No part of the candidate evidence in this exemplar material
may be presented in an external assessment for the purpose
of gaining credits towards an NCEA qualification.

i ]

or17a NN

NZ®A F—

MEW ZEALAMD QUALIFICATICNS AUTHORITY
MAMNA TOHU MATAURAMGA O ADTEARDA

Level 2 Accounting, 2014

91174 Demonstrate understanding of accounting concepts
for an entity that operates accounting subsystems

2.00 pm Wednesday 26 November 2014
Credits: Four

Achievement Achievement with Merit Achievement with Excellence
Demonstrate understanding of Demeonstrate in-depth understanding of | Demonstrate comprehensive
accounting concepts for an entity that accounting concepts for an entity that understanding of accounting concepts
operates accounting subsystems. operates accounting subsystems. for an entity that operates accounting

subsystems.

Check that the National Student Number (NSN) on your admission slip is the same as the number at the
top of this page.

You should attempt ALL the questions in this booklet.
If you need more room for any answer, use the extra space provided at the back of this booklet.
Check that this booklet has pages 2—-11 in the correct order and that none of these pages is blank.

YOU MUST HAND THIS BOOKLET TO THE SUPERVISOR AT THE END OF THE EXAMINATION.

Low
Excellence

totaL| 19

ASSESSOR'S USE ONLY
B New Zealand Qualifications Authority, 2014, All rights reserved.

Mo part of this publication may be reproduced by any means without the prior permission of the New Zealand Qualifications Authority



: G- Law €

(a} With reference to the exfract on the previous page, justify how the Staterment of Financial

QUESTION ONE
On 10 April 2013, Jessica purchased a small business called Fancy Pants, a fancy dress and costume
hire shop. Jessica made this decision after careful consideration of the financial statements and
consultation with her bank manager. }
Below is an extract of the Statement of Financial Position for Fancy Panfs used by Jessica in her
decision to buy the business.
Fancy Pants
Statement of Financial Position {extract)
as at 31 March 2013
$NZ

Assets

Accounts receivable 1600

Prepayments 250

Property, pfant and equipment (Note) 37300

Goodwill 8000

Total assets 47150 §

Liabilities

Accounts payable 2100
il Incoma in advance (hire fees) 20

Bank loan 7000

Total llabilities 9190 i
Note: Property, plant and equipment R

As at 31 March 2013 Costumes Office Shop Total

computer fittings
$NZ $NZ SNZ $NZ

Cost 26000 5400 22000 53400

Accumulated depreciation 7300 2200 G600 16100

Carrying amount 18700 3200 15400 37300
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Position was useful to Jessica when she made her decision o purchase the business Fancy
Fantis.
Include in your answer:

. the purpese of Fancy Pants’ Statement of Financial Position T

. an explanation of how Jessica may have used information in Fancy Pants' Statement of
Financial Position when making her decision

. an explanation of how the qualitative characteristic of understandability was important
to Jessica's use of Fancy Pants' Statement of Financial Position in her decision

. a limitation of Fancy Pants’ Statement of Financial Position and the importance of
Jessica being aware of the limitation when making her decision.
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At the end of the ﬁhancia[ year (31 March 2013), Fancy Pants had received $90 from a customerl
for a pre-ordered costume that was to be hired in May 2013.

Using the accrual basis, fully explain how and why the hire fee of $30 received in advance
was reported in both the Statement of Financial Position and the Income Statement for Fancy
Pants.
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QUESTION TWO

The main source of income for Fancy Pants is hire fees from costume hire. During her first year
of operating, JJessica introduces the sale of accessories such as make-up te match the Dracula
costume and masks for Halloween. Below is an extract from the Income Statement for Fancy
Pants for 2013 and 2014.

Fancy Pants
Income Statement {extract)
for the period ended 31 March
SNZ $NZ
2013 2014
Revenue
_ Hire fees 75000 80000
Other income
Accessory sales Q - 5700
Total income 75000 85700

In 2014, hire fees for Fancy Pants are $70000 cash and $10000 credit fransactions.

Justify why hire fees on eredit are an income for Fancy Pants. Include in your answer:
the definition of an income to explain why the hire fees on credit are an income
. an explanation of the recognition criteria of an income as related 1o hire fees on credit.
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Following cne year of frading, Jesslea is not sure if she is reporting the Revenue and Other Income
for Fancy Pants correctly.

(b)  With reference to the Income Statement extract on the previous page, justify in terms of
relevance and materlallty why accessory sales are reported separately frorp the hire fees
income.

Include in your ariswer:

an e>p?anatlon of how the qualitative characteristic of relevance has. been applied in
the repoeriing of accessory sales

. an explanation of how the qualitative characteristic of materiality has been applied in
reporting accessory sales separately from hire fees income.
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QUESTION THREE

Faney Pants currently uses different methads for the depreciation of its non-current assets.
However, Jessica is not sure that she is using the correct methods. The office computer is
depreciated using the diminishing value depreciation method, and the costumes are depreciated
using the units of use depreciation method.

(a)

Justify to Jessica the methods of depreciation chosen for reporting both the office computer

and the costumes in the financial statements of Fancy Pants.

Include in your answer:

. a description of the diminishing value methed of depreciation

. a description of the units of use method of depreciatibn

. explanations for whether the correct depreciation method is being used for the office
computer and the costumes.

_ Depara UV PR W 4 V1 %gél‘kﬂ&&}l\u\L._fiih(zﬁ’kﬂﬂ ol “He d@i— -

e preciabll Canomal b an_ afStl  orer Lis with L g fife
,D‘im'\n'lsl-.‘!nu} et pafled s wsed whoam B qS({’:}f

M et aj, S_ﬁmlr{jj:;m _..it!_\__._..w,*\L A Cas e L.;j' P

ordpu disaitiiey valwe  dogeeclalf g astht geeatelt
A oaelive  yter  aad b (}»Et‘-’n,ofmh‘w deerenye _df-ovu
Prma g el Thabee K chittindlling.  vabe 1S o
Ccatiud Jdupricioton  pemed  do s for O Comptin
Siaet ho_ velae of fie  compatee a3l be grﬂhlzﬁﬁ'fLﬁJ‘___
corly _yeas b ks yalwe ol deceoSt o fima. BBy W
Ba diei S upled motod  fla afier Wil i deprciakd _geedr b
2acly peact wlall  wasld gt ﬁgachcmfﬂk_ eshimakt o fhe Lo
whe. & :

et o M ab f\n-uuu!(}‘ TN Y S PR VE PR T fo  nmeatrre fd
sl ok M eSSed ey dicutly  oropribal d e asomak i
Ukt of w coewibl fa dunia B theongh fle Gamosat
asith 1y wied  Madleo Bt el v walfSof i aafhad if
N Ctcreed  pnabiod Fac flt teshamef o W%ﬁmlu will deerende o
@%y&gj_g&gﬂkﬂ#ﬂd b Sy wied. b m ar2ve SO
7&;‘0«3 Fora e M.'qﬂ he 4 Catrect ,,Gﬂ?ﬂc,“ﬁ?r.mm__.
crahadi foc e fhe Compele _cad Cothatd, L

Accounting 21174, 2014

~

vt

fedy |

ASSESSO
USE O]

! 9

Jessica has recently expanded the business into providing formal wear for hire at weddings ASEESSOR'S
and school balls.

A consequence of expanding the business is that Jessica had to purchase on credit more
cleaning equipment, at a cost of $2800, to clean and launder the varicus costumes,
dresses, and suits available for hire.

o

Justify why Fancy Pants will report the cleaning equipment as a non-current asset in the
Statement of Financial Position. .
Include in your answer:
the use of the definition of an asset to explain why the cleaning equipment is an asset
. an explanation of a cost for the cleaning equipment that meets the qualitative
characteristic of verifiability

an explanation of how the purchase of the cleaning equipment mesets the dednition of
caRitaI expenditure.
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QUESTION ONE

On 10 April 2013, Jessica purchased a small business calied Fancy Pants, a fancy dress and costume
hire shop. Jessica made this decision after careful consideration of the financial statements and
consultation with her bank manager.

Below is an extract of the Statement of Finandial Position for Fancy Fants used by Jessica in her
decision to buy the business.

Fancy Pants
Statement of Financial Position (extract}
as at 31 March 2013
$NZ

Assets

Accounts receivable 1600

Prapayments 25@¢

Property, plant and equipment {Note) 37300

Goodwill 8000

- Total assets 47150

Liabilities

Accounts payable 2100

Income in advance (hire fees) 90

Bank ioan 7000

Total Habilities 2190
Note: Property, plant and equipment

As at 31 March 2013 7 Costumes Office Shop Total

computer fitfings
$NZ SNZ SNZ $NZ

Cost 26000 5400 22000 53400
Accumulated depreciation 7300 2200 6600 16100
Carrying amount 18700 3200 15400 37300
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3
{a} With reference to the extract on the previous page, justify how the Staternent of Financial
Position was useful to Jessica when she made her decision to purchase the business Fancy
Pants.
Inciude in your answer:

. the purpose of Fancy Fanis' Statement of Financial Position

. an explanation of how Jessica may have used information in Fancy Panis’ Staternent of
Financial Position when making her decisicn

. ar: explanation of how the qualitative characteristic of understandability was important
to Jessica’'s use of Fancy Pants' Statement of Financial Position in her decision

. a limitation of Fancy Panfs' Statement of Financial Position and the importance of
Jessica being aware of the limitation when making her decision.
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At the end of the financial year (31 March 2013), Fancy Parifs had received $90 from a customer
jor a pre-ordered costume that was o be hired in May 2013.

{b)

Using the accrual basis, fully explain how and why the hire fee of $90 received in advance
was reporled in bath the Statement of Financial Position and the Income Statement for Fancy

Panis.
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+ YESTION TWO

The main source of income for Fancy Pants is hire fees from costume hire. During her first year
of operating, Jessica introduces the sale of accessories such as make-up te maich the Dracula
costume and masks for Hailoween. Below is an extract from the [ncome Statement for Fancy

Pants for 2013 and 2014,

Fancy Pants
Income Statement (extract)
for the period ended 31 March
$NZ $NZ
2013 2014
Revenue
Hire fees 75000 80000
Other income
Accessory sales 0] 5700
Total income 75000 85700

In 2014, hire fees for Fancy Pants are $7G000 cash and $10000 credit transactions.

(a)

b

Justify why hire fees on credit are an income for Fanecy Pants. Include in your answer:

. the definition of an income to explain why the hire fees on credit are an income

. an explanation of the recognition criteria of an income as related to hire fees on credit.
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Following cne year of trading, Jessica is not sure if she is reporting the Revenue and Gther Income

far Fancy Pants carrectly.
{b) With reference to the income Statement extract on the previous page, justify in terms of

relevance and materiality why accessory sales are reported separately from the hire fees
income. ‘ ’

Include in your answer:

. an explanation of how the qualitative characteristic of relevance has heen appiied in
the reporting of accessory sales

. an explanation of how the gualitative characteristic of materiality has been appiied in
reporting accessory sales separately from hire fees income.
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QUESTION THREE “3:253,?35 (b} Jessica has recently expanded the business into providing formal wear for hire at weddings ASSESSOR'S
: and schoot balls, usE oy

Fancy Pants currently uses different methods for the depresiation of its non-current assets. _ A cansequence of expanding the business is that Jessica had to purchase on credit more

However, Jessica is not sure that she is using the correct methods. The office computer is cleaning equipment, &t a cost of $2800, to clean and [aunder the various costumes,

depreciated using the diminishing value depreciation method, and the costumes are depreciated dresses, and suits available for hire.

using the units of use depreciation method. ] _
Justify why Fancy Pants will report the cleaning equipment as a non-current asset in the

(a) Justify to Jessica the methods of depreciation chosen for reperting both the office computer Statement of Financial Position.
and the costumes in the financial statements of Fancy FPants. ; Include in your answer:
Include in your answer: . . the use of the definition of an asset to explaln why the cleaning equment is an asset
. a description: of the diminishing value methad of depreciation ; . an explanation of a cost for the cleaning equipment that meets the qualitative

characteristic of verifiability

. an explanation of how the purchase of the cleaning equipment meets the definition of
capita[ expenditure.

. a description of the units of use method of depreciation
. explanations for whether the commect depreciation method is being used for the office
computer and the costumes.
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