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ACCOUNTING

3.1
Externally assessed 4 credits

Achievement Standard 91404 (Accounting 3.1) requires the demonstration of the application, explanation, 
and justifi cation 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 fi nancial statements

• accounting policies

• the NZ Framework.

 Features of entities
A reporting entity is defi ned by the Financial Reporting Act 1993 as:

• an issuer (sells shares to the public), or

• a company other than an exempt company (two of: total assets less than $1 million, revenue less than 
$2 million, no more than fi ve employees, not a subsidiary), or

• 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 qualifi es 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.

 ISBN 978-1-988586-31-1 © Copying or scanning from ESA books is subject to the provisions of the Copyright Act 1994.



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 / benefi t criteria, which reduce the amount of compulsory reporting the company 
must undertake (it does not have to prepare a Statement of Cash Flows).

Companies prepare a company constitution, which outlines procedures and rules the company directors 
need to adhere to. The constitution cannot amend the compulsory section of the Companies Act 1993, but 
can be used to expand and clarify key ideas, e.g. the shares repurchase procedure.

Companies have limited liability, and can issue debentures and shares to the public to raise funds.

Before companies can make payments to shareholders (dividends, share repurchase) they must meet the 
Solvency Test as required in the Companies Act.

The solvency test

The solvency test has two criteria and both must be met before any distributions to shareholders (e.g. 
dividends, share repurchase).

Liquidity test: the company must be able to pay its debts in the normal course of business before and after 
the dividend is paid.

Balance sheet test: the value of the company’s assets is greater than the value of the company’s liabilities 
including contingent liabilities before and after the dividend is paid.

The directors of the company must sign off to declare both parts of the solvency test have been met before 
any distributions to shareholders. This protects the shareholders from directors paying dividends when the 
company cannot afford them, giving shareholders a false impression of the company’s fi nancial situation.

Stakeholders
A stakeholder is a person or other entity with a vested interest in the fi nancial result of the reporting entity. 
These include the shareholders, banks, suppliers / creditors, IRD, employees, local community groups, 
environment, and society as a whole. Stakeholders rely on the fi nancial statements and annual report to 
make decisions. Ensuring that the fi nancial statements are accurate and meet the legal requirements of the 
Financial Reporting Standards, NZ Framework, and GAAP is important. This reassurance is provided in the 
auditor’s report.

Statutory requirements
Statutory requirements are items and processes that are required by law. A published annual report will 
have both statutory and non-statutory information. The ‘second half’ of the report contains the audited 
fi nancial statements, register of directors’ interest and remuneration.

Statutory requirements Non-statutory requirements

• Comprehensive Income Statement

• Statement of Financial Position

• Statement of Cash Flow

• Statement of Accounting Policies

• Notes to the Financial Statements

• Auditor’s Report

• Register of directors and their remuneration

• The number of employees whose salary and benefi ts 
exceed $100 000 in bands of $10 000 are disclosed

• Total donations made by the company to outsiders 
during the year

• Amounts paid to auditors

• Chairperson’s Report

• Graphs

• Photographs

• Diagrams

• Trend statements

• Special articles

  Special Articles plus photographs are 
frequently included to promote the 
company’s image.
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Questions: Describe and apply the conceptual basis of 
accounting in context

  Question One
Oceania Healthcare Limited (OHL)

This assessment is based on Oceania Healthcare Limited’s Annual Report from 1 June 2017 to 31 May 2018. 
Oceania Healthcare Limited operates premium aged-care rooms and suites as part of a portfolio of rest 
homes and retirement villages throughout New Zealand.

You can use OHL to refer to Oceania Healthcare Limited in your answers.

Part A

a. The following statement is an extract from the letter from the chair of Oceania Healthcare Limited’s 
Annual Report for the period ended 31 May 2018:

In our second annual report since Oceania Healthcare Limited became a listed company, net profi t 
after tax increased by 71.5% to $77.0 million, compared with $44.9 million for the prior fi nancial 
year, and exceeded the initial public offering forecast by 45.0%.

 How could this statement be relevant to satisfying the information needs of a potential investor of 
Oceania Healthcare Limited? Justify your answer.

 Year 2019  
Ans. p. 109
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Externally assessed 5 credits

 Achievement Standard 91406
 Demonstrate understanding 

of company fi nancial statement 

preparation

ACCOUNTING

3.3

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

Achievement criteria

Achievement Achievement with Merit Achievement with Excellence

Demonstrate understanding of 
company fi nancial statement 
preparation.

Demonstrate in-depth 
understanding of company 
fi nancial statement preparation.

Demonstrate comprehensive 
understanding of company 
fi nancial statement preparation.

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

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

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

This achievement standard requires you to:

• prepare company-related journal and ledger entries

• prepare fi nancial statements for a company incorporating balance day adjustments

• explain/apply/justify the processes and elements of the fi nancial 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 profi t. Companies issue 
shares (either directly or through a share-broker) to raise capital, and the shareholders receive dividends 
as their percentage of the business profi t (although not all profi t 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 fl ow in the current year, puts more strain on future bank balances due to the increased 
number of shares to pay dividends on.

Processing fi nancial 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

Orange Limited (OL) is a business that manufactures scooters.

a. On 31 March 2019 the directors of Orange Limited arrange 
to revalue buildings.

• Information from the Trial Balance as at 31 March 2019 (prior to the revaluation):

  Buildings (at cost) $750 000

  Accumulated depreciation: buildings $75 000

• Depreciation for the current year is calculated at 5% cost.

• The valuer, Charlotte Brown from New Zealand Valuations, states that the current market value of 
buildings is $800 000.

 Prepare the following General Journal entries:

Orange Limited General Journal

To record depreciation on buildings

To record the increase in valuation of buildings

 Year 2019  
Ans. p. 116
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b. Using appropriate information from the data below, prepare the retained earnings account in the 
General Ledger for Orange Limited for the year ended 31 March 2019.

Retained earnings balance 1 April 2018 $195 000

Profi t after tax $208 800

Dividends (fi nal 2018) $90 000

Dividends (interim 2019) $80 000

Dividends (proposed fi nal for 2019) $60 000

On balance day, Orange Limited agrees to repurchase 20 000 shares at $4.50 per share. These were 
initially issued at a price of $5.00 per share.

Orange Limited General Ledger
Retained earnings

c. Complete the contributed equity note to the Statement of Financial Position for the year ended 
31 March 2019.

• Balance of shares issued at 1 April 2018: 500 000 (issue price $5.00 per share).

• Share repurchase as detailed in b. above.

• New share issue: 50 000 (issue price $4.00 per share).

Orange Limited
Contributed equity note for the year ended 31 March 2019

Contributed equity Number of shares NZ$000
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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 fi nancial information includes preparing a cash budget, cost-volume-profi t (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 
specifi c details of the question and the business examples used. Use specifi c 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 fi nancial 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 fi nance the business expansion? (S)

 ISBN 978-1-988586-31-1 © Copying or scanning from ESA books is subject to the provisions of the Copyright Act 1994.



Questions: Explain and prepare information for management 
decision making
  Question One
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 may be assessed.

Smooth As is owned by Phoebe and sells fruit and vegetable smoothies and juices made from local 
ingredients. Phoebe set up her business in January 2018 after completing her Management Studies 
degree and doing some travelling overseas. With her dad’s assistance as guarantor for a $10 000 loan 
from the bank, Phoebe started Smooth As in a nicely repainted second-hand shipping container.

The container is located on council-owned land situated between the beach and a cycleway. It is also 
near the port, where cruise ships come in regularly from mid-October to mid-April. She uses bottled gas 
and solar panels for energy and pays a small rental to the local council. In the busiest summer months, 
Phoebe sometimes hires an extra staff member, but for most of the year she operates Smooth As alone.

Part A
a. The average selling price of the drinks at Smooth As is $8 per drink. Variable costs are $3 per drink and 

fi xed costs are $65 000 per year. Smooth As is closed on Mondays and Tuesdays. Calculate how many 
drinks Smooth As has to sell a day to break even.

Break-even number of drinks per day:

b. For seven months of the year (i.e. summer, school holidays) when there are tourists in addition to the 
locals, Smooth As sells approximately 150 drinks per day, which is above the break-even amount. In 
the remaining months (i.e. winter) Smooth As averages only 20 drinks per day, below the break-even 
amount.

 Explain the impact of this sales pattern on Smooth As’s margin of safety.

 Year 2019  
Ans. p.121
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c. Smooth As pays interest to the bank on the business loan. The interest rate when Phoebe fi rst took out 
the loan was 3.5% per annum, but it is now 6% per annum.

 Explain whether interest on the loan is a fi xed or variable cost for Smooth As.

d. Phoebe would like Smooth As to earn a profi t of $123 500.

 i. Calculate how many drinks per day Smooth As would have to sell to reach this target.

Drinks per day to reach profi t target of $123 500:

 ii. How likely is Smooth As to reach this target? Justify your answer.
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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 defi nition 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 chairperson of Oceania Healthcare Limited (OHL) providing 

information on the improved profi t is relevant to potential 
shareholders as it is assisting them with decision making. For 
information to be relevant to a user’s decision it must help 
provide future predictions or evaluate past performance. This 
information is informing potential shareholders that in one year 
as a publicly listed company OHL has increased its profi t by 75%, 
which is 30% more than predicted, improving OHL’s ability to 
pay shareholders’ dividends. This will help potential shareholders 
decide if they want to purchase shares in OHL or not. 

  (A = relevance criteria linked to OHL, M = in addition to Achieved, decision-making reference 
re future investment)

b. The photographs of the happy residents and the community 
help provide non-fi nancial information that is relevant to users’ 
decisions. The photos provide evidence and information about 
the core business of OHL, which is easier to see than to read 
about. It engages with the users, including those who live 
there and their families. It gives reassurance to those families 
that OHL is a positive happy company. It might infl uence 
whether a potential shareholder wants to invest because the 
giving back to the community and quality or service might 
be just as important as the fi nancial results. This non-statutory 
information helps OHL engage with the interested users of its 
fi nancial statements. Triple bottom line and sustainability are 
important and having happy customers will help these. 

  (A = non-fi nancial information of OHL infl uences users’ decisions, M = Achieved plus 
providing additional information, E = Merit plus users’ decision, non-statutory, linked to 
users’ decision making)

c. The suppliers of OHL will be interested in the cash fl ow 
statement as it will provide information on its cash fl ow and 
ability to repay them. The cash fl ow statement will inform 
the suppliers of the cash received and cash paid this year, 
particularly how big OHL’s cash infl ow from operations was. 
This will help them decide OHL’s ability to pay if its credit limit 
is increased. It also shows the suppliers how much long-term 
debt it repaid last year. The change in the fi nal bank balance 
doesn’t tell the full story, whereas the cash fl ow statement does. 

  (A = OHL and the purpose of the cash fl ow statement with one specifi c example, M = 
Achieved plus link to supplier decision, E = Merit plus explanation of suppliers’ specifi c decision 
and link to cash fl ow to provide the information, across the question A = 2A, M = 2M, E = 2E)

Part B 
a. The auditor’s report from PricewaterhouseCoopers is confi rming 

the compliance with NZ GAAP and provides the reassurance 
that the fi nancial statements provide a true and fair view of 

p. 8

Answers and explanations

OHL’s fi nancial situation. This independent review is a statutory 
requirement and can give the shareholders and other users 
of the fi nancial statements assurance that the statements are 
accurate, providing the report is unqualifi ed. If the auditors 
have concerns about the systems or compliance, then they will 
provide a qualifi ed report, and this means the users will take 
more caution with the fi nancial decision making.

  (A = describes the purpose of OHL’s auditor’s report and the fi nancial statements being true 
and fair or in accordance with NZ GAAP, M = explains the NZ GAAP for OHL in relation to 
accuracy and decisions, E = justifi es the importance with regard to independent opinion 
being qualifi ed or unqualifi ed, and the impact for users of OHL’s annual report)

b. The accompanying notes to the Balance Sheet provide 
the details and additional information that will infl uence 
the decision of the users. The consolidated Balance Sheet 
provides the summarised fi nancial information on assets, 
liabilities and equity. The notes will provide breakdown 
information, e.g. what makes up the current assets, the 
valuation methods used for asset valuation, when debt is 
due or any security over assets. This information is critical for 
users when assessing the fi nancial position of OHL, because 
comparisons can be made against other companies to help 
decide whether or not it is a worthwhile investment. 

  (A = describes how the notes will enhance the information provided to shareholders, M = 
Achieved plus specifi c example of information re information for shareholders, E = Merit plus 
link to a specifi c decision/infl uence)

c. Comparability requires information to be provided in a 
manner that ensures comparisons can be made between 
entities and years to establish similarities and differences 
and identify trends in results. This note ensures the users 
are aware of any changes made in the presentation of the 
fi nancial statements, as without this information users might 
make ill-informed decisions. If changes have been made, 
then users of OHL reports cannot directly compare the results 
of 2017 against those of 2018. In this case, the Income 
Tax note has been modifi ed in presentation to assist users 
in understanding the tax information and provide more 
information. This will allow the user to make more informed 
decisions. 

  (A = describes comparability by explaining that OHL’s fi nancial statements can be compared 
between time periods or with those of other businesses, M = Achieved plus explains why 
the fi nancial statements need to be prepared consistently, or changes noted through 
comparative fi gures, E = Merit plus justifi es in relation to decision / specifi c information 
linking it all together)

d. The village service fees meet the defi nition of revenue, 
which is income, for OHL because they are an increase in 
the asset bank when the residents of the healthcare facilities 
pay for these services (or increase accounts receivable if 
on credit). The service fees increase profi t (providing the 
expenses to provide the services are smaller than the fees), 
which increases retained earnings and increases the equity 
of OHL. The village service fees are not a contribution by 
the shareholders of OHL but a payment by the residents, 
therefore meeting the defi nition of revenue. 

  (A = explains village service fees being revenue for OHL by increasing assets, increasing 
equity and not contribution by the shareholders, M = in addition to Achieved, explains 
how the increase in asset and profi t occurs, E = justifi es, in addition to Merit, the impact on 
retained earnings, how bank asset increases being a payment by the residents, across the 
question A = 3A, M = 3M, E = 3E)
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