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Assessment 3: Financial Practices and Statements 
Learning Outcomes Assessed

5. Identify and explain basic accounting concepts and financial practices.

6. Demonstrate understanding of how a trial balance is completed.

7. Demonstrate understanding of how Financial Reports are compiled.

Instructions

There are three parts to this assessment (see below). All components of the assessment relate to the case study of Kakahu Limited provided on the following page.

Part A: Accounting Concepts and Financial Practices 

This part requires you to answer 15 questions about basic accounting concepts and financial practices.  You MUST attempt to answer all questions.  

Part B: Trial Balance
This part involves completing a trial balance. Some components of the trial balance will already be completed. You are ONLY to use the information provided in Part B of the assessment to work out the remaining figures.

Part C: Financial Statements
The final part of the assessment requires you to develop both a Statement of Financial Performance and a Statement of Financial Position using information from the trial balance completed previously.

The Case Study: Kakahu Limited

We have already had a brief look at Kakahu Ltd which sells Maori designed homeware.  Ngahuia who started her business five years ago has learnt a lot since her early days. She learnt the hard way about the importance of keeping receipts and using receipt books. She also did not really see the point in doing a bank reconciliation on a regular basis. As long as there was money in there she would spend it. Once Ngahuia had realised what unpresented cheques were she never forgot to balance her cheque book.   

When Ngahuia decided to register for GST this created another nightmare since she did not know how to calculate GST and how to fill in a return. Then there were the financial reports. Ngahuia had never seen a Statement of Financial Position before and really did not know what it meant. She also had no idea about how to work out whether she had made a profit. Ngahuia was particularly confused when she was told that she couldn’t classify the purchase of her work van as an expense in the year that the business purchased it.  

However now Ngahuia has an accountant who prepares monthly accounts for her and provides advice on how to improve her business. She registered a company and ensured all her personal finances were never mixed up with her business’s operations.

Part A: Accounting Concepts and Financial Practices
Answer each of the 15 questions below in the spaces provided. Note that you MUST attempt to answer each question.

1. What are two actions that Ngahuia can take to minimise the fee for her Accountant?

(1)

(2)

2. What is the main reason why Ngahuia must keep receipts?

3. What is the name of the concept where Ngahuia ensured her personal finances were separate from Kakahu Limited?

4. If Ngahuia does not do a bank reconciliation on a regular basis, and usually has a number of unpresented cheques, what is the main mistake she may make?

5. How often should Ngahuia complete bank reconciliations?

6. What will the income tax rate be for Kakahu Ltd during the 2013/14 financial year?

7. What financial statement should Ngahuia use to work out whether Kakahu Ltd has made a profit? 

8. Ngahuia could not classify the purchase of her work van as an expense. What is the term used to describe how the cost of this work van will be spread over its useful lifetime?

9. “Profit is not cash or money in the bank”.  

Explain why this statement is true. You must refer to the Accrual Basis for accounting in your response and give one example of why profit is not cash or money in the bank.

10. Who sets depreciation rates, and in what document can these be accessed?

11.   The Fixed Asset Register shows the net value of an asset at Balance Date (i.e. the closing balance of the Fixed Asset Register). Give one other example of information that is included in the Fixed Asset Register.

12. Assume Ngahuia pays rent of $500 per month and that she paid the first 6 months rent of $3000 on 1 April 2013. Six months later on 1 October 2013, she paid a lump sum of $6000 for the next 12 months half way through the year. At the end of the year, Ngahuia’s accountant will need to make a Journal entry to adjust for this rent paid in advance. Answer the questions below to explain how this $9000 will be shown in the end of year financial statements (as at 31 March 2014).  

How much of the $9000 would be classified as an expense for the year?

In what financial statement would the expense be shown? 

How would the remaining amount of the rent payment be classified?

In what financial statement would the remaining amount be shown? 

13. Explain, in your own words, what is meant by the accounting concept of ‘Comparability’.

14. In Accrual Basis accounting, when is income recorded for accounting purposes? (Circle the correct answer)

a. When the service is ordered or requested.

b. When the service is performed and the invoice generated.

c. When the cheque for payment is received.

15.  Why must the Statement of Financial Performance for Kakahu Limited be completed before the Statement of Financial Position?

Part B: The Trial Balance

In this part of the assessment you will be completing the Trial Balance for Kakahu Limited.   You need to work out the values represented by the letters A, B, C, D and E in the Trial Balance on the following page.    

You will need the following information to help you:

· During the previous year (2012/2013), Kakahu Ltd made $120,000 in sales.  This year (2013/2014) Ngahuia was pleased to report a 10% increase in sales.  
· One of Ngahuia’s customers did not fully pay his account during the financial year.  This customer had purchased $940 of product, but had only paid 20% of the purchase price in cash. 

Note: do not use any information from Part A of the assessment to complete the Trial Balance.
Write your answers here:

A
=
$_____________

B
=
$_____________

C
=
$_____________

D
=
$_____________

E
=
$_____________

Kakahu Limited
Trial Balance as at 31 March 2014
	
	Dr
	Cr

	Revenue
	
	

	Sales
	
	A     

	
	
	

	Expenses
	
	

	  Purchases
	68,300
	

	  Accountancy Fees
	6,000
	

	  Advertising
	2,450
	

	  Telephone
	                788
	

	  Insurance
	550
	

	  Lease
	6,000
	

	  Wages
	15,000
	

	  Stationery
	1,260
	

	  Computer Expense
	320
	

	  Vehicle Expenses
	2,500
	

	  Electricity
	B        
	

	
	
	

	
	
	

	Assets
	
	

	  Bank

  Accounts Receivable
	17,366
C
	

	  Motor Vehicle
	5,460
	

	  Office Equipment


	17,690


	

	
	
	

	Liabilities
	
	

	  Accounts Payable
	
	D

	
	
	

	Equity
	
	

	Opening Equity
	
	10,000

	
	
	

	Total
	$145,636
	E


Part C: Financial Statements

Using the information from the completed Trial Balance put together a Statement of Financial Performance and a Statement of Financial Position for Kakahu Ltd. Use the templates provided.

Helpful Tip: 

It helps to set work out in a tidy manner and to write neatly when preparing financial statements. Refer to the examples given in the Module Book to see how financial statements should be set out. Most mistakes are made when work is untidy or not set out properly.

You ARE required to calculate income tax based on the Net Profit in the Statement of Financial Performance. This income tax must then be shown in the Statement of Financial Position. Assume that Kakahu Ltd did not pay any of this tax during the year and that the entire amount of tax will therefore be owing as at the end of the year. You should NOT try to calculate any depreciation on the fixed assets. 

You must make sure you list each account in these financial statements. For example, it is not acceptable to only write the total amount of expenses in the Statement of Financial Performance. Instead, each expense must be listed. Similarly, all accounts in the Statement of Financial Position must also be listed.  This is demonstrated below:

Note that the numbers used in these examples do NOT apply to the assessment

Statement of Financial Performance

Good Example
Expenses
  Rent



5,000

  Office Expenses

   280

  Wages

         19,000
  Total Expenses

        $24,280
Statement of Financial Performance

Poor Example
Expenses


$24,280
Statement of Financial Position

Good Example
Equity

  Opening Equity

5,000

  Net Profit

         28,000

  Closing Equity

        $33,000

Statement of Financial Position

Poor Example
Equity



$33,000
Statement of Financial Performance Template
	Kakahu Limited

Statement of Financial Performance for the Year Ended 31 March 2014

	
	$
	$
	$

	Income
	
	
	

	
	
	
	

	Less Cost of Goods Sold
	
	
	

	
	
	
	

	Gross Profit
	
	
	

	
	
	
	

	less Expenses
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Total Expenses
	
	
	

	
	
	
	

	Net Profit
	
	
	

	Income Tax
	
	
	

	Net Profit After Tax
	
	
	$ ________


Statement of Financial Position Template

	Kakahu Limited

Statement of Financial Position as at 31 March 2014

	
	$
	$
	$

	Assets
	
	
	

	  Current Assets
	
	
	

	
	
	
	

	
	
	
	

	  Total Current Assets
	
	
	

	
	
	
	

	  Fixed Assets
	
	
	

	
	
	
	

	
	
	
	

	  Total Fixed Assets
	
	
	

	
	
	
	

	TOTAL ASSETS
	
	
	$________

	
	
	
	

	Liabilities
	
	
	

	  Current Liabilities
	
	
	

	
	
	
	

	
	
	
	

	  
	
	
	

	  Total Current Liabilities
	
	
	

	
	
	
	

	Equity
	
	
	

	  Opening Equity
	
	
	

	
	
	
	

	  Closing Equity
	
	
	

	
	
	
	

	TOTAL LIABILITIES PLUS EQUITY
	
	
	$________


Marking Schedule


Learning Outcome 5: Identify and explain basic accounting concepts and financial practices

This learning outcome relates to Part A of the assessment.
	Item No.
	Work required from tauira
	Achieved /

Yet to Achieve

	1
	Two actions that can be taken to minimise the Accountant’s fee are correctly identified.*
	

	2
	The main reason why receipts must be kept is correctly identified.*
	

	3
	The name of the concept where personal finances are kept separate from the business is correctly identified.*
	

	4
	The main mistake that could be made by not completing a bank reconciliation is correctly identified.*
	

	5
	The frequency that bank reconciliations should be completed is correctly identified.*
	

	6
	The income tax rate is correctly identified.*
	

	7
	The name of the financial statement that is used to determine whether the business makes a profit is correctly identified.*
	

	8
	The term used to describe how the cost of a work van is spread out over its useful lifetime is correctly identified.*
	

	9
	The statement “Profit is not cash or money in the bank” is correctly explained.  The explanation refers to the Accrual Basis for accounting and also provides at least one correct example of why the statement is true.*
	

	10
	The entity responsible for setting depreciation rates is correctly identified and the document in which depreciation rates are shown is correctly stated.*
	

	11
	One other example of information in the Fixed Asset Register is correctly given.*
	

	12
	It is correctly identified how much of the $9000 rent would be classified as an expense for the year.*  
	

	13
	The name of the financial statement in which the expense would be shown is correctly identified.*
	

	14
	It is correctly identified how the remaining amount of the rent payment would be classified.* 
	


	Item No.
	Work required from tauira
	Achieved /

Yet to Achieve

	15
	The name of the financial statement in which the remaining amount of the rent payment would be shown is correctly identified.*
	

	16
	The accounting concept of ‘comparability’ is correctly explained in the tauira own words.*
	

	17
	The time at which income is recorded for accounting purposes (using accrual accounting) is correctly identified.*
	

	18
	The reason why the Statement of Financial Performance is completed before the Statement of Financial Position is correctly identified.* 
	


To achieve this learning outcome, tauira must fulfill at least 14 of the 18 requirements outlined above.

* Tauira MUST attempt to answer each of the 15 questions.  A tauira is not able to achieve the learning outcome if they do not attempt to answer each question.
Result:

Learning Outcome 5:






Achieved / YTA

Identify and explain basic accounting concepts and financial practices
Learning Outcome 6: Demonstrate understanding of how a trial balance is completed

This learning outcome relates to Part B of the assessment.
	Item No.
	Work required from tauira
	Achieved /

Yet to Achieve

	1
	The correct value of ‘A’ is identified.
	

	2
	The correct value of ‘B’ is identified.
	

	3
	The correct value of ‘C’ is identified.
	

	4
	The correct value of ‘D’ is identified.
	

	5
	The correct value of ‘E’ is identified.
	


To achieve this learning outcome, tauira must fulfill four of the five requirements outlined above.

Result:

Learning Outcome 6:






Achieved / YTA

Demonstrate understanding of how a trial balance is completed
Learning Outcome 7: Demonstrate understanding of how Financial Reports are compiled

This learning outcome relates to Part C of the assessment.
	Item No.
	Work required from tauira
	Achieved /

Yet to Achieve

	1
	Gross Profit is correctly calculated in the Statement of Financial Performance.
	

	2
	All income and expense accounts are correctly listed in the Statement of Financial Performance.
	

	3
	All income and expense figures are correctly shown in the Statement of Financial Performance.
	

	4
	Total expenses is correctly calculated in the Statement of Financial Performance.*
	

	5
	Net Profit is correctly calculated in the Statement of Financial Performance.*
	

	6
	Income Tax is correctly calculated in the Statement of Financial Performance.*
	

	7
	Net Profit after Tax is correctly calculated in the Statement of Financial Performance.*
	

	8
	All asset and liability accounts are correctly classified and shown in the Statement of Financial Position.
	

	9
	The Equity component of the Statement of Financial Position is fully and correctly complete.  All relevant items must be named.  
	

	10
	Total Current Assets, Total Fixed Assets, Total Assets, Total Current Liabilities and Total Liabilities plus Equity are all correctly calculated given the figures shown in the Statement of Financial Position.* 
	

	11
	Total Assets is equal to Total Liabilities plus Equity.
	


To achieve this learning outcome, tauira must fulfill nine of the eleven requirements outlined above.

* Calculations must be accurate given the figures shown in the Statement. For example, if a tauira had incorrectly classified assets and liabilities in the Statement of Financial Position, the calculations that are shown must be based on the incorrect information. This ensures that tauira are not penalised more than once if a mistake is made.

Result:

Learning Outcome 7:






Achieved / YTA

Demonstrate understanding of how Financial Reports are compiled
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