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DIAC 0221: INTERMEDIATE ACCOUNTING II
    		      	     
STREAMS:	DIAC Y2S2						                 TIME: 2 HOURS

DAY/DATE:  WEDNESDAY 07/07/2021			         05.00 P.M. – 7.00 P.M.
INSTRUCTIONS:
· Answer question one and any other two questions

QUESTION ONE
(a) Explain the characteristics of liabilities 					  (6 marks)
(b) Explain the classification of liabilities in the statement of financial position. (4 marks)
(c) The following trial balance has been taken from Malebo Ltd on 30 April 2013, after the preparation of the Trading and Profit and Loss Account for the year.
	
	Dr 
	Cr 

	Ordinary share (Kshs. 1)
	
	310,000

	10% preference shares 
	
	100,000

	10% debenture 2010
	
	120,000

	Profit for year ended 30/04/2013
	
	137,000

	Profit for year ended 30/04/2012
	
	120,000

	Stock 
	250,000
	

	Premises 
	300,000
	

	Plant and machinery 
	200,000
	

	Motor vehicles 
	70,000
	

	Office equipment 
	60,000
	

	Depreciation provisions:
	
	

	      Premises 
	
	118,000

	      Plant and machinery 
	
	100,000

	      Motor vehicles 
	
	60,000

	      Office equipment 
	
	50,000

	Debtors 
	445,000
	

	Creditors 
	
	170,000

	Provision for bad and doubtful debt 
	
	16,000

	Prepayments 
	6,000
	

	Accruals 
	
	18,000

	Bank 
	
	12,000

	
	
1,331,000
	
1,331,000


 
Required:
(a) The appropriation section of the Income Statement and prepare a balance sheet (Statement of Financial Position), taking into account the following:
· Corporation tax ksh. 40,000 is to be allowed for 
· The preference share dividend is to be paid
· An ordinary share dividend of 15% is declared
· Interest on the debenture needs to be accounted for 				(20 marks)

QUESTION TWO
(a) Identify and explain a full of financial statements.				 (5 marks)
(b) Revalued Limited acquired an item of plant on 1 April 2011, for Kshs. 440,000.  At the end of the plant’s useful life of eight years, it will have a residual value of Kshs. 0.  For accounting purposes the plant is depreciated on a straight-line basis over its useful life.  For tax purpose, the plant is depreciated over four years on the straight-line basis.  On 31 March 2014, the plant was revalued to Kshs. 340,000.  The directors have estimated that the useful life of the asset is five years.
Required
(a) Prepare the journal entries to account for the revaluation of the asset.    (4 marks)
(b) Determine the tax base of the asset immediately after the revaluation.   (2 marks)
(c) Prepare the entry to adjust for deferred tax arising in the four years.      (4 marks)

QUESTION THREE
(a) Explain two types of reserves found in the statement of financial position.       (4 marks)
(b) ABC ltd issued 6,000,000 ordinary shars of 20 par value each payable as follows
				
				Shs 
On application 		5
On allotment 			8 (including premium)
On first and final call		6
On second and final call 	4

6,200,000 ordinary shares were applied for and 200,000 shares were rejected and application monies were refunded.
Required:
(a) Journal entries to record the above transactions. 			(12 marks)
(b) Extracts from the statement of financial of XYZ ltd immediately after the issue. 										(4 marks)

QUESTION FOUR
(a) On January 1, 2018, XYZ issued Kshs. 700,000 in 5 year, par value 5% bonds.  The effective interest was 9%.  Calculate the issue price of the bond and record the recognition of the interest expense in the first year in both books of issuer. (Use straight line method) 									(10 marks)
(b) A company issued bonus shares at 1 for 4.  The company had share capital of ksh. 2 million of Kshs. 5 each and a revaluation reserve of Kshs. 1,500,000.
Required; Reconstruct the equity section of financial position statement after the bonus issue. 										(6 marks)
(c) Describe two approaches of effecting a change in accounting policy and estimate.  											(4 marks)
………………………………………………………………………………………………………
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