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     TIME: 2 HOURS
INSTRUCTIONS:   
ANSWER QUESTION ONE (COMPULSORY) AND ANY OTHER TWO QUESTIONS

Question One (30 Marks)
a)
XYZ Company issued $800,000 of 10%, 10-year term bonds at 100 i.e at par (100% of the face value) dated January 1, 2004 with interest payable semi-annually on January 1 and July 1.  The accounting period for the company ends on December 31.  Provide entries to record the transaction.





(10 Marks)
b)
Assume that on 1st October 2001, Golk Ltd signs an 11,200 one-year, non interest bearing note but receives only 10,000 cash.  Calculate the effective rate of interest and relevant accounting entries.







(10 Marks)

c)
Cynthia needs Kshs. 2 million for additional financing.  On December 31, 2002, she borrowed money by issuing Kshs. 500,000, 11%, 10 year convertible bonds.  The bond sold at face value and interest is paid semi-annually on 1st January and 1st July.  Each Kshs. 1,000 bond is convertible into 30 shares of Cynthia Ltd Kshs. 20 par value common stock.  Prepare journal entries for:




(10 Marks)

(i) Issuance of bonds on 1st January 2003.

(ii) Interest expense on 1st July and 31st December 2003

(iii) The payment of interest on 1st January 2004

(iv) The conversion of all bonds to common stock on 1st January 2004 when the market value of common stock was Kshs. 67 per share.

Question Two (20 Marks)
On August 1 2005, Mc Kentany Ltd issued bonds with the following characteristics:

(i) Kshs. 50,000 total face value

(ii) 12% stated rate

(iii) 16% yield rate

(iv) Interest dates are February 1, May 1, August 1 and November 1.

(v) Bond date is October 31, 2004.

(vi) Maturity date is November 1, 2009

(vii) The company records adjusting entries once per year.

(viii) Kshs. 1,000 of bond issue costs were incurred.

Required:

a)
Provide all entries required for the bond issue through 1st February 2006 for Mc Kentary using the interest method.

b)
On 1st June 2007, Mc Kentany retired Kshs. 20,000 of bonds at 98 through open market purchase.  Provide the entries to update the bond issue and to retire the bonds using the interest method.
c)
Provide the entries required on 1st August 2007 under the following methods of discount amortization:

(i) Interest method

(ii) Straight line method 

Note:

3% redemption rate on at least 
[image: image2.wmf]3

2

of the bond issue.




(20 Marks)

Question Three (20 Marks)
a)
Explain five (5) advantages of leasing.




(10 Marks)

b)
Discuss five (5) types of bonds.





(10 Marks)

Question Four (20 Marks)
The Max Corporation was organized in 2012 in Kenya.  Its charter authorizes the corporation to issue 1,000,000 of Kshs. 1 par value common stock and an additional 25,000 shares of 4%, Kshs. 20 par value cumulative convertible preferred stock.  The transactions relating to the company’s stock during 2012 are as follows:
	February 12:
	Issued 100,000 shares of common stock for Kshs. 125,000

	February 20:
	Issued 3,000 shares of common stock for accounting and legal services.  The services were billed at Kshs. 3,600.

	March 15:
	Issued 120,000 shares of common stock to Morris in exchange for a building and land valued at Kshs. 100,000 and Kshs. 25,000 respectively.

	April 2:
	Purchased 20,000 shares of common stock for treasury at Kshs. 1.25 per share

	July 1:
	Issued 25,000 shares of preferred stock for Kshs. 500,000

	September 30:
	Sold 10,000 of the shares in treasury for Kshs. 1.5 per share

	December 31:
	The company reported a net income of Kshs. 40,000 for 2000 and the board declared dividends of Kshs. 25,000 payable on January 15 to stockholders on record on January 8.


Dividends included preferred stock cash dividends for half year.

Required:

a)
Prepare the journal entries necessary to record these transactions.  Then close the income summary and cash dividends declared accounts to retained earnings, show dividends payable for each class of stock.





(10 Marks)

b)
Prepare the stockholders’ equity section of the balance sheet as at 31st December 2012.










(10 Marks)
Question Five (20 Marks)

a)
Marufurufu Mingi Company operates a bonus plan for its employees based on income after tax but before bonus expense.  Taxes payable is Kshs. 100,000 and the bonus rate is 2%.  The tax rate is 30%.  Compute the bonus payable and journal entries to show the bonus expense.







(10 Marks)

b)
Write short notes on the following:





(10 Marks)

(i) Contingences 

(ii) Operating lease

(iii) Preferred stock

(iv) Retained earnings

(v) Treasury stock
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