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YEAR 13 ACCOUNTING

2011
EXAM REVISION AND PREPARATION

PURPOSE OF NOTES
The purpose of these notes is to help with revision for your exam – in particular for the theory type questions and questions that require a written answer. Please read it and use it in conjunction with your notes, old exams and reading of relevant textbooks. You will need to get workings and answers for the practical questions from these. 

This booklet has been designed specifically to answer NCEA   questions for the 2009 Examination. You probably have already noted that in the exam only the best answers are accepted. Contained in this booklet are the answers that will be accepted for NCEA Level 3.

Most of the topics are covered in the following pages, however this is only designed to help and guide you through your study.

Please use other resources.

Good Luck!! 

GENERAL PIONTS ABOUT THE EXAM

The exam is three hours long. It is set in five parts (that is you have five separate exam papers). They are: 

3.1
Describe and apply the conceptual basis of accounting in context
3.2
Process financial information for partnerships and/or companies

3.3
Process financial information for a manufacturing job cost system
3.4
Report financial information for partnerships and/or a company
3.6
Explain and prepare information for management decision-making
EXAM TECHNIQUE

· The exam will seem very long for some of you. When starting, work on the achievement standards that you find easiest first. Leave the hard ones to last. This gives you confidence at the start of the exam and helps to put you in a positive frame of mind. Also if you run out of time, it will be the Achievement Standards that you find most difficult that you will put less time into. This way you will be less penalised for running out of time.

· If you forget things quickly (for example layouts and definitions that will always come up in the exam) write these down as soon as you are allowed to start writing, even before you look at the exam. This way, if you forget them later on in the exam, you already have them down.

· You don’t get marks for repeating the question in your answer. Don’t do it.

· You need to answer questions in context. This means that you must read the given source material carefully before answering the questions.

· Link answers to people/examples in the question. For example Judy will… or she will…a van is an asset because…sales salaries owing is a liability because…
· People who show full and labelled workings tend to do a lot better than those who do not show any workings. Marks are awarded for workings.

· Do not abbreviate at all – including names and accounts.

WHEN REVISING

· When answering questions, it is important to know the difference between the following: define, describe, explain, why and apply. Carefully look at these and the answers required when answering past questions.

· Carefully read the examiners comments contained at the start of the marking schedule. This will greatly help your understanding of what is required.

· When using old exams please be careful to only do questions that are relevant to the current achievement standards. There have been a number of changes over recent years.

2009 EXAM

· Financial statements for a company will be an Income Statement by function and other financial statement extracts including notes.
· You will not have to prepare a statement of Accounting Policies
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3.1 DESCRIBE AND APPLY THE CONCEPTUAL BASIS OF ACCOUNTING IN CONTEXT
Accounting Entities

Financial transactions, records and reports are kept separate from all other financial transactions, records and reports. Business financial records are separate from its owner’s financial records.

Types of Accounting Entities

Sole Proprietor

Points to note 

· A business which has one owner and is not a legal entity.
· Owners are personally liable for all business debts.

· All profit goes to the owner.

· There are no special requirements for formation
· There are no legal obligation to prepare financial statements

Advantages

· Keep all the profits

· Make your own decisions

Disadvantages

· Limited sources of capital

· Do all the work , make all the decisions yourself
· Unlimited liability (the owner can be held personally responsible for the debts incurred by the business)
Partnerships

Points to note

· A partnership is the relationship that exists between 2 – 25 persons carrying on business with a common view towards making a profit (special partnerships up to 150).
· Owners are jointly and severally liable for all business debts.
· All profit goes to the partners as per the Partnership Agreement.
· There are no special requirements for formation but partnerships often have a Partnership Agreement otherwise the Partnership Act applies.
· There is no legal obligation to prepare financial statements
Advantages

· Multiple sources of capital contributed by partners

· Combine specialised skills

· Share workloads and holiday, sickness has cover
· Formation costs not expensive
Disadvantages

· Unlimited liability – as with a sole trader

· Partners are bound by the actions of partners and are jointly and severally liable for partnership debts

· Limited life – dissolves on retirement or death of partner

· Rely on another persons decisions

· Profit is shared
Partnership Agreement

A partnership agreement allows you to modify the Partnership Act.  This means you can reward partners for working – allowing salaries, reward partners for capital contributed- interest on capital, can have unequal profit sharing.   
Example of clauses in the partnership agreement may include:

· Profit is to shared based on the original capital contributed by each partner

· Each partner is to receive a salary of $XXXX

· Interest is to be charged on drawings above the agreed salaries at 10% on the closing balance

Partnership Act 1908

If no partnership agreement, then the Partnership Act 1908 Applies. Some aspects of the Partnership act are:

· Profit and losses shared equally amongst partners

· There is no interest on capital account, current account, no salaries and no Interest on drawings
· Mutual agency exists – each partner can act on behalf the partnership in the normal course of the business

· On death of a partner the partnership is dissolved

Companies and State Owned Enterprises (SOE’s)

Points to note

· A Company is a business organisation that is a legal entity formed under the Companies Act, having perpetual succession (keeps going even if owners change) and whose capital is contributed by shareholders.
· Shareholders are not personally responsible for the company debts.

· Directors are not personally responsible for the company debts as long as they have not contravened any statutory obligations or requirements under the NZ Framework or generally accepted accounting practice.
· Profit is distributed to shareholders as dividends agreed to by the directors based on an amount per share.
· A company is formed under the Companies Act as a legal entity which must have a constitution. This sets out the powers of shareholders and directors and how shares are transferred.
· A company has a legal obligation to prepare financial statements and must follow the Companies Act and the Financial Reporting Act and the NZ Framework which requires full reporting entity to provide general purpose financial reports.
Advantages

· Unlimited sources of capital

· Limited Liability for shareholders

· Share decision-making

· Access to large amounts of resources and skill
Disadvantages

· Rely on other peoples decisions

· Profit is shared

· Shareholders have little say in the running of the business

· Legal requirements to follow. Set up costs more expensive than other forms of ownership. 
Advantages/Disadvantages

Be careful how you answer these questions.  Read the question carefully to see what the question is asking.  e.g. ‘what is the advantage of a company over a sole trader’ will involve a different answer to ‘what is the advantage of a company over a partnership’
Constitution

A company does not have to have a constitution.  If the company does not have a constitution then the Companies Act applies.   Reasons for having a constitution: allows you to modify some of the requirements of the Companies Act.  If it is written into your constitution you may repurchase shares, transfer shares, limit the powers of directors etc.

Procedure for formation

· For a Company:  Make a formal application to the Registrar of Companies which includes names of one or more shareholders, number of shares to be issued, name of company, name of directors.  Once the company is incorporated a Certificate of Incorporation is issued.

· For a Partnership:  A partnership is formed when two or more individuals join together to run a business with a view to making a profit.   A Partnership Agreement may be written up to cover the rights duties, obligations etc of the partnership.

· There are no formal procedures to be followed for setting up a sole trader

Dividends

Dividends are a distribution of a company’s profit, to the shareholders, that are generally paid to shareholders twice per year (normally in cash). They are paid as an amount per share held by the shareholder.

Before any dividends are paid, the solvency test must be satisfied.

Solvency Test: Before a dividend is paid the directors must ensure that:
· The company can pay its debts as they fall due in the normal course of business (liquidity test); and 

· The value of the company’s assets is greater than the value of its liabilities – including contingent liabilities (balance sheet test).

Both criteria must be satisfied after the distributions have been made.

The New Zealand Framework

Purpose (Learn 2 for safety)

To assist: 

· users of financial statements in interpreting information contained in financial statements;

· preparers of financial statements in applying Standards and in dealing with topics that have yet to form the subject of a Standard;

· auditors to form an opinion if the financial statements conform with the Standards;

· the Financial Reporting Standards Board (FRSB) in its role as a national standard setter to develop, review, promote IFRSs and equivalents.

Status

· applies to all reporting entities

· sets out the concepts that underlie the preparation and presentation of financial statements

· is not a standard – nothing in the NZ Framework overrides any specific standard

Scope

The NZ Framework deals with:

(a)       the objective of financial statements

(b)  the qualitative characteristics that determine the usefulness of information in financial statements

(c)  the definition, recognition and measurement of the elements from which financial statements are constructed; and

It is concerned with general purpose financial statement prepared and presented at least annually for the needs of a wide range of users. This includes a balance sheet, income statement, statement of cash flow, statement of changes in equity, notes and any other information forming part of the financial statements.

Objectives of Financial Statements

· To provide information about the financial position, performance and changes in financial position of an entity that is useful to a wide range of users in making economic decisions.

· Financial statements meet the common needs of most users.

· Show the results of the stewardship or accountability of management for the resources entrusted to them, compliance with legislation, regulations, common law and contractual arrangements.

Characteristics of Companies under the Financial Reporting Act
Full Reporting
Must provide general purpose financial statements which include:

· Income statement

· Balance sheet

· Statement of Cash Flow

· Statement of Changes in Equity

· Notes 
· Other statements and explanatory material that form the financial statements; if:
a) an issuer

b) any company not exempt
c) a person that is required by any other Act to be a reporting entity
Differential Reporting
Are exempt from providing a Statement of Cash Flow if:
a) is not an issuer

b) is not a subsidiary of an issuer

c) is not large if any two are under:

· income $20 million

· total assets $10 million

d) 50 full time employees

d) owners are members of the governing body

e) owners have not requested 

Exempt
Are exempt from providing general purpose financial statements if at least 2 of the following apply:
(a)  at balance date total assets are less than $1 million

(b)  turnover is less tan $2 million
(c)  The company has less than 5 fulltime equivalent employees
Or, the company 

(a) Did not have any subsidiaries

(b) Was not a subsidiary of another body corporate or associated person 

Reasons for differential reporting

One of the constraints on relevant and reliable information is the balance between benefit and cost. The benefits derived from the information should exceed the costs.  As the benefit for the users of some small companies does not outweigh the cost of providing certain information these companies do not need to provide this information.
The Purpose of NZIAS and New Zealand International Financial Reporting Standards (NZIFRS)

The purpose is to outline what is generally accepted accounting practice for a reporting entity in New Zealand so that they can prepare financial statements that comply with the Financial Reporting Act.
The Purposes of the Major Sections of statutory and non-statutory information within the annual report of a reporting entity listed on the New Zealand Stock Exchange.

Statutory requirements
· The first and foremost statutory requirement for a reporting company that meets full NZ GAAP requirements is to prepare General Purpose Financial Statements. These include the Statement of Accounting Policies, Income Statement, Statement of Changes in Equity, Balance Sheet and Statement of Cash Flow with accompanying explanatory notes.

Statement of Accounting Policies

Purpose

To inform users of the General Purpose Financial Statements the accounting policies adopted in the preparation of those financial reports. This allows users to understand the significance of the information contained in the General Purpose Financial Statements.

What it must show

· identification of the entity reporting by name and nature, (including the statutory base – registered under the Companies Act 1993)

· the measurement basis (or bases) used in preparing the financial statements 

· the other significant accounting policies used that are relevant to an understanding of the financial statements

· a statement of changes in accounting policy only if the change is required by a Standard or results in the financial statements providing reliable and more relevant information about the effects of transactions on the entity’s financial statements. A change in depreciation % or doubtful debts % is a change in estimate, not a change in accounting policy.
Income Statement

Purpose

To show the net surplus (deficit) for the given period and the components of the net surplus (income less expenses).

What it must show
· income
· finance costs

· inventory write downs

· loss or gain on disposal of property, plant and equipment

· loss or gain on disposal of investments

· auditors fees broken into fees/advice etc

· total directors’ fees

· donations

· depreciation

· bad debts / doubtful debts

· tax expense

· profit or loss for the period

Statement of Changes in Equity

Purpose

To reconcile the equity at the beginning of the given period with the equity at the end of the given period.

What it must show

· profit or loss for the period

· each item of income and expense for the period recognised directly in equity (eg revaluations of assets)

· total income and expense for the period

· effect of changes in accounting policies

· amounts of transactions with equity holders disclosing separately any distributions to equity holders

· the balance of retained earnings at the beginning of the period reconciled with the balance at the end of the period with any changes disclosed separately

· carrying amounts of each class of contributed equity and reserves at the beginning of the period reconciled to the carrying amount at the end of the period with each change disclosed separately.

Balance Sheet

Purpose

To disclose the entity’s assets, liabilities and equity and the relationship of these elements to each other at a point in time.

What it must show

· Current Assets

· Non-current Assets

Current Liabilities
· Non-Current Liabilities

· Equity

· Appropriate Notes

Statement of Cash Flow 

Purpose

To provide information about the historical changes in cash (ie. bank account) of an entity. The Statement of Cash Flow provides users of the financial statements with a basis to assess the ability of an entity to generate cash and the needs of the entity to utilise those cash flows.

What it must show
Separately disclose the cash flows classified by major sources and uses from:

· Operating Activities

· Investing Activities

· Financing Activities

Other Statutory requirements

Directors’ report 

Shareholders are informed of the direction the company has taken, and are provided with background information for assessing the financial performance and financial position of the company.
Auditors’ report 

To provide an independent opinion that:

· proper accounting records have been kept by the company

· the financial statements comply with New Zealand Generally Accepted Accounting Practice 

· the financial statements give a true and fair view of the financial position of the company

Register of Directors’ interest

Information about each director’s investment shares held in other companies are disclosed.  Thus shareholders can determine if directors may have a conflict of interest.

Directors’ remuneration
The total amount in fees and other benefits each director individually received is disclosed. Thus shareholders can determine how much each director has been remunerated and decide if their performance warrants this.

The number of employees whose remuneration and other benefits exceed $100,000, broken down into bands of $10,000. This allows shareholders and other users to assess the levels of salaries paid and relate these to the company’s performance.

Auditors’ remuneration

States the amount auditors are paid for their audit work and any other work carried out for the company.

Donations

Total amount paid by way of donations to charities (by nature these are material) 

Signatures of two directors, or one director if the company has only one director

Confirms that the annual report has been prepared for the company and that the directors are accountable for its contents.

Non-statutory contents

Chairperson’s report

Contains a summary of Company activities for the year and includes the proposed dividend for shareholders.  The report mainly focuses on the positive aspects of the company and is used as promotional material highlighting to investors the benefits of investing in the company. This report is not audited.
Five – Ten Year Statistical Review

Contains historical data that enables users to consider company performance over the past 5-10 years. The user is then able to make future predictions about profitability based on the past performance.

Graphs and tables

The user is able to identify any trends in revenue, expenses, assets, liabilities, profitability and financial position. Graphs and tables make it easier for the user to understand often complex financial information. 

Promotional material, photographs, pictures 

The annual report may include promotional material for products/services. Therefore users can then associate brand names with the company and this material also enhances the company image in the marketplace. Photographs and pictures of company activities are often included in the annual report.

Details of sponsorship programmes

A summary of community activities sponsored by the company can be shown in the annual report.  This information also enhances the company image.
The purposes of preparing financial reports including supplementary information, financial statements and non-financial statements

The objective of general purpose financial statements is to provide information about the financial position, financial performance and cash flows of an entity that is useful to a wide range of users in making economic decisions. Financial statements also show the results of management’s stewardship of the resources entrusted to it. To meet this objective, financial statements provide information about an entity’s:

(a) 
assets;

(b) 
liabilities;

(c) 
equity;

(d) 
income and expenses, including gains and losses;

(e) 
other changes in equity; and

(f) 
cash flows.

This information, along with other information in the notes, assists users of financial statements in predicting the entity’s future cash flows and, in particular, their timing and certainty.

Limitations of financial statements

· The Statements do not include any non-financial information.  For example: reputation of the entity, ability of staff, state of assets, quality of product/service – these can impact on the profitability of the business in the future.

· The Statements include figures that are based on estimates and the judgement of the accountant. For example: Depreciation, Doubtful Debts – therefore the profit is not entirely be accurate.
· The Statements include figures for assets that may be recorded at historical cost which may be out of date.

· Terminology used in the statements may not be understood by all users, for example Accrual Basis.

Qualitative Characteristics 

These are the attributes that make information provided in the financial statements useful for users. Users are assumed to have a reasonable knowledge of business and economic activities and accounting and a willingness to study the information with due diligence.
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Understandability

Information is understandable if readers can reasonably be expected to comprehend its meaning. Users are assumed to have a reasonable knowledge of business and economic activities and accounting and a willingness to study the information with reasonable diligence. 

If some information is complex then it should not be excluded merely on the grounds it is too difficult to understand.
Relevance

If it influences the economic decisions of users by helping them evaluate past, present or future events or confirming, or correcting, their past evaluations.

Example

· Past: Sales from the year was $400,000

· Present: the amount outstanding from credit sales is $80,000 at the moment. 

· Future: the amount that should be collected $78,000
Materiality

The relevance of information may be affected by its nature and materiality.

Information is material if its omission or misstatement could influence the economic decisions taken on the basis of the financial statements. It depends on size or its error judgement.

Example: Treating stationery not yet used as an expense (not an asset) worth $100.
Comparability
Users must be able to compare the financial statements of an entity through time in order to identify trends in its financial position and performance.  Users must also be able to compare the financial statements of different entities in order to evaluate their relative financial position and performance.

Users must be informed of the accounting policies employed in the preparation of the financial statements.

Reliability

When information is free from material error and bias and can be depended upon by users to represent faithfully that which it purports to represent or reasonably be expected to represent.

Example: A legal action may be relevant but so unreliable that the full amount of the claim should not be disclosed in the balance sheet.

Faithful Representation

Information must represent faithfully transactions and other events that which it purports to represent or reasonably be expected to represent.

Example: A balance sheet should represent faithfully the transactions and other events that result in assets, liabilities and equity of the entity at the reporting date which meet the recognition criteria.
Substance over Form

Information should be accounted for and presented in accordance with their substance and economic reality and not merely their legal form. 

Example: The ownership of an asset may be different to the entity that has control and economic benefits of this asset. In this case this asset may be included in the entity’s balance sheet that uses this asset.

Neutrality

Information must be free from bias. Financial statements are not neutral if, by the selection or presentation of information, they influence the making of a decision or judgement in order to achieve a predetermined result or outcome.

Completeness

Information in financial statements must be complete within the bounds of materiality and cost. An omission can cause information to be unreliable and irrelevant. 
Constraints on Relevant and Reliable Information

Timeliness:

Undue delay in reporting information may affect its relevance. A balance between relevance and reliability. Timely information is received in time for it to be used in making decisions.
Balance between Benefit and Cost:

The benefits derived from information should exceed the cost of providing it. This is difficult to measure as the benefits apply to all users while the cost applies only to the entity.

Balance between Qualitative Characteristics:

An appropriate balance between the characteristics and their importance is a matter of professional judgement.
Underlying Assumptions 



Going Concern




Accrual Basis


	The entity will continue in operation for the foreseeable future. It is assumed that the entity does not have the intention or the need to stop materially the scale of its operations.
	
	The effects of transactions and other events are recognised when they occur and are recorded and reported in the financial statements in the periods to which they relate.

	e.g. assets valued at historical cost, term liabilities
	
	e.g. balance day adjustments,
depreciation


Elements of Financial Statements

Assets

A resource controlled by the entity as a result of past events and from which future economic benefits are expected to flow to the entity.

Recognition is needed if it is probable for future economic benefit flowing in to the entity and its cost or value can be measured with reliability. 

Future economic benefit:

· Productive

· Convertible into cash

· Exchanged for other assets or debt repayment

Liabilities
A present obligation of the entity arising from past events, the settlement of which is expected to result in an outflow from the entity of resources embodying economic benefits.  
Recognition is needed if it is probable for future economic benefit will flow from the entity and its cost or value can be measured with reliability. 

Present obligation:

· Payment of cash

· Transfer of other assets

· Provision of services

· Replaced with another obligation

Owners Equity

This is the residual interest in the assets of the entity after deducting all its liabilities. 

                             OE  =  A  -  L
Expenses

Decreases in economic benefits during the accounting period in the form of outflows or depletions of assets or incurrences in liabilities that result in decreases in equity, other than those relating to distributions to equity participants(owners).
Income

Increases in economic benefits during the accounting period in the form of inflows or enhancements of assets or decreases in liabilities that result in increases in equity, other than those relating to contributions from equity participants(owners).
Measurement of the Elements

1. Historical Cost

Assets are recorded at the amount of cash or cash equivalents paid or the fair value of the consideration given to acquire them at the time of their acquisition.

Liabilities are recorded at the amount of proceeds received in exchange for the obligation or the amount of cash or cash equivalents expected to be paid to satisfy the liability in the ordinary course of business.
	Advantages
	Disadvantages

	· verifiable

· free from bias

· easy to follow
	· may not be current in times of inflation


2. Current Cost

Assets are carried at the amount of cash or cash equivalents that would have been paid if the same or equivalent asset is acquired currently.

Liabilities are carried at the undiscounted amount of cash or cash equivalent that would be required to settle the obligation currently.

3. Realisable Value

Assets are carried at the amount of cash or cash equivalents that could currently be obtained by selling the asset in an orderly disposal.

Liabilities are carried at settlement values; that is the undiscounted amount of cash or cash equivalent expected to be paid to satisfy the liability in the normal course of business.

Note:
Valuation of Inventory: The general accepted accounting practice for valuing inventory is to ‘value it at the lower of cost or net realisable value’.

Contingent Liabilities: are liabilities that may or may not exist, depending on the outcome of some future uncontrollable event. They are not recognised as liabilities in the financial statement, but are disclosed by way of note in the statement of financial position.
Why do we have principles?

It is important that financial statements are drawn up in accordance with generally accepted accounting practices so that accounts can be prepared in a consistent manner, allowing comparisons to be made between periods and entities.

Note: 

· When writing answers in an exam you will get some marks for definitions. So learn them!! Write them down in your question even if you can not apply it to the situation given.
· You will get better marks for using the example in the question and explaining (using the definition) why a vehicle is an asset, why historical cost is verifiable, how valuing inventory at the lower of cost or net realisable value is conservative etc. 

· Look at old exam questions for examples, and practice. You will need to look at as many old exams as you can.
3.2 PROCESS FINANCIAL INFORMATION FOR PARTNERSHIPS AND/OR COMPANIES
Processing For Partnerships
Partnership Formation
For NCEA all journal entries for the formation of a partnership are done through the general journal. Partnerships will be formed by:

1. The introduction of cash (two ore more individuals may invest cash and start a business from scratch). 

Journal entries
DR 
Bank


CR 

Capital (of each partner)



(Cash introduced on formation)
2. A sole trader may decide to take on a partner in return for an investment in cash or other assets.

3. Two or more existing sole traders may decide to amalgamate (join together) their existing business

When a partnership is formed, assets and liabilities of a sole trader are taken over at an agreed value. This agreed value becomes the historical cost of those items to the new partnership.

Journal entries (for 2 and 3)
DR
All assets to be taken over at agreed values (Including Goodwill)

CR
All liabilities (including allowance for doubtful debts) and capital – state the name of the person (next to capital).

(Assets and liabilities contributed at the formation of the partnership)

Remember:

For Fixed Assets ignore any accumulated depreciation. Record them at their agreed value, or the Historical Cost less the accumulated depreciation. Do not record the depreciation in the opening journal entries for a partnership. You do not buy/take over another business’s depreciation.
Accounts Receivable are taken over at their actual amount (less any bad debts that still have to be written off). However, an Allowance for Doubtful Debts is recorded.

Goodwill is calculated as the difference between the agreed capital value and the net assets (assets – liabilities) taken over of the business. It represents future economic benefits the firm will receive from those assets that have no tangible presence. It represents the value placed on factors such as the firm’s reputation, established custom and location that make the business more profitable in the future.

Profit Distribution
For this part of the Achievement Standard you need to be able to prepare the ledger accounts for distributions of profits/losses (Profit Distribution Account), Current Account and Capital Accounts. You will also need to know the journal entries. The same principle with both applies.

Profit Distribution Account (Appropriation Account)
A Profit Distribution Account (or statement) is used to show the allocation of a firm’s net profit or net loss. Items to be included are:

GENERAL LEDGER 

	PROFIT DISTRIBUTION ACCOUNT

	Date 
	Particulars
	Dr
	Cr
	Bal

	
	Financial performance summary (Net profit)
	
	xx
	

	
	Financial performance summary (Net Loss)
	xx
	
	

	
	Interest on partners drawings
	
	xx
	

	
	Partners salaries
	xx
	
	

	
	Interest on capital accounts
	xx
	
	

	
	Interest on current account
	xx
	
	

	
	Interest on current account (overdrawn)
	
	xx
	

	
	Share of residue (other way around if loss)
	xx
	
	-


· Items debited decrease the partnership profit to be distributed. 

· Items credited increase the partnership profit to be distributed.

· Entries need to be made for each partner

· Interest on a loan from a partner needs to be treated as an expense and taken off net surplus (if it has not already) and credited to the current account of that partner (see below)

· Partners’ salaries are to be treated as a distribution of profit 
· The account/statement is balanced to zero as all profits/losses must be distributed.

CURRENT ACCOUNT

This account records changes (increases or decreases) in the capital of the partners (other than changes to the fixed capital that the partners have agreed to contribute).

Most of the items that appear in the Profit Distribution Account will also appear in the Current Account. If it was debited in the Profit Distribution Account, then it will be credited in the Current Account (and vice versa). Each partner has their own separate Current Account. Drawings will also appear in the Current Account as a Debit.

	CURRENT ACCOUNT

	Date 
	Particulars
	Dr
	Cr
	Bal

	
	Opening Balance (CR – unless overdrawn)
	
	xx
	

	
	Drawings
	xx
	
	

	
	Interest on drawings
	xx
	
	

	
	Partners salaries
	
	xx
	

	
	Interest on capital accounts
	
	xx
	

	
	Interest on loans
	
	xx
	

	
	Interest on current account
	
	xx
	

	
	Or – Interest on current account (overdrawn)
	xx
	
	

	
	Share of Residue
	
	xx
	


Note:

The Capital Account for a Partnership is not adjusted for (unless there is a new contribution of capital). All changes are done through the Current Account.

Journal Entries for Distribution of Profit
In the exam you may also be required to prepare the journal entries in relation to the distribution of profits. You may have to do the entries for the following (they will normally be one-off entries and not all of these):
1. Interest on loan by partner
DR

Interest Expense

CR

Current Account – Name of partner
(Interest on loan)


2. Close Financial Performance Summary Account to Appropriation Account (other way around if a loss)
DR

Financial Performance Summary


CR

Profit Distribution Account

(Closing entry)

3. Interest on Drawings 

DR

Current Account – Name of partner


CR

Interest on drawings/(PDA)
(For interest charged on drawings)

4. Interest on Capital Accounts

DR

Interest on capital/(PDA)

CR

Current – Name of partner

(For interest on capital accounts)
5. Interest on Current Account (other way around if overdrawn)

DR

Interest on Current/(PDA)

CR

Current – Name of partner

(For interest on current accounts)

6. Partners Salaries

DR

Salaries/(PDA)

CR

Current Account – Name of Partner

(For salaries payable to partners)
7. Allocate the Surplus (other way around if a loss)

DR

Profit Distribution Account

CR 

Current Account – Name of partner
(Share of residue)
8. Close of partners’ Drawings

DR

Current Account – Name of partner
CR

Drawings – Name of partner
(Closing entry)

Note:

You may be required to complete the narrations.
Processing for Companies - Accounting for the Issue of Shares

To raise funds (capital) to commence operations, or expand, companies may need to issues shares. They may do this in the following ways:
· In exchange for cash 
· Shares issued through a share broker/stock broker

· In exchange for the purchase of a business as a going concern
· For the repayment of debt

· As a means of distribution of retained earnings or asset revaluation reserve 

Issue in Exchange for Cash

DR
Bank 

CR
Contributed Equity


(Issue of XXX shares at a fair value of $XXX)

Issue of Shares in Exchange for Cash (To Public)
The procedure for issuing shares is as follows:

· A prospectus is issued.

· Application money is received from prospective shareholders.
· Shares are allotted to shareholders.

· Any refunds are made to unsuccessful applicants.

Receipt of applications money

DR
Bank 
CR
Applications Account


(To record applications received for xxx shares)

Allotting shares to shareholders

DR
Application Account

CR
Contributed Equity

(for the issue of xxx shares @ $--- per share) 

Refund of application money to unsuccessful applicants
DR
Application Account

CR
Bank 

(Refund over-subscription)

Shares issued through a share broker 
Share issue for cash may be through a share broker. The amount received by the company will be the gross amount less the underwriting and brokerage fees charged by the share broker. Other direct costs associated with the issue, such as prospectus costs and legal fees are transferred to the contributed equity. See below. 
DR
Bank (number of share x share price – Brokerage fee)

CR
Contributed equity

(Money received for the issue of xxx number of shares)

DR
Contributed equity


CR
Bank 

(For payment of prospectus and legal fees associated with the share issue)

DR
Administration Expenses (Share issue)

CR
Bank

(Payment of indirect expenses related to the share issue)
In exchange for the purchase of a business as a going concern

This often occurs is when a company is incorporated and buys another business’ assets, issuing shares rather than cash, in payment. The journal entries to do this are very similar to the journal entries for the formation of a partnership.

DR
All assets taken over at agreed value (Including Goodwill)

CR
Liabilities (including allowance for doubtful debts)

CR
Vendor – (And full name of business being taken over)


(For assets and liabilities taken over as per agreement)

DR
Vendor – (And full name of business being taken over)

CR
Contributed Equity

(For the issue of xxx shares as consideration for purchase of business)

Note: For NCEA a combination of shares issued for cash and in exchange for other assets is also a common way that questions are asked
In exchange for debt

You will be given both the carrying value of the liability and the present cash value of the liability. Note that if the cash value of the liability is less than the carrying amount, credit income (gain on sale of…) for the difference. If the cash value is more than the carrying amount, debit expense (loss on sale of…) for the difference. 

DR
Debenture/Loan (type of debt)






CR
Contributed Equity



CR
Income type (gain on sale of debenture/type of liability)

(Conversion of debenture/Loan to equity)


As a means of distribution of retained earnings (or asset revaluation reserve)


DR
Retained Earnings







CR
Contributed Equity






(Issue of XXX Ordinary shares @ $)

Or 
DR
Land and building Revaluation Reserve



CR
Contributed Equity

(Issue of XXX Ordinary shares @ $)

Repurchase of Shares

Companies may repurchase their shares – if in their constitution. They do this to:

· Improve the earnings per share or rate of return

· To stimulate an increase in the share price

· To avoid a take over

· To regain family control that may have previously been lost

The company must satisfy the solvency test after the repurchase of the shares.

Journal entry for repurchase of shares


DR
Contributed Equity







CR
Bank 








(Repurchase of XXX ordinary shares @ $)

Retained earnings may need to be re-adjusted (Debited or Credited) if the market value of the shares is different from the value shown in the shareholders funds.

Other Accounting Entries for Companies

Revaluation of Non-Current Assets (upwards only)
The market value of some assets may increase over time (especially in times of high inflation). This may lead to some assets, and consequently the business as a whole been undervalued in the Statement of Financial Position. The most common types of assets to require upward re-valuing are:

· Land 
· Buildings

The upward re-valuing of non-current assets on balance day involves recording the current year’s depreciation expense based on the value of the asset before the revaluation. The balance of the Accumulated depreciation is then transferred to the Asset account and the revaluation is done. The following journal entry is needed for the revaluation:

DR 
Depreciation Expense (Name of Asset)



CR 
Accumulated Depreciation (Name of Asset)


DR
Accumulated Depreciation (Name of Asset)



CR
Asset 



DR
Land and buildings

CR
Land and building Revaluation Reserve – The name of the asset re-valued.


(To record the revaluation of land and buildings)

Inventory revalued to below cost

On balance day inventory may be valued at less than cost. To record this you need to:

DR
Inventory Loss



CR
Inventory

Dividends

Dividends are a distribution to shareholders (normally from retained earnings i.e. from surplus) that are generally paid to shareholders twice per year (normally in cash). They are paid as an amount per share held by the shareholder.

An interim dividend is paid out during the financial year in anticipation of the profit the company expects to make. 
Journal Entry:

DR
Interim Dividend







CR
Bank 








(Interim dividend of XXX Cents per share paid)

A final dividend is proposed and paid out after the financial statements have been prepared. It is allowed for, but not paid until the following period. This proposed dividend is to be recorded by way of footnote in the financial statements. It is not a liability.
You need to be able to prepare the journal entry for the payment of the final dividend relating to the previous year.  This dividend is shown in the Statement of Movements in Equity and the Statement of Cash Flows

Journal Entry

DR
Final Dividend


CR
Bank 

(20XX Final dividend paid of XXX Cents per share)

Closing Entries

At the end of the year dividends paid during the year (interim dividends for this year and the final from the previous year) need to be closed to the retained earnings account.


DR
Retained Earnings



CR
Interim Dividend



CR
Final Dividend


(Closing Entries)

Remember:

Before any dividends are paid, the solvency test must be satisfied.

Solvency Test: Before a dividend is paid the directors must ensure that:
· The company can pay its debts as they fall due in the normal course of business (liquidity test); and 

· The value of the company’s assets is greater than the value of its liabilities – including contingent liabilities (balance sheet test).

Both criteria must be satisfied after the distributions have been made. 
If a company pays a dividend but does not meet the requirements of the solvency test, then the directors can be held personally liable for any amounts needed to satisfy creditors.

Taxation 

As a company is a separate legal entity, it has to pay tax on its net profit. Income tax is an expense that is shown in the Income Statement.

Paying Tax

Since the financial year does not finish until 31 March, the exact amount of tax is not calculated until the financial statements have been prepared and taxable income is known.  However, companies must pay instalments (three) of tax during the year. These are based on an estimate of the taxable income for the year. These instalments are called provisional tax.

Provisional tax dates for companies that have a 31 March Balance Date are due on 7th July, 7th November and 7th March.

Provisional tax rates are based on 105% of the tax payable from the previous year’s taxable income.
Any additional tax that must be paid above the amount of provisional tax is known as terminal tax. This is due on February 7 following the end of the financial year.

The financial results are sent to the IRD for checking. They will decide how much tax is to be paid. The process takes time and the actual payment of tax will not take place in the period in which the income was earned. 

The actual tax figure is recorded in the Income Statement. A Taxation Payable is created as a Current Liability in the Balance Sheet (if the amount of tax paid was less than the actual tax expense for the year). 

A Taxation Payable is created as a Current Asset in the Balance Sheet (if the amount of tax paid was more than the actual tax expense for the year). 

Journal Entries

Note:

To Record Provisional Tax Paid (3 entries)

DR
Provisional Tax Paid

CR
Bank

(Cash Payments Journal)

To record Income Tax Expense (this is the actual amount of tax that should be paid on profit)
DR
Income Summary 



CR
Taxation Payable 


(To record tax expense for the year)

To close the Provisional tax paid account (not in exam)
DR
Taxation Payable


CR
Provisional Tax Paid 
(To offset provisional tax paid during the year)
3.3 PROCESS FINANCIAL INFORMATION FOR A MANUFACTURING JOB COST SYSTEM
A manufacturing enterprise produces goods for sale by processing raw materials in a factory. In a manufacturing enterprise, finished goods for sale are not purchased but are produced by the business itself.
Cost of Production
To manufacture goods in a factory human labour and various tools and machinery are used to convert raw materials into a saleable product - a finished good.

The cost of production measures the cost of goods manufactured during the period and is found by adding the costs of direct materials, direct labour and factory overheads used in production.

Materials

Materials used in the production process are made up of:

· Direct materials

· Indirect materials

Direct materials are those materials that are readily traceable to the manufacture of the product.

Indirect materials are those which are not directly associated with but still necessary to production.

Labour

Labour consist of all the human effort used in the productive process and is of two types:

· Direct labour 

· Indirect labour

Direct labour is that labour that is readily traceable to the manufacture of a particular product.

Indirect labour employed in carrying out jobs in the factory which are only indirectly associated with actual production.

Indirect materials and labour are recorded separately from direct materials and labour.

Factory Overhead

Factory overhead includes all the expenses, over and above direct materials and direct labour, which are necessary to keep the factory running. Factory overhead includes indirect material costs and indirect labour costs and other manufacturing expenses such as factory light and power, depreciation on factory plant and equipment, repairs and maintenance and factory insurance.

Work in Progress

Work in progress consists of partially completed goods at the end of an accounting period. It appears in the statement of financial position as a current asset.

Cost of production 

=
Work in progress at the beginning of a period

+
Direct Materials

+
Direct Labour

+
Factory Overhead

· Work in progress at the end of the period

Product Costing Systems
In manufacturing enterprises there is a need for managers to have frequent and detailed information on the costs of manufacturing each type of product. It is important that costs are correctly allocated to jobs as a number of decisions are based on the accuracy of this information. Such decisions as follows are only as good as the information provided:
· The prices at which the products may be sold

· Whether it is profitable to manufacture a certain type of product

· Assessing manufacturing performance

Therefore the objectives of a costing system are to:

· To provide accurate information for quotes for customers

· To accurately record materials and labour used on a job

· To accurately charge out overheads incurred by the business

· To avoid under or overcharging for jobs

Job Costing
When the type of manufacturing being undertaken has the features of being intermitted or low volume or custom operations or one off operations, the product costing system must as far as possible avoid averaging costs. The product system must instead trace the costs incurred in manufacturing each product to the cost records for that product.

Job order costing is used to calculate the manufacturing costs of one-off products. The products are identifiable, this means that costs can generally be traced to each product (direct materials and direct labour). There is however a problem with factory overhead costs which cannot be traced.

A job cost system uses actual costs of direct labour and direct materials for each job and assigns overhead costs on a predetermined basis to each job.

Predetermined Overhead Rates

To work out an overhead rate the manufacturer must:

· Estimate the business overhead rate for the coming year.

· Choose an activity measure or base to apportion the overheads. This should be highly correlated with overhead consumption. The base used for allocating overheads should best reflect the consumption of overheads in that business, because it is the main driver, incurs the most factory overhead. For example labour-intensive products would suit a direct labour base, a machine-intensive process a machine hour rate.

There are five frequently used bases for allocating factory overhead (cost drivers):

· Direct labour hours

· Direct labour costs

· Direct machine hours

· Units of output

· Direct material costs

Predetermined overhead rate = 
Budgeted Overhead





          Budgeted Activity Base 

The overhead rate is then used to apply costs to each job.

Applied Overhead = Overhead Rate * Actual Activity Base
Under or Over Applied Overhead

As overhead is allocated to jobs based on budgeted figures at the beginning of the period it is unlikely that these figures will be exactly the same as the actual figures. Thus the budgeted overhead rate applied will result in a different amount of overhead applied than what was actually incurred so there will be over/under-applied overhead.

If the actual factory overhead is greater than the factory overhead applied then there is an under provision of factory overhead (and vice versa). 

Under or over applied overhead is closed from the factory overhead control account to the cost of goods sold for a business that produces a good and to the financial performance summary for a business that produces a service.

Over Provision = CR to Cost of Goods Sold/Income Summary

Under Provision = DR to Cost of Goods Sold/Income Summary

Source Documents 
Job Cards

Each job as it progresses through the production process will be allocated a job card on which will be recorded any materials used and the time spent on the job by workers. 
Purpose of Job Cost Card
The job cost card is a document that is used to accumulate costs related to each individual job. They are the subsidiary ledger records for Work in progress and Finished goods in the general ledger. 
The balance of the work in progress control account will be the same as the total of all the job cost cards of incomplete jobs.

When the job is finished, or at the end of a period, the job cards will be processed in the factory office where values will be added. You may be required to enter information on to a job cost card.

	Job Card

	Job Number
	Description

	Date Started
	Date Completed.

	Date
	Document 

Details
	Hours
	Raw Materials
	Labour
	Overheads

	
	
	
	

	
	
	
	

	Total Costs
	


Purpose of Source Documents used:

You will need to be familiar with the following source documents used in a Job Cost system:

Time Records/Time Sheets

· Records information about the time worked by employees. 

Materials Requisition

· Internal document that is filled out in order to get the materials to use on a job (to issue to jobs). 

Job Costing Entries
The entries that you need to complete for job costing may need to be prepared on:

· Source documents (complete source documents from information given)
· Job cost sheets/cards (fill in card from information given)
· General journal entries (see below)
· General ledger entries (see below) – these could be in the form of subsidiary ledgers for raw materials, work in progress and finished goods.
Journal Entries
You are unlikely to need to do all of the journal entries, however you will be asked to do specific ones, so you will need to learn the following. Learning these will also enable you to do the ledger accounts – as exactly the same principles apply.

Raw materials purchased


DR
Raw Materials


DR
GST (normally includes GST)



CR
Accounts Payable/Bank

Raw materials issued to job(s)

DR
Work in Progress



CR
Raw Materials

Issue of indirect materials


DR
Factory overhead



CR
Raw materials

Wages paid for during period

DR
Wages



CR
Bank

Direct labour used in jobs

DR
Work in progress



CR
Wages 

Indirect labour used in jobs


DR
Factory overhead



CR
Wages
Factory overhead applied (check out rate and method)


DR
Work in progress



CR
Factory overhead 

Other factory overhead expenses (these expense would be paid prior to this – the following journal entry is the allocating them to factory overhead)

DR
Factory overhead

CR
Other Expenses (Factory Power, Depreciation Factory Rates etc)
Jobs completed (transferred out of work in progress to finished goods) 

DR
Finished goods



CR
Work in progress

Jobs delivered or invoiced/sold to customers

DR
Cost of Goods Sold


CR
Finished goods


DR
Accounts Receivable/Bank



CR
GST



CR
Sales 

Note:
· If factory overhead is over applied, Credit Cost of Goods Sold. If it is under applied Debit Cost of Goods Sold.
Ledger Entries 

Note:
· The same principles apply as for the journals. Although remember to enter the opening balances. 

· The ledger accounts given are the control accounts (i.e. work in progress has the total of all the work for each individual job being worked on recorded in it). You may be required to do the subsidiary ledgers (i.e. the ledger account for each individual job, or for each type of raw material etc)
· The following page has the relevant ledger accounts affected. They are in T-Format. For the exam you will have do prepare then in 3-Column format. They are shown like this in this booklet as they are easier to follow and learn set out in T-Format.
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3.4
REPORT FINANCIAL INFORMATION FOR PARTNERSHIPS AND/OR A COMPANY
You will be examined on firms registered for GST on the invoice basis that are either a service firm of a trading firm using the perpetual inventory system.

Financial Statements for Partnerships
Balance Day Adjustments for Partnerships

Note: 

· I have shown these in General Journal format, but you will need to record them for this topic (reporting) in the financial statements. You will not have to do General Journal entries in this Achievement Standard. In brackets after the General Journal entry I have told you to increase, decrease or create an account. 

· All examples will include GST where relevant. If the balance day Adjustment was on an item that has no GST, then complete the journal entry ignoring GST.

· Prepayments


DR
Prepayments (Create Asset - Prepayment)






CR
Insurance (Decrease Insurance Expense)




(For insurance paid in advance on balance day)

The figure recorded will be the GST exclusive figure as GST was already recorded when the account was paid. We therefore take GST out.

· Accrued Revenue
Will be limited to interest and/or dividends owing to the business (so no GST). 

DR
Accrued Revenue (Create Asset – Accrued Revenue)


CR
Interest Received (Increase Interest Received)
 
(For interest receivable accrued on balance day

· Revenue in Advance


DR
Rent Received (Decrease Rent Received)






CR
Revenue in Advance (Create Liability – Revenue in Adv’)

(For rent received in advance on balance day)

We use the GST exclusive figure, so must take the GST out as we have already recorded the GST when the rent was received.

· Accounts Payable

Where an invoice is involved for an expense owing, an invoice dated on or before balance day will be recorded as accounts payable (including GST).


DR
Electricity (Increase Electricity Expense)




DR
GST (Decrease GST Liability)






CR
Accounts Payable (Increase Accounts Payable)



(Invoice received for electricity before balance day)

· Accrued Expenses

An invoice dated after balance day will be recorded as Accrued Expense (limited to wages and interest).


DR
Wages (Increase Wage Expense)








CR
Accrued Expenses (Create Liability – Accrued Expense)

(For wages owing on balance day)

· Bad Debts


DR
Bad Debts (Increase Bad Debts)




DR
GST (Decrease GST Liability)






CR
Accounts Receivable (Decrease Accounts Receivable)

(For bad debts written off)

When the sale was first made we charged GST. We recorded this as part of the business’s liability to the Government. Now that we are not going to receive this money, we claim it back.
· Allowance for Doubtful Debts


DR
Doubtful Debts (Create/Increase Doubtful Debts Expense)


CR 
Allowance for doubtful debts (Increase Contra Asset)



(To increase the allowance for doubtful debts to $---)
Note:

· There is no GST. 

· The journal entry would be reversed if the allowance was to be decreased.
· When adjusting the allowance make sure that accounts receivable has been adjusted for bad debts and any additional sales on credit before you calculate the new amount of the provision.

· Depreciation


DR
Depreciation Expense – Equipment (Create Expense)





CR
Accumulated Depreciation – Equipment (Contra Asset)
(To record depreciation on Equipment)
· Inventory shortage

Inventory shortages and/or downwards revaluation in inventory to net realisable value is to be disclosed in the Income Statement as an inventory loss.


DR
Write down of inventory (Expense)


CR
Inventory (Decrease)






(Inventory revaluation loss)

Model Financial Statements for a Partnership:

Income Statement (Statement of Financial Performance)
Service Entity

(Partnership Name)
Income Statement/Statement of Financial Performance
 for the year ended 31 March 2…
	
	$
	$
	$

	Revenue 
	
	
	

	(List all income) (1)
	
	
	XXX

	
	
	
	XXX

	Less Expenses
	
	
	

	Group One Expenses (2)
	
	
	

	(list)
	X
	
	

	
	XX
	XX
	

	Administrative Expenses
	
	
	

	(list)
	X
	
	

	
	XX
	XX
	

	Finance Costs
	
	
	

	(list)
	X
	
	

	
	XX
	XX
	

	Total Expenses
	
	
	(XXX)

	Net Profit / Loss 
	
	
	$  XX


Additional information clarifying the Income Statement for a service entity

(1) All revenue/income for a service business is listed under the one revenue heading.

(2) Group One expenses – the name of this expense category will be provided and will be appropriate to the service firm being assessed, eg Plumbing Expenses for a Plumber.
These are comprised of Distribution expenses (as per trading entity) and any other expenses specific to the provision and delivery of the service.

Trading Entity

(Business Name)

Income Statement/Statement of Financial Performance
for the year ended 31 March 2…
	
	$
	$
	$

	Revenue
	
	
	

	Sales
	
	
	XXX

	Less Sales Returns and Allowances
	
	
	(XX)

	Net Sales
	
	
	XXX

	Less Cost of Sales
	
	
	(XX)

	Gross Profit
	
	
	XX

	Add Other Income 
	
	
	

	(list)
	
	X
	

	
	
	X
	   X

	
	
	
	XXX

	Less Expenses
	
	
	

	Distribution Expenses
	
	
	

	(list)
	X
	
	

	
	XX
	XX
	

	Administrative Expenses
	
	
	

	(list – now include bad debts, doubtful debts)
	X
	
	

	
	XX
	XX
	

	Finance Costs
	
	
	

	(Interest only –list types of interest)
	X
	
	

	
	XX
	XX
	

	Total Expenses
	
	
	(XXX)

	Net Profit / Loss 
	
	
	$  XX


 Balance Sheet/Statement of Financial Position
(Partnership Name)

Balance Sheet/Statement of Financial Position
as at 31 March 2XXX
	
	$
	$
	$

	Current Assets
	
	
	

	(list)
	
	XX
	

	Accounts receivable (note 1)
	
	XX
	

	
	
	XX
	XX

	Non-Current Assets
	
	
	

	Investments
	
	
	

	(list) (Note 2)
	XX
	XX
	

	Property, Plant and Equipment (Note 3)
	
	
	

	Total Carrying Amount
	
	111 200
	

	Intangible Asset
	
	
	

	Goodwill
	XX
	
	

	
	XX
	XX
	XX

	Total Assets
	
	
	XX

	Less Liabilities
	
	
	

	Current Liabilities
	
	
	

	(list)
	XX
	
	

	
	XX
	XX
	

	Non-Current Liabilities
	
	
	

	(list)
	XX
	
	

	
	XX
	XX
	

	Total Liabilities
	
	
	(XX)

	Net Assets
	
	
	$ XX

	
	
	
	

	Equity (Note 4)
	
	
	

	Contributed Capital
	
	
	XX

	Current Capital
	
	
	XX

	Total Equity
	
	
	$XX


Notes to the Balance Sheet/Statement of Financial Position
1) Accounts Receivable

Accounts Receivable


xxx

Less Allowance for Doubtful debts
xxx







xxx

2) Investments

Shares in (name company) have been reported at historical cost. The current fair value of the shares is $XXX which is their market value at balance day.

3) Property, Plant and Equipment

	
	Land 
	Equipment 
	Vehicles 
	Total 

	
	$
	$
	$
	$

	For year ended 31 March 2…
	
	
	
	

	Opening Carrying Amount
	60 000
	19 200
	14 000
	93 200

	Plus Additions 
	20 000
	0
	16 000
	36 000

	Less Disposals 
	0
	0
	(14 000)
	(14 000)

	Less Depreciation
	0
	(2 400)
	(1 600)
	(4 000)

	Closing Carrying Amount
	$ 80 000
	$ 16 800
	$ 14 400
	 $111 200

	As at 31 March …
	
	
	
	

	Cost
	80 000
	24 000
	16 000
	120 000

	Accumulated Depreciation
	0
	7 200
	1 600
	8 800

	Carrying Amount
	 $80 000
	 $16 800
	 $14 400
	 $111 200


Depreciation is calculated on a straight-line basis at the following rates

Equipment 10% pa

Vehicles 20% pa

3) Equity

	
	Capital
	Current
	Total

	Partner A
	X
	X
	X

	Partner B
	X
	X
	X

	Total 
	X
	X
	X


	Partnership Name

Profit Distribution Statement

For the Year ended…

	
	$
	$
	$

	Net Profit
	
	
	XX

	Add Interest on drawings
	
	
	

	Partner A
	
	XX
	

	Partner B
	
	XX
	XX

	
	
	
	XX

	Less Salaries
	
	
	

	Partner A
	XX
	
	

	Partner B
	XX
	XX
	

	
	
	
	

	Less Interest on Current Accounts
	XX
	
	

	Partner A
	XX
	XX
	

	Partner B
	
	
	

	
	
	
	

	Less Interest on Capital Accounts
	
	
	

	Partner A
	XX
	
	

	Partner B
	XX
	XX
	XX

	
	
	
	XX

	Share of Residue
	
	
	

	Partner A
	
	XX
	

	Partner B
	
	XX
	XX

	
	
	
	$0


Note: 

Interest on Current Account will be added if the current account is overdrawn

Financial Statements for a Company
You will need to be able to prepare and explain the purpose of the following financial statements for a company:

· Income Statement/Statement of Financial Performance
· Statement of Movements in Equity

· Balance Sheet/Statement of Financial Position
· Cash Flow Statement
Balance Day Adjustments for a Company
These are similar to the balance day adjustments for a partnership and will be limited to a selection from:
· Depreciation (straight line or diminishing value)
· Bad and Doubtful Debts (same as for a partnership)
· Inventory shortages and/or adjustments for inventory where net realisable value is below historical cost (Write down of inventory is to be recorded as an expense in the Income Statement and Inventory adjusted – decreased – for in the Balance Sheet). Same as for a partnership.
· Accrued Expenses (where an invoice is dated before balance day the expense will be recorded as Accounts Payable (including GST), an invoice dated after balance day will be recorded as accrued expense (excluding GST)). Same as for a partnership.
· Accrued revenue (limited to interest and/or dividends owing to the company and/or invoices dated after balance day. Same as for a partnership.
· Prepayments (Excluding GST).The same as for a partnership.
· Revenue in advance (Excluding GST).The same as for a partnership.
· Revaluation of non-current assets upwards (Increase the Asset in the Balance Sheet and increase the Asset Revaluation Reserve – specific name – in the Equity Section of the Balance Sheet). Before the revaluation, Add the depreciation expense for the year on that asset to accumulated depreciation on that asset, then subtract accumulated depreciation from that asset, then revalue to the new amount.
· Company Tax Expense for the year – in the Income Statement as Taxation Expense, put the amount of tax payable on this year’s profit. In the Balance Sheet Taxation Payable is a current liability and is the difference between the Taxation expense and the provisional tax paid.
Model Financial Statements (Companies) 
Income Statement (Statement of Financial Performance) – Classification of expenses by nature
Expenses are aggregated in the income statement according to their nature. This means that expenses such as depreciation, purchases of materials, transport costs, employee benefits and advertising costs, are combined together and not reallocated among various functions of the entity such as cost of sales, distribution expenses, administration expenses or other expenses. Disclosure requirements are to be shown by classification of income and expenses by nature.

The Firm Limited, Income Statement 

for the year ended 31 March 2006

	
	Notes
	$NZ 000

	Revenue
	1
	12,000

	Other income
	2
	2,000

	Changes in inventories
	
	(290)

	Raw materials and consumables used 
	
	8,660

	Employment benefit expenses
	
	2,650

	Depreciation of property, plant and equipment
	
	370

	Directors Fees
	
	150

	Donations
	
	50

	Auditors Remuneration
	3
	300

	Other expenses (list – such as advertising, loss on sale, bad debts)
	
	400

	Operating profit 
	
	1,710

	Less Finance costs
	4
	110

	Profit before tax
	
	1,600

	Income tax expense
	
	500

	Profit for the period 
	
	$1,100


Notes to the income statement

	
	$NZ 000

	1.  Revenue
	

	Sales
	12,000

	
	

	2.  Other income
	

	Interest received
	490

	Dividends received
	1,500

	Increase in fair value of investments held for trading
	10

	
	2,000

	3  Auditors’ Remuneration
	

	· Fees for audit
	xx

	· Fees for assurance and related services
	xx

	· Fees for tax advice and planning
	xx

	· Fees for other services (suitably described)
	xx

	
	

	4. Finance costs
	

	Interest on overdraft
	5

	Interest on debentures
	90

	Interest on mortgage
	15

	
	$110


Statement of Changes in Equity

While NZIAS 1 prescribes either a Statement of Changes in Equity or a Statement of Recognised Income and Expense with changes in equity shown by way of note the following format will be provided where a format outline is given.

The Firm Limited
Statement of Changes in Equity

for the year ended 31 March 2006

	
	Notes
	Contributed

equity
	Land Revaluation Reserve
	Buildings Revaluation Reserve
	Fair Value Reserve
	Retained earnings
	Total equity

	
	
	
	
	
	
	
	

	Balance at  31 March 2005
	
	1,200
	20
	30
	7
	693
	1,950

	Changes in equity for 2006
	
	
	
	
	
	
	

	Gain on revaluations 
	13
	
	5
	10
	
	
	15

	Gain on revaluation of available for sale investments:
	12
	
	
	
	3
	
	3

	Net income recognised directly in equity
	
	
	5
	10
	3
	
	18

	Profit for the year
	
	
	
	
	
	1,100
	1,100

	Total recognised income and expenses
	
	
	5
	10
	3
	1,100
	1,118

	Proceeds from share issue
	6
	300
	
	
	
	
	300

	Distributions
	6,7
	50
	
	
	
	505
	555

	Balance at 31 March 2006
	6
	1,450
	25
	40
	10
	1,288
	2,813


Additional information

· Contributed Equity is the term for the shares issued by the company.  Alternative terms commonly used include Paid-up Capital, Contributed Capital; Issued Shares; Issued Capital

· The $505 in the Retained Earnings column for Distributions represents $480 dividends + $25 from the share repurchase
Notes to the Statement of Changes in 
Equity

	6.  Contributed Equity
	
	

	
	Number of shares
	$NZ000

	Balance at 1 April 2005
	1,200,000
	1,200

	Bonus issue
	100,000
	

	Shares fully paid for cash
	150,000
	300

	Share repurchase
	40,000
	50

	Balance at 31 March 2006 
	
	1,450

	7.  Distributions
	
	

	Dividends paid to shareholders
	
	480

	Share repurchase
	
	75

	
	
	555


	8.  Dividends declared after balance sheet date

	On 31 May 2006 directors proposed a final dividend for 2006 of 20c per share totaling $270,000 to be paid on 7 July 2006.




Balance Sheet/Statement of Financial Position
Disclosure requirements to be shown by:

· Assets divided into Current and Non-current 

· Liabilities divided into Current and Non-current 

· Equity

· Appropriate notes

The Firm Limited
Balance Sheet as at 31 March 2006

	
	Note
	$NZ000
	$NZ000

	Current Assets
	
	
	

	Bank
	
	100
	 

	Accounts Receivable
	9
	260
	 

	Inventory
	10
	440
	 

	Prepayments
	
	60
	 

	Investments held for trading
	11
	100
	

	Total Current Assets
	
	 
	960

	Non-current Assets
	
	 
	 

	Property, Plant and Equipment
	13
	 3,250
	 

	Goodwill
	
	50
	 

	Available for sale investments
	12
	143
	 

	Total Non-current Assets
	
	 
	3,443

	Total Assets
	
	 
	4,403

	Less Liabilities:
	
	 
	 

	Current Liabilities
	
	 
	 

	GST Payable
	
	60
	 

	Taxation Payable
	
	10
	 

	Accounts Payable
	
	350
	 

	Accrued Expenses
	
	40
	 

	Income in Advance
	
	30
	 

	Total current liabilities
	
	490
	 

	Non-current Liabilities
	
	 
	 

	Mortgage 
	14
	150
	 

	Debentures 
	15
	950
	 

	Total Non-current Liabilities
	
	 1,100
	

	Total Liabilities
	
	
	1,590

	NET ASSETS
	
	
	$2,813

	Equity
	
	
	

	Contributed Equity
	
	
	1,450

	Land Revaluation Reserve
	
	
	25

	Buildings Revaluation Reserve
	
	
	40

	Fair Value Reserve
	
	
	10

	Retained Earnings
	
	
	1,288

	Total Equity
	
	
	$2,813


Additional information

· Investments held for trading will be limited to shares traded on the New Zealand Exchange.  
· Available for sale investments will be limited to investment in Government (Local Body) Stock and Debentures in another company.  

Notes to the Balance Sheet

9. Accounts Receivable

	
	$NZ000

	Accounts Receivable
	280

	Less Allowance for doubtful debts
	20

	
	260


10. Inventory

	
	$NZ000

	Goods for sale
	340

	Work-in-progress
	100

	
	440


11. Investments held for trading

	
	$NZ000

	Balance at beginning of the year
	110

	Additions (disposals)
	(20)

	Revaluation surplus recognised in income
	10

	Balance at end of the year
	100


Investments held for trading comprise shares in The Warehouse Ltd.

12. Available for Sale Investments 

	
	$NZ000

	Balance at beginning of the year
	115

	Additions(disposals)
	25

	Revaluation surplus recognised in equity
	3

	Balance at end of the year
	143



Available for sale Investments comprise investment in Government Stock

13. Property, Plant and Equipment
	
	Land
	Buildings
	Vehicles
	Plant and Equipment
	Total

	
	$NZ000
	$NZ000
	$NZ000
	$NZ000
	$NZ000

	For year ended 31 March 2006
	
	
	
	
	

	Opening carrying amount
	75
	212
	2,810
	550
	3,647

	Additions
	
	
	
	30
	30

	Disposals
	
	
	
	(20)
	(20)

	Depreciation
	
	(2)
	(340)
	(80)
	(422)

	Revaluation
	5
	10
	
	
	15

	Closing carrying amount
	80
	220
	2,470
	480
	3,250

	
	
	
	
	
	

	As at 31 March 2006
	
	
	
	
	

	Cost or valuation
	80
	220
	3,400
	800
	4,500

	Accumulated depreciation
	
	
	(930)
	(320)
	(1,250)

	Carrying amount
	80
	220
	2,470
	480
	3,250

	
	
	
	
	
	


· Land and buildings were revalued on 14 March 2006 by C Collins MIVNZ, an independent valuer to fair value based on the market value of surrounding property.

· The revaluation surpluses have been credited to the land and buildings revaluation reserves in equity.

· Had land not been revalued the carrying amount under the cost model would be $50,000

· Had buildings not been revalued the carrying amount under the cost model would be $180,000.

· Land and buildings are mortgaged to the value of $150,000.  See note 14.
· Depreciation is calculated on the straight-line basis at the following rates:
· Buildings 2% per annum.

· Plant and equipment 10% per annum

· Vehicles 10% per annum

14. Mortgage 

The mortgage is secured over the company’s land and buildings with a maturity date of July 2010 (see note 13).  The rate of interest is 10% p.a. 

15. Debentures

Debentures are secured by a floating charge over assets except land and buildings.  The rate of interest is 9.5% p.a. The maturity date is October 2008

STATEMENT OF CASH FLOWS

Operating Activities

· Cash from customers:  Opening Accounts Receivable + Sales – Bad Debts – Discount Allowed – Closing Accounts Receivable

· Cash paid to suppliers:  Opening Accounts Payable + Purchases – Discount Received – Closing Accounts Payable

· Cash Expenses:  Start with all expenses that could have been paid by cash (ie. not depreciation; loss on sale; bad debts; doubtful debts).  then adjust for Accrued Expenses and Prepayments. Don’t include interest or tax as these are shown separately

· Tax Paid:  Opening Tax Payable + Tax Expense – Closing Tax Payable

· Interest Paid:  Tax expense – adjust for any Accrued Interest

Note:

· To calculate purchases use COGS. Opening inventory + Purchases (work backwards to calculate this) – closing inventory.

· For accrued expenses, prepayments, accrued revenue and revenue in advance use the following table:

	Adjustment
	Last year’s figure
	This year’s figure

	Prepayment
	Take off
	Add on

	Revenue in advance
	Take off 
	Add On

	Accrued expense
	Add on
	Take off

	Accrued Revenue
	Add On
	Take off


Investing Activities (sale and purchase of assets)
· Cash from a sale: find the book value and the gain/loss

· Cash for a purchase: look at historical cost of the asset – don’t forget to include the sale
Financing Activities (non current liabilities; equity)
· Inflows: increases in loans; share issues

· Outflows: dividends (prepare retained earnings account); share repurchase (total amount paid for repurchase); paying loans back
(Show the Highlighted items in Italics separately)

	Company Name

STATEMENT OF CASHFLOWS

For the Year ended …

	
	$
	$
	$

	Cash Flows from Operating Activities
	
	
	

	Cash was provided from:
	
	
	

	Receipts from customers
	XX
	
	

	Dividends received
	XX
	
	

	Interest received
	XX
	XX
	

	
	
	
	

	Cash was applied to:
	
	
	

	Payment to suppliers
	XX
	
	

	Payment for expenses
	XX
	
	

	Interest paid
	XX
	
	

	Income tax paid
	XX
	XX
	

	
	
	
	

	Net Cash Inflow/Outflow from Operating activities
	
	
	XX

	
	
	
	

	Cash Flows from Investing Activities
	
	
	

	Cash was provided from:
	
	
	

	Sale of fixed assets (state assets)
	XX
	
	

	Sale of investments
	XX
	XX
	

	
	
	
	

	Cash was applied to:
	
	
	

	Purchase of fixed assets (state assets)
	XX
	
	

	Purchase of investment 
	XX
	XX
	

	
	
	
	

	Net Cash Inflow/Outflow from Investing activities
	
	
	XX

	
	
	
	

	Cash Flows from Financing Activities
	
	
	

	Cash was provided from:
	
	
	

	Issue of shares
	XX
	
	

	Term loan
	XX
	XX
	

	
	
	
	

	Cash was applied to:
	
	
	

	Repayment of loan
	XX
	
	

	Payment of dividends
	XX
	
	

	Repurchase of shares
	XX
	XX
	

	
	
	
	

	Net Cash Inflow/Outflow Financing activities
	
	
	XX

	
	
	
	

	Net Increase/Decrease in cash held
	
	
	XX

	Add Bank Balance at… (opening bank balance)
	
	
	XX

	Bank Balance at … (closing bank balance)
	
	
	$XX








