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JOMO KENYATTA UNIVERSITY 
OF 
AGRICULTURE AND TECHNOLOGY

UNIVERSITY EXAMINATIONS 2014/2015

SECOND YEAR SECOND SEMESTER EXAMINATION FOR 
THE DEGREE OF BACHELOR OF COMMERCE 

HBC 2116: INTERMEDIATE ACCOUNTING II

DATE:   APRIL 2015	                                      	                     TIME: 2 HOURS

INSTRUCTIONS:	ANSWER QUESTION ONE AND ANY THREE 					QUESTIONS 
QUESTION ONE
a) Northside Ltd entered in the following transactions involving liabilities 
for the year 2011 and 2012

2011
March 14:	Purchased merchandise on credit from Peter Ltd for Ksh.12,500
	With interest rate of 10% for 30 days

April 14:	Replaced the account payable to Peter with a 60 day note 
	payable bearing 10% annual interest.

	Northside paid Ksh.3,500 with the result that the balance of 
	the note was Ksh.9,000

May 21:	Borrowed Ksh.20,000 from Central Bank by signing a 
	non-interest bearing note for Ksh.20,000.  

	The annual interest was Ksh.12% and the note had a 90 day
	term.  He paid the note to Peter at maturity and the note to 
	Central Bank at maturity.

December 15:	Borrowed Ksh.35,000 from National Bank by signing a non-
		interest leaving note for Ksh.36,050 that matured in 120 days
		(Based on 9% interest rate)

December 31:	Made a record of the accrual adjusting entry for the non- 
		interest bearing note to National Bank

2012:	Paid the note to national bank at maturity


Required:

i) Determine the maturity dates of the three notes.				[4 marks]
ii) Determine the interest due at maturity for the three notes
(Assume a 360 day year)							[8 marks]
iii) Determine the interest to be recorded in the adjusting the entry at 
the end of 2011.								[4 marks]
iv) Calculate the interest to be paid in 2012.					[4 marks]
v) Present the journal entries for all the preceding events and adjustments.	[6 marks]

b) Differentiate between the following terms:
i) Accounts payable and Notes payable					[2 marks]
ii) Gain contingency and Loss contingencies					[2 marks]

QUESTION TWO
a) Write brief notes on the following leases:

i) Operating Lease								[2 marks]
ii) Finance Lease									[2 marks]
iii) Sale and Lease back								[2 marks]
iv) Single Investor Lease								[2 marks]
v) Leveraged Lease		

b) Discuss why liabilities are usually recognized under the balance sheet 
even when they are uncertain.							[6 marks]

c) Differentiate between deferred tax and corporation tax				[4 marks]

QUESTION THREE
a) Assume that a company had estimated that during the year ended 2013, 
the corporation tax payable was Ksh.1,000,000 and this amount remained 
unpaid as at 31st December, 2013.  On 20 June 2014, the company agrees 
with tax authority on the amount due and is paid on the same date.

In 31 December 2014, the firm estimates that the corporation tax payable 
for the year is Ksh.1,200,000 and that the company had paid on instalment 
of tax of Ksh.800,000 for year 2014.

Required:

i) Computer the income tax expense for the firm.				[6 marks]
ii) Assume  that the tax liability agreed was Ksh.1,100,000 and
Ksh.900,000 respectively.							[6 marks]








b) Markets Ltd issued 1,000 shares to public at Ksh.10 each, payable at 
Ksh.2.5 on application, Shs.5 on allotment and 2.5 on first and final call.  
The received applications were for 2,000 share of which they returned
half of them.

Required:

Prepare the journal entries to record the issue.					[8 marks]

QUESTION FOUR
a) Kopa Ltd issued a bond on July 1, 2013 for 10 years with a coupon 
interest of Ksh.12% and semi annual interest payable on June 30 and 
December 31 every year.

The market interest prevailing at that time was 10%

Required:

i) Determine the premium issued on the bond.					[4 marks]

ii) Calculate the total expense (interest) to be paid for the use of the 
bond upto maturity.								[6 marks]
[bookmark: _GoBack]
iii) Prepare the journal entries, when the bond is issued, payments for 
one year and the last instalment on the maturity of the bond.		[8 marks]

b) Discuss how pension funds are recorded under books of accounts.		[2 marks]

QUESTION FIVE
Assume you are an accountant in your own organization while in office, 
an accounts trainee comes in and asks you on how to account for the following
liabilities in books of accounts.  

Explain on each one of them giving examples:

a) Contingent Liabilities								[4 marks]
b) Notes payable									[4 marks]
c) Warrant reserves									[4 marks]
d) Deferred revenue									[4 marks]
e) Bonds payable									[4 marks]
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