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 CHAPTER 1
Level 1 revision

This chapter covers the fundamentals of NCEA Level 1 Accounting. Use it to refresh your memory if you did 
NCEA Level 1 Accounting, or, if this is the fi rst time you have studied Accounting, it will introduce you to the 
fundamentals of the subject.

 The purpose of Accounting
The main purpose of Accounting is to communicate fi nancial information to interested parties so that they can 
use this information to make informed and accurate decisions. To process the information we use journals, 
ledgers and a Trial Balance. To report the information, we use a range of fi nancial statements. Accountants and 
other users then analyse and interpret this information to make accurate and informed decisions.

Financial statements:
• Income Statement
• Statement of Financial 

Position
• Cash Flow Statement
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Elements of Accounting
• Assets – resources controlled by the entity in order to generate future economic benefi t, which are the result 

of a past transaction or event. Examples include vehicles, furniture, accounts receivable.
• Liabilities – future sacrifi ces of resource embodying economic benefi ts (assets) that the entity is currently 

obliged to make, which are the result of a past transaction or other event. Examples include loans, accounts 
payable.

• Equity – the residual value of assets less liabilities. For example capital, drawings.
• Expenses – decreases in economic benefi ts during the accounting period in the form of decreases in assets 

or increases in liabilities, which result in a decrease in equity, and they are not a distribution to the owner. 
Examples include wages, insurance.

• Income – increases in economic benefi ts during the accounting period in the form of increases in assets 
or decreases in liabilities, which increase equity, and are not a contribution by the owner. Examples include 
sales, fees, interest received.

Debits and credits
In Accounting, all transactions must balance. Every transaction will
have at least one Debit entry and at least one Credit entry that balances.

To establish whether the account is to be ‘debited’ or ‘credited’, 
you need to know what type of ‘element’ the account is.

Assets + Expenses Liabilities + Equity + Income

Increase Debit (Dr) Credit (Cr)

Decrease Credit (Cr) Debit (Dr)

Examples

Transaction – paid wages $240. Accounts affected are ‘Bank’ and ‘Wages’. Bank is an asset, which 
is decreased by the transaction, therefore it is ‘credited’ by $240. Wages is an expense, which is 
increasing as a result of the transaction, which means that Wages is ‘debited’ by $240.

Transaction – purchased vehicle on credit $18 400, including GST. The 
accounts  affected are ‘Vehicle’,‘GST payable’ and ‘Accounts payable’. 
Vehicle is an asset that is increasing as a result of the transaction, 
therefore it is ‘debited’ by $16 000. The GST payable account is 
a liability, which is decreasing as a result of the transaction, and 
therefore it is ‘debited’ by $2 400. Accounts payable is a liability, which 
is increasing, and so Accounts payable is ‘credited’ by $18 400.

Note: There are some accounts on which we do not account for GST. They include: ‘Interest’, ‘Wages’, ‘Salaries’, 
‘Capital’, ‘Cash drawings’, ‘Loans’, ‘Mortgages’ and ‘Bank fees’.

Debits = Credits

DR CR

Remember that to calculate GST from 
an inclusive amount you divide by 1.15 
and fi nd the difference. The ‘external 
party’ (e.g. Bank, Accounts receivable, 
Accounts payable or Drawings) is always 
the inclusive amount.
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 Activity 1A: Analysing transactions
1. Classify the following accounts as Assets (A), Liabilities (L), Income (I), Expenses (Ex), or Equity (Eq):

Bank Inventory Loan

Insurance Rent received Accounts receivable

Shop wages Accounts payable Advertising

Mortgage Purchases Drawings

Sales Vehicles Fees received

Interest on mortgage Interest on term deposit Depreciation on vehicles

GST payable Furniture Accrued expenses

Bank overdraft GST receivable Accountancy fees

Prepayments Goodwill Capital

2. a.  For each of the following transactions, complete the table that follows. Ignore GST. An example follows.
  A Owner invested $4 000 cash and $200 furniture
  B  Bought computer for cash $3 270

Bank
Accounts 

receivable
Furniture/
Equipment Expenses

Accounts 
payable Loan Capital Income 

A +4 000 +200 +4 200

B –3 270 +3 270

  i. Owner invested $3 000 cash and $1 000 furniture
  ii. Bought desk for cash $276
  iii. Paid wages $300
  iv. Received $4 600 cash fees
  v. Bought supplies on credit $368
  vi. Cash drawings $500
  vii. Paid electricity $184
  viii. Received telephone account $92
  ix. Performed services on credit $138
  x. Paid loan $400 and interest on loan $200
  xi. Paid accounts payable $480 in full settlement of $500 account
  xii. Received $90 dividends

Answers
p.  312

Remember, for this activity, expenses 
and income always increase.
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This chapter reinforces the learning and provides types of questions you could be asked in the Achievement 
Standard 91176 exam. You will have to use your own paper to answer certain questions.

 Activity 10A: Reinforcement
1. Emma owns Emma’s Emporium, a large shop in Porirua, which sells a variety of clothes and household items. 

She uses the weighted average for measuring her inventory.

Emma’s Emporium
Trial Balance

as at 31 March 2023

Accounts receivable 7 368 Accounts payable 5 760

Advertising 6 000 Accumulated depreciation on buildings 12 300

Accountancy fees 1 100 Accumulated depreciation on shop equipment 1 350

Bank 3 200 Capital 162 848

Bad debts 400 Dividends 320

Buildings 130 000 GST 1 200

Cost of goods sold 235 000 Mortgage (9%, due 31 March 2030) 131 000

Goodwill 8 000 Sales 315 200

Drawings 15 400 Allowance for doubtful debts 240

Shop equipment 8 600

General expenses 15 690

Insurance (general) 760

Interest on mortgage 10 000

Inventory 36 200

Land 60 000

Rates 2 500

Shop wages 82 000

Sales returns 1 000

Shares in Flightways Ltd 7 000

$630 218 $630 218

 CHAPTER 10
Achievement Standard 91176 (Accounting 2.3) reinforcement and 
practice tests

Answers
p.  316



Practice tests  109

© ESA Publications (NZ) Ltd, ISBN 978-0-947504-58-8 –  Copying or scanning from ESA workbooks is limited to 3% under the NZ Copyright Act.

Additional information:
1. Shop wages owing on balance date $960.
2. Rates paid for but not yet used $250 excluding GST.
3. Invoices dated 29 March owing for advertising used in March totalling $276 including GST.
4.  Additional bad debts to be written off total $368. The allowance for doubtful debts is to be 4% of 

the closing Accounts receivable balance.
5. Depreciation on building 5% p.a., straight-line method.
6. Depreciation on shop equipment 10% p.a., straight-line method.
7. Dividends not yet received $90.
8. Interest on mortgage owing $1 790.
9. The shares in Flightway Ltd have a current market value of $6 400 on balance date.

 Use the Trial Balance and additional information above to complete the following questions. Answer spaces 
are provided.
a. Prepare the General Journal entries for the balance-day adjustments.
b.  Prepare the General Journal entries to record the closing entry for the following accounts: ‘Advertising’, 

‘Sales’, ‘Cost of goods sold’, ‘Drawings’.
c.  Prepare the Income Statement (classifi ed as distribution costs, administrative expenses, and fi nance 

costs) for the year ended 31 March 2023.
d. Prepare the Statement of Financial Position as at 31 March 2023.
e.  Prepare ledger accounts for: ‘Sales’, ‘Shop wages’, ‘Accrued expense’, ‘Rates’, ‘Prepayments’, ‘Bad debts’, 

‘Allowance for doubtful debts’, ‘Accumulated depreciation on buildings’ and ‘Capital’.
a. General Journal entries for the balance-day adjustments

Date Particulars Dr Cr

Date Particulars Dr Cr

Date Particulars Dr Cr

Date Particulars Dr Cr



110  Chapter 10 Achievement Standard 91176 (Accounting 2.3)

© ESA Publications (NZ) Ltd, ISBN 978-0-947504-58-8 –  Copying or scanning from ESA workbooks is limited to 3% under the NZ Copyright Act.

Date Particulars Dr Cr

Date Particulars Dr Cr

Date Particulars Dr Cr

Date Particulars Dr Cr

Date Particulars Dr Cr

b.  General Journal entries to record the closing entry for ‘Advertising’, ‘Sales’, ‘Cost of goods sold’, and 
‘Drawings’ accounts

Date Particulars Dr Cr

Date Particulars Dr Cr

Date Particulars Dr Cr

Date Particulars Dr Cr
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6. Explain two important features an invoice should have to meet internal control requirements.

7. Explain which internal control is being met when a business issues a credit note for the return of a faulty 
good.

8. Explain what a credit limit is and why a credit limit is important.

9. Explain why it is important to check the current credit situation of an existing debtor even if they are not at 
their credit limit yet.
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10. Describe the difference between bad debts and doubtful debts.

11. Explain fully the main negative consequence for a business if it does not have a good credit-check policy in 
place before allowing credit.
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This chapter looks at the processing of Accounts receivable transactions.

For the purposes of assessment, you are required to explain the processing that is needed for Accounts 
receivable (also called debtors), as well as to prepare any of the journals, ledgers, or aged debtors report which 
are discussed in this chapter.

Accounts receivable subsidiary ledger
This ledger is an important internal control for a business to have, because it helps keep the debtors’ records 
together. Having such a subsidiary ledger means the general ledger is less cluttered. In addition, if the person in 
charge of the Accounts receivable subsidiary ledger is not the same person who prepares the general ledger, this 
also allows a double check on the accuracy of the records.

If it is computerised, the subsidiary ledger can be used to look up debtors at point of sale. This can prevent bad-
credit customers buying more on credit. The ledger can also be used to help produce statements and to answer 
customer credit enquiries quickly and effi ciently.

Example
Opening balances as at 1 October 20XX:
F Smith – $540; Y Taylor – $180; A Jones $270
During October:

Invoices issued: October Credit notes issued: October Receipts issued: October

5 – F Smith 450 18 – J Hobbs 180 15 – F Smith 540

10 – J Hobbs 1 800 22 – D McLeod 45 18 – J Hobbs 1 000

12 – Y Taylor 270 28 – Y Taylor 180

19 – D McLeod 630

24 – A Jones 90

28 – F Smith 360

Memos:
• 16 – Charged Y Taylor $23 for freight.
• 31 – Wrote D McLeod off as Bad debts.

All amounts include GST.

 CHAPTER 16
Processing Accounts receivable transactions
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3. Carl owns Carl’s Furniture, which is a retail business specialising in selling high-quality, custom-made furniture.
Resource One

 

2023

2022

2023

 
  

2022

 
 

Carl’s Furniture – Revenue

Carl’s Furniture – Distribution of revenue

Sales $580 000

Sales $375 000
Profit for the period 

$19 000

Administration 
expenses 
$95 000

Administration expenses 
$61 000

Profit for the period
$21 300

Finance 
costs

$16 000

Distribution 
costs

$105 000

Cost of goods sold
$345 000

Finance costs
$3 000

Cost of goods sold
$232 700 Distribution costs

$57 000

Resource Two

Summary of Carl’s Furniture
Statement of Financial Position

2022 2023

Assets $ $

Bank 1 300 0

Inventory 27 000 58 000

Accounts receivable 22 000 60 000

Prepayments 1 000 2 000

Property, plant and equipment 125 000 332 000

TOTAL assets 176 300 452 000

Liabilities

Accounts payable 18 000 34 000

GST payable 6 000 9 700

Bank overdraft 0 27 000

Bank loan (due 2028) 8 000 7 000

Mortgage (7% due 2035) 45 000 201 000

TOTAL liabilities 77 000 278 700

Equity 99 300 173 300

Information extracted from Property, plant and equipment

2022 2023

Buildings (cost) $100 000 $250 000 
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 CHECK-POINT ANSWERS
Note: This is an abbreviated set of answers. A full set of answers is available free as a pdf at 
‘Resources’ at www.esa.co.nz and as a printed booklet for purchase.

 Activity 1A: Analysing transactions (page 3)

1. Bank A Inventory A Loan L

Insurance Ex Rent received I Accounts 
receivable A

Shop wages Ex Accounts 
payable L Advertising Ex

Mortgage L Purchases Ex Drawings Eq

Sales I Vehicles A Fees received I

Interest on 
mortgage Ex Interest on 

term deposit I Depreciation 
on vehicles Ex

GST payable L Furniture A Accrued 
expenses L

Bank overdraft L GST receivable A Accountancy 
fees Ex

Prepayments A Goodwill A Capital Eq

2. b.
Account name Element

Increase/
Decrease

Debit/
Credit

Amount 
$

i. Bank Asset Inc Dr 3 000

Furniture Asset Inc Dr 1 000

Capital Equity Inc Cr 4 000

ii. Furniture Asset Inc Dr 240

GST Liability Dec Dr 36

Bank Asset Dec Cr 276

iii. Wages Expense Inc Dr 300

Bank Asset Dec Cr 300

iv. Bank Asset Inc Dr 4 600

GST Liability Inc Cr 600

Fees received Income Inc Cr 4 000

v. Supplies Expense Inc Dr 320

GST Liability Dec Dr 48

Accounts payable Liability Inc Cr 368

3. Transaction Capital Revenue

Purchase new cash register

Paid for installation of cash register

Paid shop assistant’s wages

Painted wall to remove graffi ti

Paid for new shelves to display the books

Paid for monthly advertising

Paid for new sign for the front of the store

 Activity 1B:  Preparation of fi nancial statements
 (page 10)

1. Profi t for the year $7 190

 Net assets $43 870

2. Courier expenses 127 910

 Administrative expenses 10 360

 Finance costs 1 250

 Profi t for the year $25 500

 Current assets 11 490

 Non-current assets 91 350

 Net assets $73 940

3. Net increase in cash 4 360

Opening bank balance 2 700

Closing bank balance 7 060

 Activity 2A: Accounting information (page 19)
3. a.  Non-fi nancial information – the names and phone numbers of 

existing suppliers have nothing to do with money.

b. This information will enable Coffee Beans Co. to fi nd out whether 
or not Daisy’s Garden Store has a good credit history and repays its 
debts on time. This will help it decide whether or not to give Daisy 
credit and what her credit limit will be.

c. Examples include: value of existing liabilities; how much profi t the 
business made last year; current ratio.

 Activity 2B: Financial statements (page 22)
4. a.  To calculate the profi t (defi cit) of Daisy’s Garden Store for the 

accounting period – Daisy can then compare this fi gure with that of 
last year to see if the profi t improved or not.

b. The depreciation / doubtful debts is an estimate, and therefore the 
profi t for the period may not be accurate; or the Income Statement 
does not include non-fi nancial information (e.g. quality of staff, 
customer base).

7. Café wages are a ‘distribution cost’ because they are paid to staff who 
are involved in the promotion and selling of the inventory of Daisy’s 
Garden Store/Café, whereas offi ce salaries are an administrative cost 
because they are paid to the employees who work in the offi ce and 
perform the administrative tasks of the business.

 Activity 2C: Depreciation (page 25)
4. The units-of-use method is used when the loss of future economic benefi t 

of the vehicles varies in direct proportion to how often the vehicles are 
used. The more they are used, the more they depreciate, which refl ects 
the greater loss in economic benefi t of the vehicles in the future.

 Activity 3A:  Accounting notions and assumptions
 (page 27)

1. The period reporting concept requires a business, such as Ruth’s Records 
and Relics, to divide its trading ‘life’ into equal periods. This means that 
the profi t for the year for Ruth’s Records and Relics can be calculated and 
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