
Achievement Standard 91404
Demonstrate understanding  
of accounting concepts for a  
New Zealand reporting entity

ACCOUNTING

3.1
Externally assessed 4 credits

Achievement Standard 91404 (Accounting 3.1) requires the demonstration of the application, explanation, 
and justification of the accounting concepts for a reporting entity.

Achievement criteria

Achievement Achievement with Merit Achievement with Excellence

Demonstrate understanding of 
accounting concepts for a New 
Zealand reporting entity.

Demonstrate in-depth 
understanding of accounting 
concepts for a New Zealand 
reporting entity.

Demonstrate comprehensive 
understanding of accounting 
concepts for a New Zealand 
reporting entity.

‘Demonstrate understanding’ involves applying accounting concepts to a New Zealand reporting entity so 
that its stakeholders are able to make decisions.

‘Demonstrate in-depth understanding’ involves explaining the application of accounting concepts to a New 
Zealand reporting entity so that its stakeholders are able to make decisions.

‘Demonstrate comprehensive understanding’ involves justifying the application of accounting concepts to a 
New Zealand reporting entity so that its stakeholders are able to make decisions.

The accounting concepts are selected from:

• features of reporting entities

• statutory reporting requirements

• New Zealand Generally Accepted Accounting Practice (NZ GAAP)

• general-purpose financial statements

• accounting policies

• the NZ Framework.

Features of entities
A reporting entity is defined by the Financial Markets Conduct Act 2013 as:

• an issuer (sells shares to the public of a regulated financial product)

• a company other than an exempt company (fewer than 50 employees, fewer than 50 parcels of shares) 

• a person required by law to comply with this Act (amended), e.g. a company with public accountability 
such as city councils, schools, rest homes.

Reporting companies fall into one of two categories: large company or a company that qualifies for 
differential reporting.

A large company meets two of the following criteria:

• total revenue greater than $20 million

• total assets greater than $10 million

• more than 50 employees.

If a company is ‘smaller’ than these thresholds (and larger than exempt), does not have public 
accountability and the owners are all members of the governing body, it can qualify for differential 
reporting under the cost / benefit criteria, which reduce the amount of compulsory reporting the company 
must undertake (it does not have to prepare a Statement of Cash Flows).
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Questions: Describe and apply the conceptual basis of 
accounting in context

Question One
The a2 Milk Company Limited (A2MC )

This assessment is based on The a2 Milk Company Limited’s Annual Report for the year ended 30 June 2019. 
The a2 Milk Company Limited sells branded milk products in targeted markets. Regular cow’s milk contains 
both A1 and A2 proteins, but The a2 Milk Company Limited’s products are made from cow’s milk that 
contains only the A2 protein type.

You may use A2MC to refer to The a2 Milk Company Limited in your answers.

Part A

The following is an extract from the notes to the financial statements in The a2 Milk Company Limited’s 
Annual Report for the year ended 30 June 2019.

Notes to the financial statements – Basis of preparation

The company is registered in New Zealand under the Companies Act 1993, and is a reporting entity 
under the Financial Markets Conduct Act 2013.

The consolidated financial report:

•  has been prepared in accordance with Generally Accepted Accounting Practice in New Zealand 
(NZ GAAP);

• complies with the New Zealand Equivalents in International Financial Reporting Standards (NZ IFRS);

•  has been prepared in accordance with the historical cost convention and, except for listed 
investments, does not take into account changing money values or fair values of assets.

a. Explain why The a2 Milk Company Limited is a New Zealand reporting entity.

 Year 2020  
Ans. p. 113
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b. Justify why The a2 Milk Company Limited’s financial statements are required to comply with Generally 
Accepted Accounting Practice in New Zealand (NZ GAAP).

 In your answer, you should explain what NZ GAAP refers to.

c. The a2 Milk Company Limited revalues its listed investments to fair value. Why is this relevant to users of 
The a2 Milk Company Limited’s financial statements?
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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 finan-
cial 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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Questions: Comprehensive understanding of company accounting

Question One
Part A: Company transactions

Learning Options Limited (LOL) is a company that offers vocational courses for 
students.

a. On 31 March 2020, the directors of Learning Options Limited arrange to revalue 
land and buildings.

• Information from the trial balance as at 31 March 2020 (prior to the revaluation):

  Buildings (at cost) $900 000

  Land (at cost) $300 000

  Accumulated depreciation: Buildings $100 000

• Depreciation on buildings for the current year is calculated at 5% on cost. This is yet to be 
recorded.

• The valuer states that the current market value of buildings is $950 000 and land is $500 000 
respectively.

 i.  Prepare the following General Journal and General Ledger entries below for the revaluation of land 
and buildings.

Learning Options Limited General Journal

31/03/20

To record land revaluation

Learning Options Limited General Ledger 
Accumulated Depreciation – Buildings

31/03/20

Buildings Revaluation Surplus

31/03/20

 Year 2020  
Ans. p. 119
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 ii.  Using relevant information on the previous page, complete the equity section of Learning Options 
Limited’s Statement of Financial Position.

Learning Options Limited 
Statement of Financial Position (extract) 

As at 31 March 2020

Equity NZ$

Contributed equity (25 000 fully paid shares) 500 000

Retained earnings 227 000

b. i.  On 31 May 2020, Learning Options Limited paid a final dividend of 25 cents per share, based on the 
number of shares for the 2019/2020 financial year.

  Prepare the General Journal and General Ledger entries to process this final dividend.

Learning Options Limited General Journal

31/05/20

To record final dividend of 25 cents per share

Learning Options Limited General Ledger 
Final dividend

31/05/20

On 1 June 2020, Learning Options Limited decided to offer shares to fund an expansion of its business. 
Learning Options Limited employs a share-broking firm to underwrite an issue of an additional 5 000 shares 
at a fair value of $20 per share.

On 15 June 2020, Learning Options Limited receives the money for the shares, less the share broker’s 
brokerage fee of 4% of the total value of the share issue.

 ii. Prepare the General Journal entry to account for the above transaction.

Learning Options Limited General Journal

15/06/20

To record cash issue of 5 000 shares at fair value of $20, less 4% brokerage fee
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Externally assessed 4 credits

Achievement Standard 91408
Demonstrate understanding of 
management accounting to inform 
decision making

ACCOUNTING

3.5

Achievement criteria

Achievement Achievement with Merit Achievement with Excellence

Demonstrate understanding 
of management accounting to 
inform decision making

Demonstrate in-depth 
understanding of management 
accounting to inform decision 
making

Demonstrate comprehensive 
understanding of management 
accounting to inform decision 
making

The preparation of financial information includes preparing a cash budget, cost-volume-profit (CVP) 
analysis, calculations and/or graphs and a CVP statement.

Management decision making
The critical aspect of all answers in the management decision making section is that answers must be in 
context. Your answer must relate your knowledge of the management decision-making process to the 
specific details of the question and the business examples used. Use specific evidence and details.

Routine versus strategic decisions
Routine decisions are regular, on-going decisions of a business (e.g. ordering more raw materials) made by 
lower-level employees and have a short-term impact on the business; strategic decisions have long-term 
consequences and will affect more than one accounting period (e.g. buying more equipment, changing 
price structure) and they often require a large financial outlay. They are therefore made by the board / 
senior management.

Identifying/describing types of decision made by managers

Manager Types of decision

General manager Does the business start making a new product? (S)

Does the business start selling in a new market? (S)

Sales manager What marketing plan to implement? (R)

Production manager Where does the business source raw materials? (R)

When does the business order more raw materials? (R)

Personnel manager When does the business hire more staff? (R)

What staff training programmes to implement? (R)

Financial manager How does the business finance the business expansion? (S)
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Questions: Explain and prepare information for management 
decision making
Question One
Notes:
• Read the entire Question One BEFORE you start your answers.

• Ignore GST for all calculations.

• For any required calculations, you must provide detailed and labelled workings. Labelled workings will 
be assessed.

Jack completed his apprenticeship to become a fully qualified builder two years ago. He earns 
$80 000 per annum ($61 520 after tax and ACC levies). He has a good boss who has given him lots of 
opportunities, but Jack wants to start his own business, now or in the near future.

Jack feels his hard skills (technical knowledge and 
practical skills in house building) would allow him 
to connect with one of the latest trends: tiny houses 
(some on wheels), which are built in such a way that 
they are environmentally friendly (solar panels, small 
footprint, with composting toilets).

He has found a construction yard that he can rent on 
a year-by-year basis. The area is large enough that 
Jack believes he could produce as many as four tiny 
houses per year. He is going to call his business Jack’s 
Tiny Houses and plans to start on 1 February 2021.

Part A
a. The expected selling price is $140 000 per house. Variable costs are $75 000 per house. Calculate the 

contribution margin per house.

Contribution margin per house:

 Year 2020  
Ans. p.125
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b. Jack estimates that fixed costs are $58 500 per year. He has calculated that break-even is 0.9 of a house 
(rounded to 1 house). Explain how Jack calculated this figure and what it means for Jack’s Tiny Houses at 
the completion and sale of his first house.

c. Jack believes he can complete and sell four houses per year. Prepare a CVP Statement to calculate the 
expected profit.

Jack’s Tiny Houses 
CVP Statement

d. i. Using information from b. and c., calculate the margin of safety for Jack’s Tiny Houses.

Margin of safety:
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 ii. The margin of safety is vital to Jack’s Tiny Houses.

   Justify how the margin of safety relates to the risks associated with Jack’s decision to start his new 
business, Jack’s Tiny Houses.

e. Justify the importance of the concept of relevant range for Jack’s Tiny Houses.

 In your answer:

 • define relevant range in the context of Jack’s Tiny Houses

 • consider the impact on Jack’s Tiny Houses if Jack fails to recognise the importance of this concept.
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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.  A2MC is a reporting entity in accordance with the Financial 

Markets Conducts Act 2013 because it meets the criteria 
required, because it is an issuer and therefore has public 
accountability. A2MC issues a regulated financial product – 
that is, it issues shares to the public and has more than 50 
shareholders. It is publicly listed and, therefore, is a reporting 
entity. It is accountable and must prepare and publish its 
financial statements. 

b.  A2MC is required to comply with NZ GAAP because it is a 
publicly listed reporting entity. NZ GAAP outlines what is 
good practice in the preparation of financial statements 
to ensure they represent a true and fair view of A2MC’s 
financial situation. This means that the A2MC must prepare 
and present the financial statements in accordance with 
the accounting concepts in the New Zealand reporting 
framework. A2MC issues shares to the public and the 
shareholders are not part of the day-to-day operation of the 
business, making it more important that A2MC comply with 
NZ GAAP. 

c.  A2MC revalues its investments to the current value on balance 
date to ensure that the financial value reported is the most 
relevant to the decision making of the users of the annual 
report. Information is relevant if it confirms past events or 
influences decisions of users for future events. In this case the 
current value of investments represents the amount A2MC is 
most likely to receive if it sells up its investments now. This 
figure is more relevant to users than an historical cost as this 
is its value on balance day. It is more timely, and gives a fair 
view of the asset value. 

(A = defines relevance and reporting entity for A2MC, M = explains how A2MC meets the critieria 
for a reporting company, explains what NZ GAAP is and explains fair value reporting of the 
investments linked to a decision, E = Merit plus justifies why A2MC needs to comply with NZ 
GAAP)

Part B
a.  The cost constraint on financial reporting means that it is 

important to consider the cost of gathering and verifying 
information against the benefit received from the information 
being gathered. A2MC must consider the cost of revaluing 
assets, for example, against the benefit the users will get 
from the more up-to-date information. It does not give the 
company a reason to not comply with the financial reporting 
standards or NZ GAAP. This would have been considered 

p. 7

Answers and explanations

when deciding to report the investments at current fair value. 
In this case, because the information is easily available and 
A2MC is an issuer, it must comply with NZ GAAP.

b.  The audit fees of $701 000 paid to Ernst & Young are 
revenue expenditure because they relate to the preparation 
and reporting of the profit for this financial year only. They 
are paid in this period to verify and check that this year’s 
financial statements for A2MC are true and fair and are 
reported in the Income Statement as an expense. They are 
a recurring, annual expense for reporting entities like A2MC. 
Capital expenditure will benefit the entity for more than one 
accounting period and will be reported in the Statement of 
Financial Position. Audit fees are not reported there as they 
are an expense. 

c.  The write-down of inventories meets the definition of an 
expense because it decreases the asset inventory by the value 
that the inventory has decreased by. This reflects the loss in 
future economic benefit of the inventory. The write-down is a 
book entry that is not a distribution to the owner; however, it 
does decrease profit, which decreases the equity through the 
decreased retained earnings of A2MC. 

d.  The qualitative characteristic of faithful representation 
requires information to be neutral, prudent, complete and 
free from error in order to add in the users’ decision making. 
A2MC reporting of the Taxation Payable in the Statement of 
Financial Position meets these characteristics as it is disclosing 
the $43.7m liability that must be paid in the next financial 
year. It is complete and free from error as the statements have 
been audited by Ernst & Young, it is neutral as the IRD would 
have invoiced the amount owing, and it is erring on the side 
of caution reporting the liability, which makes it prudent. 

(A = describes the cost constraint concept for A2MC, explains why audit fees are a revenue 
expenditure for A2MC, partly explains inventory write-down is an expense and describes faithful 
representation for A2MC (most of ), M = explains the cost constraint concept for A2MC with an 
example, explains why audit fees are a revenue expenditure for A2MC, explains inventory write-
down is an expense and explains how taxation payable meets faithful representation for A2MC 
(most of ), E = Merit fully explained with details plus justifies why A2MC audit fees are a revenue 
expenditure in contrast to capital expenditure, with details) 

Part C 
A2MC reports its employee entitlements as both a current 
and a non-current liability. The employee benefits meet the 
characteristics of a liability as they are a present obligation of 
A2MC to pay to an external party (their employees) for the work 
done, or service entitlements on leaving. It is a present obligation 
to pay cash and both the current and non-current employee 
entitlements will be paid in cash at the time required and by 
employment contract. A2MC cannot renege on this commitment. 
The $6.281m owing for employee benefits are a result of a past 
event when the employees did the work that entitles them to 
remuneration, but they have not yet been paid. The recognition 
criteria of relevant and faithful representation are also met as 
the $6.281m is relevant information and reflects the amount of 
the future payment (outflow of benefits), and the employment 
contract and hours worked / years served. This is valued 
depending on the type of entitlement owing. The current amount 
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