),
fiscal year end, the Swahili languege version of financial reports,
presentation of comparative statements, disclosure of accounting
policies, notes to financial statements, the presentation of
supplementary financiel data, inflation accounting and the

auditors! report.

3¢1 The information required by the Cos. Act to be included

in the amnual veports to stockholders (Shareholders)

"eee One of the responsibilities often
imposed by law on %a Corporation is to

report at leas}; anmually to the
shareholders",

Subsections (1) and (2) of Section 148 of the Cos. Act

states in parts as follows:

"The directors of every company shall,

at some date not later than eighteen
months after the incorporation of the
company and subsequently once at least
on every calendar year, lay before the
company in general meeting & profit

and 18ss accolmt or, in the case of a

" 34
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company not trading for profit, an
income and expenditure account for
the period eee (148(1) )

"the directors shall cause to
be made out in every calendar
year, and to be laid before the
company in general meeting, a
balance sheet o6 (148 (1) )

In the case of a holding company, subsection (1) of
gection 150 requires that group accounts "be laid before
- the company in general meeting when the company's own balance

sheet and profit and loss account are so laid,"

The Cose Act specifies that anmual reports sent to the
stockholders in connection with the annual general meeting

of the company include the following ini’ormation:2

(1) Profit and loss account (or income and expendi‘mré account ),
(2) Balance sheet,
(3) Group accounts - which includes a consolidated balance
sheet and a consolidated profit and loss account - in
the case of a holding company,
(4) The Directors! report, and

(5) e Auditors! report.

A comparison with the U.S,A. reveals that the Cos, Act
in Kenya requires a limited amount of information to be included
in ammuel reports as opposed to the requirements of the

)
Securities and ExcRange Cotmission (SEC), Rule 14C = 3 of

the Securities ExcHange Aet of 1934 requires the inclusion
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of the following information in annual repo:rtxs:3

(1) "Certified" Comparative financial statements,

(2) A five year sumary of operations,

(3) A Management!s analysis of the sumary of operations,

(4) A btrief description of the company!s business,

(5) A five year line of business breekdom,

(6) Identification of the company's divectors and
executive officers and their principal occupations,

(7) A statement of the market price range and dividends
paid on voting securities for each quarterly period
during the past two fiscal years,'

As will be seen later, some companies in Kenya do include
some other information in addition to that required by the Cose
Act.4 In general, companies in Kenya use the following form in
the presentation of their . annual financisl reportss |

(1) officers and officials of the company,

(2) Wotice of ammual gencral meeting,

(3) Chairman's statement,

(4) e Directors! report,

(5) The auditors report,

(6) The profit account,

(7) The balance sheet,

(8) Notes to the accounts, and

(9) Supplementary financial information which may include

]
2 historical sxﬁmmry of operations, a statement of

. .
’




source and application of funds etce
The order of prescntation of these items vary from company
to company, and, as will be seen latler, some companiecs px;esent
both the Inglish and Swahili version of some or all of these

items,

3620 Group Accounts -~ The extent and degree of Consolidation.

Most companies operate under the parent-subsidiary form of
orgenization, As business expands, companies find it necessary to
acquire subsidiaries cither as a means of entering into new
‘Business, entering a new moxrket srea or aoguiringﬂ more control
over the line of business in whicﬁ the company is involved, The
purpose of consolidoted statements, or group accounts, is to
presént the Pinancial position and the results of operations of
the parent and subéidiary companies as a single econoric entitye
This is done by combining the accounts of the parent company end
the subsidiaxry companiesA so as to present the accounis of The
group as a single unit, Parties, with interest in the group of
companies, vhich include shereholders, creditors, es well as the
Janagenment of these companies, will be more interested in the
overall performance ond finencial position of the group os a vhwole
than in the performonce and financial position of the sepﬁrate
companies, As a result, group accounts become more meaningful to

these interested porties than separste financial statements.5



* (ne statement of accounting policies, that of Nation
 Printers and Publishers, Ltd,, &8 1t relates to Consolldation in
the 1974 and 1975 annual reports, states as followss

"Mese consolidated accoumts include the
essets and liabilities and revenue results

of the company and its subsldiaries as
defined in the Companies Act."

This statement indicates that the extent and degt;ee of
consolidation, as 18 also true w:l.th the preparation of other
~finencial statements, is based mainly on the req\uiements of the
Cose Act, The Act defines what a "holding Compeny" and

"Subsidiary Company" ere in section 154. A holding compeny is
supposed to prepare gﬁ‘ou:p accounts vhiol;. includes the holding
compam," end its suloidiaries, Subsection (1) of section 150 stateé:

"Yhere at the end of its financial year
a company hes subsidiaries, accounts
or staterents (in this Crdinance
referred to as . group accounts)
deal.ing as herein-after mentioned
with the state of affairs and
profit and loss of the company
and subsidiaries shall,; subject to
subsection (2) of this section, be
laid before the company in general
meeting vhen the compenyfs own
balance sheet end profit and loss
account are so laid" (Subscction (2)
of this section gives the exceptional
cases vhere group accounts may not be

prepared )e
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The required group accounts are a consolidated Salance
sheet and a consolidated profit and loss accounts A guideline
as to the preparation of these accounts is given in section 150
of the Acte

A survey dore in the U.K. (1971-1972) indicates that

virtuslly 21l the survey compenies wiich had subsidiaries at
the end of the financial year presented group accounts in the
form of consolidated financial statements This is mainly due
‘o the requirement in the U.K. of the Companieé Act, 1948, which
requires the presentation of group accountse’ In Canada and
UsSehs the results of the surveys quoted before indicate that
the majority of the companies with subsidiaries at the end of
their financial year prepare group accounts which include all

. their subsidiaries,’

As part of the study for this thesis, a survey was made to
®ind out the extent and degree of consolidation in Kenyan firms
as indicated in the survey compenies' reports. The results are
presented in table 3(a)e

The resulis of the survey indicate that most companies in
¥Xenya operate under the parent - subsidiary form of organization,'
In 1974, about 64 per cent of the survey companies indicated
the existence of subsidiaries, The corresponding figures for
1975 and 1976 were 64 per cent and 62 per cent respectivelye’
A1l the companies »imiicatb;.ng the existence of subsidisries in

1975 and 1976 imiu;led'a].l their subsidiaries in their consoli-~-
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Table 3(a) Extent and degree of Consolidation

Thunber of Cose “Percentagne
1974 11975 119761 1974 111975 1976
All subsidiaries
“ $inindad 34} 3T | 36 | 91489 | 100,00 | 100, 00|
Certain subsidiaries 1 - - 2,70 - -
! excluded
Subsidiaries but no
- _consolidation 2 - e _5.41 - -
Mumber of companies _ ‘1'
indicating subsidiaries LS L ST _Ei 00,00 200 _§ 100,00
No subsidiaries .
diselosed 21 21 22 '.
Total HNoe of Companies 58 1 58 | I
H;mber of companies : | :
disclosing names of 18 21 16 48065 1 56,76 | 44.44
subsidiaries
Subsidiaries but no
csse BEualoEal” 19 16 20 51035 | 43+24 | 55.56
Number of companies
indicating subsidiaries ¢ 37 37 .36 | 100,00 1_0_0.00 100,00

¥*

The existence of subsidiaries in this cose was
inferred from either the existence of group

accounts or reference to a subsidiary company
in the finanecial report,’

-



m
dated accounts, However, in 1974, one company (Diamond Trust)
excluded one subsidiary and gave. a separate statement of the
profits of the excluded subsidiary; and two companies (KeC.Ce
Ltde' and City Breweries Investment Ltde) did not present group
accounts although they indicated having subsidiaries (see
examples below), Some of the companies with subsidiaries
disclosed the names of their subsidiaries and others did not as

is shown in table 3(a).

Examples = Extent and degree of Consolidation

1. City Brewery Tnvesiment Itd. 1974 anmial reports

Yotes on Balance Sheet (Pe3)

Note 2, Subsidiary Companies

The Directors have not submitted Group Accounts

as they are of the opinion that these would involve
expenses out of proportion to the value {0 members
of the company. The amount of K.£22,224 comprises
shares held K.£200 and amounts owing K.£22,024,
these being represented in the Accounts of the two
subsidisries by Balances at Bank K.£100 each in
Uganda and Tanzenia and Debtors less Creditors
K,£22,024 in Tanzanizae

2¢ Diamond Trust of Kenya Itd., 1974 annual reports

Totes on Accoungs, |

Note 3(a) Subsigiary Companies
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The accounts of lombasa Savings and Finance Iibde
(formerly Known as the Ismailia Corporation Ltd,) for the
year ended 30th September, 1974 have not been consoli=
dated with the Group Accounts as the Directors are of
the opinion that it could be of no real value to members
of the company in view of the insignificant amounts
involved, (A separate statement on the profits of this
excluded subsidiary and the company'!s share therein was

given on page thirteen of the anmual report)s

'3, Kenya Co=Operative Cremmeries Itd. 1974 annual reports

Report of the Directorse

Subsidiary Companies,

The subsidiary companies have not traded during the year,
The Milk Producers Company ILtde has been struck off and
application has been made to strike off Uganda Creameries

Ltd. from the Register of Companies.

Notes to Accounts.

Note 5, Subsidiary Companies,.

Consolidated accounts have not been produced as the
subsidiary is non=trading, In the opinion of the

Directors, the total investment is recoverable in full,’

4, Renya National Mills Ltd,, 1976 annual reports

Accounting policies, '

Croup Accounts.” '
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The Group Consolidated accounts include the accounts
of all subsidiaries and their financial year end dates
are coterminus with the parent companys The profits and
losses of associated coﬁpanies (cons:l.ating 6: companies
in which the group has a beneficial interest of
between 20% and 50%) are excluded from the consolidated
profit and loss account except to the extent of
dividends received in the financial yearse' |

Se Consolidated Holdines Titds, 1976 annual report:

Accounting Policies,

() Consolidation of Groun Compeanies.

The consolidated accounts include the assets, ligpilities
and revenue results of the company and its subsidiary
compa.niesv as defined in the Companies Act Cap. 486,

(b) Associated Companies,

An associated company is a company, other than a
subsidiary, in which the group!s interest is considered
to be long term and is at least 20 per cent of the equity
capital of that company and where the group participates
in commercial and financial policy decisions through
representation on the board,

The Consolidated profit and loss account includes the
g:'oup"s share of the trading results of the associated
companies and the .group balance sheet asset comprises
shares at gost ory valuation and loans to associated

companies plus ‘the groupts share of undistributed profits
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arising since their acquisition. The associated companies
meke up their accounts to 30th Septembor,

6, Ioresho & Kiora (Plantations) Itde, 1976 annual report:

Accounting Tolicies,

(a) Consolidation

The consolidated profit and loss account and balance
sheet includes the accounts of the Holding Company end
its Sutsidiary, Kacharoba ILitd,

Te Nation Printers and Publishers Itd, 1976, anmual. report:

Accounting Policies,
(a) Pasis of Consolidation

The group accounts consolidate the accounts of the company
and its subsidiaries which are made up to a datie Cow=
terminous with the financial year of the companye

3e%e The Directors! and The Chairman's Reports.

One “of the items which will normally appear in the annual
report of a company is the report by the directors andy in gome
casesy the Chairmen's report, The purpose of these reports is to
give a general view on the operations of the company during the
last accounting period and to point out how the company intends to
operate in the coming period, or any factors which may affect the
operation of the company in future.

Sectlon 157 of the Cos, Act requires the Directors! report to
"be attached to every balance sheet laid before a company in general
meeting', This rep?.rs f:houg.d deal with ™he stete of the companyfs

s
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affairs, the amount, if any which they recommend should be paid
i:y way of dividend, and the amount, if any, vhich they propose

to carry to reserves eeo® (157(1) )e "The said report shall deal,
80 faxr as is material for the appreciation of the state of the
company s affaire by ite members and will not in the directors!
opinion be harmful to the business of the company or of any of
its subsidiaries .e." (157(2) ).

There is no specific requirement by the Cose Act of the
attaclment of the Chairmen's report to the financial statements,
However, while all the survey companies attached the Directors?
report as is required by the Cos, Act, some of these companies
attached the Chairmant's report as well, Some of.the titles
used for such a report included the Chalrmen's reveiw, the
Chairman's statement, and the Chairmem's report,

The Directors! report was in most cases very brief
- particularly in the cases where the Chairman's report waes given
as well (see examples below), In such a cese the Cheirmen's
report was more detailed dealing with many areas that afifected
the status and operations of the company or group during the
financial year, Table 3(b) shows the mumber and percentege of
companies attaching to their annual statements either both the
Directors? and Chairmenf®s reports or the Directors! report only.
As can be seen from the table, the trend over the survey period

seems to be toward the presentation of the Directors! report
onlye
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Table 3(b)  The Directors?! and Chalrman's reports

Thumber of CoSe Percentarse

1974 {19751 1976 | 1974 | 1975 1976

Both Directorst and

Choirman Vs reports 43 142 | 39 | 74414 T241) 67424
Directors! report only | 15 116 | 19 25,861 27.591 32,76
Chairmants report only - - - - - -
Total number of

58 58 58 100,00} 100,00{ 100,00

companies,

Examnles « Directors!? and Chairman'g reports .

(a) Directors' Report

1. Consolidated Holdines Itde, 1976 annual report Pe3

The Directors submit their report together with the
audited accounts for the year ended 30th September, 1976,
1o Results . K.

Profit for the year attributable to shareholders 719,682

Undistributed profit brought forward 419,381
Prior year adjustment | 713

_ 1,139,776

. Dividends 256,849
Retained profit carried forward 882!927

26 Dividends
The directors have amounced dividends of 12% in total,’
3o Directorate
Changes which have cccured since last Directors! report
are as followss:

Resignations?': Je0Oe %)vlal«:o, %rd Mays, 1976 R<Ee Hoffler,

’
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13th July, 1976,
Appointments: F.A, Dutcher (alternate JoJs Austen-Brown),
26th February, 19763 J.C. Skett, 3rd liay, 1976
The Directors who retire this year by rotation are
lessrse Sharples and Gecaga who, being eligible, offer
themselves for re-eclection,
Messrs J.C. Skett and F.A, Butcher retire under Article

84 end, being eligible, offer themselves for re~election, :

40 Auditors
The Auditors, Peat, Marwick, Mitchell & Cos, Will continue
in office in accordance with section 159(2) of the

Companies Act,

2, Toresho and Kiora (Plantations) Iitd., 1975 anmual report, P.q

Directors report on the accounts to 31st lMarch, 1975,

The profit for the year amounts to K.£8,748,
No dividend is recommended for the year under review,
and the balance on revenue to be carried forward, after

crediting the profit for the year stands at K.£168,653,

(b) Extracts from the Chairman's reports

1, Credit Finance Corporation Ltds., 1976 annual reports

The year, just cgmpleted was one of considerable

‘

»
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expension and during the period no further restrictions
were place'd on our activities by the Central Bank and we
were able to make an uninterrupted run of business through-
out the y=ar: +this assisted in obltaining the improved
results noted, However, the Central Bank have advised
Institutions that the liquidity requirement will be
increased from 15) to 19% as from 1st July 1976 which
will mean, in money terms, that we will need to withdraw .
a further X.£250,000 from our working cepital to lodge
with Banks or buy Treasury Bills, ¥Ye are presently |
adjusting our finances to meet this future liquidity

requirement,

2¢ Bast African Breweries Ltde, 1976 annmual reports

Following a Presidential Decree, Uganda Breweries Litde
was nstionalised on 5th lay 1976 and ceased to be a |
subsidiary company with effect from that dates In order
that a realistic comparison can be made with the 1975
results the comparative figures for the year have been

 adfieted. dbeckainglly BEE s e oorpolidated profit and

loss account and the balance sheetse

3¢ Nation Printers and Publishers Iitde 1976 annual report:

The turnover of your Group continued to exhibit an
upward trend in the year under review, Escalating costs

of raw matcrials, i,o vhich I referred in my Report last

P
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o
year, resulted, however, in considerably reduced profit
margins in the subsidiary companies,

The effect of inflation, especially on the cost of
financial stocks, has béen a world-wide phenomenon in
recent years, the newspaper industry being especially
vulnerable as depressed economic conditions have also

resulted in lower advertising income,

The Bast African Power and Lighting Co. Itde 1976

amusl report:

The past year has been one of the most difficult
ever experienced by your companye Despite some improves
ment in the country’s overall economic performance due to
the recovery of industrisl countries from recession, your
company operated under far worse trading conditions than
were anticipated in my review last yeare

With a below average rainfall, 1976 went on record
as the driest yoar in the last decade, The situation
was Durther aggravated by the temporary loss of the
Uganda Electricity Board supply between July, 23rd and
September, 14th, when the Board arbitrarily abrogated the

Supply Agreemente
In order to satisfy the countryls energy requirements

‘under this difficult situation, the company was compelled

to operate, for a considerable part of the year, all
av*a:i.lableathermai, diesel and gas plant, This substan

-
,
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tially increased operating costs .

3.4  Piscal Year End.

The preparation of finencial reports is normally done over
a period of time,'" The period for which financial reports are
prepared - called the fiscal, financial or accounting period =
is normally one year, beginning on any given date and ending
twelve months.laters ‘ Some companies, however,
prepare financial reports for periods of less than or more than
a year, The Cos, Act defines the financial year as "the period
in respect of which any profit and loss account of the body
corporate laid before it in general meeling is made up, whether
that period is a year or note" (2(1))

Most firms use the calendar year or what the Income Tax Act
refers to as the "Year of income" i.es "the period of twelve
months commencing on st January in any year and ending on 3ist
December in that ;s'eaac".:—"'7 Other firms prefer using their natural
business year, This is the period begimming end ending in the
slack éeasons of the business activity of the firm, The reason
for wsing a natural business year is, as Valter B, Meigs, et al,
put it %o, to simplify year end procedures and facilitate a
better measurement of income and Pinencial ;':os:!.'l;ion."8

ABowever, while it may be true that year end procedures are
 ®implified by using a natural business year, the idea of
facilitating "a better meapm'ement of income amd financial

»

. position' is questiona) Je. Purthermore, it is difficult to tell
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- vhat time of the year will result in a financial position
statement that will be representative of the asset and equity
balances which were held during the period,

(a) Year End,

The Cos, Act leaves the choice of a financial year end

to the companies concerned, However, in the case of a

. holding company section 153(1) requires that "a holding .
company's directors shall ensure that cxcept where in their
opinion there are good reasons against ity the ﬁ.namial
year of each of its subsidiaries shell coincide with the
company's own financial year™,

A survey on the fiscal year endings of the 58 suivey
companies revealed that the popular months for year endings
were December, September, June, March and July. Most firms,
however, used December as the financial year end, (see table
3(c)(1))e A comparison with the UsSehey Canada, and U.X,
show that December is also the most frequently used month
for the end of the financial year,

(b) Period Covered

4s already noted; firms normally prepare finencial
reports for a period of one year, Some companies, however,
mey prepare reports covering a period of more than or less
than a year, A swvey‘Was made to f£ind out the period‘

covered by the Pinanc o1l reports of the survey companies’y

’ .
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The result of the survey (see Table 3(c)(ii) show that most
of the compenies used a one year period, one company (E.A.
Cables Itde) maintained a 52=53 week financial period, two
companies used a less than one year period (E,A. Portlend
Cement Coe Iitde = 10 months in 1974, and f Pr— Tea Coe
9 months in 1976), and one company (City Brewery Investment
Itde) used a e than ons year (19 months) financial
period (1976 finsncial report)e

Table 3(c) (i) Rigeal Year Bnd

juriber of Cose Percentage

_ 11974 § 1975 11976 § 1974 11975 11976

* |Januery - 1 - - 172 -~
|Pebruary | 1 1 1 1,72 ] 1.72] 1.72
“Miareh RN W 8 8 1 1379 113,791 13.79

April _ _ 3 _ _ _ _ ~
liay ‘ 2 1 1 1 3,451 1721  1.72
June 11 11 13 | 18,97} 18.981 22,41
July 5 5 6 862 | 8,021 10,35

August - - - - - -
September 11 11 10 18,97 | 18.97{ 17.25
October 1 1 1 1,72 1 1.72 1.72

November - - - - - -
ecemben {1 19t 19 18 3276 | 32761 -31.04
pesed S I 10000 100,00} 100,00}
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Table 3(c) (1i) Period Covered by Pinancial Statements

T 0F Cale Tereentage—1

1974 | 1975 {1976 | 1974 .4 1975 | 1976 |
One year period [ 56 | 56 | 55 | 96456 | 96,56 | -94.84
52-5% weeks 1 1 1 1 1,72 1472 1,72 1
Iess than a yeany 1 1 1 172 1,72 1,72
More than a yenn »- " 1 - - 1.72
Motal 58 | 58 | 58 1100,00 {100.00 | 100,00

3¢5 Swahili Yanguage Version of Reports,

Swahili is the official national language of Kenya,
However, English is still predominant as the ma;]or language in
business, There is no specific requirements in the Cose Act
that refers to the language to be wsed in financial reportse
Section 147(1) of the Act refers %o the keeping of books of

accounts

"Every company shall cause to be kept in the
English lenguage proper books of account eee'

An analysis was nmade to find out the extent to which the
Swehili language is used in financial reports. The results are
presented in Table 3(d)(i)s The results show that most companies
5ti1l use the English language only in their finarcial Teporis,
However, some companies have, of late, realized the importance
of the Swahili languoge in the Kenyan economy and are increasingly
incorporating a Swahili language version in their financial reports,

However, the majority of tnooe companies which have some Swahili

version in their repor s ’ase tvhe Swahili versilon for only the

s



52

Chairman's, Directorstand Auditors! reports and a few companies

use the Swahili language for all the statements in the report,

Fable 3(d)(i) Swshili Yanpuaece Version
Iloe of CoSe Percentage *
1974 19;75 1976 | 1974 1975 1976

English and Swahili

together 41 61 61 6,00 | 10,34 ] 10.34
Swahili only o - - - e s
Swahili for -

Chairman?'s
Directors' and 1ol 6] s 1551 | 1034 ] 13.80

Auditors? reports
Total Companies . :
using some Swahili | 13} 12 14 22,41 20,68 | 24,14
English only 45 1 46 | 44 | T7.59 | 93.32 | T5.86
Total ' 158 58 58 1 10000 | 100,00 § 100,00

‘%nglish and Swahili together means both languages

were used for all statements in the report,

The presentation of both English and Swahili versions in
the same report may be printed in several ways:;g
(1) "FLip-Flop" Methods In this method the English version
begins from one cover and continues to the middle of the
report and, wfxen the report is turned over, the other
cover begins the Swahili version which continues to the
middle of the report « in this cese there is no back
cover as such, , J |

~ (2) Interspersed Inglish end Swahili versions - this is
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where a financisl statement or report in the English

language may or may not be .followed by its Swahili Version,

There is no specific sequence of Swahili -~ English Versions.
(3) English version preceding the Svehili version, In this case

there is a back cover unlike the flip-flop method, 'The

English veraion is printed firsty, and then the Swahili

veraion follows,

The analysis revealed that the reporfs were printed

as follows:
“Table 3(d)(1ii) Swahili Tancusge Version
Noe of Cose __Percentage
1974 11975 | 1976 1974 1975 1976
Flip-Flop 41 6 61 3077 | 50,00} 42.86
Interspersed
h and -1 -] - - - -
viahili
nglish precedes
wahily, 9 6 |. 8 69523 | 50,00 | 57.14
otal Cos, showing ’ :
ahili version 13 12 14 1100.00 | 100,00 | 100,00

346 Compnarative Statements

Paragraphs II(ii) and 14(5) of the Sixth Schedule of the
Coss Act requires that Comperative Statements be given showing
"the corresponding amounts for the immediately preceding
finsncial year for all ue,ms shown in the balance sheet®, (II(ii))

hd
and ",,, in the profit ana loss account® (14(5))e With the




56

exception of one company (Bird & Co. Africe ILtd.), o1l the
survey companies presented comparative statements, In the case
of Bird & Cos (Africa) Itde, comperative figures for the previous
year were not given for some of the financial statements of
the various survey yeérs; The reason given in these csses was
that the inclusion of comparative figures would be confusing,’
Paraéraph 1500,09 of the Accounting Recommendations Section
of the CICA Handbookjoreeonmends a3 followss
"ees Where changes have been made during
the current period in classifying items
in the financial statements, the figures
for the preceding period should be restated
to conform with the new basis and the
fact that such figures have been restated
should be disclosed,™ -
The CICA 1973 Financial Reporting in Canzda, page 3y shows
that for Canadian Companies, where changes had oceurred during
_ the current period in the manmner of presenting specific items in
the financial statements, the figures of the previous year had
been restated for comparative purposes to conform with the
current presentation.
v In EKenya, the Cose Act does not require a restatement of
" the Pigures of the preceding year, However, the results for
the  burvey in Kenyen firms show that for the survey companies
discipsing a change in the mammer of presenting or treating
Bpecific: items, restatements for the items had been made for

the previous year for comparative purposese Exemples of such

- Testatement disclosures are given in the examples belowe In

. Some cases the effeet of the change on the statements was
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disclosed only in the notes to the accounts,

Exemples - Comparative figure restatements and disclosures

1o African Tours and Hotels Ltde, 1975 annual reports

Changes in accounting policies,

(a) Associated Compenies,

‘ In accordance with current accounting practice the
group's; share of the results of Associated Companies have
been included in the Consolidated profit and loss for the
year ended 31st llarch, 1975 for the first time,

@e group's share of profits less losses of Associated
Companies for the year ended 31st MNarch, 1974 which were ﬁot
accounted for in 'the' accounts ended on that date amounted to
K38 23,328, ThlS is besed on the audited accounts of
Mnareni Itde and lMountain Iodges Litde for the year ended
31st Uay, 1974.

(b) Instalment Purcheses of Fixed Assets

The accounting policy followed in respect of instalment
purchases of fixed assets, which in prior years were written
Off in the profit and loss account as hire charges, changed
in the year to 31st llarch, 1975.

It is considered that the new policy (Note 1d4) will
give a fairer presentation of the results and financial
position of the Groups

Tho new po_il.icy gijes rise to an increase in the group

profit for the year of % 544771c If this policy had been
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followed in previous years the profit for the year ended
318t March, 1974 would have increased by %, 9,087,

Kapchorua Tea Coe Iitds 1975 anmmal repdrt:

Accounting Policies,

(E) Prior Year Adjustment

The depreciation basis adopted by the company wes
changed during the year from written down value to straight
lines The 1974 comparatives have been adjusted to reflect
this change of policys

Pan Africe Insurance Co. 1974 annual report!

Notes on Accounts,
Note 3, Restatement,

The audited sccounts of the principal subsidiary, lae
Properties Lide, have been included in the consolidated
balance sheet and profit and loss account for the first time,

The comparative figures for 1973 have been restated,

Sasini Tea and Coffee Itd, 1974 annual reports

Notes on consolidated Profit and Ioss Account,

Yote 4 Associated Companies,

.In accordance with recognised accounting practice, the
Company has sccounted for resulis of its Associated Companies
by disclosing its share of profit less losses before and after .

L3 L4
taxation, JFormerly only dividend income received was accounted

v .
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fore This change in accounting policy necessitated an
adjustment to the Theppropriated Profits brought forward at

1st October 1972 -

3.7 Disclosure of Accounting Policies and

Totes to Financial Statements

T4 was noted in Chapter 1 that accountants have several
acceptable ways of presenting financial reports and treating
each of certain iters of account at their disposale A company
may therefore edopt eny of these acceptable accounting po].:.eitﬂ.-s‘.'g
Thless the policies adopted are disclosed, the reports may not be
understood by the users, The purpose of disclosure of accounting
policies is theie:fora 4o draw the attention of the uéers of the
Pinancisl statenents to the accounting policies edopteds Such a
diselosure is normally presented edther in the Yotes %o the Accounts
or wder a seperate caption ~ Disclosure of Accounting Policicss

The SEC sdvisory committec states the objective of
Corporate accounting disclosure ase

nny assure the public aveilabllity
in an efPicient end reasonable mammer
on a timely basis of reliabley Lirm=
oriented information material to

informed investment, and corpurate
suffrage decision mak wld

T% is due to the effort of accowmtants lo fulfil this
objective that corporate disclosure requirements are inereasing
all over the worlde As He Beaver states, "corporate disclosure
requirements have substanfial‘ly increcsed in the last five

]

X '
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years oee what 1o not self-evident is the form of the increased
disclosure cee
Paragraph 11 and 14 of the Sixth Schedule of the Cose Act
gives some guidelines as to the amount of disclosure required by
lawe An analysis was made to £ind out the extent of disclosure

in the survey companies,

(a) Disclosure of Accoumting Policies,

The Cose Act does not require the presentation of
"pisclosure of accownting policies™ as a separate statemente
Some companies have, however, realized the lmportance of such
 a disclosure and show this as a separate item, Other Lirms
include the disclpsure of actounting policies as a subheé.ding
of the "Notes to Pfinancial statements”s Table 3(e) gives
the results of the analysis of the disclosure of mcoﬁ&ting
policies, The table shows that there was an increase in the
number of companies disclosing their accounting policies over
the survey period, Unlike 1974 vhen only about 22% of the
compenies disclosed their accounting policies, over 86% gave
a disclosure of accounting policies in 1976, The majority
of the companies included the disclosure of accounting
policics under the notes to financial statements rather then
giving it a9 a separate item, The various titles used %o
denote discloswre of eccounting policies included accounting
policies, principel or significant accounting policics,

accounting bases, and statement of accowmting policies. lbst

I




of the Companies, howevery, used the title "accounting
policies',

i The ineregse in the numbexr of companies disclosing their

accomﬁting policies over the survey period is an Indication

that companies are now realising that the financial reporis

are more meaningful to their users with such a disclosure,
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Table 3(e) Disclosure of Accounting Policies,

Presentations » oe. of CoSe Percentage
fta74 11975 {1976 | 1974 | 1975 | 1976
As a separate item. 1 6 4 ' 7469 19635 8,00
Under Notes to 12 25 46 92431 80465 92;00
account
Total giving '
S 13 |31 | 50 |100.00 | 100,00} 100,00
disclosure ,
QQ disclosure of 45 o7 8
accounting policies
Total companies 58 53 58

|Titles Used:

Aecounting policies {13 | 25 42 {100,00 | 80.65| 84,00

Princi significant E : o
ipad/ = - o 5 - o 10,00

accounting policies

Accounting bases o 4 - - 12650 e

Statement of

accounting policies | e 2 3 - 645 600

Qotal glving :

diselosure 13 | 31 50 ' 100,00 | 100,00 { 100,00

(b) Notes to Finencial Statements.

The Cos, Act requires that certain information be
Ustated by way of note, or in a statement or report annexed,
if not otherwise shown® (paragraph 11 (1) of Sixth Schedules

See also Paragreph 14(1) of the Sixth Schedule)e As will be
seen in Chapter 4, the Cose Act requires a summary of the

y '
items of the Palance Sheet (although not so specific as

’
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- regards thé items of the Profit and Ioss Accounf). Most
of the survey companies preéented sumarized statements of
the Balance Sheet and the Profit and Ioss Account, and gave
the détailed information relating to the items of these two
financial statements in the notes 1';0 the financial statemenmts,
Only one compeny (Hutchings Biemer Ltde) gave a detailed
Balance Sheet and Profit end Ioss Account and so did not
have much by way of notes to the statements, The notes in
this case were given immediately under the statement
concerned, For the rest of the companies detailed "Notes to
Pinancial Statements™ were given as a separate item in the
reporte The following table gives some of the titles used

for such notes:

mable 3(£) Notes to Financial Statements ~ Titles Used.
Ho: of CoSe ) ' Percentaze
1974 11975 11976 1974 1975 1976

Tiotes on the'

accounts 50 1 31 1 21 | 51,72 53.45] 36,21
Explanatory notes . e

on accounts 4 2 - 6690 3,45 -
Hotes to (the)

accounts 415 1 17 34 25,861 29,31 5862

Notes to and
forming part of
the accounts 2 3 2 3e 45 5617 3e45
Hotes to be read )
in conjuction with
the accounts 2 1 1 3645 172 1672
Jio heading ~ just
note 1, 2, etcoy or '

otherwise 5 4 - 8,62 6.90 .-

Total number of
corpanies 58 ¢ 58 58 100,00 ! 100,00 | 100,00
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%48 Supplementory Financial Datae

In addition to the main financial statements required by the
Oo{s. Aoty some companies in Kenya present additional or supplerentary
financial data. Such additional data include historicel summaries,
highlights of the yeart's operations, cash flow statements, departmental
results, charts depicting performance for the yeaf or over {lic years etce

Supplementary finencial data are necessitated by the fact that the
nain financial statements - the Dlance Sheet and the Profit and Ioss
Account =~ are normally in a condensed form, The purpose of
supplementery £inencial data is to give the users of financial statements
any sadditional information on the status and operations of the company
that may not be ensily Seen in either the Balance Sheeb or the Profit
end Ioss Account, Such data give more detailed information necessary
for gavging the present and future performsnce of the company, Table
3(g) gives the results of the survey on the presentation of supplementery
:t:;nancial date by the survey compenies, The results show that there wes
an increasing trend over the survey period in the muber of companies
presenting supplementary financisel information, elthough most _o:E the
survey companies did not present any supplementary finenclal information

or data.

Tabtle 3(g) Suwplementary Pinmeial Datae

Tos 0f CoSe ' Percentarse
1974} 1975 | 1976 1074y 1975 1976

Eupplomen‘calv

fmanciel data 14 2.2 12 007 24014 ,370 93

lio supplementary
financial. data

B

44 % 87,931 T5.86 | 62.07
Total 58 58 | 100600]100,00 | 100,000

]
il
A 4
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mable 3(7) cont'd,

*
Types of Supplementary Financial Dato.

Ilumber of Companies
y 11974 | 1975] 1976
Iistorical SuMMary .....qd 4 9 7
ash flow statement/
tatement of sourcc and
application of funds ,.ed 7 10 19
Iighlights of year's .
erformance ecescececccsce 1 1 2
Statistical ChartSeececee 1 1 1
Departmental/divisional
erfOIMANCE cecsoevcecee 1 1 1
tlovement in Shareholders
fund or changes in other
itens of accountsecceces 1 1 1
ontribution to the »
JCCONONY cevsecccoccccocos 1 1 1

.*Some -companies had several of these supplementary data in the

same reports

Examnles « Supplementary Financial Datae

(a) Historical Surmeary,

1. Bast African Ckycen Litde 1976 anmial reporte Pe 5
Consolidated Comparative Results. '

1976 | 1975 1974 1973 1972
£ £ £ £ £
Issued Share 700,000 | 700,000| 700,000| 700,000 | 7004000
Capital
Reserves 793,035 | 581,378| 519,474 | 348,935 | 283,905
Deferred Texation | 124,805 | 135,679| 120,720 72,558 | 82,206
Shareholders' funds 1,617,840 |1,417,057|1,340,194 1,121,493 11,065,110
Trading Profit 630,297 | _610,710! 514,617 | 405,535 399,142
{Dividends 126,000 | 203,000| 182,000| 182,000 | 182,000
Taxation 341,228 | 289,142| 264,865| 172,559 132,573
" [Retained 163,069 | 118,568]  67,752| 50,976 | 84,569
630,297| 610,710| 514,617| 405,535 399,142
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2, Elliots Bakeries Litd, 1976 anmual report. pe 143
Pive~Year Pinancial Reviewe
' Expressed in K& Y000

| Group Results . 1976 1975 1974 1975 1972

Sales 6,108 | 5,054 4@@;&@&%
Profit before taxation 106 109 210 316 308
Taxation ' ~ 70 60 | 75 133 116
Profit after taxation 36 49 135 183 . 192
Preference dividends 2 2 2 2 2
Ordinary dividends 70 7 | 70 60 55
Prangfer to/(Lrom)
reserves (36) t (2 6 121 ; 135
Assets Employed
Fixed assets 1,286 | 1,418 906 812 765
Iong~term loauns 53 53 93 93 . 53
Net Current assets 21 6 | (44) (13) (47)
11,460 11,477 955 __1 892 171
Finenced Bye
Share Capital 730 730 730 630 530
Reserves 596 | 632 | 225 | 262 | 241
Shareholders! funds 19326 {1,362 955 892 77
Ioan Capital 134 115 - - “
11,460 11,477 1 955 1 892 1 771
Ratios Expressed in K., per Share
Earnings per ordinary _ .
share 0648 0667 190 2,58 2658
Dividends per ordinary ,
share 100 1,00 1.00 0,86 0,79
Net asset Cover 28e51 119,03 113,22 112,32 1 10.60
Profit before taxation Expressed as percentazes
to:
Sales 174 2617 5620 934 1024
Capital employed 799 8.00 21,99 {35043 39495 |




(b) Highlights of year!s Performance.

1s Kenya National lills Itde, 1976 anmal report (cover pase)

" Results in Brief 1976 2915
Sales Kef 23,826,732 K& 19,725,000
Profit before taxation K& 835,498 K& = 586,681
Vet Margin 3e5% 360%
Profit after toxation K& 407,508 K& 231,101
Dividends per share Kols 0650 K83 0550
Shareholders? funds x.e 65389,722 K& 6,232,214

24 01 Pejeta Ranching Titde, 1976 annual report, -

Chairman®s Siatcment

Financial Highlighis,' | 1976 1975
K& K&

Yet Sales ’ 2164285 143,021
Net Earnings before )
extraordinary item 364946 26,893
Dividends Declared 454,000 25,000
Dividends per ordinary share 60 cents 40 cents
Shereholders! Equity 685,003 627,911

(c) Contribution to the economy

Consolidated Holdinss Ttde. 1976 armual reports

(Inside the back Cover page)
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Part of your Group’s Contribution to the East African

Economy in the financial year

Total mumber of employees ececcceesoce 1,751
Total Wages and Salaries paid eeceeee E£ 1,648,927
Value of goods and services produced K& 7,236,434
TaxX paid ceceseovsceccceccesssscsece KE 175,927

3.9¢ Inflation Accounting

The impact of inflation on any society cannot be denieds
‘Few people today would dispute the importance of inflation's
effects on individuals, companies, and the econémy as a whole,
Decisions made by individuals s Companies, or even nations have
been affecled in one way or another by inflation,

A8 commonly vsed, the term "inflation" reférs to the

' general rise in prices of goods and services over time,

"Deflation", on the other hand, refers to the situation where
prices are falling. Vhile we may talk about a general price
change, it is necessary to note that prices of individual items
nay not necessaiily change at the same rate as the general price
change, This leads to the notion of "specific price changes",

Accounting bodies all over the world are at the moment
concerned about accounting for inflation. In the past few years,
hundreds of articles have been written and published, and many
more hundreds of speeches made on the subject of inflation,
Many reccmendatio::s have ',been madé, meny exposure drafts and

discusaion paperé 'pl._lbliShed, and many accounting standards
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proposed on inflation accountinge Countrics leading the
discussion over this coﬁtroversy on inflation accounting
include Australia, Britain, Canada, UeSeAey; and many other
European countries such as France, Germany and Netherlands,
Many more countries of the world have now joined in this
controversy., Despite all this attention, however, relatively
little has been accomplished; and the implementation aspect of
the various inflation accountihg proposals has been difficult
to achieve, As a result, most companies continue to prepare
financial statements using the traditional histérica.l cost
approach, and, in some cases, show some inflation effects on
the business enterprise only in terms of notes to the financial
statements,

A survey to 'determine the mumber of companies presenting
some inflation accounting data in the U.S. in 1976 revealed
that only 2 of the 600 survey companies presented supplementary
information adjusted for price-level c}",,:a.n{,res.:L3

In Xenya all the survey companies presented finencial
statements on a historical cost basis and none of them presented
any supplementary data adjusted for inflation over the survey
period, However, there are references here and there, either
in the Chairman's or Directors' report, on inflation and how
it has affected the operations of the company, For example in
the Chairman's repori: of Nation Printers and Publishew® Iitd.,
1976 ennual report, Ped, we find the following note on Inflation:

.
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. "The effect of inflation, especially
on the cost of financing stocks, has
been a world-wide phenomenon in recent
years, the newspaper industry being
especially vulnerable as depressed
economic conditions have also resulted
in lowex advertiSing income .bo‘.

"Ingpite of the increased turnover,

therefore, your Group experienced an
overall drop in trading profits,
attributable to repid inflationary
pressures at a time when the growth in
Kenya's economy had slowed dowm
considerably eee'

Some of the survey companies note that scme of the items
réflected in the statements do not reflect their current valuess
For example, note 7 of the notes to accounts of Sasini Tea and
Coffee Iitds, 1976 annual report says the following in relation
to fixed assets: |

“In the opinion of the Directors, the net book
value of the land, development, buildings and
improvements is materially lower than the
current market value,"

And, as regards profits, the Directors! Report of Bamburi
Portland Cement Coe. Litde, 1976 annual report, Page 6; says:

"When considering the profits for 1976 the
infletionary factor underlying the figures
must be borne in mind eee"

The Chairmanis Statement in the 1975 anmual report of the
same company had this to say:

", .o lost year!s statements forecasting
improved results for 1975 were not too
optimistice Ome should not forget,
however, the inflationary factor under-
lying such figures, The combined
replacement value of the factory's old
and new plant is about three times their
book value, Related to replacement
costs the gphieved return is therefore
modeste"™

s




The survey also revealed that most of the survey
companies had revalued their fixed essets at one time or
another during the survey period, This reflects the fact that
the written down historical 0031.; values of fixed assets may not
necessarily reflect the current values of the assets,

One can therefore conclude that there is a general
recognition that the traditional historical cost accounting does
not commumicate fully informetion that 1s necessary to make
a.'ec:i.sions during an inflationery periode Despite this reali-
zation, no effort was made by the survey companies to present
data that reflected the effect of inflation. Yaybe the lack of
a generally accepted method of accounting for inflation, as
discussed above, makes it difficult for the accountants in these
companies to make a decision as to which method to use in
accounting for the effects of inflation, This is reflected in
the statement by one of the survey companies - Bamburi Portland
Cement Coe Itde, 1976 anmual report (Directors! report, Po6) -
which says:

Wyarious authorities have put forward
theories on how this problem [Inflation
should best be dealth with butl the
Board has decided to make no changes
to the Company!s financial statements

until there is a clearer consensus of
opinion on the subjects"
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3410, The Auditors'! Report

The auditors! report is one of the items required by the

’ Cose Act to be furnished to shareholders in connection with the
annual general meeting of the company (see sections 156(1) and
162 of the Cos. Act)e Professor HeF. Stettler says that ™Mo
opinion of an Cauditor] concerning the financial statements of
a business is the best possible indicafion of whether persons
who are not essociated with the business may justifiably rely '
upon those statements in making im;;ortant financial decisons“.m.
However, it is necessary to note that both persons associated
with the business enterprise as well as those not associated
“with it will need to rely upon the auditors! opinion concerning
the financial statements of the business in oxrder to make

decisions es regards the business enterprises

3e¢10e1e Forms of the Auditors! Report.

Two main forms of the auditors! report may be distinguished:
the short form report and the long form :report.:LB 'l‘hershort
fornm auditors' report normally gives the scope of the auditors!
exanination and his professional opinion on the financial
statements, This is the report that is normally furnished to the
shareholders, The long form report is normally prepared for
Company Management giving a detailed appraisal or recommendations
concerning the operations of the company.

A short form gzditorsg' report may be a "standard form" or

,
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a "modified form," A standard form auditors! report is one
that normally contains two peragraphs = the scope paragraph
and the opinion paragrephe’® A modified form is where both
the scope and opinion are combined in one paragraphs

The Seventh Schedule to the Cose Act gives a guideline as
to what should be included in the auditors! report. Briefly,
the report should contain (1) the scope of the auditorst
examination, (2) the auvditors?! opinion as regards the keeping
of the company?s bools of account and (3) the auditors? opinion
as regards the financial statements. Auditors sometimes present
+these three items in either two or three paragraphs. For the
purpose of the survey aenalysis, a standard form auvditors report
for Kenya was taken to be the one which contained these three
required items either in two or three paragraphs, Table 3(h)
‘gives the forms of the euditors reports in the survey companies,
As can be seen from the table, most auditing firms prefer
using the standard form rather than the modified form.(see
Exemples below for the two forms), The caption "other forms"
in teble 3(h) refers to the auditors! reports with more then
three paragraphs = a comaon feature of "qualified" auditors

reports (See 3610.3 = Expression of opinion).
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Table 3(h) Forms of the Auditors! Report

No, of Companies ' Percentage

1974 | 1975 | 1976 1974 1975 1976
Standard form 48 49 45 82,76 84448 | T1e59
lodified form 5 4 6 8462 6690| 10634
Other forms 5 5 7 8662 8662 | 12,07
Total reports 58 53 ‘58 100,00 | 100,00 | 100,C0

‘As already stated, a standerd form report was taken to be
éne that presented the scope of the auditorst! examination and
the auditors! professional opinion in either two or three
parsgrephse The number of pmragraphs used by the avditors for

the standard form report in the survey companieé were as follows:.

mable 3(i) Standard Auditors' Report

o, of Companies Percentage
1974 1975 1976 1974 1975 1976
Two paragraphs 27 28 32 56625 5Te14 | T1e11

Three paregrenhs | 21 21 13 43¢5 42,86 | 28,89
Total standard )
Lorm reports 48 " 49 45 100,00 | 100,00 | 100,00

The trend over the survey period scems to be towards the use of
two = rather than three paragraphs for the standard form
auditors! reporte

Several differences in the wording of the auditors' repori

may be noted between the auditors? report in Kenyaj7

and the
auditors!' reports in Canada and Ue.SeA, In the UsSeAs, for
exanple, the 1astgsentcnc¢ of the scope paragraph as suggested

P
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by the AICPA, is worded as follows:18

"Oour examination wes made in eccordance
with generally accepted auditing
standards, and accordingly included
such tests of the accounting rccords
and such other auditing procedures as
we considered necessary in the
circumstances,"

In Canada this last sentence of the scope paragraph, as
suggested by the CICA Hondbook (paragraph 5500,10) reads as

follows:

"our examination included a general
review of the accounting procedures
and such tests of accounting records
and other supporting evidence as we
considered necessary in the

- circumstances,"

In Kenya, the last sentence of the scope paragraph for most
of the survey companies read as follows:

Yo obtained all the information and
explanations we considered necessary
for our audit,"

Another notable difference in the wording of the auditors?
report in these three countries is in the last phrase of the
opinion paragraph, In Canada and U.S.A. this last phrase reads
as follows:

" e in accordance (conformity) with
generally accepted accounting
principles applied on a basis
consistent with that of the
preceding year,"
This phrase is missing in the auditors?! reports of the

Kenya survey companies, and in its place, the phrase "¢

comply with the Companies Act (Cap. 486)" is generally used.
, |

.
s
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Exemples .- Torms of the Auditors'! Report

(a) Standard Form Auditors! Reports

Te

2¢

BeAeTo Kenva Itde, 1976 anmual report, Pare 11

Report of the Auditors to the llembers,

The Balance tSheet of the Company set out on page 13 is
in agreement with the books which, in our opinion, have
'beén properly kepte We obtained the information and
eiplanations we ?eQu:ired. |

In our opinion the accounts set out on pages 12 to 16
give a true and fair view of the state of affairs at 30th
September, 1976 and the profit for the year ex_:ded on that date

and comply with the Companies Act (cape 486)e
Coopers & Iybrand,

African Tours and Hotels ILtd., annual report 1976, P. 5

Report of the Auditors to llembers,

Ve have examined the accounts on pages 6 to 13 and have
obtained all the information and explenations we have
considered necessary for owr audite

Proper books of a.cco‘unt have been kept by the Company and
the Balance Sheet is in accordance therewith,e

In our 0pinion, the Accounts of African Tours and Hotelé
Ltde and its Subsidiary Companies set out on pages 6 to 13
givey; so far as concerns the llembers of African Tours and

Eotels Itde, a&jtruc and fair view of the state of affairs

YNIVERSITY (p NAIRG:
= 2 e
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at 31st larch, 1976, and of the profit and source and application
of funds for the year ended on that date and comply with the

Companies Acte
Pannell Bellhouse llwangi & Cos

3, Kenya Planters! Comoperative Union Itds, 1976 annual report

Report of the Auditors to the llembers.

We have examined the accounts as set out on pages T to
13 and have obtained all the information and explenations
"~ considered  necessary for our audit.l
In 6ur opinion proper books of account ha’ve been kept by
the Company and the accounts, which are in agreement therewith,
comply with the Companies Act and give a true and fair view of
" the state of the Company's affairs at 30th June, 1976 and of
the profit for the year ended on that dates
We have also examined the Statement of Source and
Application of Funds on Page 14, In our opinion this Statement
gives a true and fair view of the source and application of

the Companies! funds for the year ended 30th June, 1976
Gill & Johnsone

(b) Modified Form Auditors? Reports

1o Bird & Co. (Africa) Ttde 1976 anmual report Page 6

Report of the Ahditors gto the lMembers.

’
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We have examined the above balance sheet and annexed
profit and loss appropriation account and income and
expenditure accounte In our opinion the balence sheet and
annexed accounts give respectively a true and fair view of
the Company's affairs as at 30th Juney 1976, and of the

results for the year ended on that date,

Paxrry & Coe
Chartered Accountants

2, 01 Pejeta Ranching Itd, 1976 annual reporte -

Auditorst Report to the liemberse

We have obtained all the information and explanations
necessary for the purposes of our eudite. Proper books have
been kept and the accounts are in agreement therewith, In
our opinion, the accounts on pages 3 to 6 which have been
prepared under the historical cost convention give, under
that convention, a true and fa:Lr view of the state of the
Company!s affairs at 31st Degember, 1976 and of its profit
for the year then ended and comply with the Gompa.nies Act
(Cap 486)..°

Price Waterhouse & Coe

Chartered Accountantse
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3610,2 Mitle end Addressce of the Auditors! Report

The Cos, Act uses the term "Auditors? report" to refer to
the report by the auditors on the financial statements furnished
to shareholders in commection with the anmual general meeting
of the compan&. And Section 162(1) says that “the auditors shall
malre n report t0 the members oo It therefore follows that
the Act requires the auditors! report to be addressed to the
nembers of the Companyel? It is, however, normal for the
auditorst?! report to be addressed to the person or group of
~ persons responsible for engaging the auditor, There 1s no
specific requirement as to the title to use for the report
although the term "auditors?! report” is wsed by the Acte

The 1976 AICPA Accounting Trends and Techniques, Page 345,
shows that most of the auditorsis reports in the U,S.A. survéy
companies ere addressed %o the "Directors (Board of Directors)
and Stockholders." In Canada the 1973 CICA, PFinancial Reporting
in Canada Page 190, shows that the euditors! report is in most
cases addressed to the Shareholders,

A survey was madegy for the Kenyan Survey Companies, to
£ind out whether there were any variations in the title used
for the sald report, and whether some of the auditors® reports
were addressed to persons other than the members of the company
es is required by Section 162(1) of the Cose Acte Table 3(j)
gives the_results of the surveye

The results show thet while the term "Auditors® report" is

'
vsed by the Cose *Act, mobt componies use a variation of this -

P



80

“Report of the Auditors." With the exception .o:t.' e few reports
which had no addressees, most of the auditors! reports were

addressed to the members of the company and used the full title
of, either, "The auditors! report to Members", or, "The report

of the auditors to Members',

Table 3(j) Title and addressee of the Auditors! Reports

‘ Title Noe ©0Ff Companies ) Percentage
' 11974 (1975 11976 | 1974 | 1975 11976
Avditors? report 8 3 | 4 1379 | 5617 | 690
i‘teport of the ) )
auditors 50 | 55 | 54 86021 | 94,83 | 93,10
Total 58 | 58 | 58 | 100500 | 100400 | 100,00
|Addressee
The Members of the Co, 50 54 57 86621 | 93,10 | 98,28
Other e - - - o -
o _adéressee 8 | 4 1 13,79 | 6,90 172
Total 58 58 | 58 1100,00 100,00 | 100,00

3¢10s3 PExpression of Opinion and the Statements Covered by

the Auditors! Revort,'

(a) Expression of Opinion,

The auditors? opinion may be either qualified or
wgqualifiede A qualified opinion gives some exceptions
that might affect the given opinion, An unqualified opinion,
on the other hand, is an express opinion with no exceptions,
In other casesg the mna.itors may make a disclaimexr of

20
opinion or a denial of opinion on the financial statements.
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A disclaimer of opinion is normally made when the auditors are
unable to give any opinion on the financial statements due to
lack of complete information on eny material items in the
financial statements, Table 3(k) gives the opinlons expressed
in the auditors .reports of the survey companies, The table
chows that there was no disclaimer of opinion in the survey
companies over the survey periods Most of the opinions given
were ungualified, Ome auditing firm méde reference to compliance
with the U.K. Acts in its 1974 report, but the seme firm did not
make such references in ils subsequent reports (See the examples
of The East African Power and Idghting Co. Itde, 1974 and
1976 anmual reports below)e Some of the auditors?! reports
referred to the examination of the statements or part of the
statements by other auditors (see the example of CHC Holdings
Itde, 1975 awnual report below)e

A1l the examples given above under "Forms of the Awditors?
Report" ere examples of "Unqualified opinion™ reports, Other
examples of unqualified and qualified opinion auditors? reports

are given below,

fable 3(k) Expression of Opinion

jloe 0L Companies Percentaze

1974 11975 _11976 |1974 1975 1976
Ungualified opinion | 52 51 52 89666 | 87693 | 89466
Qualified opinion 6 7 | 6 | 10434| 12,07 | 10,34
Disclaimer of opinion| e o - - - e
Total 58 58 53 | 100,00 | 100,00 | 10000
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Examples « Expression of Opinion
(4) Unqualified Opinion.
1o The B,A, Power and Iichting Co. Itde, 1976 ammual report,

Page 13.
Report of the Auditors to the Memberse

s

We have examined the accounts of the Company set out on
pages 14 tc 19 end have obtained all the information and
explanations considered necessary for oﬁr endite

In our opinion proper books of account have been kept
by the Ccmpany and the accounts, which are in agreement

‘ ’therewith, comply with the Companies Act end give a true and
fair view of the state of the dompa.ny's a:ffairs at 31st
December, 1976 end of the profit for the year ended on that

datee
Gill & Johnsone

26 Sasini Tea and Coffee ILitd, 1976 anmial report P 8

Auditors! report to the Members,.

We have examined the books of account of the Company,
which in our opinion have been properly kept, and we have
obtained all the information end explanations which we
considered necessary for our audite |

As explained in note 1(c) to the acéouxits, certain tea
stotk have been valued af net realisable value as, in the

opinion of the directorsy this is a more appropriate basis

Tor stocks of thiy types than veluation at the lower of cost
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and net realisable value, In the circumstances we concur
with this departure from standard accounting practice,
Accordingly, in our opinion the accounts and notes on
pages 9 to 17 comply with the Companies Act amd so far as
concerns the niembers of the Company give a true and fair
view of the state of affairs at 30th September, 1976 of the
Company and of the group and of the profit and source and
application of funds of the group for the year ended on that

date,

Murdoch, McCree & Smith

Chartered Accounta.nts'.

(41) Qualified Opinion

1¢ The Fast African Power and Idghting Coe Iitde, 1974 annual

reporte Page 24,

Report of the Auditors to Members,

We have exemined the accounts of the company as set out
on pages 18 to 21 and have obtained all the information and
explanations which we considered necessary for our audite

In our opinion proper books of account have been kept
by the Company and the balance sheet and profit and loss
account, which are in agreement therewith, comply with the
Kenya Companies Act (Cape 486) and the Companies Acts 1948
and 1967 of the Um. jed }s.nadom (except for non-complience

with Schedule 2 pe.ra{;capb 11 (6¢) of the 1967 Act concerning
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distinction between freehold, long and short leasehold land
held by the company), and give respectively a true and fair
view of the state of the Company's affairs at 31st December,

1974 and of its profit for the year ended on that date,
Gill & Johnsone

(This exemple would be unqualified if based on the Kenya Cos,
Act only, However, the report becomes qualified in opinion
.i:E we assume that the British Act must also be complied with
by the Kenyan Companies, The exception for non-compliance
renders the report qualified in opinione As stated above,

the auditors who gave this report did not make references to -

the U.K. Acts in subsequent reporte as can be seen in the

report for the same company by the same auditors in the 1976

anmmual report above).

The KMotor lart & Ixchange Iitde, 1976 annual report, Page 13

Report of the Auditors to the lembers,

We heve exezuined the accounts set out on pages 8 to 13.
In our opinion proper books of account have been kept by the
Company and the Company!s balance sheet is in agreement
therewith, We have obtained ell the information and
explanations considered necessary for our audit and in our
opinion the accounts comply with_ the Companies Acte

As stated ip note f2(b) the directors are unable to

express an opinign on the value of the net assets in Uganda
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amounting to K.£663,262, We are also unable to express an

opinion on the wvalue of these: assetss With this reservation
in our opinion the accounts give a true and fair view of the
state of affairs at 30th September, 1976 of the Company and
the group and of the profit for the year ended on that date
of the group,

In addition we have examined the statement of source and
application of funds set out on page i4. In our op:!m.o'n this
statement gives a true and fair view of the source and
applicé.tion of the éz‘oup's funds for the year ended 30th

- September,; 1976,

Teloitte & Co,

Chartered Accountants,

CliC Holdings Ttde, 1975 annual renmort Pose 14

Report of the Auditors to the Hembers,

The balance sheet of the Company set out on page 9 is
in agreement with the books which, in our opinion, have been

_ properly kept, We obtained the information and explanations

we required,

The consolidated sccounts set out on peges 8 to 14
incorperate figures in respect of one subsidiary company
which has not been audited by use In oﬁr opinion, based
upon our exemination and the report of the other auditors,
the balance sheet 21’ the Cpmpany and the consolidated
accounts comply with the Companies Act (Cap 486) and give a
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true and fair view of the state of affairs at the 30th
September, 1975 end the profit of the Company end the

group for the year ended on that dates

'Coopers & Iybrand,

(b) Statements Covered by the Auditors® Reporte

. The auditors? report may sometimes cover schedules and
statements other than the basic financial statements required
by the Cose Act = that is, it may cover supplementary
financial data in addition to the basic financial statmnents!
in the case of a company presenting some supplementery
financial datas The survey revealed that, in most cases,
the only supplementary financial statement covered by the
auditors! Teport wos the cash flow statement (statement of
source and application of funds), Other supplementery dé.ta
such as historical summeries, financial highlights, _etc.,
were not covered by the auditors! report. Where no

~ supplemepntary financial dafa were provided, the auditors!

report covered the basic financial statements = Profit and
Inss Account  and the Balance Sheety inéluding the notes to

these statements,
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5011y “Cobctusdon

This chapter has surveyed some of the general accownting
information that relates to the 58 survey cémpanies, ell of

' which, es already mentioned, were'listed on the Nairobi Stock

Exchange as of 30th Jume, 1978, In conclusion, several points

from the survey analysis presented in this chapter may be noteds

(1) Te Cose Act requires a limited amount of information to be
included in the anmual reports unlike the requirements in
asome other countries e for example, the requirement of SEC
in the UeSehe

(2) Most of the survey companies operate under the parent -
subsidiary form of organization end therefore present
group accounte | |

(3) Both the Directors! and the Chairman's reports are presented
by most of the'survey companies, but the trend is toward the
presentation of the Directors' report onlye

(4) Host of the companies end their fiscal years in December,
although other popular year end months ave March, June,
July and September, liost of the statements presented cover
a one year periode |

(5) Vhile most of the companies use the English language for
the reports, some companies use some form of a Swahili
language version in their reports.

~ (6) Comparative figures for the previous year are presented by
most of the companies in their reports,

(7) There was en ingreasing mumber of companies disclosing their

accounting policies over the survey periode
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(8) There was an increasing trend in the number of companies
giving supplementary financial data in addition to the main
statements required by the Cose Acte However, most of the
survey companies did not give any supplementery data over
the survey period, .
- (9) Yone of the survey companies presented data adjusted Ffor the
effect of inflations
(10) The auditors® report seems to be standardized, particularly,
as regards the wording, form; {itle and addressee of the
report, However, it was noted that the wording of
~ the report in Kenya differs, in some respects, with the
wording of the reports in Canada and in the U,S.A. (see

section 3,10,1 of this chapter),

The following chapter presents a survey analysis on the
reporting practices that relates to the Balance Sheet and the

Profit and Ioss Account,
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Viales, published by the Institutes! Trustees of Chartered Accountants'?

frust for BEducation end Researche (Quoted in CICA, Binancial

Reporting in Canaday 1973, P.6)

The Income Tax Act, Lo, 16 of 1973, (lfairobi: Govermment Printer,
1973), Section 2(1)

, Walter B, lkigs, et ale, Intermedinte Accounting, 3rd Ed.,
(icGraw Hill Took Coey 1974)y Pe4O.

e See CICA, Financial Reporting In Canpda, 1973, Pe 2 which gives an

analysis of Irench and English version reports ag practiced in

Ca:qada
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10« References in this thesis are.to the CICA Haendbook as of

September, 1973 as quoted in the CICA, Financial reporting

s

11, Report of the Advisory Committee on Comorafion Disclosure

to the Securities and Exchange Comnission, (Washington DeCe:
Goverrment Printing Office, 1976). Quoted in H, Beaver,
"Current Trends in Corporate Disclosure", Journal of

Accountancy, January 1978, Pe 44

This objective tends to emphasize the informational
role of company accounting disclosures in that it looks at
disclosure only as a means of giving more information to
users, It is however, necessary to note that company
accounting disclosures may also play a protective role for
the company, for example, if a company does not disclose -
some accounting procedures required by law it might face a

puritive action,.

12, He Beaver, Ibide P 44

13.., Sce AICPA, Accounting Trends and Techniques, 1976, Pe 72

14, Howard F, Stettler, Auditing Principles, %rd Ed, (Englewood

Cliffs, WeJe: Prentice Hall, Inc, 1970), Pl

156 A good discussion on the short=form and long-form suditors!

reports is given in chapters 21 and 22 of Stettler, Ibid,

v
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- 46 See AICPA, Accounting Trends and Techniques, 1976, Pe 346.

17, 1t should be noted here that the Kenya Cos. Act does not
give a suggested form of the auditors? report to be
followed by firms, But the survey showed that the
auditors? reports in the survey companies seemed to use
similer wording, and, therefore, standardized in the wording

of the report,
18, See H,F, Stettler, Ope Cit, DPe 6

19, See Sections 28 and 29 of the Cose Act for the definition

of Company Menmbershipe

20, See Ho¥, Stettler, PPy 469470 and PP, 477~479 for a

discussion on disclaimers of opinion,




CHAPTER 4

THE BATANCE SHEET AND THE FROFIT AID LOSS ACCOUNT

40 1. Introduction

The focus of financial reporting is mainly on Hwo
financial statements « the Balanée Sheet and the Profit and Ioss
Accounte Financial report uscrs will be most interested in these
two statements, Tals is because wsers of financlal statements ore
interested in getting some information as to the Linancial status
as well a9 the resulis of the operations of the company in oxder
to maeke rational economic decisions as concerms the companye
Yost of this information is contained in the two financiesl
étabements together with the notes accompeanying these statements
The Palence Sheet is a stabement which gives the financial position
of a company a8 at the balance sheet date, The Profit and Ioss
Accownt, on the other hand, gives the results of the operations
of the company over the accounting period.

e 45 true with most items of the financis) reports,
the presentation of the Felance Sheet and the Profit and Ioss
Accoumt in the Pinencial reports will be affected by the
requirernents of the Cose Acte In addition, many authors have
put forwerd recomendations for the preperaiion and presentailon
of these {wo financial 31::3rl:cmaant3.'z It should be noted, howevor,
that it will be of interest to lMansgement to present these
statements in a woy that will be clear and understandable to the

wsers, It may therefore be sald that the format of these

, S, 92
x '



gtatements, end the treatment of the items forming these mtatements
will depend, in most cases, on Vhat the company management considers
to be of use Yo the statement users « taoking into account the
requirements of the Cos. Act and current accepiable practice,’

This chapter presents a survey and discussion of the finencial
reporting practices that relates to these two main Pinanscial
-9tatements, The balamee sheet is discussed first, and the Profit
and Joss Accownt followz, A conclusion is then drawm on the matters
discussed in the Chapter. In the discusslon of these two siabtenents
an atlempt has been made 4o point out some of the variows formats of
presentation of the items :Ln.th.e statements as well as the various
evellable ways of treating certain items in the acoownbs, |

As elready noted in Chapter 2, not all the items vhich
ere normally included in the Palance Sheet and Profit and Ioss
Account of the survey companies are discussed in this chaptlews
e chapter deals mainly with what was considered by the author
a3 being the highlights, or the Balance Sheet and Profit and
Tozs Account iters vhich may be considered mast important in
financial reportinge In some cases a discussion of one item
nay touch on other items not surveyed and so a discussion of
survey of such other items was not found necessary, TFor example,
in the discussion of worlcing capitel, cirrent lisbilities ore
normally subtracted from cwrrent asselts to get net cuwrrent assets
(or net current liabilities) = which is referred to as worlking
capitale ‘In such a case a discussion of the reporting practices

that relates o worlcing capitel was assumed %o cover both current
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ansets and current liabilities. As e result, although
in this particular case certain items of the current
essets ere individually discussed in this chapter, a
discussion of the indiv:!.dizal items of the curxent
liabilities was not found necessary,
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4Q2¢ The Balance Sheet

Section 149(1) of the Cos, Act states the objective of a
Balance Sheet as to "give a true and fair view of the state of
affoirs of the compeny s at the end of its financiel yoar eos"
The Act does not give a definition of "True and fair view',
GeAo Ige gives some insight as to the meaning of this terms

¥Poday, 'true and fair view! has become a term
of art, It is generally understood to mean a
presentation of accounts, drawn up according

-~ to accepted accounting principles, using
accurate figures as far as possible, and rea=-
sonable estimates <otherwise; and arranging
then so as to show, within the linits of
current accounting practice, &s objective a
picture as possible, free from wilful bias,
distortion; manipulation, or concealment of
material factse In other words the spirit,
as well as the lettery; of the law must be
observed oeo'

It can therefore be said that a Balance Sheet represents
what, in the opinion of the Directors, is a "true and fair view
of the affairs of the company" as of a specific date, The
Sixth Schedule to the Act specifies in detail the information to
be included in the Balance Sheet (as well as the Profit and
Toss Account)e

Section 149(2) requires that "a company's Balance Sheet
and Profit and Loss Account shall comply with the requirements
of the Sixth Schedule see S0 far as applicable thereto,"
However, we note in Section 149(3) that "the requirements of
subsection 2 ¢ee and the said schedule shall be without prejudice

either to the gencral requirements of subsection (1) or to any

¥ .
other requirement of this ordinance", From this we may say

,
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that compliance with the Sixth Schedule must be aimed at glving
the objective of "a true and fair view?, and where compliance
with the Sixth Schedule may not gilve the said required objectivey
then it is the duty of the directors to supplement the statements
with any other information that will help to meet this objective,
And since section 149(7)(a) provides that "any reference to a
Bﬁla.nce Sheet or Profit and Ioss Account shall include any notes
thereon or document amnexed thereto sse", it seems that such
supplenentary 'information may be given in the notes to the
accounts or any other "document amnexed thereto.

Paragraph 2 of the Sixth Schedule says, "the authorized
share capitel, issusd shere capital, liabilities 58 ppsis shall
be sumarized, with such particulars as are necessary to disclosé
the generel nature of the assets and liabilities o.o" Again in
Paragraph 4(1) we £ind that “the reserves, provisions, liabilities
'a.nd fizxed and current assets shall .be clessified under headings
appropriate to the company!s business", Prom this we can infer
two facts about the requirement of the sixth schedules
(1) It requires a sumearized balance sheet showing only the

general rature of the items which make up the balance sheete
(2) Compenies have to make their own choice of clessificetion

and headings for the balance sheet items,

4e2.1¢ Balance Sheet title and formate

The Cose Act uses the term "Balance Sheet" throughout to

refer to the statememt of financial positicn or, as the Act puts

it, the siatement of the “state of affairs of the company es
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at the end of its financial year", The 1976, AICPA, Accounting
Trends and Techniques, and the 1973, CICA, Financial Reporting
in Canada, show that the title "Balance Sheet" is used by most
of the compenies in U,S.A, and Caxiada. A survey to determine
the titles used by the Kenyan survey companies show that all the
companies surveyed used the title "Balance Sheet" to refer to
the said statement, ‘

The Act does not require any specific form of the balance
sheet to be used in financial reporting. We may distinguish
three main balance sheet fozmats3 - account form, report form
and financisl position forme The account form is ’the traditional
balence sheet form whereby assets ere listed on the left-hand
(or right=hand) side, and liabilities and shareholders' equity
are "balanced" against them on the right-hand (or left=hand)sides
The report form shoﬁs a downward sequence of either assets minus
liabilities equal to shareholders' equity or total assets equal
to total liabilities plus shareholders' cquity. The financiel
position form is a variation of the report form enx;)hasizing the
working cepital -~ i.e, the difference between current assets and
current lisbilities, In this case working capital is added to
other assets less other liabilities to give a balance equal to
shareholders equity, There are other variations of the financial
position form, for éxample, working capital may be added to
other assets to give a balance equal to shareholders! equity

plus other liabilities,

X '
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Of the three forme, most Canadian and U.S.A. companies
use the account form balance sheet4. A sumary of British
Practice in the "Survey of Published Accounts 1971=T72" ghowed
that only 154 of the 300 British Survey companies used the

5 mable 4(a) shows the results of the -sm'vey on

account forme
the Kenyan companies, FProm the table we can see that most
compenies use the financial position form balance sheet, There
was an increasing trernd in the number of companies using the

financial position form balence sheet over the survey period,

Table 4(a) Balance Sheet Formate

Jloe of Commaonies Percentages

1974 | 1975 [1976 | 1974 | 1975 1976
4 1 | 8,62 | 6,90] 1472
7 4 | 15,52 | 12,07| 6690
A7 1 53 | 75.86 | 81.0%] 91,38
58 58 I100.00J100,00 100,00

|Account Form
Report form

Financial position form
Total

8£\OW

Vhichever form of the balance sheet used, the balance sheet
captions may be arranged or listed in different ways, Some “
companies start with the Equity Side and other companies start
with the Assets side of the balance sheet, It may be assuned
that such arrangement of captions"depend on what the company
concerned thinks to be the best or most acceptable method of
arrangement, and sometimes may depcﬁd cn what the company wants

to emphasize to the user of the balance sheet,

v
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46242 Viorking Capital = llet Current Ttems,

As indicated above, most companies are increasingly using
the financial position form of balance sheet which, as stated,
emphasizes working capital, that is, net current assets or
liabilifies. Some companies present working cepital as a net
figure in the balance sheet = ie.e, only the difference between
current assets and current liabilities is showm in the balance
s'heet bodye, In this case detailed current items are listed in
the notes to the accounte In some other céses a detailed list
of current assets and current liabilities is given in the
bélanw sheet body itself and then the difference between them
shown, In either case the net amount - Working Cepital is
normally referred to as the "Net current assets/liabilities",
or "the excess of current sssets (Liabilities) over liabilities
.(assets M. Table 4(b) shows the treatment of current items by
the survey companies, As can be seen in the table, most of
the swrvey companies presented all the current items in the
main body of the balence sheet, and only a few companies showed

the net figure only.
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Table 4{b) Current Ttens,

los 0of Companies Percentages
19774 1 19751 1976 1974 1975 1976

Showing all current .
items in the balance
sheet body 50 50 50 86421 | 86,21 | 86.21

Showing only the net
asset/liabilities
figure and detailed
current items in notes 8
Total 58

1279 | 1279 | 13.79
100,00 | 100,00 /100,00

Bf oo
B

4e2430 Current Assets

(o) Cosn

Table Q(c) shows the balance sheet captions used by the
survey companies for cash items., lost companies are increasingly
using the caption "cash and bank balances™ unlike the UoSe
where, as the 1976 AICPA Accounting Trends and Techniques, Po77,
shows, most companies present cash as a single item and use the
caption "cash", 1In table 4(c) the caption "other" refers to
balance sheet captions such as M"cash and short term deposits_g

"ILiquid funds™, and "Tax reserve certificates and cash",
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Table 4(c) Cash - Balance Sheet Captions,

170 0f Companies Percentages
19741 1975 11976 1974 1975 1976

Cash or Cash on
51a.nd or Cash

halances 6 6 4 10.34 1 10.%4 690
Cash and bank
balances 21 25 37 36621 | 43410 | 63479

Bank balances or
Cash at bank
Cash at bank and
in hand 24 18 8 36621 | 31,04 | 1%.79
posits, banic
balances and

\ &2
s
~

8462 6690 6690

cash 2 3 3 5017 5.17 5.17
Other 2 2 2 3e45 Je45 5e45
Total 58 58 58 |100,00 | 100,00 |100,00

(b) Debtors (Accounts Receivable)

Debtors or acéounts receivable was listed in various
ways in the current assets section of the balance sheet,
Table 4(d) shows the various captions used by the survey
companies, In some cases ;lebtors were combined with other
current asset itemss As shown in table 4((1) most of the survey
companies are increasingly using the single caption "de't;tors" or
a variation thereof, "Trade and sundry debtors". Of the companies
showing debtors in their accounts, only a few companies referred to
"bad debts" or "provision for dovbkful debts | llost of these
companies did not indicate whether bad debts or doubtful debis
had been provided for in the determ;_ination of the debtors showm
in the balance shecye OMIY) one company wsed the

American term  MAcgounts receivable" for the years 1974 and
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1975, but changed to the term debtors in 1976,

Table 4(d) Debtors ~ Accounts Receivable

(Balance Sheet Captions)

o, of Companies Percentages

1974 11975 1 1976 1974 1975 1976

Debtors, or Trade and
Sundry debtors 70 25 46 52,63 § 62,50 | 82,14

Debtors and payments
in advance
(Prepayments ) 14 13 V4 24,56 | 23,21 | 12,50

Debtors, deposits and
Prepayments less

provision for doubtful
debts 9 4 2 1579 Te14 3¢ 57

Sundry debtors and
accrued charges/
interest 2 2 1 36 52 Ze57 1079

Stocls, debtors and
Inves taents 1 1 - 175 1679 -
Accounts Yeceivable 1 1 o 1475 1679 -

Total companies

showing debtors 57 56 56 ﬁ71OO.OO 100,00 | 100,00
o debtors shown 1 2 2

Total companics 58 58 55 .
Réference to

doubtful debis 14 12 5 24,56 | 21.,4% 8697
No reference to

doubtful debts 43 A4 51 75644 1 T8s571 91,07
Total companies

showing debtors 57 56 56 100,00 100,00 ] 100,00
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(¢) Stocks (Inventory) « Basts of Valustion

Table 4(e) shows the bases used in valuing stocks by the
Survey companies,' As can be seen from the table, most of the
survey companies indicated that they value stocks on the basis
of "lower of cost and net (or estimated) realisable value M,

There was an increasing trend in the mumber of companies
veluing different stock items using different valuation basts,e
In such cases the various stock items were listed in the notes
to the accounts giving the basis used to value each stéck items
(see the example on Theta Group Itde, 1976 anmual report below),

"Cost" may be determined using several metlxo;iss FIF0, LIFO,
Average Cost, Specific idenfication, etc, Of the companies
referring to "Cost" as a valuation basis (for example where
stocks are valued at lower of cost or net realisable value, or
at average cost), most of them = did not disClose the

method used for determining coste

Table 4(e) Stocks = Pamis of Valuation

[loe 0Ff Companies Percentaces

1974 (1975 (1976 1974 1975 157€
Lower of Cost and ned
realisable value, or
lower of cost and
estinated realisable valud 32 32 %2 62475 | 64,00 [64,20
Avergoe Cost 5 5 3 9e80 | 10,00 | 6,00
Estimated (net)
realisable value 4 | 2 2 784 4,00 | 4,00
Various bases shown for
‘the various stock itens 9 11 12 17.65 | 22,00 24400)
7o veluation basis showm 1 - 1 1696 - 2400
Llotal con czmﬁs showing ‘
s tocks = j‘l 50 50 100,00 | 100,00 !OQ,‘QQ_
Z.o stocks shown 7 3 a3
fotal corpanies - | 55 | 58 | 53 i
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Examples - Stocks (basis of Valuation)

1, Marshalls (Bast Africa) Litd., 1976 anmual report P.5

Notes 1o Accounts
Note 1o Accounting Policies,

Stocks

Stocks are valued at the lower of cost, computed on a
£irstmin-first-out basis, and the net amount realisable from

disposal in the normal course of businesse

2¢' Kenya Orchards ILitde, 1976 annual report Pe5 .

Notes to Accountse
Note 1 Accounting Policies

Stocks

Stocks are valued at the lower of cost and the net
amount; realisable from disposal in the normal cowrse of
business, Cost comprises expenditure incurred directly in
pwrchasing or namfacturing the stocks fogether with

production overheeds where appropriate,

3e The Pan Africa Insurance Cormany Itde, 1976 ennual report P.10

Notes to Accounts,
Note 1 Principal Accounting Policies

(g) stocks

Stocks are valued at estimated net realisable valuc,

¥
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4e Theta Group Itd., 1976 annual report, P, 6

Hotes on the Accountse

Note 1 Accounting Policies
(b) Stocks
Bases for valuation of stocks are as follows:
(i) Clothing, guns and ammmition - cost is calculated
as selling price less the average mark-up.
(ii) Ready tea is valued at subsequent realised valuee
(iii) Other stocls are valued at the lower of the cost
or net realisable value,

(a) Other Current asset items

The other cwurrent asset items shown by the survey compsnies
included such items as marketable securities, prepaid expenses,
amounts due from subsidiaries, Tex reserve certificates, elc,
In some cases these items were combined together in two or three
items, for example prepayments were in most cases listed

together with debtors and one figure given for both items,

4epe4e Fixed Assets

The Sixth Schedule to the Act provides that fixed assets
should be distinguished from current assets, and {the method or
methods used to arrive at the amount of the fixed assets shoWld
be stated (Pa;ragrapl:s 4(2) s 4(3))e Paragraph 5(1) gives the

metheod o wse in cai_culafing the smount of any fixed asset
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other than the assets listed in parsgreph 5(2). To get the
amount of any fixed asset "take the difference between -
(2) its cost or, if it stands in the company's books
at a valuation, the amount of the valuations ‘and
(b) the aggregate amount provided or written off since
the date of acquisition or valuation; as the case
nay be, for depreciation or diminution in valué".
In this case paragraph 5(3) requires that the aggregate amounts
6f both cost or valustion and write-offs should be shown,

(a) Disclosure of Balences of Major Clesses of Fixed Assets

and Accumulated Depreciation

Most of the survey companies presented only the net
book value of the fixed assets in the balance sheet and chowed
the related calculations of axrxriving at the net book value in
the notes to the accounts, Thus the aggregate amounts of cost/
valuation and write-offs were shown in the notes to the accounts.,’
Some companies presented a segregation of fixed assets and
accumulated depreciation by categories of assets or group of
assets, Table 4(1’) below shows the companies segregating fixed
assets and accumulated depreciation by categories or classes of
Tized assets. As can be seen from the table, most of the
companies showed fixed assets in categories or classes of

asaets,
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Table 4(f) Serresation of Pized Assets and Accumulated

Depreciation by Catezories of Fixed Assets

or Groups of Mxed Assets

7o, of Companics Percentages
11974 11975 J1976 11974 1975 1976
ed Assets and

cunulated depreciom

ion not segregated
(Wo asset classes or
categories shown) ~--| 1 1 1 1.72 1,72 172
Fixed assets segre-
pated (categories or
classes of fixed
assets shown): ,

Accumulated deprew

ciation segregated-| 53 ] 54 54 | 91.38 | 93.10 1 93.10

Accunulated depre-—

‘ciation not

segregated - - - - - - 3 2 2 518 | 3,46 3 L6
llo fixed essets shown| 1 1 1 1672 1672 1672
Total Companies 53 58 53 100,00 110000 | 100,00

(b) Valuation Basis

Table 4(g) shows the major fixed asset valuation beses

disclosed by the survey companies, In some cases different

veluation bases were used for various categories of fixed

assets, The resulis in table 4(g) show that most companies

used the “cost or valuation" basis, Where revaluations were

recorded in the accounts the usual practice was to value

subsequent edditions at cost,

In Canada, the CICA, Financiel

Reporting In Canada; 1973 shows that most companies used the

"cost/cost less write off" valuation basis,
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Table 4(g) = IHajor Bases of Valuation of Fixed Assets

Nos 0f Companies Percentages
19741 1975 | 1976 1974 1975 1976

Cost/Cost less write
off 15 16 17 25686 | 27659 | 29,31
Cost or Valuation 37 1 38 38 6379 | 65.52 | 65,52
Appraisal plus
additions at cost
o Fixed Assets

shovm 1 1672 1672 1.72
Eotal Noe of Companies 53 | 58 53 100,00 _| 100,00 | 100,00

1
N
N

863 517 2045

-
-

4e2.5  Investrents

Paragraph 8(1)(a) of the Sixth Schedule to the Cos, Act

requires a distinction between various classes of investmeﬁts...~»
"There shall be siown under separate headings =(2) the aggregate
amounts respectively of the company!s trade investments, quoted
investments other than trade investments and unquoted investe
ments other trade investments", And paragraph 8(3) requires
that "the heading showing the amount of the quoted investments
other than trade investments shall be subdivided, where
necessary, to distinguish the investements as respects which
there has, and those a8 respects which there has not, been
granted a quotation or permission to deal on a stock exchange
of repute”, Paragraph 11(8) also requires showing "the
aggregate market velue of the company's quoted investments,
other than trade investments, where it differs from the amount

\
of the investments as sta‘sec'i, and the stock exchange value of

3y investment of Wh'iCh the market value is shown (whether
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separately or not) and is teken a8 being higher than their
stock exchange value", 1llost of the survey companies showed
quoted investments at cost and the market values of such
investments were shown either in mnote form or in hrackéts.

Investments in subsidiaries and associate companies may
be valued using one of two principal methods & (1) the equity
method, and (2) the cost method of valuation, Under the equity
method, the investment is recorded at cost and the carrying
value of the investment is increased or decreased to recognize
the investor's share of the income or losses of the company in
which investment is made subsequent to the date of :anestment."
In this case revenue from investment is recognized whether or
not dividends are received. Under the cost method the investmen{;
is recorded at cost and revenue or income from investment is
recognized only when dividends are received,

The methods used by the survey companies in valuing their
investuents are set out in table 4(h), For the companies
showing invesiments in their accounts, some companies did not
state the basis of valuation as can be seen from table 4(h).
Host of the companies stating the basis of valuation indicated
that the cost method was the most used by the companies to value

investments in subsidiaries and associated companies,
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Table 4(h) Investments « Basis of Valuation

o, of Companies | Percentages
1974 11975 ] 1976 1974 1975 1976
Equity | 5 5 | 7 11463 | 12450 | 15491
Cost 18 16 19 41486 | 40,00 | 43.18
Basis not stated 20 19 18 46451 | 4750 | 40,91
Companies showing
Investments 43 40 44 100,00 | 100,00 | 100,00

4426 Deferred Taxation (Inter<Period Tax Allocation)

The Cose Act does not refer specifically to the treatment
7

of deferred texation' in the accounts of companies, Paragraph
11(10) of the Sixth Schedul® to the Act requires stating "the
amount or the estimated amount of any liability to income tex in
respect of the profits made by the company to the date of the
balance sheet, together with the basis on which such emount, if
any, set aside for income tex is computed.™

A survey on the 58 survey companies showed that a liability
in the form of deferred taxation was shown in the accounts of 3
companies, 8 companies and 12 companies, for the years 1974,
1975 and 1976 respectively., Some companies (0, 4 and 9 companies
in 1974, 1975 and 1976 respectively) stated that they did not
provide for deferred taxation in their accounts (see examples
below), Other companies (5, 4 and 3 companies in 1974, 1975 and
1976 respectively) indicated having set up a reserve account to
cater for any future tax differences, Such a reserve was
variously referred to as Re;serve For Future Taxation, Taxation
Equalisation Fund, %!&mcsunt éet Aside For Bqualisation Of Taxation,

etc, The amount that would be normally considered deferred



111

texation was in such cases transferred to this reserve account,'

Lzamples « Deferred Taxation

Te

2,

30'

Brooke Bond Iiebig Kenva Iitds., 1976 annual report

Accounting Policies,

Taxatione

Taxation is provided in the profit and» loss account at
the rate of 45% on the profit for the year as adjusted
according to the Kenya Income Tex Act 1973, With the
exception of a provision for tax deferred on long term
assets through differences of timing, no provision is made
for tax liabilities which niay arise on other differences in
timing nor on any future sales of fixed and long term assets
at their wvalued book figures,

Consolidated Holdings Iitde, 1976 annual report

Notes on the Accountse

Tote 3(b)

o provision has been made in these accounts for the

liability to taxation that has been deferred by the benefit
of taxation allowances on fixed assets which, in certain
instances, exceed the related amounts provided for

depreciation ¢ee

Bast African Otygen Itde, 1976 annual report
3 T

Hotes on the accounts,

’

Note 1(2) Deferred Marvation
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Deferred taxation is calculated, principally on the
deferral method, on the excess of capital allowances given
for tax purposes over the depreciation provisions charged
in the accounts,

On a revaluation of f£ixed assets provision is made
for the tax liability which may arice if the assets are

sold at the wvalue stated in the balance sheete

4, Sofar Investments ILtd., 1976 ammual report

Nlotes on the accounts
Note 1 Statement of Accounting Policies
Taxation.

Provided on the basis of the profit for the year as
adjusted in accordance with the tax legislation, No provision
is made for tax deferred through differences of timing nor for
any possible tax liabilities erising from the future sale of

fixed assets at their revalued book figures,

5 Hughes Itde, 1976 annual reporte

Note 1 Accounting Policies

(a) Deferred Toxetions

No provision for deferred taxation has been made in

these accounts as the amount involved is immaterial.

4,2,7 Ionr-Term Iiabilities

]

»

I '
In addition to the requirement in paragraph 2 of the Sixth

Schedule of a swmary of liabilities, paragraph 9 requires that
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where eny liability of the company is secured otherwise than by
operation of law on any asset of the company, the fact that that
liability is so secured shall be stated, but it shall not be
necessary to specify the assets on which the liability is
secured," And paragraph 4(1) says, in part, that "...
liabilities ¢ee shall be classified under headings appropriate
to the company's business ..e." It therefore follows that the
classification of liabilities into short-term (Current) and
long-term is a matter to be decided by the company concerned,

' The survey showel that about 50%, 55% and 53% of the
survey companies in 1974, 1975 and 1976 respectively, indicated
the existence of long~term liabilities in their accounts.

These companies disclosed the nature of such ligbilities = i.e,
vhether loans, debentures, etc, -~ and whether such liabilities
were secured or not. The examples below give some of the
common practices used in reporting long-term liabilities by the

survey companies,

Examples - Jone-term JIdabilities

1e African Tours and Hotels Itd., 1976 Armual Revort

Balance Sheets

Toan Capital cos (HO'te 5) s0ccoccsecoce Kell 5089704

Wote 5 Joan Capital

1-5 yem‘s CPeceecO0O0OGRIOCOO®PQROCOECCEOOOCOGOROOC 1,262,704
5—10 yem‘s .0.0.000.0...’.‘0000000’...00 o]

| 1’262,704
Iess portion repayable within one year
included in current liabilities 754,000

K
S 508,704
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Although the %5 year loans are repayable by equal annual
instalments over a number of years they could be withdi'awn on
demand in accordance with standard banking practice,
The loans are secured on certain assets of subsidiary

companies,

2¢ BohoTe Kenya Iitde, 1976 Annmual Reporte

Balance Sheets

Ioan oo.oooooo.oooooooooooooooooo(HOte 11) 00000£4’732

Hote 11 Ioan:

Debenture )
Iong term £4,732 (secured by a first charge on freehold

land at Mombasa)e

3o Bamburdi Portland Cement Coe., 1976 Annual Reporte

Palance Sheet:

Debentures and 10anS seeeces(H0te 9) coeee £ 23,858,125
Deferred liabilities eceeeeo(ll0te 10) ceess 151544461

Tote 9 Debentures and Icans

83% tA' debenture stock 1977/82 eeescscsess 9205000

9%% (Variable) *B! debenture stock 1977,80 500,000
83% ¢t debenture stock 1977 (Note 17) 389,125
&5% Dt debenture stock 1980 (note 17) 849,000

Secured on the assets and undertaking of
‘the counpé.ny subject to a prior charge over
book cle'bt*1 a.nd m:veqtorles to0 secure a bank

overdirasfy (Hote 12) CCO00000e000500006000000 2’658,125
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83% (1975 - T%) unsecured stock

redeemable at the option of the company
2!82!122
Yote 10 Deferred Idiabilities
Amount payable within five years ' 1,102,508
Amount payable in excess of five years 51.953
1,154,461
Note 12 Secured Bark overdraft (Note 9) 2,550,000

. XNote 17 Contingent Iiabilities: 4
(a) The repayment of 'G' and 'DY Debenture Stock
(Stgefe 1,750,000), the Deferred Creditors (Stge£ 787,434,
TMe 24250,845, SeFre4444697, U.S. $308,086) and Short Term
Bardc Advences (S.Fre 10,000,000) may result in the
purchase of foreign currencies alb a rate in excess of

that at the date of these Accounts,

4o Bast African Packegzing Industries Iitd., 1976 Annual Report

Balance Sheet

Iong Term Iiabilities (Note 4) secesee K& 112,131

Note 4 Iong~term Tdabilitiess

This represents suppliers! credits for machinery
purchases, repayable as follows:

Year end June 1978 ccecevecovoevceccoe K& 33,495

Year end Jupe 1979'10000.00-0-ooo“oooooo 33’495
Year exnl Junﬁ 1980 ¢ecscevscsscccconce 33,495
Year end '.TU.:DB 1981 000000.00000.0;0.00 111646

vy 140 474
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5¢ Hughes ILtdo,, 1976 Annual Repoxt

Balance Sheets

Tong Term Ioan (Note 11) eosscsssees Kb 62’379
Yote 11 Tong Term Ioanss
The long term loan is secured and is repayable in seven

equal halfeyearly instalments commencing 30th June, 1978

6. Imns of Africa Iitde, 1976 Annmual Report

Balance Sheet:

Iong Term Ioan (secured) (Note 4)  K.& 30,265

Note 4 IExchange Rates

The secured loan, which is repayable in Sterling, is
stated in XKenya currency at actual cost for repayments made l
subsequent to 31st December, 1976, with the remainder at XK&£1

to sterling £1 4014,

4.2 .8 Sharcholders! Equity

The shareholders! equity was usually presented in the
balance sheet =8 the sum of the share capital and reserves, In
nost cases the sum of these two items was showvm separately in
the equity section of the balance sheet, and the captions shown
in table 4(i) were used to describe such a sum, Vhile some
companies (22, 21 and 20 companies in 1974, 1975 and 1976
respectively) showed the swa of the share capital and reserves,
they did not give Ehe sun :m\y desc:fip’cive captione Other

companies (10, 5 and 4 companies in 1974, 1975 and 1976
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respectively) did not show a subtotal for shareholders' equity

but grouped the sharcholders! equity together with liabilities

other than current liabilities.

there wos an increesing trend in the use of the captions

As can be seen from the table

shareholders! funds, shareholders! equity (Bquity interest) and

S‘nareholders' (members‘ or s’cockholders') intereste

mable 4(i) Shareholders! Equity = Balance Sheet Captions

1loe' 0of Companies Percentoges
1974 | 1975 11976 1974 1975 1976
hareholders! funds 11 | 16 | 18 | 18497 | 27.59| 31403

Share capital &
Reserves 6 7 4 10634 | 12,07 | 6490 |
Equity Interest or ,
Shareholders‘ equity ‘ 1 2 4 172 3o 45 6490
Shareholders! (llenbers',
S‘cockholders') interest
funds attributable to
ilembers 8 7 8 13,791 _12.07.1 1379
1o discriptive Caption | 22 21 20 3794 | 36420 ! 34,48
llo separation of
Shereholders eauity | 10 5 | 4 | 17.24| 8.62] 6,90
Total 55 58 58 100,00 | 100,00 | 100,C0O

(a) Share Copital

Paragreph 2 of

of authorized share capital.

the Sixth Schedule requires a sumary

Details of how to present share

capital in compeny accounts eve given in paragraphs 2(a) to

2(a), 11(2) end 11§3)s

Host of the survey compenies presented only the aggregate
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amount of the issued share capital in the balance sheet body
and showed the details relating to the share capital in the
notes to the accounts, Such details shown in the notes included
the amounts of authorized and iss;ued share capital, amounts of

ordinary shares, preference shares, etc,’

Exemples - Share Capital

1. Bamburi. Portland Cenent Co, Ltde, 1976 Annual Revorte

Balance Sheet '

Ordina:!‘y Capita.l (Hote 7) toeco000s000C0 e £3,028,4‘73
Preference Cepital (Note 7) eeseecsscesses - 80,000
Wote 7s

Authorised Share Capital

- 14,000,000 ordinary shares of % 5 eech 3,500,000
100,000 7% Cumilative Redcemable

Preference shares of %5 20 €aCh eseesevse 100,000

600,000

Issued and Pully Poid Share Capital

Ordinary Shares:
At 1st Jamuary, 1976 - 12,111,291 sharcs
Oof % 5/= @aCh eocesceeccssccccscsccancce 3,027,823
Issued during the year _____ 2,600 ghares
12,113,891
Of % 5/= €80 soevsssssessscsissesseses 6%

3,028,473

7% Cunulative R&deemablg Preference

shares: 80,000 shares of % 20/~ each ecee 80,000
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"(a) The Preference Shares arve redcemable at par at
the option of the company,

(b) The Company hes grented options to 'A' and 'D!
Debenture Stock-holders as follows:
'A' Debenture Stockholders 920,000 ordinary shares of
% 5/= each,
Dt Debenture Stockholders 1,008,000 ordinary shares
of % 5/= each,
Such optiops are exercisable at any time ﬁefore the
30th September of the year stated at the following
prices: 1977 at & 17,60 each

1978 at S5 18,60 each

1979 at & 1960 each

2, The Kenya Power Co, Ltd, 1976 Annual Renort

Balance Sheet

Share Capi‘l‘.al (Hote 3) evessscesecece L& 100

lote 3 Share Capitals

Authorized, issued and fully

paid 100 shares of K. 20/= each X£ 100

3e Uplands Bacon Factory (Kenva) Itd., 1976 Anmual Report

Balance Sheet

Authorised Capital

399,950 5% Redeemable curmlative

preference shared of 0 40/:; cach

PR
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(Redeemable under Article 4 of the
Company's ArtiCleS) .........;...............K£ 399’950
5,000,000 Ordinary Shares of %1/= each eeees 250,000

649,950

Issued Capital and fully pa::Ld

214,959 5% Redeemable Cumulative Preference
Shares of Js 20/::-‘ €ACh ssesccccccscecocccene 214’959

1,316,920 Qrdinary Shares of % 1/= each «e. 65,846
280,805

(b) Reserves

Paragraph 6 of the Sixth Schedule requires stating the
aggregate amounts of capital reserves, revenue reserves and
provisions (other than provisions for depreciation, renewals oxr
diminution in value of assets) under separate hea,d.;i.ngs.8 Yhere
theré has been an inerease or decrease in these items, paragraph
7 requires giving the source OT application of such an increase
| or decrecase,

Host of the survey companies indicated the existence of
both capital and revenue reserves in their accounts, ILike
share cepital, only the aggregate smounts of the reserves werc
shown in the balence sheet body and the related details were
shown in the notes to the accountse Such details included a
classification of reserves ~ into capital reserves, revenue
reserves, etce = and the fhanges that affected the reserves

>

during the accounting periode Examples of provisions which
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were usually listed under reserves include Tax Equalisation
Reserve, Exchange Equalisation Reserve and Capital Redemption
Reserve Funde Capital Reserves normally included share premium
account and, in some cases, revaluation rescrve (surplus on
reveluation of assets), In some cases the revenue reserves
were grouped together with provisions and other reserves under
a "General Reserves" caption. In some other cases the capital
reserves were usually shown as being “nén-distributable“ and

reserves other than capital reserves as "distributaﬁle“.

Eramples - Reserves

1¢ The Fast African Power and Iighting Co., Itd., 1976 Annual

Report,
Ralance Sheet

Reserves (Hote 8) cesecccccccoono0e el 11,198,767

Note 8 Reserves: Balance Tronsfers Balance at
315t Dec, During 31st Dece
1975 the year 1976
K& K& K&
Capital Reserve 1,298,485 - 1,298,485

Revenue Reserve:
Geothermal Stean

Exploration 1,615,000 - 1,615,000
Development 1,250,000 - 1,250,000
General 1,500,000 = = 1,500,000
Exchange Lqualisation

Reserve 800,00 861,000 1,661,000
Tazation Equalisation

Reserve 2,000,000 = 200,000 2,200,000

Reteined Profit » 153,696 190, 586 1,674,282
Lo 299947,181 1,251,536 11,198,767
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2, The Xenya Power Co. Iitd., 1976 Annual Report

Balonce Sheet

Reserves sveees (Hote 4) sesssvesss K&6,457,438

llote 4 Reserves

(a) Capital Reserve:
Balance at 1st January 123,958
Transfer from Reserve and Equalisa’cioﬁ

flmd' CECCOEC 000000 OPOOGEOGICPOOPUSOOEBDOTTOTD 592652

(b) Bxchange Equalisati‘on Reserve:
Balance at st Januory 464,542
Gain on Stock redeemed during year
transferred to Debenture Stock
Sinking FUnd eecesceseccccscccccos (109,374)

Gain on Conversion of Stock at 31st Dec._ 366,890

722,058
(c) Reserve and Equalisation Punds
Balance at 1st January T 379,863
Allocation for the year 22,500
Income from investments 17,939
Ioss on sale of investment -
Transfer to Capital Reserve _(59,652)
360,650

o oo e o e
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(4) Debenture Stock Sinking Fund:

Balance at 1st January 4,818,001
Allocation for the year 267,385
Premium on Stock redecmed (35640)

Transfer from Exchange Equalisation

Reserve 109,374
5’191 9 120

e T T——
]

Total - 64457,47%8

(8. Comparative figures for 1975 were given but have been

left out here for convenience),

3¢ Sasini Tea and Coffee Itd., 1976 Annual Report

Balance Sheet,

Reserves (no‘he 12) toeeccececccore 341,788
: R Hon~dist~
Note 12 Reserves: 4 tntable, Digtributable
(b) The Company: . Capital ~ Revenue Unappropriated
Total Reserve Reserve  Profit
X j Ke " K&
Balance at 1st
October 1975 113,228 30,778 - 80,450
Transfer from Profit
and Toss Account 230,560 - - 230,560

Transfer fron
Uneppropriated
Profit to Revenue

Reserve —_— 116,550 (116,550)
L KS1,T88 30,718 116,55 194,460
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4,3 The Profit and Ioos Account (Incomo Statement)

Section 149(1) of the Cos, Act states in part that .., every
profit and loss account of a company shall give a true and fair
view of the profit or loss of the company for the financial
year," The Sixth Schedule to the Act Specifies in detail the
information to be included in the profit and loss account,
However, like the balance sheet, compliance with the Sixth
Schedule must be aimed at giving a true and fair view of the
érofit or loss of the company for the financial year, and wvhere
such compliance to the Sixth Schedule does not meet the objective
of true and fair view, it is the duty of the directors to
supplement the profit and loss account with any other information
fhat will help to meet the said objective « either by way of
notes to the sccounts or any other document annexed thereto.

‘The Cose Act does not require the profit and loss account to
cover a one year (12 months) period although this seems to 50
the usual practice (sce section 3.4 of chapter 3). As was seen
in Chapter 3, some compenies prepare statements for periods of

nore or less than a years

46%e1e Title and Form of the Profit and Ioss Account

The Cos. Act uses the term "Profit and Ioss Account! to
refer to the Income Statement, The term "Income and Expenditure
Account" is used by the Act in the case of a company not trading
for profit. Table f(j) sh%ws the titles used by the survey

conpanies to refer to the income statement,

’
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mable 4(j) Profit and Toss Account - Bolonce Sheet Captions

o' of Companies Percentoges

1974 | 1975; 1976 1974 1975 1976

Profit and Ioss
Account 50 50 5e 86621 86,21 | 89,66

v

Revenue Account or

Revemie Appropriation
Account 2 2 2 2045 3645 | 3445
Manufacturing, Trading|’
and Profit and Ioss :
Account 1 1§ -« 3 1721 1,72 1,772

Statement of Profit anflr

Appropriations 2 2 o 345 3045 | 3.45

Profit and Ioss J

Appropriation Account {2 2 ] Feh5 3445 1 172

Inconme and Expenditure '

Account A 10 = 1e72) .72 =
fhlota sg | s8] 53 | 100,00] 100,00 | 100,00

The Cose. Act does not advocate the use of any sPeciﬁ.é form
of the Profit and Ioss Account, Bub paragraph 14(6) of the Sixth
Schedule seems to suggest the use of an Mall-inclusive" Profit
and Ioss Account, whereby both operating and non-operating
(extre~ordinary or non-recurrent) gains and losses are included
in the Profit and Ioss Accounte A Profit and Ioss Account
vhich excludes extra=ordinary or non-recurrent items is sometimes
referred to as a "Current Operating Performonce Income
Statcnent‘g" Table 4(k) shows the mumber of survey companies
that presented either an all-inclusive or current operating

perfornance Profit® and Iojs Account, Tn most cases only the

0
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profit or income before taxation was shown in the main body of
the Profit and Loss Account and the related details which
included the income sources and expenses were shown in the
notes to the accounts, In some cases charges to revemue to
arrive at the "Income before taxes" were given in a separate .
inset just below the caption "Income before taxes", In such
cases the Caption "Income before taxes" was usually followed
by the words "afiter charging the following items" or “after
chorging the items inset below." Table 4(k) shows that the

nmajority of the survey companies used the all~inclusive income

Pable 4(k) Forms of the Profit and Ioss Account

lloe OFf Companies Percentages

1974 1975 lote | 1974 | 1975 | 1976
A11-inclusive % | 34 | 34 62607 | 5862 | 58,62
Current Operating
Performance 22 | 24 124 | 37,95 | 41.38 | 41,33
Dotal Noe of Companies| 58 | 58 1| 58 1100600 | 100,00 | 100,00

statement or Profit and Ioss Account. The examples below show
some of the common forms of the Profit and Ioss Account used by

the survey companies o

Examnles « Profit and Toss Account Forms

1o Bird & Coe (Africa) ILtd., 1976 Aunual Report

Profit and Ioss !Annrongiation Account as at 30th June, 1976

P
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Accumilated Deficit at 30th June

1975 Coecoscposrtn000c00OO

Iess:Excess of Income Over
Expenditure for the year ended
30th Junﬁ, 1976 vec00G0000000 0

Foreign Exchange Surplus

re-compensations Realized July
1976 coeseoee
Revaluation of
last two
instalments

Director's Fees Waived eececccos

Accumulated Deficit at June, 1976

£3terling

94035

8,410

16,012
420

&

Yest Africen Cables Itd,, 1976 Anmual Report

£5terling

1,307,340

33,871
152734463
ST

Profit and Toss Account for the 52 Veeks Period Ended

1st January, 1977

Yote
Sales
Profit before Taxation 2

Texation ¢evoececoe00 e

Retained Profit brought forward
Profit aveilable
Appropriations:
Dividends: Final =~ Proposed
Bonus ~ Proposed

Retained Profit Cnan'ie;d Fomard

PR

1976
KE

1,729,176
359,887

167,000
192,887
125,598

318,485

80,000

20,000

100,000
218,485

e e
—mmimEmszz

1975
X%

1,560,483
209,205

98,000
111,205

94,393
205,598

80,000

80,000
125,598

=z

AdYHE! |
GQUIVN 40 ALISHIAimc
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(B, Note 2 gave the emounts charged to arrive at the profit

before texation and Note 3% indicated that taxation was

based on the profit for the year.)

3¢ Bangards Litde, 1975 Annual Report

Profit and Toss Account for the Period 1st June, 1974

to 31st March, 1975

K35

Depreciation of .
Pixed assets eee 80,014,00

 Audit fee (1973/74
additional
Ko 1,270/90) seee 64270690

 Directors! fees eee  8,000,00

Yet profit carried
down oeceoocecooe 796,544015

890,829,05

%

Profit on farming
activities eceeees 692, 556030

Interest on Overe
seas investment
and deposri.t sceco 12’5570140 .

Dividend on
Investments -

Trade cesceces 1’7020.00

Other sceccse -
Interest «
holding company 575635
Profit on Sale of
Investments 183,435,00
890,829.05

(NB. Comparative figures for 1974 and a separate note on

the Directors! remuneration were given but they have

been left out here for convenience),
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4o Ol Pejeta Renching Ltd., 1976 Annual Report

Profit and Ioss Account for the yvear ended 31st December,

1976
Tote 1976 1975
£ £ &
Profit for the year 66,981 48,225
After Chargings
Depreciation . 18,254 16,798
Avditors'! remumeration
and €XPENSE soecees 317 675
Directors! emoluments
w fECS cceeccevescocoen 2,000 1,900
Interest payables
Bank overdrafi 3,843 | 2,987
Short term loan =~ 980 44823 980
Paxation eeceescce (2) %0,035 21,33
Profit before
Extreaordinary iten 364946 26,893
Add: Extraordinary
ltemeeccoos (3 96!262 -
Profit after taxation and
Extraordinary iten 133,209 26,893
Dividendss
Ordinary 15% (1975 10%)
(proposed)............o 157000 10’000
Deferred 15% (1975 72%)
(prOPOSQd)ooo.eoo'oloooo 29:000 12:000

45,000 25,000
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Retained Profit - &

for the year 88,2099 1,893
Retained Profit brought forward 704548 68,655
Retained Profit carried forward 158,757 70,548
EBarnings per share of $4/= each % 49 36

The calculation of earnings per share is based on earnings
of £36,946 (1975 £ 26,893) and 1,500,000 shares (1975
1,500,000) in issue throughout the year ended 3ist December,
1976, '

Note 2 fMaxation 1976 1975
Texation based on profit for the year: £ £
Corporation tax (45%) 29,484 21,332

Underprovision in respect of previous
yeaI‘OOOOOOOOOOOQQ..0.0...00.....90 551 -

£ 30,035 21,332

lote 3 Extraordinary item
Profit on disposal of property £ 96,4263 -

4e%.2¢ Revenue Fron Operations

The Sixth Schedule to the Cose Act does not require discloe
sure of all or total revenue from operations with the exception
of "income from investments, distinguishing between trade
investments and other investments" (Paragraph 12(1)(g))e The
survey showed that although there was an increesing trend in the
number of companies disclosing total revenue from operations
over the survey period, most of the survey companies did not
give such a disclosure, Hiwever, income from investments was

»
disclosed by the companies showing investments in their accounts,

PR



131

For companies disclosing revenue table 4(1) shows the
descriptive captions used to describe revenue derived from
selling products and/or rendering services, llost of the
companies disclosing revenue used the term "Turnover", In

most ceses whichever caption used was defined either in the
Company's accounting policies or notes to the accounts (see some

of the definitions in the cxamples below)s The companies

Table 4(1) Revenue from Operations - Descrintive Cantions

o, of Companies Percenteges ]
1974 1975 1976 1974 1975 1976
Turnover 9 9 13 6428 | 52,94 | 56452
Gross revenue, Revenue
or nevenue from sales 1 3 Teld | 1176 1 13404
Sales or llet Sales’ 2 4 5 1429 | 23454 | 21.74
Incone 2 2 2 14,29 | 11,76 8470
Companies disclosing
revenue 14 17 23 100,00 | 100,00 | 100,00

Companies not

disclosins revenue A4 41 35

Total number of
conpanies 58 53 53

giving a definition of twrnover (or whichever caption used) were

12, 16 and 19 in the years 1974, 1975 nnd 1976 respectively.
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Examples -~ Revenue from Or rations = Definitions of Captions

Used

(a) Gross Revenue

1e Sosini Tea & Coffee Litde, 1976 Annual. Report

Tlote 1(f) Gross revenue represents amounts receivable Lrom

customers of the groupe.

2. The ¥enya Power Comnany Itde, 1976 Annual Report

Tote 1(b) Revenue represents the ascertained cost of
electrical energy supplied to the Authorised

Distributor, The Bast African Power and Lighting

Coe. Ltd, computed in accordance with the Nairobi
and Vestern Xenya (Bulk Supply) Agreement, 1955

and the Bulk Supply Licence llo, 2 of 8th June 1955,

(v) Sales

1. Kenya Iational 1ills ILtd., 1976 Annual Renort

Accountins Policies

Sales are net invoiced amounts to external customers,

(¢) murnover

1 CMC Holdines Titd., 1976 Arnnusl Report

Note 1(G) Turnover is based on net invoiced sales, excluding

inter—company end inter-~departmental sales,
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2e Joresho & Kiorn (Plantations) Ltd., 1976 Annual Report

Note 1(b) Turnover is principally income from coffee and

tea., The coffee incone comprises current crop
sales, stocks on hand and excess proceeds received
in respect of the previous year's crop. Current
crop sales represent payouts received up to 3ist
Mmreh 1976, Coffee stocks on hand are valued at
estimated proceeds receivable, based on average
payouts received up to 3lst liarch,

Stocks, other than coffee, are valued at the

lower of cost and net realisable value,

4e3e3 Expenses ~ Items charped against revenue to determine

profit before taxzation

lost of the survey companies did not disclose all the
charges against revenue to determine the profit before taxation,
The only charges which were separately disclosed by all the
componies were the directors emoluments (pensions, etc.), the
Auditors remuneration, depreciation or amortization expense
(with the exception of one company = Bird & Coe Africa Ifd. -
which showed no depreciation or amortization and showed no fixed
assels or intangibles in its accounus), and the interest on
loans (for companies which had loans on which interest was
payable), The separate disclosure of these items by the survey
conpanies nay be dud to thd:requirement for their disclosure by

the Cose Act (See section 197 of the Cos. Act and paragraphs
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12(1) and 12(1)(b) of the Sixth Schedule to the Act),

Other charges to reverme disclosed by some of the survey
companies included selling and general administration expenses,
provision for bad debtsy cost of production or factory cost of
manufecturing, loss on disposal of assets, loss on devaluation,
provision for replacement of fixed assetis, compensation for
Africanization and redundancy, staff training expenses, provision
for abnormal contingency, plant hire charges, cost of capitalisam

| tion issue of shares, share of losses of Associates, end Cost of

E goods s0ld, Tnlilte most UeS.A. companies which disclose the cost
of goods E’01(110, only one of the Kenyan survey companies e
Uplends Facon Fectory Kenya Lbde - disclosed the ‘cost of goods
s0ld and used the caption "cost of sales"; and the Bast African
Tower Coe, Ltde disclosed the cost of electricity supplied and

used the caption “Cost of Bulk Supply%e.

4e3ehe Dopreciabion lethods

Parograph 12(1)(a) of the Sixth Schedule requires showing
“the amount charged to revenue by way of provision for
deprecintion, renewels or diminution in value of fixed asseis.
And paregraph 14(2) requires stating by way of note or otherwise,
"if depreciation or replacement of fixed assets is provided for
by som: method other then a depreciation charge ox provision for
rencwals, or is not provided fory the method by vhich it is
provided for or the Fact that it is nol provided for, as the case

may be".
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It is goenerally recognized that assets have o span of life
m which services are received from the asset, Accountanto
normally measure the amount or velue of services to be received
from an asset over the assett's useful life by the cost incurred
in acquiring that asset, less any salvage value, This cost is
normally spread over the useful life of the asset in such o way
that a portion of the cost is charged egainst the income of
each period during which the asset provides services, The
allocation of the cost of an asset over the assetts uwseful life is vhal
accowntants normally refer to as "depreciation", fThe period of
allocation of the cost of the asset is normally the accounting
period, It may be noted, therefore, that depreciation of an
asset as used by asccountants, being the allocation of the cost of
the asset over the asset's useful life, may not necessarily reflect
the physical deterioration or the decrease in the market value of
the asset, .

There are several methods used in computing depreciation of an
asseti~ Straight Line lkethod; Units of Output lethod; Accelerated
liethods, which include the Sum-of-the-yeor!s digits method and the
Declining belance ¥ethod; and, the Compound Interest Ibthods, vhich
include the ginking Fund lethod end the Amauity I-fe‘l;hod.‘11 Some
guthors have argued that the choice as to which method of depreciation
to use should depend on the pattern of net receipts from the nasets,
that is, the earning power of the asset or the value of the

12
services received from the asset.
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The depreciation methods used by the survey companies are

set out in table 4(m)e

As can be seen from the table there was

an increasing trend over the survey period in the number of

companies disclosing the depreciation method used, The straight

line method of depreciation was found to be most used by the

survey companies which disclosed the depreciation method,

Exaniples of depreciation method disclosures are presented below,

Table 4(m)

The Depreciation lethods Used

Examples -

Depreciation liethod Disclosures

1e Ae Paumann and Compony Litd, . 1976 Armual Report

1(v) Depreciation:
r

'

This :LS calculated to write off the cost or

’
.

Noe 0Ff Conpanies Percentages
1974 11975 | 1976 1974 | 1975 1976
Straicght line 11 26 44 91,67 | 89,66 | 86428
Declining (reducing) ‘
Balance 1 2 4 86373 6.90 784
Variow Ilethods for
various asset classes
or calbesorics - 1 2 - 3¢ 44 392
Other - - - - 1,96
Cos. disclosing
Depreciation Method 12 29 51 | 100,00 | 100,00 | 100,00
o fixed assets hence
no depreciation 1 1 1
Cose not disclosing
depreciation method 45 28 6
Motal noe of companies 53 53
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valuation of fixed assets over their expected useful lives by
equal amual instalments, Since 1st November 1970 depreciation
has not been provided on freehold land and buildings, nor on
non~industrial leaseholds where the balance of term exceeds

30 years,

2¢ Car & General (Kenya) Itds, 1976 Annual Report

Accounting Policies

1(A) Deprecintion:

Depreciation of fixed assets (other than properties)
 has been provided on a reducing balance method at rates
calculated to write dovm the class of asset ovér the period
of its estimated useful life, Properties are depreciated by
equal anmual amounts caleulated to write down the asset over

the wnexpired portion of the leasec.

3e ClIIC Holdings ILitde, 1976 Annual Renort

Notes to the Accounts = Accounting Policies

(i) Depreciation is calculated to write off the book
value of the assets on a straight line basis over the
expected useful lives of the assets concerned, fThe principal
annual rates wsed for this purpose, vhich are consistent
with those of the previous year are as follows:

Iond and DULlAdinGS eceescesssscscoseee - 2%

Plant, furnitire and equipment;

o 1‘.'01‘1’::110‘? plent ond office equipnent 15%

= Office and house LUrNituUre eceecvece 107
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w J00Be 0013 eeseduscessecsscsess %3 1/3%

= Air Conditioners eeesceccesscsse 207 -
llotor Vehicles:

= Contract leased ssevecccccscecse 33 1/%%

= COMPANY cesevcsacecocscsccrcsese 20%

(i1i) Specific provision is not made for the replacement
of fired assets, but, in the opinion of the
directors, profits retained and borroWing facilitics

available are adequate for this purpose.

fughes Iitdo, 1976 Annual Report

Accounting Policies

1(b) Depreciation

Depreciation has been provided on all fixed assets at
rates calculated to write them off over the period of their
estimated useful lives, With effect from 1st January, 1976

depreciation of fixed assets was changed from the reducing

balance method to the straight line method,

Kenya Power Company ITitdes 1976 Annual Repoxrt

Accounting Policies

(a) Depreciation

Yo depreciation of fixed assets is charged in the
accounts, Instead, a charge is made in the revenue account
towards the redemption of the Debenture Stock in accordance

with the provi;sions of ithe Bulk Supply Licence Noe 26

P



39

6e Theta Group Itdes, 1976 Annual Repnort

JAccounting Policies

(a) Depreciation

Depreciation of fixed aséets is on a reducing balance
basis caleculated to reduce costs of the assets to a nominal
vajue &t the end of the terms of their useful lives, The

rates used are as follows:

(i) Ieasehold land and development eessecsss 2%

< (44) Buildings - lachinery at the estate %50
(iii) Improvement to rented premiSeSeecscescsss 10%
{iv) Mobor Vehioles swssssssnssvonsssssesssss 25¢%

(v) Plant, furniture and Littings eeecceseces 25%

4¢4 ' Conclusion

The Balance Sheet and the Profit and Ioss Account are the
two main finencial statements required by the Cose Act to be
furnished to shareholders in comnection with the annual general
meeting of the companye The Sixth Schedule to the Act specifies
the information required by the Act to be included in these two
financial statementse This chapter has surveyed the financial
reporting and accounting practices that relates to the major
items of these two financial statements, as reflected in the
annual financial reports of the 53 Kenyan swrvey companiese As
indicated in the survey résults, some companies did not disclosc
the basis of valwing some l’zssets, depreciation method used, etce’

It therefore folliows that the following conclusions are based
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on disclosures of the procedures followed by only a portion of

the survey compahies a3 indicated in the chapter,

(a) Balance Sheet,

All the survey companies use the title “Balance Sheet" in
their financial reporting and most of them use the finarpial
position form of the balance sheet, Stocks are in most
cases valued at the "lower of cost and net realisable value,
and the fixed esseis, which in most cases are shown in
classes or categories of assets, are normelly listed in the
accounts "at cost or valuation", Investments in subsidiaries
and associates are in most cases valued using the cost
method rether than equity methode Survey results for some

other balance sheet items are presented in the chapter.

(b) Me Profit end Toss Account

The title used by most of the survey companies is "Profit and
Ioss Account', and most of the companies use the "all-
inclusive" form of income statement, lost of the survey
campanies do not disclose sources and amounts of total
revenue with the exception of the revenue from investmentse
ot all expense itens charged ageinst revenue 4o arrive at
the Profit Before Taxation are disclosed by most of the survey
companies, The only items chaerged against revenue that are
disclosed by most of the survey compenies are the Directors!
emoluments, the Auditors? remumeration, the depreciation
(amortisation) expede; endl the interest on loans, The survey

on the depreciation method used shows that the straight line
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method of deprecistion is the most used by the survey companies,'
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CHAPTER 5

SULIARY, CONCILUSIONS, AITD RECOMENDATICNS

This thesis has attempted to survey and present some of the
accounting and finm"zcial reporting practices in 58 Kenyan public
companies, The purpose of this chapter is to present a brief
sumeary of the main findings of the swrvey, and to draw sonme
possible conclusions as regerds the survey findings, The
chepter also presents some recommendations as to the possible ways
of improving accounting end financial reporting prectices in Kenys,
and suggests possible areas of further research and study in the

field of accounting in Kenya.'

5e1 General Considerations

It was noted in Chapter 1 that the business world is a world
of alternatives, A choice has to be made as to which alternative
to select so as to achieve the désired goalse The notion of
GAAP in accounting leads to a variety of alternative accounting
and financial reporting practices, all of which are acceptables’
Even the flexibility in legal requirements allow different ways
of treating certain items of account, The problem Lor
accountants in the various firms, at the moment, is to decide
vhich of the several accepted methods to use in accounting and
financial reporting for their firms, At the same time changes
in the envirorment as well‘as in the accounting profession

itself call for adéptabiliiby of accounting practice to such

, !

143
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changes,

Although there are a number of acceptable methods of
accounting and financial reporting, some particular methods may
provide better economic information and therefore be more widely
used than others, Thiz is clear from the survey results presenteq
in Chapters 3 and 4 of this thesis. A look at the survey results
shown in the tables in these two chapters may lielp to diaw sonme
conclusions as to the general acceptability of particular
practices,

One of the assumptions made in Chapter 2 was that accounting
practice in Xenya is done within the limits of its enviromment.
The envirorment of accounting practice was then défined as the
legal requirements as well as the requirements of the accounting -
profession itself, It was therefére essuned that since the
professional accounting body in Kenya is still at the Mtalke off!
.stago, most of the accounting practice is regulated by the .
requirements of the Cose. Act. Consequently, references to the
requirements of the Cos, Act were made from time to time in the
analysis of the survey items, the aim in such cases being 1:?)
examine how end whether such requirements of the Act are follo-
wed by the survey companics, and whether practices other than
those required by the Act are followed by these companies.

Such other practices may include those followed in other

countries and those recommended by professional accounting bodies !
all over the world, Comparison was therefore made, in some

cases, with the acc%unting fmd financial reporting practices

in three countries - Iritain, Canada and U,J.A. Vhile the
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accounting profession is also highly developed in countries other
than %hese three countries, practice in Kenya has been most
affected by practice in Britein, Canada and U.S.A. Taercfore,
c;ompm*ison with these countries é.ppears most reesonable, even
though the comparisons are made only for the purpose of shedding
light on how the accounting practice in Kenya differs from practices
in other couniries of the world, Actual differences between Kenya
and other countries can best be secen by comparing the survey
results in this thesis with practices in the other countries that
nay be of interest to the reader of this thesis.

In the survey resulis presented in Caapters 3 and 4, an
attempt was nade to indicate The ﬁ:eious ways of treating or
reporting each of the survey items and which of these ways were
used by the survey companies, The use of the tabuler nethod in
presenting the reéults of the survey over the period of three
yeors vies olso designed to show the {rend in practices over the
survey period, IHramples from some of the ammal reporis of the
survey companies were presented in order to highlight some of the
poinis made in the discussion of the reporied LiCmSe

Tt should be noted, however, that while the survey dealt
nainly with the amnual reports vhich are normally furnished to
slmréholdes in connection with the annual general neeting of the
company, reporiting as to the status end operations of companies
in Xenya is also done in several other weyse. Such other common
ways include the use of inberin staienents (reporis), news-letiers
to members, nevs amnouncexents (through the ‘.‘rcss), preliminary

statenents, eics - These ere normally released Dy
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companies at various time intervals throuchout the year,'

52 Summary of Tindings and Conclusions

The detailed survey results are presented in chapters 3 and
4, However, the purpose of this section is to recapitulate and
sumarize the survey results as presented.

As noted in chapter 2, most of the survey companies (over
67%) are :Ln the Menufacturing and Agricultural sectors of the
Kenyan economy, In chapter 3 it was noted that most of the
companies operate under the perent -~ subsidiary form of organiza~
tion and present group accounts (Consolidated S‘ta{tements). In
addition to the statements required by the Cos. Act, some
companies give additional information and the survey results
show that there was an increasing trend in the number of
companies presenting supplementary or additional financial
information over the survey period ~ although most of the
companies did not give such supplementary data (See table 3(g))e
There was an increase over the survey period in the mumber 6f
companies disclosing their accounting policies, and although 'Ehe
Cos. Act requires the presentation of the Directors! report -
and does not mention the Chairman's report - most companies
presented both the Directors! and Chairmen's reports. Most of
the survey companies use a one year accounting period and most
of then end their years in December, June, September or llarch
(see table 3(c)). 'Alﬁho@; Swahili is the national languege of

Yenva, only a few companies present the Swahill version of their
SN/f(2H Y . P
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financial reporte All the survey companies presented financial
statements on a historical cost basis and none of them presented
any supplementary data adjusted for inflation although some
companies showed a willingness to present such data if there
were a consensus as to which inflation accounting method to wse
(See Section 3.9 of Chapter 3), A survey on the auditors!
report showed that most of the auditing firms use a standard
form report which in most cases consist of two parsgraphs -
fontaining the scope of the auditors! examination and their
professional Opihion.

In Chapter 4 a survey of practices relating to the Balance
Sheet and Profit and Ioss Account was presenmed; The results
show that there was an increasing trend in the mmber of
companies using the financial position form of Balance Sheet
over the survey period, and most of the compenies used the ell-
inclusive form of profit and loss account. Some of the companies
did not disclose certain information such as the valuation basis
of some balance sheet items, sources and amounts of totel revenue,
etce The straight line method was found to be in use in most of
the survey compenies, In most cases it was found that most of the
terms used in finoncial reporting were thoselused by the Cose Act =
for example, Balance Sheet, Profit and Loss Account, Debtors,
Creditors, Stocks, etc.

The results of the survey ac summarized above leads one to
draw several conclusions as regards accounting and financial

reporting practices in Kenyas:
. '

gt
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(2)

(3)
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All survey companies present the Balance Sheet and Profit
and Ioss Account in their a.nnual report. Vhile this may

be due to the requirement of the Cos. Act, it could be that
these two statements are the most important statements in
financial reporting. In addition to these two statements,
companies are increasingly giving additional Ffinancisl data,
which may imply that the two statements - Balance Sheet and
Profit and Ioss Account - may not necessarily give a "irue
and fair view" of the status and operations of the firm alone

unless they are supplemented by other information,

Waile accounting practice in Kenya follows closely the
requirements of the Cos. Act, the fact that information
other than that required by the Act is given, and the fact
that there were cha.ngeé in prectices over the survey period,
indicate that accounting practice is in itself dynamic and
changes with time, being affected by changes in the
enviroment as are many other professions, It therefore,
follows that any rules or laws govern ing accounting practice
have to be flexible to allow for any necessary changes,

The Cose Act seems to be flexible in this respect in that it
allows some adeptation of accounting practice to changes and
seens to stipulate only the minimum requirements to be met

by companies in financial reporting.

Vhile there are variations here and there as regards practie
ces followed by ;bhe survey companies, a gencral look at the

statements presented by these companies will indicate thot
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therc is some standardization in financial reporting, parii-

cularly as regerds such matters as:

(a) The general presentation of statements end items in the
Pinancial reports as well as the types of statements
presented,

(b) e types of terminologies used for the various statements
and items of the reports. It could be said that the need
by the companies to highlight disclosures xequired by the
Cos. Act in the reports is amplified by the use of the
terms used by the Act. |

(c) Me wording and prescntation of the auditors! report. lost
awditing firms seen to use a standardized form of report - .
the form, wording, title and addressee of the reports seems
to be stendardized with little variations from one auditors?

report to enother,

5¢3 Recommendations

(a) Policy Recommendations.

It was stated in chapter 1 that accounting has been
deseribed as Mthe lenguage of business" (Sce footnote 2 in
chapter 1)e Rusiness of one kind or another has become the
main source of income for many Kenyans todaye. Many businesses
are therefore springing up in meny sectors of the economy
and many more businesses are goj;ng public. The necessity to
report on the i’,;.no.nciaiﬂ status and operations of firms to

PO
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interested external parties is thug growinge As the Kenyan

econony grows and businesses expand, the need for financial

reporting becomes more importante This calls for the following

policy recommendationss

(1)

(2)

There is a need for a strong professional accounting body
to regulate and give guidance to accounting practice
vhich will meet the needs and requirements of the users

of the accounting information in the Kenyan envirorment,
As stated in Chapter 2, there is already a step towards
the establishment of such a body although it has not taken
up strongly so as to compare favourably wifh other
professicnal eccounting bodies e:l.sewhere.1 This body
needs the govermient's support as well as +the support

of the eccountants in Kenya end the support of the Kenyan
business community so that it can get the strength
necessary to regulate and give guidance %o the accounting
practice in Kenya. Since such a body ngeds guidelines as
to what is actually happening in practice, it is hoped that
the survey results in this thesis will help this body as
well as the govermment in their efforts 4o regulate and
legislate laws affecting accounting practice in Kenya,
Although at the moment most of the accounting and financial
reporting practice in Kenya is based wainly on the
requirements of the Cos, Act, care must be taken so as not
to present thg: statu.? and operations of the business firms

only in accordance with the Cos. Acte This is because
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accounting, as noted elsewhere in this thesis, is dynamic in
itself and accounting practice develops as the need for it
erises, The purposc of accounting reports is to reflect
econonic reality. Thercfore, presentation of accounts only in
accordance with the ninimm requirements of the Act may make it
impossible to disclose soue factors which affect the business in
one way or another just because the Cose Act does mnot require
their disclosure, It is therefore necessary for the companies
$0 be free to adept any accounting practice recormended by other
accounting bodies outside and inside Kenya ~ S0 long as such
i‘ecommendations are feasible and culturally compatible in the
Kenyan environmente The Cose Act should act as a minimum
disclosure requirement, but companies should present such other .
finaneial information that may be deemed necessary. IMe Eaton
says:

"It would be a great misfortune

for ece business, and the vhole

econony if uniform accounting

rules were to be prescribed by

goverrmental fiat. It would 5
mean the end of progress eee'

It may be mentioned here that the survey results show that
some companies do infact give financiel information in addition
4o that required by the Cose Acte At the same time, finencial
reporting shonld not be used to obscure the real facts relating

to the status and operations of the firm so as to achieve social
and political objectives of a particular group in the societye

Bray and Shearsby have this to say:
]
v o
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UTf Pinancial {Statements) are to serve all
the pwrposes which society is begimnning to
require of them it is essential that they should
give a clear and orderly picture, which can be
readily assimilated and understood, of the
operations of en enterprise, The preparation of
such [Statements) involves the accurate analysis
and classification of the transactions arising
out of the conduct of the business, expressed in
terms of money. Ambiguity of any kind is to be
avoided, and so fer as possible emphasis should
rest upon those figures waich tend most clearly
to bring to light the financial sirenglh end
weclmess of the business and the causes which
have brought this about"”,

(3) As already stated, the survey results show that all the survey
companies presented their finsncial statements on a
historical coét basise Hone.of the survey companies presented
any supplementary data to show the effect of inflation, However,
the fact that the Coss Act. requires disclesure of the owrrent
values of some assets and permits a veluation of fixed
assets means that it 1s flexible in its application of
the historical cost besise The impact of inflation on
the status and operations of the business is, at the
noment, a factor which needs some consideration and it
is necessary for accountants in Kenya to determine the
best way of showing the effect of inflation on the

reported historical cost financial statements.4

(b) Recommendations Ffor Puther Study

It is evident that the survey in this thesis hes dealt
mainly with the reporting or dissemination aspect of
financial accouiting ag reflected in the ennual financial

reports of tle 58 survey companies, Iittle hos been said as
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regards the pre~reporting aspect of eccounting, ieCey

matiers such as the keeping of boolks of accounts, treatment

of certain items of accounts, eic. By coniributing to

studies of vhat is actually happening in practice in the

accounting field in Kenya, this study implies a need for

rther research in this area. Topics that may be of

interest for further study include the following:

(1) Pinancial reporting prectices in the years

(2)

(3)

subsequent o the period covered by this thesis,

Mis will help to examine the trend in financial
reporting practices, and how such practiees differ
from what the thesis .survey has found oute

The pre~reporting aspect of financial accounting in
Xenya, which may involve an indepth study of +the
treatuent of verious items of account in cormany

books and matters incidental thereto, thus

bringing to light some of the actual accouniing
practices followed by Kenyan Companies.

The effects, or otherwise, of changes in the accounting
and financial reporting practices in other countries on
the accounting and financial reporting practices in
Xenya, This uay also include the effects on the
practices in Kenya of recormendations by professional

accounting bodies all over the world,
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(5)

(6)

(7)
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The effects of the legal requirements on Compeny
Accounts in Kenyae

The comparability and the variability of accounting
and finoncial reporting practices between firms in
various industries in Kenya. This may help the
regulatory and legislative bodies in their efforts

to devise appropriate practices for firms in the
various industries, In addition, this will aid in the
gathering and dissemination of industry statistics, a
great and largely unfilled need in Xenya todays

A survey of the users of financial statements in Kenya
and their influence on the accounting and financial
reporting practices. (This assumes that the needs of
the users of Linemcial reports will influénce
financial rveporting practices in Firms),

A search into better methods of treating certain itenms
of accounise For example, as regerds the choice of
the best depreciation method ‘o use, it is argued
that "ese the conventicnal depreciation method
(straight line, sum = of = the - years digits,
declining balence, or. other method) which is most
appropriate is .dependent upon the pattern of net
receipts, and that this should at least be considered
in the selection of the depreciation method to be used
in the uccou.n'.'xs."5 If 1t is therefore assuned that
depreciation or tf;e decline in value of an asset

depends on’ the pattern of net receipis, then it is
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necessary to £ind out the patiern of earnings or net
receipts in Kenyan firms in order to determine the
appropriate depreciation methods to be used by these
firmse

(8) The extent to which reporting practices in Kenya are
influenced by the auvditorse That is, are the auditors
exerting heavy influence on reporting practice, a.nd- is
this influence beneficial? |

(9) This thesis has basically attempied to provide
descriptive rather than narative analysis of reporting
practices. Vhile this in itself has been a considerable
task, an analysis of reporting practices with respect
to "best" or Mconceptually correct" practices would
greatly mprove the usefulness of such studies and

would represent a logical extension of this thesis,

5¢4 Concluding Remorks

This chapter has briefly sumerised the main findings and
conclusions cf the survey that forms the basis of this thesis.
Some policy recommendations which may help to improve the
accounting practice in Kenya were made in the chapter, It was
also noted that the survey did not deel with every aspect of
accounting or financial reporting. Recommendations vere
therefore made as to the possible areas for further study in
the field of accouz%"’uirg proa.ctice in Kenya. In concluding the

chapter « and the thesis as a whole ~ it may be noted that the



156

accounting field is a wide one, It is also evident that
accounting or financial reporting, is an essential ingredient
of the business world, 'Like mzmy. other professions,
accounting practice develops and changes over time, It is
therefore necessary for researchers in this field in Kenya
to continue coming up with studies in this area so that the
Kenyan accountants, and businessmen in género.l, nay be kept
informed of the trend in accounting practice as well as the
acceptability or otherwise of any accounting practices in
Kenyae This has to be a continuous effort, To all
accountants in Kenya, to all studeﬁts 'and 1ectw:e1;s of
accounting in Kenya, and to all researchers in the field of
accounting in Kenya, one can only say that let the struggle
to improve and consolidate accounting praciice in Kenya «

and in the whole world at large - continue unabated,
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ROOTHOTES 70 CHAPTER 5

See footnote 1 in Chapter 2,

Prom address by ll. Eabton, then president of AICPA,
delivered before the Illinois Society of CPA, June Tth,

1957 Quoted in DR, Ladd, Contemporary Corporate

Accounting end the Public, (R.De Irwin, Ince 1963), pe 29,

FoS, Bray and H.B. Shearsby, Design of Accounts, 3rd Ed.,

Oxford: Qzford University Press, 1949), Pe 1

It may be noted here that other countrics do not currently
report either price-~level adjusted stabenents or currente
value statemeﬁts -~ although there is a general feeling
that such statements would be appropriate in periods of
changing prices, Kergya should, however, be aware of
changes in practice elsewhere in this respect and adopt

appropriate reporting practices when sueh can be determined.

JeRe Homma, op, Cite, Section 114, P.3
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APPETIDIX A

Iist of Companics Included in the Survey

1e African Tours and Hotels Ltd.

2, A, Baumann & Co. Lide

3¢ Bomburi Portland Cement Co, ITitd.
4. BeA.T. Kenya Ltde

5. Bird & Co. (Africa) Itd.

6, Brocke Bond Iiebig (Kenya) Ltd.
7o Car & General (Renya) Iid.

8e Carbacid Investments ILitd.

9. City Brewery Invesiments Ltd.
10 C.l1.C. Holdings Itd.

11. Consolidated Holdings ILitd.

12, Credit Finance Corporation ILid.
13, Dizmond Trust Company of Kenya
14 Dlmlop Kenya ILtd.

15 Eaagads Ltd.

16. E.A, Bog and Cordege Co. ILid.
17. E.A, Breweries Itd,

18. E.A. Cables ILtd.

19. E.A. Oxygen Litd.

20. E.A. Packaging Industries ILtd.
21. E.A, Portland Cemcnt ILid.

22, BeAP. and Lighting Co. Ltd.
275, BoAe Road Services Iitd.

24. Elliot's Bekerieo Id:d.’
v B
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26,
27,
28,
29.
30,
31
32e
33
34
35
36e
3.

39.
404
4.
42,
43,
44
45,
46.
4T,

49
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Btco Itde

Geprge Willismson (Kenya) Itd.

Hughes Iitd.

Hutchings Biemer Lide.

I.C.D.C, Investment Co. ILitd.

Inns of Africa Itde

Raxuzd Ltd.

Kemiti Velley Coffeec Estates Ltd.
Kepchorua Tea Co. Ltde

The Kem Farmers Association Co-operative ILtd.
Kenya Co-operaztive Creameries Ltd.
Kenya Hotels Iitd,

Kenya National 1ills Itd.

¥enya 0il Co. Ltd.

Yenya Orchards Itd.

K.P.C.Us Litde

Xenya Power Company

Kulia Tnvestments Itd. (Block Hotels Ltd.)
Idmmru Tea Co. Litds

Toresho & Kiora (Plantations) ILtd.
Mershalls (Z.A.) Itde

lercat Litd.

llotor Mart and Ixchange Ltd.

Nation Printers and Publishers Itd.
Yational Industriel Credit (B.A.) Itd.

01 Pejeta Ranc'hin\.-z ,Iﬂ:rii,
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51. Pan Africa Insurance Co, ILtd.

52, Pearl Dry Cleeners Ltd.

53, Phillips, Harrisons and Crossfield Litd.
54, Sagini Tea end Coffee ILitd.

55« Sofar Investments Itde

56. Theta Group Ltd.

57. Timsales Ltd.

58, Uplends Bacon Factory (X) Ltd.



APTEIDIY. B

Tunbexr of Auditinz Firms Represented

The table below gives the mumber of auditing Lirms
represented in the survey, and tﬁc-number of companies audited
by each suditing firm over the survey period. The table shows
that the mumber of avditing firms represented in the survey for
the years 1974, 1975 end 1976, were 10, 12 and 11 firms
respectively. However, it mey be mentioned that Deloitte & Co.,
and Gill & Johnson represent one f£irm operating under two
different names, Effectively, therefore, it can be said that
the number of auvditing firms represented in the survey for the
years 1974, 1975 and 1976, were 9; 11 and 10 resﬁectively.

As can be seen from the table Deloitte & Co., and Gill &
Johnson, taken together as one firm, audited about 487 of the
survey companies over the survey period. It would therefore -
seem that the amalysis in Section 3.10. of Chapter 3 that rela~
tes to the auditors! report would be biased since one firm
(Deloitte & Coey ond Gill & Johnson) audited most of the
companies as compared to thé nunber of companies audited by
other auditing firms. Several {ests were nade to determine
whether the fact that one auvditing firm audited most of the
survey companies affects the results and conclusions drevm in
section 3.10 significantly, These tests included the

followings

161 )
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(1) An analysis excluding the companies audited by Gill &
Johnson (Since Gill & Johnson sudited an extreme mmber
of compenies), but ineluding compenies audited by
Deloitte & Coe. |

(2) An analysis excluding the companies audited by both
G111 & Johnson and Deloitte & Coe.

(3) An analysis involving a random seleciion of a meximum
of 6 survey companies audited by each of the auditing
firms for each of the survey years. (The aversge number
of companies sudited by each auditing firn over the
survey period of 3 years, esssuming that the effective
mmber of auvditing firms represented is 9, i1 and 10 for
1974, 1975 and 1976 respectively, is 5.8 or approximately
6 companies ).

In 21l these three test cases, it was  found that
the conclusions draym in Section 3.10. a5 regards the items

discussed under the auditors! report were wnaffacted.
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Auditing Firms Represented and the MNumber

of Companies Audited by Bach Firm

No. of Companies Percentage
Audited

1974 11975 11976 1974 1975 1976

1 Alexander,
llaclennan,
Trundell & Co. 4 2 1 6090 3.45 1.72

2 Coopers & Iybrand] 8 7 7 13.79 | 12.07 | 12.07

3 Deloitte & Co. 8 9 9 134791 15.52 | 15.12

4 Dunstan Adanms,

May & Story 2 1 - %e45 172 -
5 Gill & Johnson 20 19 19 34.49 | 32.76 | 32.76

6 Kassinm -« Iekha

Abdullia & Co. . 1 1 1 1.72 1.72 172
17 Murdock, licGrae
& Srith 1 1 1 1.72 1.72 1.72
8 Nyageh Associates
& Coe - 1 1 - 1672 1.72
9 Pamnell, Bellhouseg, |
Iiwangi & Co. 2 2 2 3e45 545 3+45
10 Parry & Co. 1 1 1 1.72 1.72 172
11 Price Waterhouse
12 Peat, larwick,
lHitchell & Co.| 11 11 11 18.97 | 18.97 | 18.97
Total number of
Companies Audited| 58 53 58 1C0.00 | 100.00 100,00

Thaaber of Audite-
ing Firms

represented 4 10 1312 11
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