
Area’s Common to All Business Structures: 
All forms of businesses are a separate ACCOUNTING ENTITY i.e. Separate from the owner/s of the business.  This 
concept of “separate entity” is necessary for business transactions to be analysed. 
 
All are governed by the general business requirements, e.g. relating to such issues as : Paying wages, Work Cover 
requirements, Business Name Registration, Licences, ATO requirements (including GST, BAS). 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 
 
 

 
 
 
 
 

 

   

 

Definition of Accounting: 

Accounting is the process of 

identifying, measuring and 

communicating RELEVANT 

economic information (BUSINESS 

TRANSACTIONS) about a particular 

business to a variety of users for 

decision making. 

Types of accounting users: 

-Internal users (management-

owners) = special purpose 

reports 

-External users (everyone else 

bar management- investors, gov, 

suppliers, employees) = general 

purpose reports 

 

Financial Accounting: 

Financial accounting preparing and 

presenting financial statements 

primarily for external users 

Statements are prepared in 

accordance with Generally 

Accepted Accounting Principles 

(GAAP) 

 

Income Statement 

Shows PROFIT earned by the firm.   

profit = (income) revenue minus 

expenses 

INCOME (REVENUE):  amounts 

earned by business - inflows into 

the business 

 Revenue earned by the 
business in its normal 
operations 

 Interest   
 Dividends received from 

investments 
 

EXPENSES:  amounts incurred to 

earn income—outflows from the 

business 

 

Statement of Changes in 

Owners’ Equity (NET ASSETS) 

Capital contributed 
+ Profit (or minus loss) 
- Drawings/Dividends 
=OE (Net Assets) 
 
The link between the Income 
Statement and the Balance Sheet 
is that Profit (calculated on the 
Income Statement P=R-E) is 
transferred to Owners Equity (on 
the Balance Sheet). 
Profit will increase OE- Ie more 
revenue will increase OE 
Loss will decrease OE – Ie more 
expenses will decrease Net 
assets. 
 
 

BALANCE SHEET 

Assets = Liabilities + Owners Equity 
Or OE=A-L Or L=A-OE 
 
On one side of the equation is 
what the business owns (assets) 
and on the other side of the 
equation is what the business 
owes. (L & OE) 
 
>Assets (A):   items of value to the 
business (items “owned” by the 
business) 
>Liabilities (L):   amounts “owed” 
by the business, anything PAYABLE  
Note: words “owing” and 
“accrued” all mean the same as 
“payable”. 
>Equity/Owners Equity/Net 
Assets (OE):    owner’s interest 
(value) in business (amounts 
“owed” to the owner/s) 
 

Limitations on accounting information: 
>Time lag in distribution of information to users  
>Historical information (based on past data) therefore often outdated 
>Subjectivity of some information ie Considerable choice involved in what items to report and how to report 
them.   
Some information useful for decision making may not be disclosed either because: 

 the cost of disclosure is prohibitive, or 
 Because the information may provide competitors with sensitive information that strengthens 

their market position compared with our own. 
 
 

 

 

 



 


