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ANSWER ALL THREE QUESTIONS
28 marks in all

Answer ALL questions in full sentences. Use the dollar figures and details from each case in your
answer, and use accounting terms correctly. Where the question uses the words explain or justify,
link the concept to the case: say what the concept means, show it in the case, and state the effect on
what is reported. All amounts exclude GST; ignore GST.

Formula sheet
Straight line depreciation = (cost − residual value) ÷ useful life; diminishing value = rate × carrying amount;
units of use = rate per unit × units used. Carrying amount = cost − accumulated depreciation.

Question One (11 marks)

(a) Wiremu’s Services earned fees of $20 000 for work completed for a client during the year. The
client has not yet paid.

Justify why the fees earned should be reported as revenue (income) in the Income Statement.
In your answer, explain:

• the three characteristics of the revenue definition

• the recognition criterion of faithful representation for this item.

[6 marks]

(b) Wiremu’s Services uses simple headings such as Current assets and Current liabilities, and
explains its calculations in the notes. A note explains the allowance for doubtful debts of $2 000.

Discuss how this affects the owner’s decision making. In your answer, explain:

• the qualitative characteristic of understandability

• one limitation of the way the information is reported.

[5 marks]
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THE WORKED ANSWER TO THAT QUESTION
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WORKED SOLUTIONS
Answers & worked solutions

ANSWER ALL THREE QUESTIONS

Question 1 (11 marks) [Financial elements and qualitative characteristics]

(a) Wiremu’s Services earned fees of $20 000 for work completed for a client during the year. The client
has not yet paid. Justify why the fees earned should be reported as revenue (income) in the Income
Statement. In your answer, explain: • the three characteristics of the revenue definition • the recognition
criterion of faithful representation for this item.

(a) Answer: The fees earned should be reported as revenue (income): it increases profit and
so increases equity; it increases assets or decreases liabilities; it is not capital contributed
by the owner

• Evidence level: Excellence (applies all three characteristics to the case and links the recognition
criterion to documented evidence).

• Achievement: Revenue (income) has three characteristics: it increases profit and so increases
equity; it increases assets or decreases liabilities; and it is not capital contributed by the owner.

• Merit: Revenue (income) has three characteristics: it increases profit and so increases equity; it
increases assets or decreases liabilities; and it is not capital contributed by the owner. For the fees
earned: the fees increase profit, and so increase equity; the fees increase the asset accounts
receivable; and the fees were earned by the business, not capital put in by the owner. So it is revenue
in the Income Statement (invoice basis).

• Excellence: Revenue (income) has three characteristics: it increases profit and so increases equity; it
increases assets or decreases liabilities; and it is not capital contributed by the owner. For the fees
earned: the fees increase profit, and so increase equity; the fees increase the asset accounts
receivable; and the fees were earned by the business, not capital put in by the owner. So it is revenue
in the Income Statement (invoice basis). Faithful representation: the amount can be reported because
there is documented evidence – the invoice sent to the client shows the fees of $20 000 – so the figure
is complete, neutral and free from material error. If the owner had put the money in as capital, it would
increase equity but it would not be revenue and would not be reported in the Income Statement.

KEY TAKEAWAY
To justify an element, name its three characteristics, show each one in the scenario, then use
documented evidence to show the amount is faithfully represented.

(b) Wiremu’s Services uses simple headings such as Current assets and Current liabilities, and explains
its calculations in the notes. A note explains the allowance for doubtful debts of $2 000. Discuss how this
affects the owner’s decision making. In your answer, explain: • the qualitative characteristic of
understandability • one limitation of the way the information is reported.

(b) Answer: Understandability: Understandability means information is classified, described
and presented clearly and concisely so users with reasonable knowledge can understand it

• Evidence level: Excellence (defines the characteristic, applies it with figures, and links a limitation to
decision making).

• Achievement: Understandability means information is classified, described and presented clearly and
concisely so users with reasonable knowledge can understand it.

• Merit: Understandability means information is classified, described and presented clearly and
concisely so users with reasonable knowledge can understand it. In this case, the headings and the
note about the $2 000 allowance help the owner to see what the figure is and how it was found.
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• Excellence: Understandability means information is classified, described and presented clearly and
concisely so users with reasonable knowledge can understand it. In this case, the headings and the
note about the $2 000 allowance help the owner to see what the figure is and how it was found.
Limitation: a short, simple report may leave out detail that a more expert user would want. The owner
must therefore weigh the benefit of the information against this limitation when making decisions.

KEY TAKEAWAY
Define the characteristic, use the figures from the case to show it, and finish with a limitation and what
it means for the decision.

LOS: Financial elements and qualitative characteristics (91174)

Question 2 (9 marks) [Accounting concepts and depreciation]

(a) Wiremu’s Services received $45 500 in March for work that it will complete in May. Its balance day is
31 March. Explain how this situation illustrates the concept of accrual basis, and how it affects what is
reported in the financial statements.

(a) Answer: Accrual basis: The accrual basis means revenue and expenses are recorded in
the period they are earned or incurred, not when cash is received or paid

• Evidence level: Merit (defines the concept and links it to the figures and to the reporting outcome).

• Achievement: The accrual basis means revenue and expenses are recorded in the period they are
earned or incurred, not when cash is received or paid.

• Merit: The accrual basis means revenue and expenses are recorded in the period they are earned or
incurred, not when cash is received or paid. In this case, the $45 500 was received in March but the
work will be done in May, so it is not earned revenue this year.

• Excellence: The accrual basis means revenue and expenses are recorded in the period they are
earned or incurred, not when cash is received or paid. In this case, the $45 500 was received in March
but the work will be done in May, so it is not earned revenue this year. As a result, it is reported as a
liability (revenue received in advance) at 31 March and becomes revenue next year when the work is
done. This shows the concept in use and helps users make decisions on information that is consistent
and fair.

KEY TAKEAWAY
Name the concept, define it, then point to the evidence in the scenario and say how the item is
reported.

(b) Wiremu’s Services bought a delivery van that loses more value in its early years. The depreciation
measure is: 25% diminishing value on the carrying amount of $39 000. Justify the use of the diminishing
value method for this asset. In your answer, explain: • the definition of depreciation • why this method is
more appropriate than the other methods for this asset • the depreciation expense for the year.

(b) Answer: Diminishing value method; depreciation $9 750
• Evidence level: Excellence (defines depreciation, compares methods for this asset and calculates
the expense).

• Achievement: Depreciation is the loss in the future economic benefit of an asset over time, for
example from wear and tear or becoming out of date.

• Merit: Depreciation is the loss in the future economic benefit of an asset over time, for example from
wear and tear or becoming out of date. Diminishing value depreciation is used because the asset
loses more value in its early years, so a bigger expense early and smaller later matches the loss of
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LIKED THIS SAMPLE?

The full paper is the real thing.

THIS FREE SAMPLE

A short extract: the opening questions of Paper
1, then their worked answers. 3 pages in all.

THE FULL PAPER

Three questions made of several multi-part
problems answered in writing (constructed
response, no multiple choice), with a worked
solution for every part that shows whether it is
aimed at Achieved, Merit or Excellence. 10
pages, with a worked solution for every question.

What you get with each paper

A complete, timed paper in the real exam layout, not just a taste of it.

A worked solution for every question: numbered steps, why each wrong option is wrong, and a key
takeaway.

20 different papers in this set. Every one uses new questions, so each extra paper is new practice,
not a repeat.

An A4 PDF emailed straight after payment, made for printing.

Get Paper 1 now
A$11.99 one-off, instant PDF download. Tap or click here.

Or see all 20 NCEA Level 2 Accounting 91174 Concepts papers:
testpapershub.com/collections/ncea-level-2-accounting-91174-concepts/

Getting the most from a practice paper

1 Print it and set the timer shown on the cover. Answer every question before looking at any
solution.

2 Mark it against the worked solutions and note the topics that cost you marks.

3 Retry the questions you missed a day later, then use the next paper to check the fix held.

Not sure which paper to start with, or have a question before you buy? Email support@testpapershub.com and a real person
will reply, normally within one business day. These are original practice papers, not official past papers, and are not affiliated
with any exam authority.

testpapershub.com

https://testpapershub.com/products/ncea-level-2-accounting-91174-concepts-practice-paper-1/?utm_source=free-sample&utm_medium=pdf&utm_campaign=ncea-level-2-accounting-91174-concepts
https://testpapershub.com/collections/ncea-level-2-accounting-91174-concepts/?utm_source=free-sample&utm_medium=pdf&utm_campaign=ncea-level-2-accounting-91174-concepts
https://testpapershub.com/?utm_source=free-sample&utm_medium=pdf&utm_campaign=ncea-level-2-accounting-91174-concepts

