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ANSWER ALL FOUR QUESTIONS
32 marks in all

Write your answers as clear, structured responses, showing all working for calculations. All
businesses and data in this paper are fictional and were created for practice; use the resource
booklet and your knowledge of accounting, the 2018 NZ Conceptual Framework and NZ IAS 1. Each
part is marked on accuracy, method, and the quality of explanation and evaluation.

RESOURCE BOOKLET · Resource A: Rimu Joinery Limited, draft income statement
A fictional practice scenario. Rimu Joinery Limited makes kitchens to order. Its owner has drafted the
income statement below for a bank loan application and gave you these notes.

1. Other income of $90 000 is cash received on 14 June 2026 from customers who have signed contracts
for kitchens that Rimu will build and install between August and October 2026. The customers can cancel
and get their money back only if Rimu fails to deliver.

2. The provision for roof replacement of $18 000 is recorded as an expense because the workshop roof is
22 years old and the owner expects to replace it within three years. No quote has been requested, no
contract has been signed and the owner has not decided when to replace it. The company owns the
building.

The income tax rate is 28%.

Draft income statement, year ended 30 June 2026 $ 2025 $

Sales 412 600 388 900

Other income 90 000 –

Cost of sales (241 300) (228 500)

Operating expenses (95 700) (90 400)

Provision for roof replacement (18 000) –

Net profit before tax 147 600 70 000
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lack the science and the time; if we pretend otherwise the numbers will be unreliable, which is worse than
having none.

Resource F: Kōwhai Candles Limited, three options
A fictional practice scenario. Kōwhai Candles Limited makes one product, a 300 g soy candle, in its own
workshop. Your task is to advise the owner.

Current position: the company sells 14 000 candles a year at $24.50 each. Cost per candle: materials
$6.20, direct labour $4.10, variable overheads $1.70. Fixed costs are $118 000 a year. The workshop can
make 15 000 candles a year.

Contract: a national gift retailer has offered to buy a further 6 000 candles a year at $24.50 each. To make
20 000 candles the company would add a second kiln and shift, lifting fixed costs by $42 000 a year to a
capacity of 21 000 candles. All other costs per candle are unchanged.

Outsourcing: if the contract is signed, a manufacturer in Vietnam has quoted $15.40 a candle delivered,
for every candle sold (the 14 000 existing and 6 000 contract candles). If the owner outsources, fixed costs
fall by $62 000 a year from the post-contract figure; the existing variable costs of production would not be
incurred.

The owner wants a profit of at least $60 000 a year. Ignore tax and assume all candles made are sold in
the year.

Question One (8 marks)

(a) Use information from Resource A and the 2018 NZ Conceptual Framework.

State the Framework's definitions of a liability and of income. Apply them to note 1 to decide
how the cash received on 14 June 2026 should be classified at 30 June 2026.

[2 marks]

(b) Calculate the net profit before tax and the net profit after tax that Rimu would report if only note
1 were corrected, and explain the journal entry needed at 30 June 2026.

[2 marks]
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(c) Using the definition of a liability and the recognition criteria in the 2018 NZ Conceptual
Framework, evaluate whether the provision for roof replacement should be in the 2026 income
statement.

[2 marks]

(d) Evaluate how reliable the draft statement is as support for the loan application, comparing the
draft with the corrected figures. Recommend what Rimu should tell the bank, and explain why
choices like these matter to users of financial statements.

[2 marks]

Question Two (8 marks)

(a) Use information from Resource B.

Prepare Rimu Hardware’s income statement for the year ended 31 March 2026 down to net
profit after tax, showing cost of sales, gross profit and the tax.

[2 marks]
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WORKED SOLUTIONS
Answers & worked solutions

ANSWER ALL FOUR QUESTIONS

Question 1 (8 marks) [Elements of the Conceptual Framework]

(a) Use information from Resource A and the 2018 NZ Conceptual Framework. State the Framework's
definitions of a liability and of income. Apply them to note 1 to decide how the cash received on 14 June
2026 should be classified at 30 June 2026.

(a) Answer: A liability (a present obligation to transfer an economic resource arising from a
past event), not income

• Entry step: worth marks in the 1-4 range of the 8-point question score.

• Income is an increase in assets, or decrease in liabilities, that results in an increase in equity (other
than from owner contributions). A liability is a present obligation of the entity to transfer an economic
resource as a result of past events. [1 mark]

• On 14 June Rimu received cash (an asset) but has promised to build kitchens that have not been
built, and must refund the cash if it fails to deliver. It has a present obligation arising from a past event
(signing the contracts and taking the cash), so the $90 000 is a liability (unearned revenue / contract
liability). Equity has not increased, so it is not income. [1 mark]

KEY TAKEAWAY
A receipt of cash is income only when the entity has satisfied its obligation to the customer; until then
the cash is matched by a liability.

(b) Calculate the net profit before tax and the net profit after tax that Rimu would report if only note 1
were corrected, and explain the journal entry needed at 30 June 2026.

(b) Answer: NPBT $57 600 (after tax $41 472); Dr Other income $90 000, Cr Unearned revenue
$90 000

• Scholarship band (5-6): the part needs your own method and accurate reasoning.

• Remove the $90 000 from income: net profit before tax = 147 600 − 90 000 = $57 600. Tax at 28% =
$16 128, so net profit after tax = $41 472. [1 mark]

• Correcting journal: Dr Other income $90 000, Cr Unearned revenue (a current liability) $90 000. The
revenue is recognised in August to October 2026 as each kitchen is delivered, so the 2027 income
statement gets the $90 000. [1 mark]

KEY TAKEAWAY
Correct a mis-classified receipt by moving it from income to a liability; profit falls by the whole amount
and revenue is recognised later when the obligation is met.

(c) Using the definition of a liability and the recognition criteria in the 2018 NZ Conceptual Framework,
evaluate whether the provision for roof replacement should be in the 2026 income statement.

(c) Answer: No: there is no present obligation from a past event, so no liability or expense;
remove the $18 000

• Scholarship band (5-6): the part needs your own method and accurate reasoning.

• A liability needs a present obligation to transfer an economic resource arising from a past event.
Rimu could avoid the replacement cost by selling the building, deferring the work or repairing the roof;
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no contract has been signed and no one outside the company can require payment. Wearing out of
the roof is an event that reduces the asset (the building), which is reflected through depreciation, not a
past event creating an obligation to a third party. [1 mark]

• Even if there were an obligation, recognition requires relevant information and a faithful
representation; here the amount, timing and probability are unknown (no quote), so measurement
uncertainty is high and the information would not be a faithful representation. The $18 000 should be
reversed: Dr Provision for roof replacement $18 000, Cr Expense $18 000. [1 mark]

KEY TAKEAWAY
A future cost is a liability only if there is already an obligation to a third party; intending or expecting to
spend money later is not a present obligation.

(d) Evaluate how reliable the draft statement is as support for the loan application, comparing the draft
with the corrected figures. Recommend what Rimu should tell the bank, and explain why choices like
these matter to users of financial statements.

(d) Answer: Draft overstates 2026 NPBT by $72 000 and profit growth is 8.0%, not 110.9%
• Outstanding band (7-8): the part needs insight and a complete, well-supported argument.

• Corrected profit: draft NPBT $147 600, less other income $90 000, plus the provision reversed $18
000 = $75 600. The draft misstates 2026 profit by $72 000 (an overstatement equal to 95.2% of the
corrected profit) and shows growth of 110.9% on 2025 instead of the true 8.0%. Tax at 28% on the
draft would be $41 328 against $21 168 on the corrected profit. [1 mark]

• Judgement: lenders use profit to judge ability to repay, so a draft built on a deposit and an unfounded
provision misleads them: the first overstates profit and the second (although it lowers profit) is not a
faithful representation either, because it records a cost that has not been incurred and so lacks
neutrality. Rimu should present the corrected statement, disclose the unearned revenue as a liability
(the bank will see cash that is committed to work not yet done), and, if it wants to show the roof,
disclose it as a planned capital expenditure. Prudence does not mean understating profit: the
Framework asks for neutral, complete and error-free information, and the bank will check against the
contracts. [1 mark]

KEY TAKEAWAY
Faithful representation means reporting the economic substance neutrally: overstating income and
recording a cost that is not yet an obligation each distort the picture a lender relies on.

LOS: Elements of the Conceptual Framework (93203)

Question 2 (8 marks) [Financial statements and lending]

(a) Use information from Resource B. Prepare Rimu Hardware’s income statement for the year ended 31
March 2026 down to net profit after tax, showing cost of sales, gross profit and the tax.

(a) Answer: Gross profit $646 000; net profit before tax $137 500; tax $38 500; net profit after
tax $99 000

• Entry step: worth marks in the 1-4 range of the 8-point question score.

• Sales $1 640 000. Cost of sales = opening inventory 214 000 + purchases 1 018 000 − closing
inventory 238 000 = $994 000. Gross profit = 1 640 000 − 994 000 = $646 000. [1 mark]

• Expenses: wages 232 000 + rent 96 000 + advertising 41 000 + depreciation 38 000 + insurance 27
500 + general 64 800 = $499 300. Operating profit = $146 700. Net profit before tax = 146 700 −
interest expense 12 600 + interest income 3 400 = $137 500. Tax at 28% = $38 500. Net profit after
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