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Accounting 90976 (Accounting 1.1) involves the recognition, definition and application of the conceptual 
basis of accounting, applied to community organisations and sole proprietors.

There is one criterion in Achievement Standard 90976 (Accounting 1.1), which is divided into the following 
five main topics.

•  Nature of accounting – users and uses of financial information, features of entities, specialised areas of 
accounting.

•  The purpose of financial statements.

•  The financial elements – assets, liabilities, equity, income, expenses. Depreciation and capital or revenue 
expenditure are included here.

•  The accounting concepts – accounting entity, monetary measurement, going concern, period reporting, 
accrual basis and historical cost.

•  The accounting equation.

In this chapter, each section has questions from previous examination papers to give you a good idea of the 
questions you might be asked. At the end of the chapter, two exam papers are included in their entirety.

Nature of accounting
Accounting is a way of communicating financial information so that interested parties can make informed 
decisions. Financial information is used by internal and external users. A number of people are interested in 
various uses of accounting information and financial statements.

Cash budget
Predict the movements of cash received 

and paid for over a period of time

Statement of Financial Position
Shows the value of assets, liabilities 

and equity at a point in time

Income Statement
Calculates profit for 

a period of time

Statement of Cash Flows
Shows movement of cash 

and change in bank account

Financial 
statements

Balance Sheet is an alternative name for Statement of Financial Position.

Accounting assists the decision makers in a business.

Internal users (Management Accounting)

• Managers/Supervisors – cost centres, cost of goods sold, profitability, budgets vs actual results.

• Employees – job security, ability to pay wages.

• Members of a club or society – to see how their subscriptions are being spent.
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• Limited liability – a legal limitation of an owner’s responsibility for the debts of a business. The owner’s 
liability is limited to the sum of money invested in the business. Therefore the personal assets of the 
owner cannot be used to pay the firm’s debts if the firm gets into financial difficulties, unless the owner 
wants to do so. A member will lose only the amount of the subscription they have paid or still owe. This 
applies to incorporated community organisations and companies.

Sources of funds – where funds to start up or expand the business come from.

• Owner’s investment – capital invested into sole proprietor by the owner.

• Bank loan – amounts loaned from a bank to finance business activities – normally in the form of a bank 
overdraft, but can also be in the form of long-term loans.

• Bank overdraft – a bank allows a business or club to access more funds, up to a limit, than are available 
in its bank accounts.  Normally must be repaid in the short term.

• Debentures – loan by club members to an incorporated organisation, or by the public to a company, to 
be repaid at a set time, with a stated rate of interest.

• Subscriptions – amounts paid annually by members to belong to a club or  society.

Ownership
• Drawings – part of an owner’s equity that is withdrawn by the owner(s) from the sole trader or 

partnership.

• Accumulated funds – the excess income over expenditure (surplus) that accumulates in club finances 
from year to year. (The owner’s equity section of a club’s Statement of Financial Position.)

Purposes, components and limitations of financial statements

Functions
Financial statements report information to interested parties at the end of each accounting period, e.g. 
financial statements are presented to owners or managers so that they can analyse how successfully the 
business has operated in the past year, and to enable them to plan future operations. Other interested 
parties include the Inland Revenue Department (businesses are legally required to declare their profit or 
loss), creditors, employees, competitors. Each financial statement has a specific purpose, as follows.

• Income Statement – this financial statement calculates whether a profit or loss has been made for the 
accounting period so the owner can see if the business’s profitability has improved or not. It reports all 
expenses and income, which are classified in a way appropriate to the business’s activities. May also 
have attached supplementary Statement of Trading or Activity Statements.

• Statement of Financial Position – this measures a business’s financial stability at a given point in time 
(balance day). It shows how equity is made up, namely from the business’s assets less liabilities. A user 
can see whether the entity has more or less liability / asset / equity value than it had last year.

• Statement of Cash Flows – shows all cash movements (where money came from and what it was spent on) 
the business has had and how the opening bank balance has changed to the closing balance (sometimes 
this statement is referred to as a Cash Flow Statement or a Statement of Changes in Cash Position).

• Cash budget – this shows the predicted cash receipts and cash payments for a set period of time and 
predicts the closing bank balance. This allows finance arrangements to be made (e.g. obtaining a loan) 
or can be used to highlight areas in which less money should be spent in the period for which the 
budget has been prepared.

• Statement of Accounting Policies – this is a written statement which informs the users of the policies 
and procedures used in preparing the other financial statements. 
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Questions: Nature of Accounting

Question One

Erik owns eWire Electrical, a business focusing on electrical and internet wiring solutions. Erik employs an 
accountant to help him with the finances of his business.

a. i.  Describe the purpose of eWire Electrical’s Income Statement for the year ended 31 March 2020. 

 ii.  Describe the purpose of eWire Electrical’s Statement of Financial Position received as at 31 March 2020. 

 iii. Describe the purpose of eWire Electrical’s Cash Budget received for the year ended 31 March 2021. 

b. Erik knows that eWire Electrical is a sole proprietorship business which has unlimited liability. Explain 
what unlimited liability means for Erik. 

c. Erik is a member of Pukerau Tennis Club Inc., which means the members have limited liability. Explain 
what limited liability means for Erik and the other members of this tennis club. 

d. Erik’s niece is studying Accounting at university. She is telling Erik about the different types of 
accounting roles including: Financial Accountant, Auditor, Taxation Accountant, Management 
Accountant, Accounting Technician, Cost Accountant. 

 Write the correct type of accountant next to the roles described below (some can be used twice):

i.  Calculates and controls the cost of producing the 
product or service  

ii. Provides financial information from within the business, 
e.g. budgeting  

iii. Checks the accounting systems are producing accurate 
financial information  

iv. Records and prepares journals, ledgers and statements

v. Analyses and interprets financial statements

vi. Provides taxation advice

vii. Checks the financial statements are true and fair

viii. Helps make financial decisions and gives financial advice

Ans. p. 113

  Demonstrate understanding of accounting concepts for small entities  5

1.
1



  –  ISBN 978-1-990038-03-7 –  © Copying or scanning from ESA books is subject to the provisions of the Copyright Act 1994 

Questions: Accounting concepts reinforcement

Question One
Part A

Farmhouse Fruit & Vege (FFV ) is owned by sole proprietor Frankie Smith and sells a range of organic fruit, 
vegetables, jams and preserves. You can refer to Farmhouse Fruit & Vege as FFV in your answers.

Ignore GST in this question.

Farmhouse Fruit & Vege had the following accounts in its financial statements:

• Accounts payable

• Accounts receivable

• Bank overdraft

• Building

• Capital

• Drawings

• Equipment

• GST payable

• Insurance

• Interest on loan

• Inventory

• Loan

• Prepayments

• Shop fittings

• Wages

a. Identify three liabilities from the list above.

 (1)

 (2)

 (3)

b. i. Describe the purpose of the Income Statement for Farmhouse Fruit & Vege.

 ii.  Explain how Frankie, the owner, could use Farmhouse Fruit & Vege’s Income Statement to make an 
informed decision.

Year 2020 
Ans. p. 114
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Achievement Standard 90978 (Accounting 1.3) involves the preparation of financial statements for sole 
proprietors registered for GST on the payments basis that are:

• service businesses and/or

• trading businesses that use a periodic inventory system.

There will be combinations of a full financial statement and financial statement extracts, including balance-
day adjustments.

Preparation of financial statements for sole proprietors

To achieve this Standard you need to be able to prepare financial statements, or extracts, from the 
information provided. To achieve ‘Merit’ you need to also include balance-day adjustments where the 
amounts are provided. For ‘Excellence’, in addition to the Merit requirement, you need to calculate numbers 
for the adjustments and ensure you have no foreign items. You must never abbreviate in financial statements.

You are required to prepare four financial statements. These can be in their entirety, or extracts. They are:

• Income Statement for a service entity

• Income Statement for a retail entity

• Statement of Financial Position (Balance Sheet)

• Cash Budget.

Before you prepare the financial statements on balance day, additional information must be accounted for. 
This happens effective on balance day.

The last day of the financial year is known as balance day. Balance day is normally, but not necessarily, 
31 March each year. On balance day, the Income Statement and Statement of Financial Position are drawn 
up from information stored in the ledger accounts and summarised in the trial balance. On balance day 
there are transactions which may not have been completed, such as those where the business owes or is 
owed money for income and expenses.

There are four groups of transaction that need to be accounted for.

• Expenses and Income must be allocated to the correct accounting period.

• On balance day, credit transactions must be accounted for (the business records cash transactions as 
they happen).

• Other transactions (e.g. stocktaking, depreciation, and drawings of goods) must be brought into the 
accounts.

• Some expenses must be split according to classification.

ACCOUNTING
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Question One
Part A: Income Statement

Refer to the preceding Resource to answer this question. 

Prepare a fully classified Income Statement for Home Hobbies for the year ended 31 March 2020.

Classify the expenses as:

• Distribution costs

• Administrative expenses

• Finance costs.

Note: Do NOT use abbreviations.

Home Hobbies 
Income Statement for the year ended 31 March 2020

$ $ $

Year 2020 
Ans. p. 119
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Part B: Statement of Financial Position

Refer to the preceding Resource to answer this question. 

Prepare a fully classified Statement of Financial Position with accompanying note for Home Hobbies as at 
31 March 2020.

Note: Do NOT use abbreviations.

Home Hobbies 
Statement of Financial Position as at 31 March 2020

$ $ $

Prepare financial statements for sole proprietors  55

1.
3



  –  ISBN 978-1-990038-03-7 –  © Copying or scanning from ESA books is subject to the provisions of the Copyright Act 1994 

Statement of Financial Position – Graphical summary

Pie graphs show shares of a total.  
Calculate the total.

In the graphs alongside:

•  Total liabilities = $270 000,  
plus equity  = $180 000.

Accounts receivable $75 000

Inventory $90 000

Property, plant
and equipment

$250 000

Intangible assets $35 000

Assets

Bank overdraft $15 000

Accounts payable $81 000

Accrued expenses $16 000

Term loans $95 000

Equity $180 000

Mortgage $63 000

Liabilities and Equity

• Total assets  = $450 000.

Accounts receivable $75 000

Inventory $90 000

Property, plant
and equipment

$250 000

Intangible assets $35 000

Assets

Bank overdraft $15 000

Accounts payable $81 000

Accrued expenses $16 000

Term loans $95 000

Equity $180 000

Mortgage $63 000

Liabilities and Equity

Industry averages
Sometimes you are provided with industry averages and expected to use them when commenting on 
trends or recommendations. You do not need to worry about this – they are there to help you answer the 
question. Think about whether the business result is better or worse that the industry average and what 
that might mean.

Example: Your business Industry average

Distribution costs % 12% 16%

Profit for year percentage 20% 22%

One possible reason for your business having a lower profit for the year than the industry average 
is that it did not spend enough on advertising, compared with its competitors, to encourage more 
customers and more sales, which decreased the business profit and profit percentage.
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Question One
Resource One
Pania is a qualified photographer who has an excellent reputation for photographing weddings, other 
special events, e.g. reunions, and real estate.

Pania owns Through the Lens Photography (TTLP ), a sole proprietorship business offering a range of off-site 
photography services. This means that Pania doesn’t have her own photography studio and instead travels 
to various locations to take her photographs. She has an office at home.

Through the Lens Photography has been operating for several years and prepares its financial statements for 
the year ended 31 March each year.

Recently, more photographers have started working in Pania’s local area. To help Pania stand out from 
her competitors, Through the Lens Photography purchased a drone costing $12 000 this year. The drone 
can take photographs and videos from the sky. To maintain her high-quality photography service, Pania 
employed and trained a drone operator. He takes photographs from above, while she continues to take 
them from the ground.

This year, Pania paid to have an advertisement painted on her car, detailing the business name, contact 
number and services provided. There were no other changes to advertising, and Pania is not prepared to 
make any changes to the current advertising next year.

Resource Two
The graph below shows the profitability information for Through the Lens Photography for the years ended 
31 March 2019 and 31 March 2020.
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Through The Lens Photography
Income, Expenses and Profit information for the year ended 31 March

136 000

98 056

8 976 4 800

24 168

110 000

72 000

8 470
3 410

26 120

Year 2020 
Ans. p. 125
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The ‘Achieved’ A, ‘Merit’ M, and ‘Excellence’ E, ratings given with the answers to NCEA questions for the externally assessed 
Achievement Standards chapters are based upon the professional judgements of the author.

A The answer is required to be correct and complete to gain ‘Achieved’ for that part of the overall question.

A (5
7
)  To gain ‘Achieved’, the candidate must score 5 correct responses out of the total of 7 for the question. Responses could be 

explanations, entries, balances, calculations, etc., or any combination of responses.

M The answer required is to be correct and complete to gain ‘Merit’. Candidate gains ‘Merit’ or nothing.

M (6
7

) To gain ‘Merit’, the candidate must score 6 correct responses out of 7 for the question.

M/E  Answer is E level, but M standard of answer possible – A possible if explanation not fully applied to the examples.

E (7
7

) To gain ‘Excellence’ the candidate must score 7 correct responses out of 7 for the question.

Achievement Standard 90976 (Accounting 1.1): 
Demonstrate understanding of accounting 
concepts for small entities

1.1 Nature of accounting

Question One
a. i.  The purpose of the Income Statement is to report eWire 

Electrical’s income, expenses and profit for the year ended 
31 March 2020. (A)

 ii.  The purpose of the Statement of Financial Position is to 
report eWire Electrical’s assets, liabilities and equity as at 
31 March 2020. (A)

 iii.  The purpose of the Cash Budget is to report eWire 
Electrical’s estimated cash receipts and cash payments, 
and closing bank balance for the year ended 31 March 
2021. (A)

b. Unlimited liability means that if eWire Electrical gets into 
financial difficulty and cannot repay its debts, Erik the owner 
can be forced to sell his personal assets to pay these business 
debts. (A/M)

c. Limited liability means that if Pukerau Tennis Club Inc. gets 
into financial difficulty and cannot repay its debts, the 
personal assets of Erik and the other members’ personal 
assets are protected. That means that Erik and the other 
members of the Pukerau Tennis Club Inc. can’t be forced to 
sell their personal assets to pay the club’s debts. (A/M)

d. i. Cost Accountant 

 ii. Management Accountant

 iii. Auditor 

 iv. Accounting Technician 

 v. Financial Accountant 

 vi. Tax Accountant 

 vii. Auditor 

 viii. Financial Accountant 

p. 5

1.1 Financial elements and depreciation
Many questions in this section can be graded as either ‘Merit’ 
or ‘Excellence’. Students will achieve a ‘Merit’ grade if their 
answer defines concepts, but there is insufficient linkage of the 
concept with the context of the question. An ‘Excellence’-level 
answer is one that fully integrates examples that are relevant to 
the context of the question into the definition, and so clearly 
answers what has been asked.

Question One
a. The van is an asset for eWire Electrical because the firm 

purchased the van in the past and has control over what jobs 
it is used for and only the company benefits from the van. 
The van generates benefits to eWire Electrical because Erik and 
his apprentice will drive the van to jobs that customers will 
pay for, which increases fees received and the bank. (A/M/E)

b. The apprentice’s wages are an expense for eWire Electrical 
because they decrease the asset bank when Erik pays 
the employee for the work done. The wages decrease 
profit, which causes a decrease in Equity, and this is not a 
distribution (drawing) to Erik, but to the apprentice.  (A/M/E)

c. The travel fees received are an income for eWire Electrical 
because they increase the asset bank when Erik receives the 
additional fees from customers who require a lot of travel 
distance. The travel fees received increase profit which causes 
an increase in Equity, and this is not a contribution by Erik, 
but by the customers. (A/M/E)

d. eWire Electrical depreciates its van every year to systematically 
allocate the cost of the van over its useful life. This means 
that the van is depreciated by $3 600 each year to spread the 
$18 000 cost over its useful life. (A/M/E)

e. The $12 000 loan that eWire Electrical took out is a liability it 
received in the past when it borrowed the money to purchase 
the car a few months ago. eWire Electrical is currently 
obliged to repay the money to the bank because of the loan 
agreement. When the loan is repaid this will decrease the 
asset bank which is a sacrifice of economic resources in the 
future. (A/M/E)

f. $65 800 – 29 800 = $36 000 (A)

p. 8

Answers and explanations


