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Assessment Schedule – 2019 

Scholarship Accounting (93203) 
Question ONE 
Suggested solution 
Given that an amount has been paid out, the mural must be recognised either as an asset or an expense. 
 
Definition of an expense 
Expenses are decreases in assets, or increases in liabilities, that result in decreases in equity, other than those 
relating to distributions to holders of equity claims. 
There has been a decrease in assets (or an increase in liabilities, assuming that the $65 000 remains unpaid at the 
end of the reporting period). On the face of it, the amount appears to be an expense. 
 
However, the definition of expense is based on the definition of assets and liabilities. 
 
Definition of an asset 
A present economic resource controlled by the entity as a result of past events. 
A present economic resource is defined as “a right that has the potential to produce economic benefits”.  
 
Rights can take many forms, including rights to receive cash, rights to receive goods or services, or rights over 
physical objects, such as property, plant and equipment or inventories (where the right to use the property, plant, 
equipment or inventories might have been established as a result of buying or leasing the item). 
 
There are a number of key elements to consider here: 
Does the mural constitute a present economic resource that has the potential to produce economic benefits? 
There are three parts to the definition that must be considered. All the parts must exist for there to be an asset: 
1.  an asset is an economic resource (right) controlled by the entity 
2.  an asset exists as a result of past events 
3.  the right has the potential to produce economic benefits. 
 
Examining each of these components separately: 
 
Control 
From the above, the mural must be controlled before it can be considered to be an ‘asset’. Control relates to the 
capacity of your friend’s business to benefit from the mural and to deny or regulate the access of others to the benefit. 
Although the capacity to control normally stems from legal rights, they are not a prerequisite for establishing the 
existence of control. The question is: if the mural is on the external wall of the building, does your friend have the 
capacity to deny or regulate the access of others to the benefit? That is, passers-by will see and enjoy it. 
 
Past events 
In relation to ‘control’, it therefore follows, from the requirement that the relevant transaction must already have 
occurred, that future economic benefits that are not currently controlled are not to be recognised by a reporting entity. 
Clearly it has arisen from a past event. The mural was ordered and has been paid for (or a corresponding liability 
exists). 
 
Potential to produce economic benefits 
Whether the mural is disclosed as an asset will also depend on the potential it has to generate economic benefits for 
the entity. If the mural is unlikely to generate economic benefits, it should not be considered to be an asset. Rather, 
the $65 000 spent would constitute an expense.  
The mural is effectively the future economic benefits that will be generated, not the source of the economic benefits. 
These economic benefits could come from two broad sources – either from the asset’s use, or from its sale. The 
question that needs to be answered is will the mural generate economic benefits from being used? This is unlikely. 
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Will the asset generate future economic benefits if the building is sold? Again, this is uncertain as the mural may be 
damaged, vandalised, or subject to the elements. Candidates need to take a position. 
  
Recognition criteria 
The mural would be recognised as an asset in the Statement of Financial Position only if it meets the definition of an 
asset. 
 
The fundamental qualitative characteristics of relevance and faithful representation need to be considered when 
deciding whether the mural should be recognised as an asset. The mural should be recognised only if it results (1) in 
relevant information about the asset, and (2) is a faithful representation of those items.  
 
Relevant financial information is information that is capable of making a difference to the decisions made by users, 
while for a faithful representation to be provided, the financial information should ideally be complete, neutral, and free 
from error. Your friend will need to make a judgement whether the disclosure of the mural provides information that is 
relevant and representationally faithful – and therefore useful to the users of the financial statements. If this conclusion 
cannot be reached, then the information about the mural should not be included in the Statement of Financial Position. 
 
Evidence 
• Definition of asset and expense 
• Define / recognise the nature of an economic resource 
• Under three elements to the definition and application to the mural 
• Recognition criteria 
• Set out and logical development of answer with appropriate recommendation based on above 



Scholarship Accounting (93203) 2019 — page 3 of 9 
Judgement 
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7, 8 

Thorough understanding of the definition and recognition criteria for financial statement elements 
contained in the IASB Conceptual Framework for Financial Reporting 2018 (NZ Framework) 
AND 
draws on the scenario and correctly applies the definition and recognition criteria to convincingly 
argue that the amount paid for the mural is an asset or expense 
AND 
clearly uses convincing communication to convey their point of view. The answer must be succinct. 
(For 7, the level of communication and innovation not as developed as above). 
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5, 6 
 

Thorough understanding of the definition and recognition criteria for financial statement elements 
contained in the IASB Conceptual Framework for Financial Reporting 2018 (NZ Framework) 
AND 
draws on the scenario and correctly applies the majority of the definition and recognition criteria to 
convincingly argue that the amount paid for the mural is an asset or expense 
AND 
clearly uses communication to convey their point of view. (For 5, the level of communication and 
innovation not as developed as above). 
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3, 4 

Some understanding of the financial statement elements contained in the IASB Conceptual 
Framework for Financial Reporting 2018 (NZ Framework) 
AND 
draws on the scenario and correctly applies some of the definition and recognition criteria to 
convincingly argue that the amount paid for the mural is an asset or expense. May use the 
definition and recognition criteria to argue the amount paid is an asset or expense. 

2 Limited understanding of the material, not at Scholarship level. 

1 Minimal amount of relevant evidence, not at Scholarship level. 

0 Missing answer or irrelevant response. 
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Question TWO 
This is an open-ended question, with the material from the resources providing the initial point of reference. Some of 
the issues, such as modern-day slavery and accountants being involved in reporting, are relatively straightforward.  
The key in the discussion is what are actions that are in the public interest and what should accountants’ duties be in 
this regard? There is an obvious tension between clients’ requirements and the public interest. Do the candidates 
recognise this tension, and how do they deal with it? 
Judgement 
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7, 8 
 

The candidate draws on the resource material and produces and effectively communicates an 
outstanding and sophisticated analysis that demonstrates a high level of perception and insight in 
their discussion of the obligation accountants have to act in a way that serves the public interest  
AND  
demonstrates sophisticated abstraction and integration of the resource material  
AND  
demonstrates a high degree of critical thinking and analysis, with candidates outlining the key steps 
a member of the profession should take to ensure that their actions are in the public interest. 
AND 
demonstrates independent reflection and extrapolation relevant to the evaluation of the resource 
material  
AND 
provides evidence of convincing communication. Answers are planned, succinct, and clearly 
articulated. (For 7 not to the same level as above.) 
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5, 6 
 

The candidate draws on the resource material and produces and effectively communicates an 
outstanding analysis that goes beyond a descriptive answer of the steps a member of the 
accounting profession can take to ensure that their actions are in the public interest. 
AND 
demonstrates a high level of analysis and critical thinking but not quite the depth of analysis 
necessary to reach the level required for Outstanding Scholarship 
AND 
incorporates a competent level of integration and synthesis of the resource material 
AND 
the discussion and evaluation are clear, logically developed, and precise. 
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3, 4 
 

The candidate produces a sound analysis of the steps a member of the accounting profession can 
take to ensure that their actions are in the public interest 
AND  
produces a clear but unsupported discussion and evaluation 
AND 
demonstrates some level of integration and synthesis of the resource material  
AND 
demonstrates some application of the resources but is largely descriptive with insufficient evidence 
of independent analysis and evaluation  
AND 
shows little evidence of planning, were very descriptive, and may merely regurgitate the material 
provided in the resources 
AND 
critical thinking is limited or not evident. 

2 Limited understanding of the material, not at Scholarship level. 

1 Minimal amount of relevant evidence, not at Scholarship level. 

0 Missing answer or irrelevant response. 
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Question Three 
Evidence – Adjusting journal entries 

Dr  Bad debts 9 000  
 Cr Accounts receivable  9 000 
  Writing off of bad debts at reporting date 
Dr  Doubtful debts 11 000  
 Cr Allowance for doubtful debts  11 000 
  Creating allowance for doubtful debts of 5 per cent of accounts receivable at reporting date 
Dr  Interest expense 8 550  
 Cr Interest payable  8 550 
  Interest payable on loan 
Dr  Insurance expense 4 200  
 Cr Prepaid insurance  4 200 
  Reversing prepaid insurance from 2018 reporting period 
Dr  Prepaid insurance 4 800  
 Cr Insurance expense  4 800 
  Recognising prepaid insurance at end of 2019 reporting period 
Dr  Changes in inventory 130 400  
 Cr Inventory at 1 September 2018  130 400 
  Reversal of inventory on hand at 1 September 2018 
Dr  Inventory at 31 August 2019 83 000  
 Cr Changes in inventory  83 000 
  Recognising inventory on hand at 31 August 2019 
Dr  Depreciation expense 481 800  
 Cr Accumulated depreciation  481 800 
  Depreciation on property plant and equipment for the year $3 106 500 – $390 000 – $307 500 = $2 409 000 × 20% = $481 800 
Dr  Depreciation expense 52 000  
 Cr Accumulated depreciation  52 000 
  Depreciation on property, plant and equipment disposed of $390 000 × 20% × 8/12 = $52 000 
Dr  Depreciation expense 29 200  
 Cr Accumulated depreciation  29 200 
  Depreciation on property plant and equipment acquired during the year $438 000 × 20% × 4/12 = $29 200 
Dr  Accumulated depreciation 240 500  
 Cr Disposal account  240 500 
  Elimination of accumulated depreciation ($188 500 + $52 000) = $240 500 
Dr  Disposal account 390 000  
 Cr Property, plant and equipment  390 000 
  Elimination of cost of asset disposed of   
Dr  Property, plant and equipment 130 500  
 Cr Disposal account  130 500 
  Accounting for the amount received on trade in of item of property, plant and equipment 
Dr  Loss on disposal of property, plant and equipment 19 000  
 Cr Disposal account  19 000 
  Recognising loss on disposal of administration property, plant and equipment 
Dr  Property, plant and equipment 210 000  
 Cr Revaluation surplus 

  

 210 000 
  Recognising revaluation surplus on land 

  Cost of 
sales 

Distribution 
costs 

Administration 
expenses 

Finance costs 

Advertising expenses 36 350  36 350   
Auditors’ remuneration 47 200   47 200  
Bad and doubtful debts ($9 000 + $11 000) 20 000   20 000  
Bank overdraft interest 1 350    1 350 
General expenses 86 000   86 000  
Insurance expense 13 800 9 660 1 380 2 760  
Interest paid on loan 34 200    34 200 
Depreciation ($481 800 + $52 000 + $29 200) 563 000 281 500 56 300 225 200  
Loss on disposal of PPE 19 000   19 000  
Cost of sales ($130 400 + $1 038 300 – $83 000) 1 085 700 1 085 700    
Rent and electricity expense 410 600 246 360 61 590 102 650  
Staff salaries expense 520 400 364 280 52 040 104 080  
 2 837 600 1 987 500 207 660 606 890 35 550 
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Luna Limited   
Statement of Comprehensive Income   
For the year ended 31 August 2019 Notes 2019 
  NZ$ 
Revenue 1 2 948 700 
Cost of sales  (1 987 500) 
Gross profit  961 200 
Other income 2 44 600 
  1 005 800 
Less   
Administrative expenses  (606 890) 
Distribution expenses  (207 660) 
Finance costs 3 (35 550) 
Profit before tax 4 & 5 155 700 
Income tax expense  (46 350) 
Profit for the period  109 350 
Other comprehensive income   
Gain on revaluation of land  210 000 
Other comprehensive income for the year   210 000 
Total comprehensive income for the year  319 350 
   
Notes to the 2019 Statement of Comprehensive Income   
1. Revenue   
Sales  2 948 700 
2. Other income   
Dividends received  18 200 
Interest received  26 400 
  44 600 
3. Finance costs   
Interest paid  35 550 
4. Profit before tax   
Profit before tax has been calculated after taking into account the following 
items 

  
Auditors remuneration   
- Audit fee  19 500 
- Taxation services  21 200 
- Consulting fees  6 500 
  47 200 
Donations  20 500 
5. Classification of expenses by nature   
Advertising expenses  36 350 
Bad and doubtful debts  20 000 
Changes in inventories  47 400 
Depreciation  563 000 
General expenses 86 000 – 20 500  65 500 
Insurance expense  13 800 
Loss on disposal of administration property, plant and equipment  19 000 
Purchases  1 038 300 
Rent and electricity expense  410 600 
Salaries expense  520 400 
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Judgement 
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7, 8 
 

Exhibits the technical ability to correctly prepare all the adjusting journal entries from the scenario 
provided and ensures that they correctly flow through to the final Statement of Comprehensive 
Income. 
AND 
exhibits the technical skills necessary to correctly prepare the statement of comprehensive income 
including accompanying notes 
AND 
provides evidence of convincing communication in that the statement of comprehensive income and 
accompanying notes are correctly and neatly prepared and are correct in all respects and in a 
format suitable for external reporting purposes. 
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5, 6 
 

Exhibits the technical ability to make the majority of the adjusting journal entries from the scenario 
provided and ensures that the ones made flow through to the statement of comprehensive income 
AND 
exhibits the technical skills necessary to correctly prepare the statement of comprehensive income, 
including notes 
AND 
provides evidence of convincing communication in that the statement of comprehensive income and 
accompanying notes are prepared in a format suitable for external reporting purposes. 

B
el

ow
 S

ch
ol

ar
sh

ip
 

3, 4 

Exhibits the technical ability to correctly prepare some of the adjusting journal entries from the 
scenario and ensures that the ones made flow through to the statement of comprehensive income 
AND 
exhibits some of the technical skills necessary to correctly prepare the statement of comprehensive 
income including notes in a format suitable for external reporting purposes 
OR 
has the technical ability to calculate the adjustments but not adjust statement of comprehensive 
income, set out their answer clearly, neatly or show any workings 
AND 
fails to provide evidence of convincing communication in that they fail to set out the statement of 
comprehensive income clearly, neatly, or use the correct terminology. Accompanying notes 
incomplete. 

2 Limited understanding of the material, not at Scholarship level. 

1 Minimal amount of relevant evidence, not at Scholarship level. 

0 Missing answer or irrelevant response. 



Scholarship Accounting (93203) 2019 — page 8 of 9 

Question FOUR 
Evidence 
The Consolidated Statement of Cash Flows shows the cash movements that took place in the organisation during a 
particular period of time. They are summarised into operating, investing, and financing activities. 
 
Overall, the net cash position has improved from NZ$3 537 000 in 2017 to NZ$8 146 000 in 2018. Kathmandu 
Holdings Limited is generating positive cash flows from operating activities ($75 601 000 in 2018 and $67 273 000 in 
2017). This increase in operating activities has come about because of higher receipts from customers of 
$58 603 000.  
 
Overall cash from operations is up $8 328 000, suggesting sound management of cash from operating activities, 
keeping cash sales increasing, and being able to meet supplier and employee payments.  
 
Although payments to suppliers and employees have increased by $46 386 000, there is no breakdown as to how 
much relates to suppliers and how much relates to employees. In other words, are employees being exploited? Do the 
increases in receipt from customers tie in with decreases in cost of sales or increases in margins? 
 
The 2017 cash from operations of $67 273 000 was more than sufficient to fund Kathmandu’s investing activities, 
purchasing over $11 419 000 in PPE assets and $1 857 000 in intangible assets such as software to support online 
sales. 
 
In 2017, this left $53 998 000 for financing, allowing Kathmandu to reduce its loan borrowings by raising $90 330 000, 
against repayment of $123 533 000. The payment of the dividend of $24 179 000 resulted in an overall decrease in 
cash of $3 384 000, more or less halving the bank balance from $6 921 000 at the end of 2016 to $3 537 000 at the 
end of 2017.  
 
In the 2018 year, the $75 601 000 from operating activities was not sufficient for all the investing activities.  
 
In 2018, the higher cash from operations was able to fund over 60% of the investing activities, including the purchase 
of PPE assets $14 300 000 and intangibles $2 394 000, as well as contribute to the $82 746 000 spent on the 
purchase of Oboz Footwear, a US footwear supplier.  
 
An additional $22 180 000 has been set aside in a term deposit to ensure Kathmandu can fund the additional 
US$15m it will be required to pay should the acquisition meet certain earnings targets. In order to fund the investing 
activities, particularly the purchase of Oboz, Kathmandu raised $48 702 000 in an oversubscribed share issue, 
indicating shareholders liked the decision to purchase Oboz. While Kathmandu also paid off loan finance of 
$119 907 000, it raised more in 2018 $148 815 000, while paying dividends of $27 208 000. Kathmandu’s equity 
finance has increased by the $48 702 000 share issue, more than compensating for the loan finance addition in terms 
of security.  
 
In 2017 and 2018 the proceeds of loan advances were used to repay loan advances. The advance in loan in 2018 
was mitigated by the proceeds of share issue. Without the proceeds from the share issue, Kathmandu Holdings 
Limited would have had to take an increased loan advance with associated increase in interest expense. 
 
In conclusion, Kathmandu has managed its cash flow wisely in 2018. It secured equity finance to help fund its 
purchase of Oboz, and its increased cash from operating activities allowed it to still pay a dividend to shareholders 
and purchase more PPE assets. Additional loan finance was raised (net of repayments), but this was considerably 
less than the equity finance, so Kathmandu is in a stable position going forward.  
 
Note tie in the resources and a critical evaluation of them in coming to the conclusion. 



Scholarship Accounting (93203) 2019 — page 9 of 9 
Judgement 
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7, 8 
 

Draws on the resource material and produces and effectively communicates an outstanding and 
sophisticated analysis that demonstrate a high level of perception and insight in their critical 
evaluation of Kathmandu Limited’s management of their operating, investing, and financing activities 
for the 2018 reporting period 
AND  
demonstrates sophisticated abstraction and integration of the resource material  
AND  
demonstrates a high degree of critical thinking and analysis with their critical evaluation of 
Kathmandu Limited’s management of their operating, investing, and financing activities for the 2018 
reporting period 
AND 
demonstrates independent reflection and extrapolation relevant to the evaluation of the resource 
material  
AND 
provides evidence of convincing communication in that answers were planned, succinct, and clearly 
articulated. (For 7, not to the same level as above) 
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5, 6 
 

Draws on the resource material and produces and effectively communicates an outstanding analysis 
that goes beyond a descriptive answer, showing a high level of perception and insight as well as a 
critical evaluation of Kathmandu Limited’s management of their operating, investing, and financing 
activities for the 2018 reporting period 
AND 
demonstrates a high level of analysis and critical thinking but not quite the depth of analysis 
necessary to reach the level required for Outstanding Scholarship 
AND 
incorporates a competent level of integration and synthesis of the resource material 
AND 
the discussion and evaluation are clear, logically developed, and precise. 
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3, 4 

Produces a sound analysis of Kathmandu Limited’s management of their operating, investing, and 
financing activities for the 2018 reporting period 
AND  
produces a clear but unsupported discussion and evaluation 
AND 
demonstrates some level of integration and synthesis of the resource material  
AND 
demonstrates some application of the resources but is largely descriptive with insufficient evidence 
of independent analysis and evaluation  
AND 
shows little evidence of planning, is very descriptive, and may be merely a regurgitation of the 
material provided in the resources 
AND 
critical thinking is limited or not evident. 

2 Limited understanding of the material, not at Scholarship level. 

1 Minimal amount of relevant evidence, not at Scholarship level. 

0 Missing answer or irrelevant response. 

Cut Scores 

Scholarship Outstanding Scholarship  

19 – 25 26 – 32 

 


