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INSTRUCTIONS:   ANSWER QUESTION ONE (COMPULSORY) AND 
 			 ANY OTHER TWO QUESTIONS.
______________________________________________________________________
QUESTION ONE    (30 MARKS)

(a)	Explain the qualitative characteristics of financial statement.(8 marks)

(b)	Review the accounting process.					(6 marks)

(c)	Explain the following terms:

	i)	Discounting a note						(3 marks)

	ii)	Sale with resource						(3 marks)
	
	iii)	Derivative								(3 marks)

(d)	The bank statement for the month of May for xyz Ltd showed a credit 	balance of Shs.25,670.  The cash book had a balance of Shs.25,370.  	Comparison of the cash book a bank statement showed the following 	discrepancies.	

	i)	Cheques not presented for payments Shs.12,340

	ii)	Cheques paid into bank but not credited by the bank Shs.12,160

	iii)	Items shown in bank statement but not in cash book were.

		1.	Bank charges 240

		2.	Standing order 460

		3.	Dividends collected 820 by bank

REQUIRED:

Adjust the cash book to show a correct one then prepare a BRS.	(7 marks)

QUESTION TWO     (20 MARKS)

(a)	Identify the costs included in the initial valuation of land, buildings and 	equipment.									(8 marks)

(b)	Woolworth purchases and constructs various equipment for its 	operations.  The following data relate to two different equipments for 	2008.

PURCHASE:

	
	Shs ‘000’

	Cash paid for equipment, including sales tax Shs.6,000 and GST Shs.7,000
	113,000

	Freight and insurance cost while in transit
	2,000

	Cost of moving equipment into place of factory
	3,100

	Wage cost for technicians to test equipment
	4,000

	Insurance premium paid for 1st year of operation
	1,500

	Special plumbing fixtures required for new equipment
	8,000

	Repair cost incurred in first year of operations constructions
	1,300

	Construction:
	

	Material and purchased parts: (Gross cost Shs.200,000, failed to take 3% cash discount)
	200,000

	Imputed interest on funds
	14,000

	Labour costs
	90,000

	Overhead costs (Fixed 20,000, variable 30,000)
	50,000

	Profit on self-construction
	30,000

	Cost of installing equipment
	4,400



REQUIRED:

Compute the total cost for each of these two pieces of equipment.  If an item is not capitalized as a cost of the equipment, how is it to be reported?(12 marks)

QUESTION THREE    (20 MARKS)

(a)	Briefly describe the internal control procedures regarding cash receipts 	and cash disbursements.						(6 marks)

(b)	A company sells its products offering 30 days credit to its customers.  Uncrontrolled amounts are estimated by accruing a monthly charge to bad debts expense equals to 2% of credit sales.  At the end of the year, allowance for uncollectible accounts is adjusted based on an aging of  accounts receivable.  The company began 2012 with the following blances in its accounts:

Accounts receivable (Shs,305,000)

Allowances for uncollectible accounts (25,500)

In 2012, sales on credit were Shs.1,300,000, cash collections were Shs.1,250,000 and actual write off of accounts were Shs.25,000.  An aging of accounts receivable at the end of 2012 indicate a required allowance of Shs.30,000.

i)	Determine balance in accounts receivable and allowance for uncollectible 	accounts at the end of 2012.						(6 marks)

ii)	Determine bad debt expense						(6 marks)

iii)	Pass a journal entry for accrual of bad debts			(2 marks)

QUESTION FOUR   (20 MARKS) 

(a)	Johnson uses LIFO ethod to value inventory.  The inventory value on this date was Shs.500,000.  The following data was also provided

	Date
	Ending inventory at year end
	Cost index

	31/12/11
	556,500
	1.05

	31/12/12
	596,200
	1.10

	31/12/13
	615,250
	1.15

	31/12/14
	720,000
	1.25



REQUIRED:

Calculate Johnson’s ending inventory for the years 2011 through 
to 2014.										(14 marks)

(b)	Differentiate between:
	
	i)	Amortization and Depletion					(3 marks)

	ii)	Derivatives and Bonds						(3 marks)
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