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Scholarship 2019
Accounting

9.30 a.m. Monday 11 November 2019 
Time allowed: Three hours 

Total score: 32

QUESTION BOOKLET

There are FOUR questions in this booklet. Answer ALL questions.

Write your answers in Answer Booklet 93203A.

Pull out Resource Booklet 93203R from the centre of this booklet.

Check that this booklet has pages 2–7 in the correct order and that none of these pages is blank.

YOU MAY KEEP THIS BOOKLET AT THE END OF THE EXAMINATION.
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QUESTION ONE

Your friend operates a business that has recently become very successful. To celebrate his success, he 
decided to engage the services of New Zealand’s best-known visual artist to paint a large mural on the 
external wall of the office building his company owns. 

An amount of $65 000 was paid to the artist for the mural, which is a material amount for your friend’s 
business. Your friend is uncertain how the amount of $65 000 should be treated in his company’s 
financial statements and has approached you for some advice.

Required

Using the financial element definition and recognition criteria contained in the New Zealand equivalent 
to the IASB Conceptual Framework for Financial Reporting 2018 (NZ Framework), explain to your friend 
how the $65 000 should be treated in the company’s annual financial statements.
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QUESTION TWO

When undertaking assignments, members of the accounting profession, such as chartered accountants, 
have an obligation to act in a way that serves the public interest, that is, in a way that benefits wider 
society.

Required

Drawing on Resources A to E contained in the resource booklet, critically evaluate the above statement. 

Your critical evaluation should also consider what actions the accounting profession should take to 
ensure that their future actions are in the public interest.

3



QUESTION THREE

Ignore GST in this question.

Luna Limited, which manufactures electronic and visual equipment used by amateur astronomers to 
study the night sky, has a number of revenue streams. The following list of balances has been extracted 
from the accounting records of Luna Limited for the reporting period ending 31 August 2019.

NZ$ NZ$

Advertising expenses 36 350

Auditors’ remuneration 47 200

Bank overdraft interest 1 350

Dividends received 18 200

General expenses 86 000

Income tax expense 46 350

Insurance expense 14 400

Interest paid on loan 25 650

Interest received 26 400

Inventory at 1 September 2018 130 400

Prepaid insurance 4 200

Purchases 1 038 300

Rent and electricity expense 410 600

Sales 2 948 700

Staff salaries expense 520 400

Net assets 632 100

2 993 300 2 993 300

Additional information
1. Included in net assets is the accounts receivable balance at 31 August 2019 of $229 000. A debtor 

who owed Luna Limited $9 000 on 31 August 2019 was declared bankrupt on 18 September 2019. 
This amount should be written off. The directors of Luna Limited decide to create an allowance for 
doubtful debts at 5 per cent of the balance of accounts receivable. These adjustments have yet to 
be made.

2. On 1 July 2016, Luna Limited borrowed $380 000 from a bank. The loan is repayable in full on 
30 June 2025. The bank charges interest at the rate of 9 per cent per annum.

3 The balance on the prepaid insurance account at 31 August 2018 amounted to $4 200. On 
1 January 2019, Luna Limited paid $14 400 to renew their 12-month insurance policy covering 
accident, fire, and theft.

4.  Inventory on hand at 31 August 2019 was $83 000.

5. Included in net assets at 31 August 2019 is land that originally cost $520 000. On 16 July 2019, the 
land was revalued by Kenda Kosmo, an independent valuer. The fair value of the revalued property 
was determined to be $730 000. No entry has been made in respect of this transaction. 
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6. Also included in net assets on 31 August 2019 are the balances on the property, plant and 
equipment ledger accounts, which were as follows:

NZ$

Property, plant and equipment 3 106 500

Property, plant and equipment – accumulated depreciation 1 450 000

On 1 May 2019, an item of property, plant and equipment that had originally cost $390 000 
(accumulated depreciation at 1 September 2018 – $188 500) was traded in on a new item of 
property, plant and equipment that cost $438 000. Luna Limited received $130 500 on the trade-in 
on the old property, plant and equipment. The directors decided that any gain or loss on the trade-
in of the property, plant and equipment would be allocated to administration expenses.
The only journal entry for property, plant and equipment that has been made for the reporting 
period ending 31 August 2019 is:

1 May 2019 Dr Property, plant and equipment 307 500

Cr Cash 307 500

Entry to account for the acquisition of property, plant and equipment $438 000 
less trade-in amount of $130 500

Depreciation on property, plant and equipment is charged on the straight-line basis at 20 per cent 
per annum.

7. Auditors’ remuneration comprises $19 500 for the annual audit and $6 500 for consulting services, 
with the balance paid for taxation services.

8 Included in the “General expenses” account is an amount of $20 500 donated to an environmental 
lobby group. The balance of “General expenses” should be allocated to “Administration expenses”.

9.  Management allocates company expenditure as follows:

Cost of sales Distribution costs Administration 
expenses

Depreciation expense 50% 10% 40%

Insurance expense 70% 10% 20%

Rent and electricity expense 60% 15% 25%

Staff salaries expense 70% 10% 20%

10. The income tax expense has been correctly calculated.

Required

(a)  From the additional information above, provide all the journal entries and narrations necessary to 
prepare the financial statements at 31 August 2019.

(b)  Prepare, in a format suitable for external reporting purposes, Luna Limited’s Statement of 
Comprehensive Income classified by function, together with accompanying notes, for the reporting 
period ending 31 August 2019.

You are NOT required to provide a tax note. 
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QUESTION FOUR

Kathmandu Limited’s consolidated statement of cash flows is detailed below. This statement reflects that 
for the reporting period ending 31 July 2017, Kathmandu Limited’s cash and cash equivalents improved 
from $3 537 000 at 31 July 2017 to $8 146 000 at 31 July 2018.

Kathmandu Limited
Consolidated Statement of Cash Flows
For the year ended 31 July 2018

2018
NZ$’000

2017
NZ$’000

Cash flows from operating activities
Cash was provided from:
Receipts from customers 502 703 444 100
Income tax received 156 -
Interest received 47 28

502 906 444 128
Cash was applied to:
Payments to suppliers and employees 406 508 360 122
Income tax paid 18 710 14 571
Interest paid 2 087 2 162

427 305 376 855
Net cash inflow from operating activities 75 601 67 273

Cash flows from investing activities
Cash was provided from:
Proceeds from sale of property, plant and equipment - 1

- 1
Cash was applied to:
Purchase of property, plant and equipment 14 300 11 419
Purchase of intangibles (Note 1) 2 394 1 857
Acquisition of subsidiaries (Note 2) 82 746 -
Investments in other financial assets (Note 3) 22 180 -

121 620 13 276
Net cash outflow from investing activities (121 620) (13 275)

Cash flows from financing activities
Cash was provided from:
Proceeds of loan advances 148 815 90 330
Proceeds from share issues 48 702 -

197 517 90 330
Cash was applied to:
Dividends paid 27 208 24 179
Repayment of loan advances 119 907 123 533

147 115 147 712
Net cash inflow / (outflow) from financing activities 50 402 (57 382)
Net increase / (decrease) in cash held 4 383 (3 384)
Opening cash and cash equivalents 3 537 6 891
Effect of foreign exchange rates 226 30
Closing cash and cash equivalents 8 146 3 537
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Note 1
Purchase of intangibles relates to software additions.

Note 2
On 4 April 2018, Kathmandu Holdings Limited, through its wholly-owned subsidiary Kathmandu US 
Holdings LLC, acquired 100% of the equity interests in Oboz Footwear LLC based out of Bozeman, 
Montana, USA.

Note 3
The financial assets relate to the term deposit and associated earned interest held in trust in relation to 
the Oboz acquisition.

Required

Critically evaluate the three areas of operating, investing, and financing activities to assess how well 
Kathmandu Limited managed its cash flows for the 2018 reporting period. You should also take into 
consideration the additional information provided by Resources F to H in the resource booklet.
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