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ANSWER ALL THREE QUESTIONS
30 marks in all

Answer ALL parts. Show all working and write explanations in full sentences, using accounting terms
correctly and referring to the figures and the context given. Round money to the nearest dollar unless
told otherwise. Explain means to give reasons; justify means to give reasons and show why they
matter to the decision of the stakeholder named in the question.

Formula sheet
Asset: a present economic resource controlled by the entity as a result of past events. Liability: a present
obligation to transfer an economic resource as a result of past events. Equity: the residual interest in the assets
after deducting liabilities. Income: increases in assets or decreases in liabilities that increase equity, other than
contributions from owners. Expenses: decreases in assets or increases in liabilities that decrease equity, other
than distributions to owners. Qualitative characteristics: relevance and faithful representation (fundamental);
comparability, verifiability, timeliness and understandability (enhancing). Current ratio = current assets ÷
current liabilities.

Question One (8 marks)

(a) Wiremu owns 18 000 shares in Kōwhai Grove Care Limited, an aged-care provider with rest
homes in Hamilton and Tauranga. Wiremu paid $48 600 for the shares ($2.70 per share) and the
shares are fully paid. Kōwhai Grove Care Limited is a company registered under the Companies
Act 1993, and its shareholders have limited liability.

Suppose the company fails and is put into liquidation owing creditors $900 000, while its assets
can be sold for only $630 000. Explain what limited liability means for Wiremu as a shareholder,
using the figures in your answer.

[4 marks]

(b) Kōwhai Grove Care Limited is a Financial Markets Conduct (FMC) reporting entity. Wiremu’s
shareholding in it cost $48 600. Its balance date is 30 June 2026. The Financial Markets Conduct
Act 2013 requires FMC reporting entities’ financial statements to: comply with generally accepted
accounting practice in New Zealand (NZ GAAP); be audited by a licensed auditor; and be lodged
with the Companies Office within four months of the balance date.

State the latest date by which the financial statements must be lodged, and justify why the audit
requirement is important for Wiremu’s decision about whether to keep or sell the shares.

[4 marks]
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Question Two (10 marks)

(a) Rātā Lifecare Limited, an aged-care and home-support provider, is a reporting entity. Its lender,
Mei, is deciding whether to renew a short-term loan facility. Mei has asked for the entity’s general
purpose financial statements (GPFS), which comply with NZ GAAP.

(i) Calculate the current ratio (current assets ÷ current liabilities) to two decimal places.

(ii) Explain why the lender relies on GPFS prepared in accordance with NZ GAAP to judge
whether the entity can meet its short-term debts, and justify whether the ratio supports
renewing the facility.

Rātā Lifecare Limited – Statement of Financial Position (extract)

Item $

Current assets

   Cash and cash equivalents 195 000

   Receivables 280 000

   Inventories 18 000

Current liabilities

   Payables 295 000

   Employee entitlements 230 000

[5 marks]

(b) Pīwakawaka Care Group Limited, a hospital- and rest-home provider, bought mobility vans on 1
April 2025 for $480 000. The estimated residual value is $48 000 and the useful life is 10 years.
The entity’s accounting policy (disclosed in the notes to its financial statements) is to depreciate
such equipment on the straight-line method. The manager is considering changing to the
diminishing value method at 40% a year.

Calculate the depreciation expense for the year ended 31 March 2026 under each method.
Explain how the choice of method affects profit, and justify why Aroha, a shareholder, needs
the policy to be disclosed and applied consistently.

[5 marks]
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WORKED SOLUTIONS
Answers & worked solutions

ANSWER ALL THREE QUESTIONS

Question 1 (8 marks) [Features of reporting entities and statutory requirements]

(a) Wiremu owns 18 000 shares in Kōwhai Grove Care Limited, an aged-care provider with rest homes in
Hamilton and Tauranga. Wiremu paid $48 600 for the shares ($2.70 per share) and the shares are fully
paid. Kōwhai Grove Care Limited is a company registered under the Companies Act 1993, and its
shareholders have limited liability. Suppose the company fails and is put into liquidation owing creditors
$900 000, while its assets can be sold for only $630 000. Explain what limited liability means for Wiremu
as a shareholder, using the figures in your answer.

(a) Answer: Maximum loss $48 600; shortfall $270 000 not payable by Wiremu
• Evidence level: Merit (applies limited liability to the figures).

• Maximum loss for Wiremu = amount paid for the shares = 18 000 × $2.70 = $48 600.

• Shortfall to creditors = $900 000 − $630 000 = $270 000; Wiremu is not liable for it.

• Achievement: Limited liability means Wiremu cannot be required to pay the company’s debts out of
personal assets; the company, not the shareholder, owes the creditors.

• Merit: Limited liability means Wiremu cannot be required to pay the company’s debts out of personal
assets; the company, not the shareholder, owes the creditors. The most Wiremu can lose is the $48
600 paid for the shares, because the shares are fully paid and there is no further call on Wiremu.

• Excellence: Limited liability means Wiremu cannot be required to pay the company’s debts out of
personal assets; the company, not the shareholder, owes the creditors. The most Wiremu can lose is
the $48 600 paid for the shares, because the shares are fully paid and there is no further call on
Wiremu. The shortfall of $270 000 ($900 000 − $630 000) is borne by the creditors, not by Wiremu;
this is different from a sole trader, who would be personally liable for the whole shortfall. This
protection is why people are willing to invest in a company such as Kōwhai Grove Care Limited.

KEY TAKEAWAY
Limited liability limits a shareholder’s loss to the amount paid (or unpaid) on the shares; it does not
protect the value of the investment.

(b) Kōwhai Grove Care Limited is a Financial Markets Conduct (FMC) reporting entity. Wiremu’s
shareholding in it cost $48 600. Its balance date is 30 June 2026. The Financial Markets Conduct Act
2013 requires FMC reporting entities’ financial statements to: comply with generally accepted accounting
practice in New Zealand (NZ GAAP); be audited by a licensed auditor; and be lodged with the
Companies Office within four months of the balance date. State the latest date by which the financial
statements must be lodged, and justify why the audit requirement is important for Wiremu’s decision
about whether to keep or sell the shares.

(b) Answer: Lodge by 31 October 2026
• Evidence level: Excellence (gives the deadline and justifies the audit for the decision).

• Four months after 30 June 2026 is 31 October 2026.

• Achievement: The financial statements must be lodged by 31 October 2026 (four months after the
balance date of 30 June 2026).

• Merit: The financial statements must be lodged by 31 October 2026 (four months after the balance
date of 30 June 2026). An audit means an independent licensed auditor has checked that the
statements comply with NZ GAAP.
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• Excellence: The financial statements must be lodged by 31 October 2026 (four months after the
balance date of 30 June 2026). An audit means an independent licensed auditor has checked that the
statements comply with NZ GAAP. This gives Wiremu confidence that the profit, assets and debts are
reliable and not overstated by managers, so Wiremu can base the decision to keep or sell on
information that is free from material error. Lodging by the deadline also means the information is
timely and publicly available, so Wiremu can compare it with other companies.

KEY TAKEAWAY
An audit does not guarantee the future; it gives users independent assurance that the information they
use to decide is reliable.

LOS: Features of reporting entities and statutory requirements (91404)

Question 2 (10 marks) [NZ GAAP, general purpose financial statements and accounting
policies]

(a) Rātā Lifecare Limited, an aged-care and home-support provider, is a reporting entity. Its lender, Mei,
is deciding whether to renew a short-term loan facility. Mei has asked for the entity’s general purpose
financial statements (GPFS), which comply with NZ GAAP. (i) Calculate the current ratio (current assets
÷ current liabilities) to two decimal places. (ii) Explain why the lender relies on GPFS prepared in
accordance with NZ GAAP to judge whether the entity can meet its short-term debts, and justify whether
the ratio supports renewing the facility.

(a) Answer: Current ratio 0.94 (does not support renewing)
• Evidence level: Excellence (calculates the ratio, explains why GAAP-based statements are relied on
and justifies the decision).

• Current assets = $195 000 + $280 000 + $18 000 = $493 000; current liabilities = $295 000 + $230
000 = $525 000.

• Current ratio = 493 000 ÷ 525 000 = 0.94.

• Achievement: Current ratio = $493 000 ÷ $525 000 = 0.94.

• Merit: Current ratio = $493 000 ÷ $525 000 = 0.94. GPFS are prepared for users who cannot ask for
information specially, such as lenders; NZ GAAP sets the rules so the statements are consistent.

• Excellence: Current ratio = $493 000 ÷ $525 000 = 0.94. GPFS are prepared for users who cannot
ask for information specially, such as lenders; NZ GAAP sets the rules so the statements are
consistent. Because every reporting entity follows the same NZ GAAP, Mei can compare this ratio with
the entity’s earlier years and with other borrowers. A ratio of 0.94 is below 1, so the entity may not be
able to pay its short-term debts from current assets, so Mei should be cautious and ask for more
information (for example the cash flow statement) before renewing.

KEY TAKEAWAY
GPFS prepared under NZ GAAP give outside users reliable, comparable information; ratios from them
help users decide, but they should be read alongside other information.

(b) Pīwakawaka Care Group Limited, a hospital- and rest-home provider, bought mobility vans on 1 April
2025 for $480 000. The estimated residual value is $48 000 and the useful life is 10 years. The entity’s
accounting policy (disclosed in the notes to its financial statements) is to depreciate such equipment on
the straight-line method. The manager is considering changing to the diminishing value method at 40% a
year. Calculate the depreciation expense for the year ended 31 March 2026 under each method. Explain
how the choice of method affects profit, and justify why Aroha, a shareholder, needs the policy to be
disclosed and applied consistently.
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The full paper is the real thing.

THIS FREE SAMPLE

A short extract: the opening questions of Paper
1, then their worked answers. 3 pages in all.

THE FULL PAPER

Three written questions on accounting concepts
for a New Zealand reporting entity: limited
liability, NZ GAAP, accounting policies, element
definitions and qualitative characteristics, with
worked solutions showing Achieved, Merit and
Excellence answers. 10 pages, with a worked
solution for every question.

What you get with each paper

A complete, timed paper in the real exam layout, not just a taste of it.

A worked solution for every question: numbered steps, why each wrong option is wrong, and a key
takeaway.

20 different papers in this set. Every one uses new questions, so each extra paper is new practice,
not a repeat.

An A4 PDF emailed straight after payment, made for printing.

Get Paper 1 now
A$11.99 one-off, instant PDF download. Tap or click here.

Or see all 20 NCEA Level 3 Accounting 91404 Concepts papers:
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Getting the most from a practice paper

1 Print it and set the timer shown on the cover. Answer every question before looking at any
solution.

2 Mark it against the worked solutions and note the topics that cost you marks.

3 Retry the questions you missed a day later, then use the next paper to check the fix held.
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