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ACCT10002 Introductory Financial Accounting 

H1 Notes 
 

Week 1 
 

Lecture 1: Introduction to Financial Reporting 
 

 The key objective of financial reporting is to provide financial information about the entity 
that is useful to existing and potential investors, lenders and other creditors in making 
decisions about providing resources to the entity. 
 Such decisions involve buying, selling or holding equity and debt and providing or 

settling loans or credit. 

 Internal users: 
 Managers who plan, organise and run the business 
 e.g. production supervisors, marketing managers, and directors. 
 Have access to more information not available to the public – internal reporting 

matters. 

 External users: 
 Resource providers 

o e.g. investors, employees, creditors, lenders 
 Recipients of goods and services 

o e.g. customers, beneficiaries  
 Parties performing a review or oversight function  

o e.g. regulatory agencies, media, governments, trade unions, special interest 
groups 

 Potential investors and lenders cannot require entities to provide information directly to 
them – hence they rely on General Purpose Financial Reports (GPFR) 
BUT, GPFR cannot provide all the information that potential and existing investors, lenders 
and other creditors need – eg. economic conditions, political effects, industry and company 
outlooks 

 General Purpose Financial Reports 
 GPFR are not designed to show the value of an entity – however, the information 

can be used to estimate the value of the reporting entity. 
 GPFR are designed to meet the needs of a wide range of financial information users, 

not single users. 
 GPFR, to a large extent, are based on estimates, judgements and models rather than 

exact amounts as reflected in the Conceptual  Framework of Accounting. 
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 The Conceptual Framework may be seen in 4 sections: 
1. The Reporting Entity- those entities whose users may depend on financial information 
2. The objective of GPFR - prepared to assist users of financial reports 
3. The elements of financial statements – assets, liabilities, revenue, expenses 
4. Qualitative characteristics – aspects relating to the usefulness of the information 
presented. 

 Other qualitative characteristics 
 Materiality – would omission influence decision makers? 
 Comparability – with other years or entities 
 Verifiability – able to be proved 
 Comprehensive/Understandable  
 Timeliness – a constraint 
 Cost versus benefits – a constraint 
 Professional judgement 
 Choices in standards   

 Concepts and Principles 
 Monetary principle: Items included in accounting records must be able to be 

expressed in monetary terms (e.g. $). 
 Accounting entity concept: Every entity can be separately identified and accounted 

for. Owner’s transactions are separate from entity’s transactions. 
 Accounting period concept: The life of a business entity can be divided into artificial 

periods. Useful reports covering those periods can be prepared for the entity. 
 Going concern principle: The business will remain in operation for the foreseeable 

future. 
 Cost principle: All assets are initially recorded in the amounts at their purchase price 

or cost. To provide useful information, sometimes entities need to deviate from cost 
principle (e.g. revaluation of non-current assets). 

 Full disclosure principle: All circumstances and events that could make a difference 
to decision-making process should be disclosed in the financial statements. 
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Tutorial 1 (Week 2) 
 

 The external users of accounting data are those outside the business who have an interest 
in knowing about the activities of the entity as resource providers, recipients of goods or 
services or parties performing a review of oversight function. 
 They include investors, creditors, customers (information about warranties, 

continuing product lines and operations, etc.), employees (possibility to increase 
wages and benefits, job security, etc.) and trade unions, government authorities (tax 
payable, compliance with tax laws) and regulatory agencies (operating within 
prescribed rules). 

 There are three types of resource providers. They are: 
 Equity investors – require information to determine whether to invest based on 

future profitability, return or capital growth 
 Lenders – interested in the firm’s liquidity and ability to repay its debts 
 Other creditors – want information to determine whether to grant credit based on 

risks and ability of the entity to repay debts 

 The Conceptual Framework consists of a set of concepts to be followed by preparers of 
financial statements and standard setters. It provides guidance to preparers of financial 
information by defining who is required to report and who the users are likely to be 

 It is important to determine if a business is a reporting entity as it is only reporting entities 
that are required to prepare general purpose financial reports in accordance with the 
accounting standards.  

 Three main indicators determine which of the forms of business organisation fall into the 
category of a reporting entity. That is, an entity is more likely to be classified as a reporting 
entity if it is 
1. Managed by individuals who are not owners of the entity 
2. Politically or economically important, and 
3. Sizable in any of the following ways — sales, assets, borrowings, customers or 

employees. 

 Accounting information is deemed to be relevant if it capable of making a difference in a 
business decision. 
 For information to be relevant, it must have predictive value, to help users make 

predictions about the future, or provide feedback (have confirmatory value), to 
help users assess the accuracy of their past predictions and decisions. 

 Information is a faithful representation of the economic phenomena it purports to 
represent if it is complete, neutral and free from material error. 
 It is important that the information depicts the economic substance of the 

transactions, events or circumstances. 
At times, economic substance may not be the same as the legal form. To be complete, all of 
the information needed to represent the economic phenomena faithfully is included and 
there is no omission which could make the information misleading. Hence, like relevance, 
faithful representation is also linked to the full disclosure principle. 

 Relevance and faithful representation are both important as fundamental qualitative 
characteristics that work together to enhance decision usefulness. However, they can 
involve some trade-offs. 



    4 
H1 Notes – ACCT10002 

 For example, information about future profits is very relevant. However, as we are 
unable to tell the future with certainty, such information may not be faithful 
represented.  

To answer which one is more important in a particular instance it is helpful to consider the 
information needs of the user. 
 For example, if the user is a capital provider then relevance and faithful 

representation could be considered equally important.  
 However, if the user is a government agency performing a review or oversight 

function, faithful representation could be considered more important than relevance 
if relevance relates to future information, rather than relevance of the information 
to the oversight function 

 General purpose financial statements of an entity can provide valuable information about 
an entity. However, this information is more meaningful if it is supplemented with 
additional information including general economic conditions, political climate, industry 
trends or averages, information from directors’ reports and media releases. These allow 
primary users to better estimate the value of the reporting entity. Moreover, ratios can 
provide clues as to the underlying conditions that may be apparent from simply inspecting 
the individual components of a particular ratio as provided in the financial statement. 
Additionally, ratios can be compared against industry averages or competitors’ ratios to 
determine how effective a particular entity has been in relation to its competitors 

 
 
 
 

 Private company 
 has up to 50 non-employee shareholders 
 does not offer its shares for sale to the general public 

 A public company may have thousands of shareholders and, if listed, its shares may be 

traded on a national securities market 

 A reporting entity is an entity where there exist users that rely upon the financial report to 
make decisions about allocating resources. 

 A disclosing entity is more strictly defined, with certain types of entities falling within the 
definition. Being a disclosing entity means that there are enhanced disclosure requirements 
that applies to the entity. 

 A disclosing entity will always be a reporting entity, but a reporting entity is often not a 
disclosing entity. For example, a proprietary company with a wide range of shareholders 
would likely be viewed as a reporting entity, but is not a disclosing entity 

 Differential reporting means applying different sets of rules for different categories of 
entities preparing general purpose financial reports 
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Textbook 
 

 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. 
 Decisions include whether to buy, retain or sell shares in an entity for potential and 

existing shareholders; and for creditors decisions include whether to supply goods or 
services on credit or to lend funds to the entity 

 It is the accounting process that underlies the development of financial statements and 
accounting is defined as the process of identifying, measuring, recording and 
communicating the economic transactions and events of a business entity. 

 The accounting concepts, accounting principles and qualitative characteristics, together with 
accounting standards, are collectively referred to as Australian generally accepted 
accounting principles (GAAP). 

 
Concepts and Principles underlying accounting 

 The monetary principle requires that the items included in the accounting records must be 
able to be expressed in monetary terms. 

 The accounting entity concept states that every entity can be separately identified and 
accounted for 

 The accounting period concept states that the life of a business entity can be divided into 
artificial periods and that useful reports covering those periods can be prepared for the 
entity 
 Adjusting entries are needed to ensure that the recognition criteria are followed for 

assets, liabilities, revenues and expenses 

 The going concern principle states that the business will remain in operation for the 
foreseeable future. Therefore, financial statements are prepared on a going basis unless 
management either intends to or must liquidate the business or cease trading 
 For example, if the going concern principle is not assumed, then plant and 

equipment should be stated at their liquidation value (selling price less cost of 
disposal), not at their cost. Liquidation values are the most indicative of an entity’s 
current financial position if it will not be operating in the future, as it is likely that the 
assets will be sold, the creditors paid and any remaining funds distributed to owners. 

 The cost principle states that all assets are initially recorded in the accounts at their 
purchase price or cost. This is applied not only at the time the asset is purchased, but also 
over the time the asset is held. 
 Critics of the cost principle contend that fair value would be more useful to decision 

makers. 
 Proponents of cost measurement say that cost is the best measure because it can be 

verified easily from transactions between two parties, whereas fair value is often 
subjective. 

 A revaluation is a reassessment of the fair value of a non-current asset at a particular 
date 

 If an item of PPE is revalued, the entire class of PPE to which that asset belongs shall 
be revalued 
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 The full disclosure principle requires all circumstances and events that could make a 
difference to the decisions that users of general purpose financial reports might make 
should be disclosed in the financial reports. 
 Liabilities are classified as contingent and not recognised in the financial reports 

when the amount of the future sacrifice is so uncertain that it cannot be measured 
reliably, or when they do not satisfy the probability criterion, or when they are 
dependent upon the occurrence of an uncertain outside the control of the entity. 
They do not satisfy the probability criterion and the measurement criterion and are 
therefore instead disclosed in the notes to the financial reports if relevant. 

 
 General purpose accounting reports are reports intended to meet the information needs of 

existing and potential investors, lenders and other creditors who cannot require reporting 
entities to provide information directly to them. 

 
Conceptual Frameworks 

 A conceptual framework consists of a set of concepts defining the nature, purpose and 
content of general purpose financial reporting to be followed by preparers of general 
purpose financial reports and standard setters 

 International Financial Reporting Standards (IFRSs) are a set of accounting standards 
developed by the International Accounting Standards Board (IASBs) as the global standard 
for the preparation of general purpose financial statements. 
 It is used as the primary Generally Accepted Accounting Principles (GAAP) in 

approximately 120 nations, for their domestic listed and unlisted companies in their 
consolidated financial statements for external financial reporting. 

 Advantages of adopting IFRSs include that an entity can present its financial 
statements on the same basis as its foreign competitors, making comparisons easier, 
and companies with subsidiaries in other countries that require or IFRSs may be able 
to use one accounting language company-wide. 
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The objective of general purpose financial reporting 

 An objective of financial reporting is the stewardship or accountability of financial reporting 
 For companies where there is a separation of ownership from control (e.g. in a 

company where the shareholders do not manage the business), general purpose 
financial reports can support the stewardship or accountability function. 

 Managers can use general purpose financial reports to show the owners they are 
fulfilling their stewardship function effectively and that the resources are being 
managed effectively and appropriately 

 Shareholders can use the reports to check on managers to make them accountable 
and make decisions about whether they are carrying out their stewardship duties 
effectively and efficiently to maximise shareholder value. 

 An alternative purpose or objective of financial reporting is the decision usefulness 
perspective. 
 The objective of general purpose is to ‘provide information to users that is useful for 

making and evaluating decisions about the allocation of scarce resources’ 
 In particular, the major objective of financial reporting is that it should provide 

information ‘that is useful to present and potential investors and creditors and other 
users in making rational investment, credit and similar decisions’ 

 Measurement contributes to the overall objective of financial reporting in that 
‘measurement is the process of quantifying in monetary terms information about 
the resources of an entity, claims against the entity and changes in those resources 
and claims. Such information helps users to assess the entity’s prospects for future 
cash flows and assess management’s stewardship of the entity’s resources’ 

 The objective of general purpose financial reporting forms the foundation of the Conceptual 
Framework. 
 In the Conceptual Framework published in 2010, 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. Those decisions involve buying, selling or holding 
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equity and debt instruments, and providing or settling loans and other forms of 
credit. 

 The objective of primary financial statements is to provide summarised information 
about recognised assets, liabilities, equity, income, expenses, changes in equity, and 
cash flows that has been classified and aggregated in a manner that is useful to users 
of financial statements in making decisions about providing resources to the entity. 

 Decisions include: buying, selling or retaining shares and providing loans, goods or 
services on credit or settling amounts owed to the entity. 

 The general purpose financial reports cannot provide all of the information that each 
primary user may need, but they seek to provide information that will meet the 
needs of the maximum number of primary users.  

 Financial reports, together with other sources of information such as general 
economic conditions, political climate and industry conditions, allow primary users 
to estimate the value of the reporting entity and assess the prospects for future net 
cash inflows to an entity when making resource allocation decisions like investing 
and lending. 

 
Users and uses of financial reporting  

 The primary users of the conceptual framework 
 Resource providers – those users who provide resources to the entity and therefore 

require information to make decisions concerning the provision of those resources 
 Equity investors provide resources to an entity usually by investing cash for the 

purpose of receiving a return, and include shareholders, holders of partnership 
interests and other equity owners. 

 Lenders provide resources to an entity by lending cash for the purpose of receiving a 
return in the form of interest 

 To assess future net cash inflows, users require information about the entity’s 
resources, the claims against the entity and how effectively the entity’s management 
and governing board have discharged their responsibilities in relation to the use of 
the entity’s resources. For this reason, a stewardship perspective is also a relevant 
objective of general purpose financial reporting, on top of the usefulness perspective 

 Suppliers are considered to be other creditors when they extend credit to facilitate a 
sale. 

 Employees are considered to be other creditors when they provide their services 
(human resources) in exchange for remuneration. 

 Customers are considered to be other creditors when they prepay for goods or 
services which are to be provided in the future 

 Suppliers, employees and customers are only considered resource providers to the 
extent that they provide the entity with resources in the form of credit or services, 
and they make decisions based on providing such resources. When they are not in 
this capacity they are referred to as other users. 

 The other users of the conceptual framework 
 Other users include government agencies, members of the public as well as 

suppliers, customers and employees (when not resource providers) 
 However, financial reporting is not primarily directed to other users but rather to 

equity investors, lenders and other creditors. 
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The Reporting Entity 

 The Australian Conceptual Framework defines the reporting entity as an entity in which it is 
reasonable to expect the existence of users who depend on general purpose financial 
reports for information to enable them to make economic decisions. 

 General purpose financial reports present the economic resources of the entity and the 
claims on those resources held by the resource providers. 

 A reporting entity must prepare external general purpose financial reports that comply with 
accounting standards. 

 An entity is more likely to be a reporting entity if it is: 
1. Managed by individuals who are not owners of the entity 
2. Politically or economically important 
3. Sizable in any of the following ways – sales, assets, borrowings, customers or employees 

 Three features are necessary, but not always sufficient conditions of a reporting entity: 
1. A reporting entity conducts, has conducted or will conduct economic activities 
2. The economic activities can be distinguished from other entities and the economic 

environment 
3. Financial information about the economic activities will be useful in making decisions 

about providing resources to the entity and in assessing the efficiency and effectiveness 
of management and the government board 

 Differential reporting means applying different sets of rules for different categories of 
entities preparing general purpose financial reports 

 
The non-reporting entity 

 For non-reporting entities, the IASB has developed International Financial Reporting 
Standard for Small and Medium-sized Entities (IFRS for SMEs) 

 International Public sector Accounting Standards (IPSAS) issued by the International Public 
Sector Accounting Standards Board (IPSASB) is used by public sector entities around the 
world in the preparation of GPFSs. 

 There are therefore, three sets of rules for the preparation of GPFSs. 
 
Qualitative characteristics on financial reporting 

 Qualitative characteristics are the attributes that make the information in financial reports 
useful 

 Relevance – a fundamental qualitative characteristic 
 Information is considered to be relevant if it is capable of making a difference in the 

decisions made by users. 
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 Information that has predictive value and/or confirmatory value is considered to be 
relevant 

 Information is considered to have predictive value if it can be used to develop 
expectations for the future. 

 Information is considered to have confirmatory value if it confirms or contests users’ 
past or present expectations 

 Information that has predictive value helps users make predictions about the future 
 Information that provide feedback helps users assess the accuracy of their past 

predictions and decisions 

 Faithful representation – a fundamental qualitative characteristic 
 Information is a faithful representation of the economic phenomena it purports to 

represents if it is complete, neutral and free from material error 
 To be complete, all of the information needed to represent the economic 

phenomena faithfully is included and there is no omission which could make the 
information misleading 

 Information is neutral if it is free from bias – not intended to attain or induce a 
particular behaviour or result 

 Despite the limitation of being free from error, faithful representation is achieved 
when the inputs used to make the judgements and estimates reflect the best 
available information at the time 

 
 
Constraint on financial reporting 

 Cost is a constraint on the information provided by financial reporting 

 The quality of financial information provided in financial reports often depends on the 
assumptions, methods, judgements and estimates made by management 

 
Definition, recognition and measurement of elements in financial reports 

 An asset is 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 

 A liability is 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. 

 Liabilities for which the amount of the future sacrifice is so uncertain that they cannot be 
measured reliably are classified as contingent liabilities. Liabilities are also classified as 
contingent if they do not satisfy the probability criterion, or if they are dependent upon the 
occurrence of an uncertain future event outside the control of the entity 


