
Accounting for Business A Notes – Spring 2016 

Introducing Accounting and the Financial Statements 

Accounting: the process of identifying, measuring and communicating economic information to 

permit informed judgements and decisions. 

Accounting is the language of business. An understanding of accounting is useful in all areas of 

business, and is necessary in senior management.  

Four assumptions made when communicating accounting information 

In order to fulfil the purpose of identifying, managing and communicating to permit informed 

judgements, accountants make 4 assumptions: 

1. Economic Entity  

 The financial activities of a business can be separated from those of the business’ 

owner. A company’s accounting info can be examined without concern that the 

personal affairs of the owner are involved.  

2. Time Period  

 Economic information can be meaningfully captured and communicated over short 

periods of time, such as a month or a quarter.  

3. Monetary Unit 

 Accountants assume the dollar is the most effective means of communicating 

economic activity. Thus, it assumes that the dollar is relatively stable with respect to 

inflation (therefore, accountants do not adjust for inflation). 

4. Going Concern 

 Accountants assume that a company will continue to operate into the foreseeable 

future 

These assumptions are contained in the GAAP (Generally Accepted Accounting Principles). The 

GAAP are the standards, rules and procedures that comprise practice for financial accounting. They 

are developed by the AASB (Australian Accounting Standards Board) and enforced by ASIC.  

 

 

 

 

 

 

 

 

 

 

 

 



There are 4 fundamental financial statements: 

Income Statement (Reporting Profitability) 

Answers: Is a business profitable?  

The income statement provides this information by looking at revenues, expenses and profit/loss.  

Revenue: An increase in resources resulting from the sale of 

g/s. e.g. sales revenue. According to the revenue recognition 

principle, revenue should be recorded when a resource has 

been earned, not just when the cash is received.  

Expense: A decrease in resources resulting from the sale of 

g/s. What makes the service happen? E.g. wages, taxes, 

advertising, rent, utilities, depreciation. According to the 

matching principle, expenses should be recorded in the 

period resources are used to generate revenue. Due to this, 

depreciation costs must be included in expenses, because 

operating material was used to generate revenue in a 

particular period of time. 

- Matching principle: expenses should be calculated in the period resources are used to 

generate income 

- Revenue recognition principle: revenue should be recorded when a resource is earned 

Some income statements will record total comprehensive income at the end, rather than ‘net 

profit.’ Net income on the income statement is not necessarily all inclusive, as it only includes 

income from business operations. Comprehensive income is sometimes used instead, especially by 

large companies, as it includes other revenues, expenses, gains and losses that are considered to 

provide a more complete picture of a business’s increase (or decrease) in economic benefits. These 

include tax expenses and profits from discontinued operations. A statement of comprehensive 

income may be prepared, combining the income statement and the comprehensive income.  

There are two formats of income statements: 

Single Step Income Statement: calculates total revenues and total expenses, then determines net 

profits in one step by subtracting total expenses from total revenues. 

Multi-step statement: calculates income by grouping certain revenues/expenses together and 

calculating several subtotals of income. These subtotals provide information on the profitability of 

various aspects of the company’s operations. Most companies do multi-step, with common 

subtotals being:  

- Gross profit (always first! - profit made when only selling the goods and the cost of goods is 

considered) 

- Operating expenses (expenses incurred regularly during normal operations) 

- Earnings before tax and earnings after tax 

- Income tax expense 

- Total comprehensive income 

Revenue – Expenses = Net Profit or Net Loss (Net Income) 

Reported over a specific period 

 

 


