
Externally assessed 5 credits

Achievement Standard 91406
Demonstrate understanding  
of company financial statement 
preparation

ACCOUNTING

3.3

Achievement Standard 91406 (Accounting 3.3) requires students to process, explain, and report the 
financial information for companies.

Achievement criteria

Achievement Achievement with Merit Achievement with Excellence

Demonstrate understanding of 
company financial statement 
preparation.

Demonstrate in-depth 
understanding of company 
financial statement preparation.

Demonstrate comprehensive 
understanding of company 
financial statement preparation.

‘Achieved’ involves applying company accounting elements to the preparation of financial statements.

‘Merit’ involves explaining the application of company accounting elements to the preparation of 
financial statements.

‘Excellence’ involves justifying the application of company accounting elements to the preparation of 
financial statements.

This achievement standard requires you to:

• prepare company-related journal and ledger entries

• prepare financial statements for a company incorporating balance day adjustments

• explain/apply/justify the processes and elements of the financial statements.

Company accounting
As outlined in the previous chapter, in New Zealand a company is a business structure that has a minimum 
of one shareholder (owner) with no maximum, and that has the aim of making a profit. Companies issue 
shares (either directly or through a share-broker) to raise capital, and the shareholders receive dividends 
as their percentage of the business profit (although not all profit is paid out: the majority is retained in 
the business). Companies will sometimes issue bonus shares in lieu of cash dividends, which, although 
it protects cash flow in the current year, puts more strain on future bank balances due to the increased 
number of shares to pay dividends on.

Processing financial information for a company
A range of journal and ledger entries could be examined. Ensure your entries are complete with dates, 
particulars and $amounts, as well as balancing the ledgers.

Accounting for shares

Companies prepare a prospectus to invite the public to purchase a share in their business. When shares are 
issued through a share-broker the company will pay a brokerage fee / commission and will only receive 
the ‘net’ amount of the monies. If a company issues the shares itself, it receives the full amount. There are 
usually legal costs involved in a share issue and this is a capital expenditure, and does not affect the Income 
Statement, but decreases the contributed equity ledger account. 
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Examples:
A. Issue shares for cash through a share-broker (note: the $xx is the amount after the brokerage fee has 

been deducted.)

Issue Date Bank xx

 Contributed equity xx

(for …(number)… ‘shares issued @ $... as per directors’ resolution less…% brokerage)

B. Payment of prospectus and/or legal cost for share issue (could have to account for GST – only if told)

Payment Date Contributed equity xx

(GST xx)

 Bank xx

(for payment of legal fees for share issue)

C. Issue shares direct to the public

Money rec’d Date Bank xx

 Application xx

(for monies received for … number… shares)

Issue Date Application xx

 Contributed equity xx

(for issue of … number… shares @ $... as per directors’ resolution)

Issue Date 
or Refund 
Date

Application xx

 Bank xx

(for refunding any excess share applications)

Note: If the exact number of shares is known and to whom the shares are being sold (i.e. no application is 
needed, e.g. issuing to employees or directors) only one journal entry is required and is the same as A.

D. Share repurchase

Repurchase Date Contributed equity ooo

*Retained earnings dd dd

 Bank ppp

(for payment of legal fees for share issue)

ooo = the original price paid (or average of current equity) for the shares

ppp = the amount being paid now to repurchase the shares

dddd = the difference between the prices to make the journal balance – (*can be debit or credit depending 
on whether repurchase price is greater or less than original).
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Payment of dividends

Dividends are paid by most companies most years as a return on the equity invested by the shareholders. 
They are paid on a ‘cents per share’ (cps) basis. In a financial year the company will pay last year’s final 
dividend and this year’s interim dividend (paid during the year to keep investors happy – usually a lower 
cps than the final dividend). Directors will also declare the final dividend for this year, which is a note to the 
financial statements. Dividends are ‘closed’ to the retained earnings account. The solvency test must be 
met before any dividends are paid or shares repurchased (see page 2).

Payment of dividend

Payment Date Final dividend 2012 / Interim dividend 2013 xx

 Bank xx

(for payment …final / interim… dividend at …cps)

Closing dividends paid

Balance Date Retained earnings xx

 Final dividend 2012 xx

 Interim dividend 2013 xx

(to close dividend paid this year)

Retained earnings

Retained earnings is an equity account and is where the undistributed profit is accumulated each year.

Retained earnings

Date Particulars Debit Credit Balance

1st new financial year Balance xxx Cr

Date of repurchase Bank* / Contributed equity ** (share 
repurchase)

x x xxx Cr

Balance date Income summary (Profit after tax) xxx xxxx Cr

Balance date Final dividend 2012 xx xxx Cr

Balance date Interim dividend 2013 xx xxx Cr

 * Bank if repurchase price > original price and in DR column

 ** Contributed equity if repurchase price < original price and in CR column
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Questions: Processing financial information for a company

Question One
Decorators Limited has the following information on 31 March 2012.

• contributed equity (200 000 shares) $620 000

• retained earnings $96 000

• final dividend declared for 2012 at 10cps.

Prepare the following journal entries and retained earnings ledger account to record the transactions that 
follow.

1. Payment of final dividend 2012 on 16 June 2012.

2. Issued 50 000 $3.50 shares through a share-broker for a fee of 3%. Received on 10 October 2012.

3. Paid prospectus and legal costs totalling $3 450 on 15 October 2012 (incl. GST).

4. Repurchased 10 000 shares from a disgruntled shareholder for $3.30, originally $3.10 on 18 November 
2012.

5. Paid 7cps interim dividend on all issued shares on 30 November 2012.

Ans. p.112
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6. Issued 10 000 more shares at $3.50 direct to the public. Applications received on 10 February 2013 for 
12 000 shares. Issued the shares on 20 February and refunded any excess on this date.

 General Ledger – Retained earnings:

 (Note: Profit after tax $83 300)

Date Particulars Dr Cr Balance Dr/Cr

 General Ledger – Contributed equity:

Date Particulars Dr Cr Balance Dr/Cr
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Other company entries

End-of-year profit and taxation

At the end of the year the company calculates income tax on its final profit (currently at 30% in New Zealand). 
To avoid paying a large tax bill at once it pays provisional tax during the year, which will have already been 
recorded. On balance date, the provisional tax is closed off and the taxation payable is calculated.

Recording taxation expense for the year

Balance day Taxation expense (or income summary) Tx

 Taxation payable Tx

Closing / Off-setting the provisional tax

Balance day Taxation payable Px

 Provisional tax paid Px

Closing the Profit for the Year (after tax)

Balance day Income summary xx

 Retained earnings xx

Taxation payable (General ledger account)

Date Particulars Debit Credit Balance

Balance day Provisional tax paid Px xxx Dr

Taxation expense Tx xx Cr

Asset revaluations

In order to provide a more relevant value for the land, buildings or financial assets (shares in other 
companies, etc.), these are often re-valued on balance date. You could be required to prepare any relevant 
journals or ledgers.

Revaluation of land

Balance day Land xx

 Land revaluation surplus xx

Revaluation of buildings

Balance day Depreciation on buildings xx

 Accumulated depreciation on buildings xx

(for current year depreciation)

Balance day Accumulated depreciation on buildings xx

 Depreciation on buildings xx

(for closing total depreciation)

Balance day Buildings xx *

 Buildings revaluation surplus xx *

(to increase value of buildings)

* = New revalued buildings $ – (Buildings historical cost – Accumulated depreciation)
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Revaluation of financial assets

Balance day Financial assets (company name) xx

 Increase in fair value of financial assets xx

Note: Reverse the journal entry if the financial assets decrease in value, and replace ‘Increase’ with ‘Decrease’.

Questions: Other company entries

Question One
Decorators Limited has the following information on 31 March 2013:

• Financial assets $15 000

• Buildings revaluation surplus $12 000

• Buildings $220 000

• Accumulated depreciation – buildings $38 000

• Land $150 000

• Land revaluation surplus $35 000

• Provisional tax paid $34 000

Prepare the following journal entries and ledger accounts using the information provided.

1. Land is to be re-valued to $175 000

2. Depreciation on buildings 5% straight line

3. Buildings have a current valuation of $228 000

4. Shares in Paintworks Ltd have a current valuation of $16 800

Ans. p.113
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5. Profit for the year before tax $122 000, and taxation expense $38 700

(recording taxation expense for the year)

(off-setting provisional tax paid for the year)

(closing profit for the year)

6. General Ledger – Taxation payable

Date Particulars Dr Cr Balance Dr/Cr

7. General Ledger – Buildings

Date Particulars Dr Cr Balance Dr/Cr

8. General Ledger – Land revaluation surplus

Date Particulars Dr Cr Balance Dr/Cr

9. General Ledger – Financial assets

Date Particulars Dr Cr Balance Dr/Cr

Company financial statements
You are required to prepare the following Financial Statements (extracts or in full) and the relevant 
accompanying notes:

• Income Statement or Comprehensive Income Statement

• Statement of Financial Position

• Statement of Cash Flows
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In preparing these financial statements it is likely that you will have to prepare balance-day adjustments 
from Level 2 Accounting, as well as any of the new revaluations, tax, etc. covered previously in this chapter. 
Balance-day adjustments include:

• expenses owing (including invoices) and/or paid in advance

• income owing (including invoices) and/or paid in advance

• bad and doubtful debts

• depreciation

• inventory shortages and/or revaluation.

A. Income Statement or Comprehensive Income Statement

Example Limited 
Statement of Comprehensive Income for the year ended 31 March 20XX

Note $NZ $NZ

Revenue a 1 xx

Other income b 2 xx

Total income xxx

Less Expenses

List expenses from the Trial Balance and/or additional information. E.g. c

• Cost of goods sold xx

• Directors’ fees xx

• Donations xx

• Auditor’s remuneration 3 xx

• Sales wages xx

• Depreciation on property, plant and equipment d xx

• etc.

• Finance costs 4 xx

Total expenses xxx

Profit before tax xxx

Income tax expense xx

Profit for the year e xxx

Other comprehensive income

Gain on revaluation of land f xx

Gain on revaluation of buildings f xx

Other comprehensive income for the year xxx

Total comprehensive income for the year xxx

a Main source of income (sales, fees received).
b Includes all sources of income, excluding revenue, and listed in note. May include increase in fair value of 
financial assets.
c Copy expenses from the trial balance. May include decrease in fair value of financial assets. You are 
not required to classify or group the expenses unless instructed to. If the allowance for doubtful debts 
decreases, then the doubtful debts is listed as an expense but with brackets to deduct.
d Trial balance is likely to have depreciation on more than one asset (or require you to calculate through the 
additional information). Depreciation is usually entered as one total in the Income Statement.
e If no revaluations on land or buildings for the year then the Income Statement finishes here.
f The amount of this year’s revaluation.
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Notes to the Income Statement

$NZ

1. Revenue

Sales / Fees  xx

2. Other income

List  xx

 xx

 xxx

3. Auditor’s remuneration

Fees for audit  xx

Fees for assurance and related services  xx

Fees for tax advice and planning  xx

Fees for other services (suitably described)  xx

 xxx

4. Finance costs

List  xx

 xx

 xxx

The total is 
entered in 
the Income 
Statement

B. Statement of Financial Position

Example Limited 
Statement of Financial Position at 31 March 20XX

Note $NZ $NZ $NZ

Current assets

List (including): xx

Accounts receivable 5 xx

Financial assets 6 xx

xx xxx

Non-current assets

Property, plant and equipment 7 xx

Goodwill xx xxx

Total assets xxx
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AS 91404 (Accounting 3.1): Demonstrate 
understanding of accounting concepts for 
a New Zealand reporting entity
Note: Throughout the answers for this standard there is 
often opportunity for the student to be awarded A, M or E. 
The difference between the gradings is the depth and detail 
provided in the answer. Even for ‘Achieved’, the definition 
needs to be explained in context. For ‘Merit’ and ‘Excellence’ 
the quality of the explanation, integration of resource 
material, and linkage made are the determining factors.

Question One
Part A 

a. The statement referring shareholders to the accompanying 
notes of the Income Statements of The Warehouse Group 
Limited (WG) is so that they can be fully informed for 
decision making. This is in accordance with the concept 
of understandability, which requires the information to be 
presented in a way that is easily understood by the users of 
the financial statements while at the same time providing 
all information required to make accurate and informed 
decisions. The consolidated income statement will provide 
the group totals and key totals for revenue, expenses 
and profit, whereas the notes will provide more detailed 
information on the make-up of these totals. This also meets 
the requirement for relevance, as more detailed information 
is provided in the notes to the consolidated statements to 
ensure more accurate decision making, providing information 
on past events for incomes and expenses. 

  The notes also provide the accounting policies used when 
preparing the statements, e.g. how the elements were 
measured, and to aid comparisons between years and 
entities. 

  (A = explains understandability in relation to totals and detailed information for decisions for 
WG, M = explains and applies understandability in relation to totals and detailed information 
for decisions for WG, E = explains understandability in relation to totals and detailed 
information for decisions for WG.)

b. The purpose of the Statement of Cash Flows is to report 
what WG’s money has been spent on, and where it was 
received from, during the year. This is broken into operations, 
investing and financing to aid in the decision making for the 
users of the statement. The WG’s suppliers will be interested 
in the Statement of Cash Flows to establish whether or not 
the WG has sufficient cash to repay any credit purchases 
made. The cash from operations sections is the best place for 
this information as this is the day-to-day cash expenditure. It 
will aid the suppliers in deciding if they should increase WG’s 
credit limit if the cash flow is strong, or possibly lower it. They 
can also establish what payments are made to other liabilities 
(e.g. Bank Loan) to help see regular financial commitments. 

  (A = explains the purpose of Statement of Cash Flows linked to WG and linked to sufficient 
cash to repay its suppliers, M = explains the purpose of Statement of Cash Flows linked 
to WG and applies this to a decision the suppliers would make using this information, E = 
justifies the purpose of Statement of Cash Flows linked to WG and applies this to a decision 
the suppliers would make using this information linking to the different sections of the cash 
flow statement.)

p. 8

Answers and explanations

c. The information from the customers about affordability and 
products sold is relevant to the potential investors because 
it provides them with information that will influence their 
decision to buy shares in WG or not. The information is 
relevant because it can be used to evaluate and help predict 
future events as this information is used to inform the 
investor that sales in the ‘Red Sheds’ should increase due to 
the products, design and pricing structure in place. This will 
improve profitability and cash flow for WG, and therefore 
improve dividend payout for the shareholders. 

  (A = concept of relevance outlined in relation to the potential investor of WG, M = Achieved 
and discussion future profit/sales/dividends increasing, E = justifies by expanding the Merit 
answer to include a decision in relation to purchasing shares in WG.)

Part B 

a. An auditors’ report is a statutory requirement. The auditors’ 
report from PricewaterhouseCoopers is confirming the 
compliance with NZ GAAP and provides the reassurance 
that the financial statements provide a true and fair view of 
WG’s financial situation. This is an independent opinion and 
can give the shareholders and other users of the financial 
statements assurance that they are accurate, providing the 
report is unqualified. If the auditors have concerns about 
the systems or compliance then they will provide a qualified 
report and this means the users will take more caution with 
the financial decision making.

  (A = describes the auditors’ report for WG and the financial statements being true and fair or 
in accordance with NZ GAAP, M = explains the NZ GAAP for WG in relation to accuracy and 
decisions.)

b. Income is recognised in WG’s Income Statement providing 
the recognition criteria are met. This requires that it is 
probable (a greater than 50% chance) that the tenancy rents 
of $5.6 million have or will be received, which it would have 
been as rent is paid in advance so only rent which has been 
paid or earned will be reported in the Income Statement and 
the tenants are likely to continue to rent in the future. The 
$5.6 million must also be able to be measured with reliability, 
which will be satisfied by the rental agreements and the rent 
payments received, evidenced by WG’s bank statements. 

  (A = explains one of the recognition criteria for income for the tenancy rents received by 
WG, M = explains and applies both the income recognition criteria for the tenancy rents for 
WG.)

c. Taxation payable $2.1 million is a current liability as it is 
an obligation that WG has to pay the IRD within the next 
12 months. 

  This taxation payable as a current liability of $2.1 million 
meets the qualitative characteristic of faithful representation 
because it is free from error, complete and neutral. It is free 
from error as the IRD would have provided the amount based 
on the audited financial statements, which will have invoices, 
bank statements and receipts as evidence of the incomes 
and expenses. It is complete as there will be no transactions 
missing and is the full amount owed by WG. It is neutral as 
the IRD is a government body, independent from WG, and 
it has calculated the amount $2.1 million that is owed by 
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calculating the difference between the tax expense for the 
year and the provisional tax paid. 

  (A = explains that the taxation payable is a current liability for WG due to having to be 
paid within 12 months/next financial year and refers to faithful representation criteria, M = 
explains the taxation payable in relation to two of the faithful representation criteria for WG, 
E = justifies taxation payable in relation to two of the faithful representation criteria for WG.)

Part C 

WG’s computer software is reported as an intangible asset as 
it is an asset that WG cannot see or touch; it isn’t a physical 
asset. The computer software is reported in the Statement of 
Financial Position at its original acquisition cost, which includes 
the purchase of the software and any updates, as well as the new 
Noel Leeming and Warehouse Stationery website features. This is 
recorded as an intangible asset if it is separate from the physical 
computer asset. 

This software intangible asset is capital expenditure because 
it is a one-off type purchase which once purchased doesn’t 
get purchased again, other than updates or enhancements. 
This included the development of ‘The Meeting Room’ and 
‘myNoelLeeming’ software for Warehouse Stationery and Noel 
Leeming because this is the initial cash outlay to develop these 
website features as well as any labour and installation costs 
incurred. This meets the criteria of an asset because the website 
and features were paid for in the past to set up the software. 
WG has present control over the website, deciding what features 
are on it and only WG stores will benefit from this software. 
The software will help generate future economic benefit for 
WG because the websites will increase sales for Noel Leeming by 
enhancing the customer experience, generating increased sales, 
which increases the asset bank in the future. Warehouse Stationery 
should also increase sales and usage of the business by customers 
who are receiving enhanced service encouraging more return 
customers in the future. These software costs will be part of the 
historical cost of the intangible asset. 

The revenue expenditure for the computer software is two main 
areas: the amortisation expense which will be reported every year, 
and the ongoing maintenance of the websites and software WG is 
operating to keep them functioning every year. The amortisation 
expense decreases the software asset by writing down the 
historical cost each year due to the loss in future economic benefit 
of the software, whereas the maintenance decreases the asset bank 
when WG pays for the repairs and maintenance to its software 
systems. The amortisation and the maintenance both decrease 
WG’s profit which decreases the equity through decreasing the 
retained earnings. The amortisation and the maintenance are not 
distributions to the shareholders of WG, but the amortisation is a 
book entry and the maintenance is paid to an outside company. 
This is revenue expenditure due to its regular nature and it is 
reported in the Income Statement every year. 
(A = describes asset characteristics and expense characteristic in relation to one each of these 
examples as provided above relating to WG; also refers to intangible asset and historical cost,  
M = explains the asset characteristics and capital characteristics for historical cost for Noel Leeming and 
Warehouse Stationery OR explains the expense characteristics and revenue expenditure characteristics 
for the amortisation and maintenance; also discusses historical cost concept, E = justifies the reporting 
of the computer software by fully explaining and applying the asset and expenses characteristics 
with the appropriate examples and reason for the capital and revenue expenditure linked to the new 
initiatives.)

Question Two
Part A
a. Michael Hill International Limited (MHI) is a reporting entity 

because it is listed on the New Zealand stock exchange, 
and therefore is an issuer of shares to the public, for cash; 
(has assets greater than $1 million and revenue greater than 
$2 million, and has more than five employees). MHI has 
public accountability.

  (A = stock exchange / sells share to public, M = explains issuing shares and one of the $ 
features.)

b. A donation of 15% of gross profits would be deemed material 
in amount and therefore must be disclosed, because it 
will have an impact on the decisions of shareholders and 

p. 14

potential investors. It helps users of MHI’s report relate to 
the company and see that it has a social conscience since it 
helps a community group. Promotes awareness of the charity. 
Many MHI shareholders might also have a connection to 
the Pink Hope Foundation cause, so this information will 
influence whether they keep their shares or buy more shares.

  (A = concept of materiality outlined / influence decision, M = Achieved and discussion of 
the 15% being material in size, E = justifies the disclosure using materiality and linking to a 
decision of the users.)

c. For information to be relevant to a retail store employee 
it needs to influence his or her decision. The information 
confirms past events and can help to predict future events.

  This statement outlines the growth of online sales. An 
employee working in MHI’s retail store might be concerned 
about the security of their job because if more customers are 
purchasing online then this could lead to lessening demand 
for in-store sales. Since lessening demand might result in 
fewer store hours or loss of jobs in retail stores, this could be 
relevant to helping an employee decide whether to look for a 
job in a different company or not.

  (A = concept of relevance outlined in relation to the employee, M = Achieved and discussion 
of loss of job / online growth, E = justifies by expanding the Merit answer to include a 
decision the employee might make and why.)

Part B
a. NZ GAAP refers to the generally accepted accounting practice 

in New Zealand. This ensures that financial statements 
provide a true and fair view of MHI’s and other companies’ 
financial situations. Compliance with NZ GAAP reassures 
shareholders and other users of the financial information 
that the financial statements have been prepared following 
the rules and guidelines of the NZ IFRS and other applicable 
standards and that their information can be relied upon 
to make decisions, and to draw comparisons with other 
entities. Because MHI is a publicly listed company, its financial 
statements must comply with NZGAAP, which means 
investors, lenders, shareholders and so on can rely on the 
information to assist with decisions.

  (A = describes what NZ GAAP is in relation to MHI, M = explains NZ GAAP for MHI in 
relation to accuracy and decision making.)

b. The trade receivables are reported using the estimated 
realisable value measurement base. This takes into 
consideration the fact that MHI knows that it is unlikely that 
it will receive the full amount of cash from these debtors. 
It would give users a false impression of the expected cash 
inflow if trade receivables were reported using the historical 
cost measurement base at the full amount. By reducing the 
amount for bad debts as known and by making an allowance 
for doubtful debts, the estimated realisable value provides a 
more relevant and faithful representation of the amount of 
money that is expected to be received, which helps to ensure 
that more accurate decisions can be made by the users of the 
financial statements.

  (A = describes the estimated realisable value, not historical cost, for MHI trade receivables, 
M = justifies the estimated realisable value in relation to faithful representation and decision 
making (and why not historical cost).)

c. Comparability requires that information must be able to be 
prepared in a manner that ensures comparisons can be made 
between entities and years in order to establish similarities 
and differences and to identify trends in results. Stating 
that there have been no changes in accounting policies for 
MHI this year gives users of the financial statements greater 
assurance that the information has been prepared in the 
same way and is therefore very comparable. Any changes 
(increases or decreases) in dollar figures are genuinely linked 
to performance results and not to an accounting change. 
This enhances the ability to make decisions based on this 
information.

  (A = defines comparability and links to MHI, M = relates the impact of no change in 
policies to decision-making accuracy for users of MHI’s financial statements, E = justifies 
comparability in relation to decisions, trends, changes, reliability and so on for MHI.)
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