
1- Introduction to accounting and business decision making

The accounting process
Accounting is the process of identifying, measuring and communicating economic information 
about an entity for decision-making purposes. 
Identifying business transactions such as:
- payment of wages and salaries 
- earning of fees revenue
- purchase of an office photocopier
- purchase of stationery
- capital contribution by owners
- interest on a bank loan
- payment of quarterly GST
Measuring of information — analysis, recording and classifying of business transactions, 
- identifies how transactions will affect the entity’s position
- groups together similar items e.g expenses and income.
- individual assets, expenses, income, equity and liabilities are grouped to summarise the 

information
Communicating relevant information through reports (income statement, balance sheet, cash 
flow, statements)
- total of accounts will be reported on the balance sheet
- different users require information for making decisions such as whether to invest in a business, 

whether the entity should continue to manufacture a product or outsource this process
The process assists user in the allocation of financial resources.

Accounting information and its role in decision making
Internal users — owners or managers who use the information to assist in various 
aspects of decision-making.
- operations of the business entity such as appropriate sales mix and price of goods, forecasting 

profits, and determining the capacity of assets such as plant.
- evaluate the success of the business in achieving its objectives. compares the performance 

against budgets and assessing how well employees have achieved set targets
- weigh up alternatives when investing resources
External users (stakeholders) — groups outside the entity, who use accounting information to 
make decisions about the entity such as employees, shareholders, suppliers, baks, consumers, 
taxation authorities etc. They have a ‘stake’ or interest in the performance of the entity.
- current shareholders examine how effective management is in investing the assets of the 

business and whether they have made appropriate business decisions on behalf of investors. 
determine the future profitability of the entity, to assess future cash flows for dividends and 
possibility of capital growth of investment. 

- prospective investors to determine whether entity is a sound investment 
- suppliers gauge the entity’s ability to repay debt associated with purchases
- banks gauge whether entity has capability to repay loans taken out
- employees are concerned with job security, the potential to pay awards and bonuses and 

promotional opportunities.
- government authorities such as the ATO will be interested in the reported to determine the 

amount of tax that should be paid + any future tax liabilities/assets
- regulatory bodies determine whether the entity is abiding by regulations such as the 

corporations act and Australian taxation law
- community determines whether the entity is contributing positively to general welfare + growth 

of the local community
- special interest groups use the information to see whether environmental, social industrial 

aspects have been considered in its operations.
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Financial accounting and management accounting
Financial accounting (external) is the preparation and presentation of financial information for all 
types of users to enable them to make economic decisions regarding the business. presented in 
General Purpose Financial Statements:
- Income statement
- statement of changes in equity
- balance sheet
- statement of cash flows
- information contained in these are highly summarised as they are designed to meet the needs of 

a wide range of users
- based on historical figures that stem from the original transaction
- maximum quarterly, most of the time every 6 months, many small businesses report once a year
Management accounting (internal) provides economic information for internal users i.e owners 
and management. They include formulating plans and budgets and providing information to be 
used in the monitoring and control of different parts of the entity.
- usually monthly, based on the month’s results
- mostly internally, but occasionally by the banker
- more detailed 

Role of accounting information in business planning 
A business plan is a written document that explains and analyses an existing or proposed 
business, explaining the goals, how it will operate and the likely outcomes of the planned business. 
It is a ‘blueprint’.
-  provides a clear, formal statement of direction and purpose
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- allows management and employees to work towards a set of clearly defined goals in daily 

operations
- assists business entity in evaluating the business
- e.g able to see if correct products are being sold, work out the right product mix to achieve sales 

targets, cost-volume-profit analysis assists management in understanding how profits will 
change in response to change in sales volumes, costs and prices.

- OPERATION (business): assets — which investments offer highest returns and produce the 
necessary cash flows

- EVALUATION (business plan): encourages all aspects of the operations to be reviewed. 
Evaluation and decision-making process allows more effective use of resources (staff, 
equipment and supplies) and improvement of coordination and internal communication.

- results are compared to projected budgeted results so favourable/unfavourable can be detected 
and action can be taken if needed to ensure original business plan is in action.

- original goals may also be modified

Globalisation of accounting
Globalisation Accountants must ensure they remain up to date with the local GAAP (Generally 
Accepted accounting principles) and global accounting standards (International Financial Reporting 
Standards - IFRS)
- investors and lenders need financial information that is relevant, reliable and comparable across 

borders, hence, the use of one set of high quality standards by companies internationally 
improves the comparability and transparency of financial information and reduces financial 
statement preparation costs.

- higher quality information, better decisions made 
- IFRS improves efficiency of capital market operations, and promotes cross-border investment.

Sources of company regulation
Company regulation protects stakeholders (investors, consumers and creditors etc.) to promote a 
strong and vibrant economy. 
- regulation motors preparation, presentation, and distribution of financial statements
- ensure that appropriate information is provided to different stakeholders of listed companies 
- Corporations Act, enforced through ASIC stipulates that disclosing entities prepare financial 

statements complying with accounting standards and regulations.
- Listing Rules of the ASX 
- the accounting principles, standards, ethics and disciplinary procedures of the accounting 

profession (CPA Australia, Chartered Accountants of Australia and New Zealand - CAANZ)
ASIC 
- enforces company and financial services laws (e.g. Corporations Act and the ASX Listing Rules) 

to protect consumers, investors and creditors
ASX
- Market and Listing Rules 
- Market Rules are rules governing the operations and behaviour of participating entities of the 

ASX and affiliates. They regulate how trading takes place on the ASX by overseeing operations 
and behaviour of participating entities 

- Listing rules are rules governing the procedures and behaviour of all ASX-listed 
companies.‘watch’ over companies listed on the ASX, and help to ensure that companies are 
providing adequate disclosures to various stakeholders and behaving appropriately.

Australian Competition and Consumer Commission (ACCC)
- competition and consumer act 2010
- anti-competitive behaviour and unfair market practices, mergers and acquisitions of companies, 

product safety and liability 
- protect the consumer
Australian Prudential Regulation Authority (APRA)
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- oversees financial institutions (banks, building societies, credit unions) and is responsible for 

ensuring that financial institutions can honour their commitments

Role of the Conceptual Framework
- applies to entities that are required to prepared general purpose financial statements (general 

purpose financial reports in the conceptual framework
Components of the Conceptual Framework
The objective of general purpose financial reporting is to provide financial information about the 
reporting entity that is useful to existing and potential investors, lenders and other creditors in 
making decisions about providing resources to the entity.
Qualitative Characteristics of financial reports
- two fundamental qualitative characteristics: relevance and faithful representation
- four enhancing qualitative characteristics: comparability, verifiability, timeliness and 

understandability
Fundamental:
Relevance — the implication that the information should have predictive and confirmatory value for 
users in making and evaluating economic decisions
Materiality — The relevance of information is affected by its nature and materiality. Information is 
material if omitting it or misstating it could influence decision making. A financial report should 
include all information which is material to a particular entity.
Faithful representation — the implication that financial information will be complete, neutral and 
free from error
- buy a vehicle 3 yrs ago, correct figure is the historical cost, however the use of the vehicle over 

the 3 years will have depreciated its value. in this case, the historical cost is correct but not 
relevant. Therefore, a value of the vehicle must be estimated. This value may be incorrect as it is 
an estimate however is relevant as it provides a more accurate depiction of the value compared 
to the historical cost.

Enhancing:
Comparability — implies that users of financial statements must be able to compare aspects of an 
entity at one time and over time, and between entities at one time and over time. Therefore 
measurement and display of transactions and events should be carried out in a consistent manner 
(or fully explained if they are measured or displayed differently)
Verifiability — provides assurance that the information faithfully represents what is suggest that it 
is representing 
Timeliness — accounting information is available to all stakeholders in time for decision-making 
purposes.
Understandability — implies that preparers should present information in the most 
understandable manner to users, without sacrificing relevance or reliability. 
Cost constraint on financial information
- benefits (improved efficiency and effectiveness of decision making by users) should outweigh 

costs of providing it
- costs of providing financial information include those associated with the collecting, processing, 

verifying, disseminating and storing of financial information
Definition and recognition of the elements of financial statements
Assets — a resource controlled by the entity as a result of past events and from which future 
economic benefits are expected to flow to the entity
Liabilities — a present obligation of the entity arising from past events, the settlement of which is 
expected to result in an outflow from the entity of resources embodying economic benefits
Equity — the residual interest in the assets of the entity after deducting its liabilities 
- increased by contribution and excess of entity’s income over expenses
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- decreased by excess of expenses over income and by distributors to owners (drawings)
Income — increases in economic benefits during the accounting period in the form of inflows or 
enhancements of assets or decreases of liabilities that result in increases in equity, other than 
those relating to contributions from equity participants
Expenses — decreases in economic benefits during the accounting period in the form of outflows 
or depletions of assets or incurrences of liabilities that result in decreases in equity, other than 
those relating to distributions to equity participants

Limitations of accounting information
Time lag — Time delay from the end of financial year until the information reaches users in the 
form of a financial report.
Historical information — information in financial statements is based on past transactions and 
therefore does not provide forecast information. They are not an accurate indication of what the 
future income and expenses will be. However, review of the past is often best guide to future 
performance.
Subjectivity of information — subjectivity involved in the inclusion of items to be reported and the 
choice of accounting policies to adopt. Entities may choose the value that an asset will be reported 
at in the financial statements. e.g. certain assets can be reported at cost value, or current market 
value.

Potential costs of providing accounting information
Information costs — costs involved in gathering, summarising and producing information 
decreased by implementation of accounting softwares, however still substantial collating and 
printing costs.
Release of competitive information — information disclosed potentially contains proprietary 
information that can be used by competitors to strengthen their market position. e.g segment 
reports may give competitors insight into where an entity’s main profits come from, also informers 
of the most cost-effective segments (highest profit margin).

- must know differences between conceptual framework and accounting standards


