
ACCOUNTING A- FIRST YEAR, SEMESTER ONE 

WEEK TWO- FINANCIAL STATEMENTS 

❖ Accounting- process of identifying, measuring and communicating economic information to permit 

informed judgements and decisions (the language of business)  

 

1.1- Beginning Assumptions 

❖ Economic Entity- the financial activities of a business is spate from its owner, and separate from other 

businesses  

o Allows someone to examine a company’s accounting information without concern that the 

information includes the personal affairs of the owners or other business activities  

❖ Time Period- economic information can be meaningfully captured and communicated over short 

periods of time 

o We need to measure the business on the financial scale to see whether it is working, and to 

see whether it purely reflects performance 

o Business owners want period measurements of the success and failures of a business  

❖ Monetary Unit- assumes that the dollar is the most effective means to communicate economic activity  

o If something cannot be expressed in dollars, then it is not recorded in the accounting system 

o Assumes that the dollar is reasonably stable with respect to inflation and deflation → 

accountants do not adjust economic value based on inflation  

❖ Going Concern- assumption that a company will continue to operate into the foreseeable future  

o Valued at what it is worth, not what it can be sold for, because it is assumed it will continue 

operating 

o Difficulty because simply because we put a dollar sign behind it, does not mean that it is the 

only dollar sign there 

 

1.2- Reporting Profitability: The Income Statement (or profit and loss statement) 

❖ Is the business profitable? Does it generate more resources than it uses? 

 

❖ Revenue- increase in resources resulting from sale of goods or provision of services  

❖ It is earned and incurred regardless of when the cash actually flows into the business 

❖ Revenue Recognition principle- revenue should be recorded when a resource has been earned e.g. at 

the time of sale, or when a service is complete  

 

❖ Expenses- decrease in resources resulting from the sale of goods or provision of services  

❖ Matching principle- states that expenses should be recorded in the period resources are used to 

generate revenue e.g. if petrol is used for a service, then it should be recorded when the fuel is used 

o Includes depreciation expense  

 

❖ Income statement- financial statement that reports a company’s revenues and expenses over a 

specific time period, demonstrating financial successes/ failures of a business 

❖ Revenues- Expenses = Net Profit/ Loss (or income)  

 

1.3- Reporting Financial Position: the Balance Sheet (statement of financial position) 

❖ How is the business’ financial position? What does it own? What does it owe?  

❖ Assets = Liabilities + Owner’s Equity 

 



ASSETS 

❖ Asset- economic resource that is objectively measurable, results from a prior transaction and will 

provide future economic benefit e.g. cash can be counted, is received through a transaction from 

someone else, and can be used to buy things in the future  

❖ Cost principle- assets should be recorded and reported at the cost paid to acquire them (the cost 

principle is how assets are recorded and reported)  

❖ Current Assets are listed on the balance sheet in order of their liquidity  

 

LIABILITIES + EQUITY 

❖ Liabilities- money borrowed from others, will require sacrifice of economic resources at a future date 

 

❖ Equity- difference between a company’s assets and liabilities → represents the share of assets that are 

claimed by the business’ owners  

❖ Issued capital- resources that investors contribute for ownership 

❖ Dividends- profits distributed to owners 

❖ Retained earnings- earnings that have not been paid out to owners  

 

1.4- Reporting Equity: The Statement of Changes in Equity 

❖ Shows the change in a company’s equity, but also changes in retained earnings over a period of time 

❖ Opening Balance of Retained Earnings + Net Profit- Dividends = Closing Retained Earnings 

❖ The statement of retained earnings links the income statement and the balance sheet together 

 

1.5- Reporting Cash Flows: the cash flow statement 

❖ Where does a company get its cash? Where does it go? Will there be enough? 

❖ Cash flow statement- reports a business’s inflows and outflows from operating, investing and 

financing activities 

o Operating → what is associated with revenues and expenses e.g. purchase of supplies, 

payment of employees and sales  

o Investing → what assets we bought e.g. equipment  

o Financing → where we got our money from, where it was put in by the owner’s  

1.6- Qualitative characteristics of accounting information 

TERM DEFINITION RAMIFICATION 

Understandability Accounting information needs to 

be understood by those with a 

reasonable understanding of 

business activities 

Users must spend a reasonable amount of time 

studying it for it to be understandable 

Relevance Capacity of accounting information 

to make a difference in decisions 

Information should have predictive (forecasting) 

or feedback (past performance) value and be 

timely (still relevant) 

Reliability Extent to which it is reliable, and 

represents what it is supposed to  

Information should be free from error, a faithful 

representation, and neutral 



 

1.7- Conceptual Framework 

❖ Collection of concepts that guide the manner in which accounting is practiced  

 

2.1- Business Forms 

❖ Sole proprietorship- business owned by one person, most common business type in Australia 

o Maintains complete control of business, bears all risk of failure, reaps all rewards of success  

o For accounting purposes, it is accounted for separately from the personal affairs → 

application of the economic entity assumption  

❖ Partnership- form of business in which multiple entities join together  

o Established through an oral or written agreement, including many partners  

o Partner’s share of partnership income is reported on individual tax return 

❖ Company- separate legal entity, established by registering company with ASIC 

2.2- Generally Accepted Accounting Principles (GAAP) 

❖ Accounting standards, rules, principles and procedures that comprise accounting practices 

❖ Formal part of these are developed by Australian Accounting Standards Board (AASB) 

❖ Looking towards a national and international set of accounting standards  

2.3- The Balance Sheet 

❖ Consolidated balance sheet- groups all companies controlled by Woolworths into one economic entity 

❖ Intangible Assets- resourced used in operations for more than one year, not intended for resale and 

has no physical substance e.g. trademarks, patents, copyrights, goodwill 

2.4- The Income Statement 

❖ Single- step income statement- calculates total revenues/ expenses, and then determines net income 

❖ Multi- step income statement- calculates several subtotals through grouping certain revenues and 

expenses together  

Comparability Ability to compare across 

businesses e.g. competitors 

 

Businesses must disclose the accounting 

methods used so that comparisons across 

companies can be made 

Consistency Ability to compare/ contrast of the 

same entity overtime (consistent 

time period) 

Same accounting methods should be used each 

year, and disclose when they change methods  

Materiality Threshold at which financial items 

begin to affect decisions making → 

not a set size, but the effect it has 

on decisions 

When an amount is small enough, normal 

accounting procedures are not always followed  

Conservatism When uncertainty exists, 

information should present the 

least optimistic alternative  

Techniques should be used to guard against 

overstating revenues/ assets or understating 

expenses  



❖ Multi- step is more common including some of these subtotals: total revenue, cost of sales, gross 

profit, expenses, profits before income tax, profits after incomes tax etc.  

❖ Gross Profit- gross dollar mark- up that a company can achieve through selling inventory 

o Sales revenue – Cost of Sales = Gross Profit 

❖ Operating expenses- expenses incurred during normal operations (recurring year after year as the 

company runs its business)  

❖ Profits before income tax expense- profits a company generates with all expenses except income tax 

o Gross Profit- Operating Expenses 

❖ Other comprehensive income- movements in equity that are not part of the realised gains or losses in 

profit e.g. movement in translation of foreign operations (exchange rates) and gains and losses in cash 

flow hedges  

2.5- Horizontal and vertical analyses  

❖ Horizontal analysis- analysing across the statement overtime, from one year to the next by calculating 

absolute and percentage changes in each account 

o Dollar change in Current Year- Base Year / Base Year  

o Used when you have two years of data to compare  

o Can easily show growth/ decline  

❖ Vertical analysis- compares company’s account balances within one year  

o On the Balance Sheet: Account Balance/ Total Assets 

o On the Income Statement: Account Balance/ Net Sales or Revenue 

❖ Common size financial statement- statement where all accounts have been restated as a percentage 

(for comparing different size companies)  

2.6- Statement of changes in equity 

❖ Financial statement that show 

how and why each equity 

account changed from one year 

to the next 

2.7- Information beyond the financial statements 

INFORMATION BEYOND FINANCIAL STATEMENTS 

❖ Notes to the financial statement → tells you extra detail, textual and numerical information 

immediately following financial statements 

o Disclosing accounting methods used to prepare fin. statements e.g. straight line depreciation 

o Discloses additional detail and explanation of account balances → where they came from, 

when they’re due 

o Provides extra information that is not recognised in the financial statements  

❖ Auditor’s report → an independent auditor states an opinion as to whether the financial statements 

are presented fairly; guaranteeing that the information is fair and accurate 

o Not a report about future success of the business, but reliability of the statements  

❖ Management’s discussion and analysis → analysis of a company’s financial activities that focuses on 

results of operations, ability to pay debts and expansion plans  

❖ Sustainability Reporting → maintaining for the long term; longevity of the business e.g. public image 

and reputation, community involvement, government regulations etc. 

❖ Governance Information → info about board of directors, senior management, board activities and 

remuneration of directors and managers  



 

WEEK THREE- RECORDING ACCOUNTING TRANSACTIONS 

3.1- The Accounting Information System 

❖ About recording information to produce financial statements used as a basis for decision- making → 

systems vary widely from manual to extensive electronic systems 

 


