JARAMOGI OGINGA ODINGA UNIVERSITY

ABA 210

SEMESTER EXAMINATION MAY- AUGUST 2014

INTERMEDIATE ACCOUNTING I

Answer 3 guestions out of the following 5 questions, guestion ONE is compulsory and choose
any TWO out of the other 4 questions. Show all your workings. Any assumptions made must
be clearly and concisdly stated.

Question One

(@) The following was the balance sheet of XY Z Itd as at 31% December 2013

Balance Sheet
Fixed assets 2,400,000 80,000 Ordinary shares @20 1,600,000
Debtors 376,000 40,000 preference shares @20 800,000
Bank 504,000 P& | account 600,000
Creditors 280,000
3,280,000 3,280,000

It was resolved at genera meeting to redeem the preference shares at a premium of 10%
under the following terms
i.  Toissue 20,000 ordinary shares of sh 20 each at a premium of 5%. This amount was
paidin full.
ii.  The premium on redemption was financed from the share premium and the balance
from profits
iii.  Fixed assets with book value 400,000 were sold for sh 480,000

Required
(i) Journal entriesto record the above transactions (6marks)
(if) Therelevant ledger accounts (7marks)
(iii)Balance sheet after transactions (5marks)

(b) In liability accounting, differentiate the use of the following terms and show the
accounting treatment in each case with relevant journal entries.

(i) Accounts payable
(i1) Notes payable (6marks)
(c) Briefly discuss the challenges faced in payroll accounting, citing out their solutions
(6marks)
Question Two

(&) The International Accounting standards Board (IASB) is continuously working with other
accounting standards setting bodies in the world including ACCA and ICPAK to have an
International Financial Reporting Standards which are accepted globally. An important point
of focusis a conceptual framework.

Required:

Explain the importance of a conceptual framework and the key issues that such aframework
should address. (15marks)



(b) On March 1, 2012, Equity Corporation issued $ 2million of 12%, 20 -year bonds payable.
These bonds are dated March 1, 2012 and interest is computed from this date. Interest on the
bonds is payabl e semi-annually, each September 1% and March. All the bonds were sold at
par value (face vaue).
Required:
Journalise the above transactions

(5marks)

Question Three
(a) The following were opening balances of XYZ Itd asat 1% January 2013

Sh “000’
Land 6,000
Equipment 4,000
Inventory 2,000
Equity 12,000

During the year ended 31% December 2013, the company completed the following
transactions:
Purchased inventory at sh 10,000,000
Sold inventory for sh 11,000,000 in cash. Thisinventory had a historical cost value of sh
9,000,000
Additional information
1. Closing inventory on 31% December 2013 had a historical cost of sh 3,000 and was
bought when the real price index (RPI) was 115(average).
2. Theequipment has an expected useful life of four years and anil residual value. The
straight line method of depreciation is use.
3. Thegenerd price index during the year was as follows:

1% January 2013 100
30" June 2013 110
31% December 2013 120

4. Assume that purchases and receipts occurred evenly throughout the year.
There was no debtors and creditors.

Required:

(1) The current purchasing power (CPP) profit (or loss) for the year ended 2013
(7marks)

(i)  CPP balance sheet as at 31% December 2013
(7marks)

(b) Kenya government has strategized to finance its 2014-15 budget deficit by issuance of
bonds. Give out the various bond options avail at their disposal in financing such deficit and
recommend the best.

(6marks)



Question Four
(a)In operation of pension schemes various benefits are enjoyed by the employee. Briefly
explain the various benefits that can accrue to an employee on employment.

(10marks)
(b) A lessor leases out an asset on terms which constitute a finance lease. Deposit due from
lessee on 1% July 2014 sh 3,000,000. The primary period is four years commencing 1% July
2014 and the rental payablesis sh 3,000,000 per annum(in arrears).The lessee has the right to
continue the lease after the five year period referred to for an indefinite period at a nominal
rent. The cash price of the asset in question as at 1% July 2014 can be assumed to be sh
11,372,000. Therate of interest implicit in the lease is 10%.

Required:

Show the accounting entries in the lessor’s books (apply the requirement of 1AS 17-leases)
(10marks)

Question Five

After awarding the contract to Shregji co. Ltd , the following trial balance was noticed on 31%
December 2013 in their books

$ $

Share capital : 35,180 shares of sh 10each 351,800
Profit and loss account on 1% January 2013 25,000
Provision for depreciation of machinery 63,000
Cash received on account : Contract 47p 1,280,000
Creditors 81,200

Land and building (cost) 74,000

Machinery (cost) 52,000

Bank 45,000
Contract 47P

Materials 600,000

Direct labour 830,000

Expenses 40,000

Machinery at site (cost) 160,000

1,801,000 1,801,000

Contract 47P was started on 1% January 2013. The contract price is $ 24,000,000 and the
customer has so far paid $ 1,280,000, being 80% of the work certified.

The cost of the work done since certification is estimated at $ 16,000 .On 31% December
2013, after the above trial balance was extracted, machinery costing $ 32,000 was returned to
stores, and materials when at site were valued at $27,000

Provision made for direct labour due $ 6,000 and for depreciation of all machinery 10% on

cost. Required:

(a) Statement of contract account (5marks)
(b) Statement of profit if any to be credited to profit and loss account for 2013 (2marks)
(c) Statement of financial position of shregji co Itd as on 31% December. (7marks)

(d) Current cost Accounting isfaced with several draw backs, identify the various
hindrances likely to be faced by implementation of this method of accounting (6marks)
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