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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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practice 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. 114
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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)

ACCOUNTING

3.5
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Identifying/describing types of financial and non-financial information managers use to 
make a decision

Manager Financial Information Non-financial Information

General 
manager

Budgeted income and expenses. 
Cost of expansion into new products or markets.

Alternative uses for equipment. 
Alternative markets to consider. 
Reliability of orders from new markets.

Competition.

Sales 
manager

Selling price per unit (can a discount be offered?). 
Cost of marketing plan.

Delivery time to customers. 
Cultural considerations of new markets 
when making marketing plan.

Competition methods.

Production 
manager

Cost of producing goods. 
Cost of raw materials. 
Cost of new equipment.

Delivery time of raw materials. 
Quality of raw materials (particularly if 
from a new supplier).

Personnel 
manager

Wages rates. 
Staff training costs.

Availability of labour. 
What training is available/required?

Financial 
manager

Cost of borrowing to fund new equipment 
Budgeted profit for the year.

What accounting system is required to 
complete accounts?

Explaining purpose of preparing budgets and reasons for comparing actual results with 
budgeted figures

Budget Purpose

Cash budget Estimates cash receipts and cash payments for the period so surplus cash can be 
invested or deficits of cash can be financed by loans/overdrafts for a period of time.

Sales budget To determine estimated sales volume and sales dollars for a period of time.
The estimated sales volume determines the estimated required volume of 
production.

Production budget Estimates production volume and costs of production for a period of time, based on 
budgeted sales volume. It includes raw materials, direct labour and factory overheads.

Capital expenditure 
budget

Estimates costs of purchasing new equipment, etc., during the next year.

Budgeted financial 
statements

Estimate of the profit for the period, to see if it meets the expected business’s 
return on investment.

It is necessary to compare the budgeted amount with the actual amount, so that differences between the 
two amounts can be explained.

Cost concepts

Break-even The level of sales (units or $) where ‘zero’ profit or loss is made (sales = 
variable costs + fixed costs). This is the point at which the contribution margin 
covers the fixed costs.

Fixed costs
 = units

Selling price per unit – variable costs per unit

The above is multiplied by selling price to get $.

Or 
Fixed costs

Contribution margin per unit or ratio
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Direct costs Costs that can be traced to specific jobs.

Indirect costs Costs that are part of production but cannot be traced to a specific job.

Variable costs Expenses that change in direct proportion to the production level (e.g. direct 
raw materials).

Fixed costs Expenses that do not change with production volume (e.g. rent), over a 
relevant range.

Semi-variable costs

(Semi-fixed)

(Mixed)

Expenses that have both a fixed and a variable component. The cost changes 
with production volume, but by a less-than-proportionate amount (e.g. 
indirect labour costs, electricity).

Relevant range Range of production over which costs are being measured, and is the volume 
of production that is attainable with current level of resources (e.g. 0–30 000).

Unit contribution 
margin

Contribution made by each unit towards covering fixed costs and profit. 
Selling price per unit less variable cost per unit.

Contribution margin 
ratio

Ratio of contribution margin to selling price; shows how much of the selling 
price is available to cover fixed costs and profit.

Contribution margin per unit

Selling price per unit

Total contribution 
margin

Contribution made by all units sold towards fixed costs and profit. Calculated 
as total sales minus total variable costs.

Level of sales to 
produce specific 
product

Many businesses have a target profit and will want to know if this is attainable.

Fixed costs + Profit
 =  units

Contribution margin per unit

Margin of safety Represents the amount current sales can fall by before making a loss. This can 
be written in units or as a percentage. 

Units: Actual (current) Sales Units (volume) – Breakeven Units

Percentage:  

Prepare financial information for decision making

This could include:

•	 preparing	a	cash	budget

•	 use	of	cost-volume-profit	(CVP)	analysis	to	determine	break-even	and/or	profit	target	levels	of	sales	in	
units and/or dollars.

CVP analysis will be for one roduct or service and can include:

•	 Presentation	of	a	CVP	graph	illustrating	break-even	point	and	profit/loss	areas.

•	 Calculation	of	unit	contribution	margin.

•	 Calculation	of	units	and	sales	dollars	needed	to	achieve	break-even	or	a	desired	level	of	profit.

•	 Calculation	of	margin	of	safety	in	units	and/or	dollars,	or	as	a	percentage.

•	 CVP	statement.

Desired profit level: sales equals variable costs plus fixed costs plus net profit.

Actual Sales Units – Breakeven Units × 100 = __ %

Actual Sales Volume
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Cost-volume-profit graph
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Here you can see break-even point is 50 000 units and $400 000 sales. At any less there is a loss, and at any 
more there is a profit. For example:

at 20 000 units ($150 000 Rev – $250 000 TC);

at 70 000 units ($250 000 Rev – $500 000 TC).

The relevant range is 0–100 000 units.

CVP statement
This statement shows the relationship between revenue, the various costs, and profit. An example is:

Business Name
CVP Statement

For the year ended __/___/__

Revenue $NZ $NZ

Sales 800 000

Less Variable costs (400 000)

= Contribution margin 400 000

Less Fixed costs (150 000)

Profit 250 000

Note: You might have to classify expenses as variable or fixed to calculate the total.

Evaluate information

This will include the following.

•	 Interpreting	a	cash	budget,	a	CVP	analysis,	non-financial	information	and	suggesting	implications	for	the	
business.
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•	 Making	valid	and	justified	recommendations	based	on	a	cash	budget	or	CVP	calculation	and/or	relevant	
non-financial information. To justify a recommendation is to explain why and how the recommendation 
would solve problems using evidence from the resource material and/or your calculations. 

•	 Explaining	the	consequences	of	the	recommendation	(i.e.	explaining	what	will	occur	because	of	the	
recommendation) again using supporting evidence.

Cash budget

Although you need to know the purpose of various budgets, the cash budget is the only one you are 
required to prepare.

Business Name
Cash budget (abbreviated sample)

For ‘months, year’

January February

$NZ $NZ

Estimated receipts

List…  xx  xx

 x  x

Total  xxx  xxx

Estimated payments

List…  x  x

 xx  xx

 x  x

Total  xx  xxx

Net surplus (deficit) in cash  xx  (xx)

+ Opening bank balance  x  xxx

= Closing bank balance  xxx  xx

Note:

1. You might have to prepare a schedule of cash from accounts receivable to calculate ‘cash from debtors’.

2. The closing bank balance of one month becomes the opening bank balance of the next month.

3. Read carefully the information provided.

4. Do not enter ‘non-cash’ items, e.g. depreciation.

Calculating variances

Businesses should compare the cash budget against the actual cash flow to ensure that variances are 
calculated, monitored, justified and so that changes to future budgets can be made if necessary.
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practice Questions: Explain and prepare information for 

management decision making

Question One
Resource

Mack’s Mechanical Maintenance Limited (MMM Ltd) has one director and shareholder, Mack McQueen.

Mack started his own business in September 2013 and has built up a loyal client group in the 9 months he 
has been operating. Mack has become so busy that he is considering hiring an apprentice to help him so 
that he can get home to his family more often.

Mack used to earn $78 000 per annum after tax when he was an employee, prior to starting up his own 
business. He now takes drawings from his business.

He operates out of a leased one-room workshop with attached parking area. The workshop has a small 
office space with attached bathroom. Maximum capacity is 10 cars (three inside and seven waiting in the 
parking area).

Costs for MMM Ltd are as follows:

Fixed costs 

Monthly workshop rental $1 380 per month

Communications (e.g. Cloud telephone plan, Internet unlimited data plan,  
Mobile etc.)

$260 per month

Subscription to MTA (Motor Trade Association) $840 per annum paid 
in monthly instalments

Depreciation on tools and equipment $200 per annum

Office wages at $17.50 per hour for 40 hours per month.

Annual Warrants of Fitness licence $850. This is due to be paid in June 2014. 

Variable costs

Variable expenses (e.g. Power, Fuel and oil, Consumables, etc.) are 10% of Repairs Fees charged as 
explained under the income for MMM Ltd.

MMM Ltd holds no parts on hand. When Mack needs any part to complete a repair, he orders the part 
from a nearby supplier by phone and picks up the part himself. He charges his customers exactly what he 
pays. He knows that other businesses similar to his add a mark-up, but he considers that he has built up his 
business by keeping his prices as low as possible. He therefore leaves payments and receipts for Parts out of 
the MMM Ltd Cash Budget, as the totals for both are the same amount.

MMM Ltd’s income is as follows:

Mack generally works 7.5 hours a day on repair work, five days a week (on average). The repairs fee 
charged by Mack to customers is $60 per hour.

In August 2014, Mack will close the garage for a week for the birth of his new baby. The office wages will 
still be paid during this week.

Mack expects his clients to pay as they pick up their car, so he has no credit customers.

MMM Ltd secured a $10 000 interest-free bank overdraft for its first year of operations. Mack’s arrangement 
with his bank requires this overdraft to never exceed the limit of $10 000. If it does, Mack has arranged an 
automatic transfer from his personal bank account to top up his business bank account at the end of each 
month, if necessary.

 Year 2014  
Ans. p. 131

 ESA Publications (NZ) Ltd, Freephone 0800-372 266, ISBN 978-0-908315-19-2

88  Achievement Standard 91408 (Accounting 3.5)

3.5

L3AccAME2015.indb   88 27/05/15   9:48 am



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.

3.1 Question One
Part A
1. Limited Liability means that the personal assets of the 

Shareholders of Hallenstein Glasson Holdings Ltd (HG) are 
protected and shareholders cannot be forced to sell them 
if HG is unable to repay its debts, providing the shares are 
fully paid. (A) If there is an outstanding amount owing on 
the shares only this amount can be sought by the creditors. 
(M) The director, who is also a shareholder, might not 
have limited liability protection if his or her direct action 
contributed to the debt, or he or she has not acted in the best 
interests of HG. (E)

2. HG would apply the cost constraint on useful financial 
reporting by ensuring that the benefits of the information 
being gathered for the shareholders and other users 
outweighed the costs (financial and time) of obtaining 
the information. (A) As the shareholders are not involved in 
governing HG, they do not have easy access to information so 
full statements must be prepared. (M)

3. The purpose of the Statement of Cash Flows is to report all 
money received and money paid during the financial year for 
HG, and establish the change in cash position to establish the 
closing bank balance. Creditors of HG would be interested in 
this because they will see what other liabilities, expenses and 
assets have been paid for in the past year (A) and gauge the 
inflow from operations to help assess future ability to repay its 
debts. (M)

4. The auditor’s report is a statutory requirement and it is 
included in the annual report of HG to assure the users of 
the annual report that they are reading information that 
represents a ‘true and fair’ view of HG’s operation and 
financial position. (A) PricewaterhouseCoopers is independent of 
HG and therefore the information is verified and independent 
from HG (M) ensuring that the qualitative characteristic of 
Faithful Representation is met (E).

Part B

1. Stating that there are ‘no significant changes in accounting 
policies’ declares that the financial statements have been 
prepared in the same way as in previous year(s). This aids 
comparability by allowing similarities and differences to be 

p. 8

Answers and explanations

identified in HG’s financial statements (A) and any changes are 
directly attributable to results/performance, not changes in 
accounting policy; which helps users make decisions about 
whether to keep their shares or to sell them (M).

2. Taxation payable is a liability because it represents a future 
sacrifice of HG’s asset bank when they pay the IRD the 
terminal tax owing next year. The taxation payable is a result 
of a past event due to the taxation being calculated from 
the profit earned this year. HG is presently obliged to pay 
the taxation liability as it was calculated after balance day. As 
the taxation payable has to be paid within the next financial 
year (7 February) it is reported as a current liability in the 
Statement of Financial Position of HG.

 (A = The three characteristics of a liability linked to HG with some explanation;  
M = characteristics explained for HG and current liability justified.)

3. The obsolete stock will be stated at the lower of cost or of 
net realisable value in order to ensure the assets are not 
overvalued, in line with the qualitative characteristic. If the 
inventory can no longer be sold for the historical cost then 
the relevant predictive value is lower than this. The inventory 
needs to be reported at the amount which is the probable 
economic benefit HG will receive when sold to customers (A) 
and HG must make inventory adjustments on balance day to 
account for this. HG’s inventory is predominantly clothing, 
which goes out of fashion quickly, and therefore it is at high 
risk of obsolescence. (M) By reporting the inventory at the 
lower of cost or net realisable value, users’ decisions would be 
negatively affected.

4. In accordance with the accrual basis concept the amount 
reported in the Income Statement will be less than the 
Cashflow Statement. In HG’s Income Statement for the 
year ended 1 August 2013 the payment for expenses and 
purchases (Cost of goods sold) will be $145.7 million, as this 
represents the amount that relates to the current accounting 
period as the costs were incurred and used this year, despite 
$2.6m more having been paid this year. In HG’s Statement 
of Financial Position the current assets Prepayments will be 
reported at $2.6m because the benefit of this payment to 
suppliers will be received and used in the next financial year. 
This is why it is a current asset. This amount will be added 
to further payments to suppliers incurred next period and 
reported in the Income Statement for the year ended  
1 August 2014.

 (A = explaining the link to accrual basis and the reporting of $145.7m in the Income 
Statement this year or $2.6m in the Statement of Financial Position. M = explaining accrual 
basis with both financial statements. E = merit and the reference to next year’s Income 
Statement)

Part C

HG’s land and buildings measured at fair value meet the 
characteristics of an asset because the land and buildings were 
purchased in the past and have more recently been revalued, 
which is a past event. HG has present control over the use of 
the land and buildings and, as there is no mortgage or loans, it 
has full control. The land and buildings will be used to generate 
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future economic benefit by storing and displaying the inventory 
that will be sold to paying customers, which increases bank and 
sales in the future. The recognition criteria can be met as there is 
a greater than 50% likelihood the land and building will be used 
to generate future income by housing the inventory, and the 
amount of the land and buildings can be measured reliably as the 
fair value will be on an independent valuation letter from Colliers 
International and Telfer Young Ltd.

The bank manager can rely on this fair value as the valuers (Colliers 
International and Telfer Young Ltd) are neutral and free from bias 
from HG and therefore the quality of the information is valid. This 
is justified as the value is based on ‘arm’s-length’ transactions, and 
is up-to-date and timely information to use for deciding whether 
or not to loan HG money.

The chairman’s statement regarding strong cash reserves and 
being debt free is very relevant to the bank manager as it indicates 
that HG has no liabilities and a strong bank balance. Although 
this is not audited or faithful representation, as it is not a neutral 
statement, this information can still be found in the Statement of 
Financial Position as proof. The lack of existing debt will influence 
the amount the bank manager would be prepared to lend HG.
(A = asset characteristics and recognition criteria for HG. M = achieved plus qualitative characteristic 
discussion re independent valuation. E = merit, plus discussion regarding the chairman not neutral/
unbiased but still verifiable/relevant.)

3.1 Question Two
Part A

1. NZ GAAP refers to the generally accepted accounting 
principles adopted in New Zealand by companies when 
preparing their annual reports. This means that the 
financial statement will be prepared using measures and 
policies consistent with those used by other New Zealand 
companies. Briscoe Group Ltd is a reporting entity with public 
accountability and is required to adhere to NZ GAAP so 
that the financial statements provide a true and fair view 
of the company’s finances, and so that users (e.g. lenders, 
shareholders) can make accurate and informed decisions. (A/M)

2. A range of photographs is used in the Briscoe Group Ltd’s 
financial report because it makes the annual report more 
appealing to existing and potential shareholders. The photo 
of Tammy makes people relate more closely with the business; 
it makes it ‘real’. The use of photographs makes the annual 
report easily identifiable as that of Briscoe Group Ltd, and the 
range of photos encourages people to read the report and 
make it more personal. (A/M)

3. This statement regarding the transactional website provides 
information for shareholders that is relevant as it provides 
useful information to confirm what has happened and to 
predict what might happen as it will influence the decisions of 
the users. (A) Users will realise that this information opens up 
easier online sales across the three main brands and therefore 
is likely to lead to increased sales and profits in the future, 
influencing dividends therefore influencing shareholders’ 
decisions to keep their shares. (M)

4. This statement has helped ensure users are aware of the full 
disclosure in the additional notes and the accounting policies 
that will outline how the financial statements were prepared, 
whether there have been changes since last year, and the 
more detailed breakdown of the financial report. (M) This 
informs users where additional information can be found so 
that they can make more informed and accurate decisions, 
which is important for any investor.

 (E = M + extra)

Part B

1. Financial assets include shares in other companies, so it is 
important for the users of Briscoe Group Ltd’s financial statements 
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to have the fair value of these assets to make more informed 
and accurate decisions / because it will influence decisions. (A) 
The current fair value of these investment assets might have 
increased or decreased significantly from their historical cost, 
which was the price that Briscoe Group Ltd paid for them at 
time of acquisition. The fair value provides users with a better 
predictive value of the financial assets’ future economic benefit 
and therefore should be reported at this value. (M)

2. Dividend income is income for Briscoe Group Ltd because it 
will increase the asset ‘bank’ when payment is received, and 
currently in the financial statement will increase the accrued 
income asset because the firm has earned the right to receive 
the dividends this period. The dividend income will increase 
Briscoe Group Ltd’s profit for the year and therefore the 
equity through increased retained earnings. The dividends 
income is not a contribution by the shareholders but from an 
investment company. (A) The recognition criteria state that the 
dividend income can be reported when it is probable that the 
dividends will be received. Once this right to the dividend has 
been established, i.e. the firm holds shares in the company 
when dividend date is declared, Briscoe Group Ltd can report 
the dividend income offset as an accrued income asset. 
The amount of the dividend income can also be measured 
with reliability as the cents per share announcement can 
be multiplied by the number of shares held, to accurately 
calculate the dividend income owed.

 (M = A plus one recognition criterion, E = all)

3. The trade receivables are reported at estimated realisable 
value measurement base (A) as the fair value of the trade 
receivables represents the fair value of credit held by debtors 
and the allowance from doubtful debts is deducted so 
that the accounts receivable are not over-valued. This best 
represents the future economic benefit (amount of money 
expected to be received) from Briscoe Group Ltd’s trade 
debtors. (M/E)

4. In accordance with the accrual basis concept, the employee 
wages owing will be reported in both the comprehensive 
income statement and the Statement of Financial Position. 
This will not be reported in the cash flow statement. Accrual 
basis states that transactions and other events are reported 
in the financial statements of the period to which they relate, 
regardless of when cash changes hands. The employee benefit 
expense will be $47.9m (or $48m rounded) in the Income 
Statement as the wages have been earned by the workers in 
this financial year and therefore must be expensed this year as 
they have done the work including the $1.9m not yet paid. 
In the Statement of Financial Position an account, accrued 
expenses, will be created as a current liability for $1.9m to 
represent the amount that is owed to the employees and 
that will be paid in the next financial year, in reality the next 
month, February, which represents the future outflow of 
economic benefit from Briscoe Group Ltd Bank a/c.

 (A, M, E – depending on depth of answer)

Part C

The property, plant and equipment of Briscoe Group Ltd is reported 
at historical cost, which is the acquisition cost of the asset which 
the company paid (or put on credit) at the time of purchase. 
This is then depreciated or impaired to better represent the 
future economic benefit of the asset and to provide more useful 
information for the users of the financial statements.

When deciding whether to capitalise or expense an item being 
purchased, Briscoe Group Ltd applies the asset and expense 
criteria to the item. An asset is purchased in the past, controlled 
by Briscoe Group Ltd and will generate future economic benefit 
for the company. This includes all costs to get it ready for use. 
For example, if Briscoe Group Ltd purchased a new computerised 
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