EXCELLENCE EXEMPLAR comments (to be inserted in a bubble next to the appropriate question)

Question Number Comment

PART A

(a) No grade awarded as the candidate has not provided a valid
disadvantage.

ih) A grade is not awarded as the word “owners” indicates that the
candidate has missed the context of the question as Mary would be the
only sharcholder.

ic) No comment - straightforward.

id) Mo comment — straightforward.

ie) E prade awarded — model answer

() (i) No comment - straightforward.

1) (ii) Mo comment — straightforward.

PART B

(2) (i) Mo grade awarded as using revenue such as sales is not acceptable when
explaining the sacrifice of future economic benefit - this can only be
described by referring to giving up money

(@) (ii) E grade awarded as the candidate has made a link from the loan source
documents 1o more than one aspect of reliability.

(b} (i) A grade awarded as the candidate refers to future receipts and payments
as an example to explain how information is predicied in the budget.

(b (i) E grade awarded as the candidate has given an example of how Mary
may be bias when preparing her budget “make the budget have a more
positive surplus’”

ih) (iii) A grade awarded as “to sce the financial performances and
inefMciencies o make wselul decisions™ 15 sullicient evidence for a
reason why Mary compares budget with actual results,

(<) A grade awarded as the candidate refers to ACC Fees Receivable. The
E grade is not awarded as the candidate has not explained the inflow of
future economic benefit.

(d) A grade only as the how the wages owing will be reported is missing
for the E grade i.e. added to the wages expense or as Accrued Expenses

(e) E grade awarded as the candidates states the expense definition in the
first sentence and in the second sentence states that dividends are a
distribution to shareholders and therefore not an expense

(f No E grade awarded as the candidate has not recognised that the chairs

do have future economic benefit or could be recorded as an asset

Owerall Comment
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You are advised 1o spend 40 minutes answering the questions in this booklet

PART A

Mary Peters is a sole-proprietor physiotherapist, who has her main clinic in Thames. She
employs two other physiotherapists, so she is able to run a twice-weekly clinic in Waihi,

Mary has decided to expand her business by turning it into a company and opening a new
clinic in Whangamata. She has nearly half the finance she needs for the expansion, and the
bank has agreed to lend her the rest, secured over her business assets,

Mary is married with two young children and is concerned that the family assets be
protected from her business, should it experience financial difficulty,

(a)

State ONE disadvantage for Mary of turning her business into a company.
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(b} Explain the main advantage for Mary of lurning her business info a COMpPany.

(e)

(d)
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Slate ONE reason why Mary chose not to go into parinership with her employees,
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State ONE slep Mary must take in the process of registering her company.
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As a sole proprietor. Mary's wages were reported as drawings. A& a company, Mary's wages
are reported as an expense.

Fully explain the different treatment of Mary's wages in a sole proprietorship compared with
& company.

B TR e e

ﬂﬂw&ﬂﬂmmﬂ’m&.’f‘:ﬁi

_zwéfmw JﬁW _E_ .

Mary's business will be an exempt company for the purposes of the Financial Reporting Act.

(i}  State OME requirement for a company lo be dassified as exempt.
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()  Explain why exempl companies are not required to prepare financial statements in
accordance with Financial Reporting Standards.
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PART B Azprgnoy
Mary has decided to call her company Dynamic Physio Lid, with hersell and her husband as the e
sole shareholders and directors. e ;
{a) Explain why tha loan from the bank to fr-nﬂm:-ﬂ the business expansion meets, s =

{1} the following characteristic of a liability:

thers must be adverse financial consequences o the entit, in that the enity must be fepid
obliged to sacrifice 3 : ic benefits (o one or more other a5
entities” (ICANZ Eﬂmﬁﬂmmphj :
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(i) h! ing recognition criterion of a liability: decreotis bt - : e
'rha amount of the Hubm'rycan be measured with refiability” (ICANZ Statement of Concepls)
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(b} Mary prepSred a budget for the first six months of operation of the new Whangamata clinic
o help her decide whether o expand her business,

i) Explain how the information in Many’s budget meets the qualtative characleristic of
_relevance in terms of predictive value.
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(i} Explain why the information in Mary's budget may nol be neutral in terms of the

qualitative characteristic of reliability.
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(iii)

Explain how, after operating the Whangamata clinic for six months, Mary will make
use of the_comparability qualitative characteristic of the information contained in her
budgel.
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Amﬂﬁ%%r of Mar:,r's patients are op ACC. This means that their treatment is partly !
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paid for by ACC, the month following their appointment.

Fully explain why Mary treats the accounts receivable from ACC as E_u_lg-_F_.'::-lﬂu on the
date of thie patients’ visits in terms of the following definition of revenue:

“revenues are inflows of fulure economic benefits in the form of increases in assets or
reductions in liabilities of the entily, other than those relating o contributions by owners,

that result in an increase in equily during the reporiing period.” (Adapled from ICANZ Stalerment of
Concepls - definifion of Revenues.)
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(e)
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Fully explain how the reporting of wages owing o lhe physioltherapists on balance day
illustrates the accrual basis.
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When Mary pays a dividend to the shareholders of Dynamic Physio Lid this is reported in the
Movements in Equity statement. Explain why a dividend is not an expense of Dynamic
Physio Lid.
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Dynamic Physio Lid has furmiture and equipment with a total cost of $30000. When Mary

buys new chairs costing $150 for her waiting room, she records this as an expense rather
than an asset in the records of Dynamic Physio Lid.

Fully explain why she is able to do this in terms of the concept of materiality. e
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