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Scholarship 2020
Accounting

2.00 p.m. Thursday 26 November 2020 
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 2–6 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

“Our challenge is real. The global economy is built on a consumption model that has a 
limited capacity to manage its impact on the environment. Climate change is already causing 
massive disruptions to our ecology and economy, and plastic waste has permeated every 
level of the environment, oceans and even our bodies. The realisation has come that things 
need to change.”

Source: David Benattar, Chief Sustainability Officer, The Warehouse Group. https://www.
thewarehousegroup.co.nz/news-updates/warehouse-group/sustainability-news2, accessed 1 March 2020.

Although Chartered Accountants Australia and New Zealand (CAANZ) advocates for appropriate 
climate‑related disclosures and reporting for decision making, it does not consider additional regulation 
and mandatory disclosures to be the appropriate solution to address climate change (Resource B).

Required
Drawing on the material in Resources A to D, critically evaluate CAANZ’s stance, and recommend how 
chartered accountants can make a positive contribution to improving climate change awareness. 
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QUESTION TWO

Your friend works as an accountant for Thunder Limited. During the current reporting period that ends 
on 31 December 2020, Thunder Limited paid an amount of $3 500 000 to Lightning Limited for the sole 
legal right to manufacture a popular health product for supply to the Australasian market. When Thunder 
Limited paid for the manufacturing rights, the following entry was made in its accounting records.

1 April 2020 Dr Manufacturing rights 3 500 000

Cr Cash / Bank 3 500 000

Payment for manufacturing rights

On 30 November 2020, a scientific study identified significant negative health risks to people who take 
the product. The results of this study were also widely published in popular media.

As a result of this publicity, your friend is uncertain whether a market for the product will continue, or 
whether an alternative use and market for the product can be identified. If an alternative use and market 
for the product can be identified, your friend has been unable to establish what the selling price of the 
product is likely to be.

Required
Using the financial statement elements definitions contained in the New Zealand Equivalent to the IASB 
Conceptual Framework for Financial Reporting 2018 (NZ Framework), advise your friend whether the 
initial entry made in the accounting records at 1 April 2020 remains appropriate at 31 December 2020, 
and what, if any, action they should take.
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QUESTION THREE

The following information has been extracted from the accounting records of Funky Limited for the 
reporting period ending 31 March 2020. 

Dr Cr

NZ$ NZ$

Advertising expenses 62 300

Auditors’ remuneration 65 300

Bad debts expense 18 400

Dividends received 6 870

General expenses 147 600

Income tax expense 188 400

Insurance expense 30 300 

Interest expense 15 300

Interest received 12 980

Inventory at 1 April 2019 173 900

Loan from bank 680 000

Purchases 1 780 000

Rent and electricity expense 704 900

Rental income 54 550

Sales 4 652 650

Staff salaries expense 691 200

Net assets 1 529 450

5 407 050 5 407 050

Additional information 
(1) Included in net assets on 31 March 2020 are the balances on the property, plant and equipment 

ledger accounts, which are as follows:

NZ$
Property, plant and equipment 3 885 000
Property, plant and equipment – accumulated depreciation 1 April 2019 1 812 000

On 1 June 2019, an item of property, plant and equipment that had originally cost $546 000 
and had a carrying amount of $251 800 on 1 April 2019, was traded in on a new item that cost 
$573 600. Funky Limited received $163 000 trade‑in on the old property, plant and equipment. The 
only journal entry for property, plant and equipment that has been made for the reporting period is: 

1 June 2019 Dr Property, plant and equipment 410 600
Cr Cash 410 600

Recognising the acquisition of property, plant and equipment, $573 600 less 
trade-in amount.
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The directors have decided that any gain or loss on the trade‑in of the property, plant and 
equipment would be allocated to cost of sales. Property, plant and equipment are depreciated on a 
straight‑line basis at 10 per cent per annum.

(2) Also included in net assets at 31 March 2020 is land that originally cost $600 000. This land is held 
for administration purposes. On 23 September 2019, the land was revalued to $550 000. This is 
the first time that the land has been revalued. Any adjustments that may be necessary in respect of 
this revaluation must be made through the Income Statement.

(3) On 1 December 2019, Funky Limited obtained a loan from a bank. The loan is repayable in full on 
1 October 2025. The bank charges interest at the rate of 9 per cent per annum.

(4) A debtor who had been experiencing financial difficulties and who owed Funky Limited $17 900 
on 31 March 2020 was finally declared bankrupt on 18 May 2020. As a result of the underlying 
economic environment, Funky Limited also decided for the first time to create an allowance for 
doubtful debts of $15 500. 

(5) The twelve‑month insurance policy covering accident, fire and theft was purchased on 
1 August 2019.

(6) Inventory on hand at 31 March 2020 was $141 600.

(7) Staff salaries of $32 000 due on 31 March 2020 were paid on 4 April 2020.

(8) Auditors’ remuneration comprises $40 000 for the annual audit, $15 300 for consulting services, 
with the balance paid for taxation services.

(9) In the “General expenses” account are donations of $20 000. “General expenses” are allocated to 
Administration expenses.

(10) Management allocates company expenditure as follows: 

Cost of sales Distribution 
costs

Administration 
expenses

Depreciation expense 55% 15% 30%
Insurance expense 60% 20% 20%
Rent and electricity expense 60% 10% 30%
Staff salaries expense 65% 10% 25%

(11) The income tax expense has been correctly calculated.

Required
(a) From the additional information above, provide the journal entries and narrations necessary to 

prepare the financial statements at 31 March 2020.

(b) Prepare, in a format suitable for external reporting purposes, Funky Limited’s Statement of 
Comprehensive Income (Income Statement) classified by function, together with accompanying 
notes for the reporting period ending 31 March 2020.  

Ignore GST.

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

Eolian Limited produces irrigation equipment designed specifically for the commercial organic market. 
Based on the figures for its 2019 results, Eolian Limited expects to sell 2 500 irrigations systems at 
$3 500 each in the 2020 reporting period. The costs to manufacture the irrigation systems are as follows:

NZ$
Direct costs
Direct labour 1 500 000
Direct material 2 720 000

Indirect costs
Variable overheads 300 000
Fixed overheads 2 450 000
Total costs 6 970 000

The management of Eolian Limited believe that by modifying the irrigation system, they can make it 
more useful to a wider range of potential users and there is a potential to sell 2 950 units.

The modifications would involve an improved rotor and gear drive component, which Eolian Limited has 
been able to source. The cost of the rotor and gear drive built into the original irrigation system is $520, 
while the new component will cost $985. 

If the new component is included, a new machine will be required to assemble the irrigation system. This 
new machine will also allow for any increase in production capacity. The new machine will cost $375 000. 
Its useful life will be five years. At the end of its useful life, the machine will have a $0 value. 

Incorporating the new component into the existing system will increase direct labour costs by 15 per 
cent. The selling price will remain at $3 500.

Required
From the information above, draft a report to Eolian Limited in which you recommend whether it should 
go ahead and modify the irrigation system. You report should also consider how many unmodified 
irrigation units should be produced to double the budgeted profit.
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