MAA103 — ACCOUNTING FOR DECISION MAKING

EXAM NOTES

WEEK 1: THE ACCOUNTING ENVIRONMENT

CONCEPT 1. WHAT IS ACCOUNTING?

THE ROLE OF ACCOUNTING

WHO USES ACCOUNTING DATA?

WHAT IS THE DIFFERENCE BETWEEN BOOKKEEPING AND ACCOUNTING?
CONCEPT 2: THE 5 ELEMENTS

ASSETS (DEFINITION CRITERIA)

LIABILITIES (DEFINITION CRITERIA)

OWNER’S EQUITY

REVENUE

EXPENSES

RECOGNITION OF THE ACCOUNTING ELEMENTS

CONCEPT 3: THE ACCOUNTING EQUATION

THE ACCOUNTING EQUATION AND TRANSACTION ANALYSIS

WEEK 2: CLASSIFICATION AND ANALYSIS OF BUSINESS TRANSACTION (NO GST)

cOoOOoO OO O UIorororororor (o

CONCEPT 1: BUSINESS ENTITIES

THE ENTITY ASSUMPTION

SOLE PROPRIETORSHIP
PARTNERSHIP

COMPANY

TRUSTS

BUSINESS OWNERSHIP

THE ‘REPORTING ENTITY’ CONCEPT
CONCEPT 2: WHAT ARE BUSINESS TRANSACTIONS?
WHAT ARE BUSINESS TRANSACTIONS?
SOURCE DOCUMENTS

CASH V ACCRUAL ACCOUNTING
CONCEPT 3: TRANSACTION ANALYSIS
WHAT ARE ASSETS?

WHAT ARE LIABILITIES?

WHAT IS OWNERS EQUITY?

WHAT ARE REVENUES?

WHAT ARE EXPENSES?

A NOTE ON DEPRECIATION

CONCEPT OF DUALITY

EXTENDED ACCOUNTING EQUATION
STEPS IN TRANSACTION ANALYSIS
TRANSACTION ANALYSIS (EXAMPLE)

WEEK 3: GST AND BAS

OO OWOWOWWOWWOWWOMWOOMWOMWOMWOMWONNNNN N

[l el
oo oOo

11

CONCEPT 1: WHAT IS GST

REGISTRATION: ABN

REGISTRATION: THE GOVERNMENT PROBLEM

THE ABN AND GST

REGISTRATION: ABN SOLUTION

ABN AND GST

TAXABLE SUPPLIES & CREDITABLE ACQUISITIONS
CONCEPT 2: TRANSACTION ANALYSIS WITH GST
CONCEPT 3: THE BUSINESS ACTIVITY STATEMENT

WEEK 4: JOURNALS AND LEDGERS

11
11
11
12
12
12
13
14
14

14




CONCEPT 1. THE ACCOUNTING PROCESS 14
WHAT IS AN ‘ACCOUNT’? 14
WHAT ARE DEBITS AND CREDITS? 15
THE EXTENDED ACCOUNTING EQUATION 15
CONCEPT 2: TRANSACTIONS IN THE GENERAL JOURNAL 15
WHAT ARE JOURNAL ENTRIES? 15
FORMAT OF THE GENERAL JOURNAL 15
STEPS IN JOURNALISING TRANSACTIONS 15
CONCEPT 3: POSTING TRANSACTIONS TO THE GENERAL LEDGER 15
GENERAL LEDGER AND LEDGER ACCOUNTS 15
GENERAL LEDGER (T-ACCOUNT) 16
POSTING TO LEDGERS 16
THE RECORDING PROCESS 16
EXAMPLE OF THE ACCOUNTING PROCESS 16
TRANSACTION ANALYSIS (COST OF GOODS SOLD EXAMPLE) 18
WEEK 5: TRIAL BALANCES AND BALANCE DAY ADJUSTMENTS 19
CONCEPT 1: TRIAL BALANCES 19
STEPS TO PREPARE A TRIAL BALANCE 19
ACCOUNTING PROCESS EXAMPLE 19
UNADJUSTED TRIAL BALANCE 20
CONCEPT 2: BALANCE DAY ADJUSTMENTS 20
BALANCE DAY ADJUSTMENTS 20
FOUR TYPES OF ADJUSTING ENTRIES 20
PREPAID EXPENSE 20
DEPRECIATION 21
PRESENTING ACCUMULATED DEPRECIATION 21
ACCRUED EXPENSES 21
PREPAID (UNEARNED) REVENUE 22
ACCRUED REVENUE 22
ADJUSTED TRIAL BALANCE 22
WEEK 6: PREPARING FINANCIAL ACCOUNTING REPORTS 23
CONCEPT 1: STATEMENT OF FINANCIAL PERFORMANCE (INCOME STATEMENT) 23
WHAT IS AN INCOME STATEMENT? 23
COST OF GOODS SOLD AND GROSS PROFIT 24
DETAILED INCOME STATEMENT EXAMPLE 25
CONCEPT 2: STATEMENT OF FINANCIAL POSITION (BALANCE SHEET) 26
CURRENT ASSETS 26
NON-CURRENT ASSETS 26
CURRENT LIABILITIES 26
EXAMPLES OF CURRENT LIABILITIES 26
NON-CURRENT LIABILITIES 26
STATEMENT OF FINANCIAL POSITION EXAMPLE 27
CONCEPT 3: CASH FLOW STATEMENT 27
STATEMENT OF CASH FLOWS 27
CASH FLOW STATEMENT ELEMENTS 27
CASH FLOW STATEMENT EXAMPLE 28
CONCEPT 4: STATEMENT OF CHANGES IN EQUITY 28
STATEMENT OF CHANGES IN EQUITY 28
STATEMENT OF CHANGES IN EQUITY (AN EXAMPLE) 28
INTERRELATIONSHIP OF FINANCIAL STATEMENTS 29
LECTURE EXERCISE 29
WEEK 7: BUSINESS PLANNING AND COST CONCEPTS FOR MANAGEMENT DECISIONS 31
CONCEPT 1: WHAT IS A BUSINESS PLAN? 31
WHAT IS A BUSINESS PLAN? 31
FUNCTIONS OF A BUSINESS PLAN 31
FORMAT OF A BUSINESS PLAN 31



CONCEPT 2: THE CONCEPT OF COST 32
MANAGEMENT COST CONCEPT 32
DIRECT AND INDIRECT COSTS 32
PrRoDUCT AND PERIOD COSTS 32
VARIABLES AND FIXED COSTS 32
RELEVANT RANGE 33
MiXeD COSTS 34
CONCEPT 3: COST-VOLUME-PROFIT (CVP) ANALYSIS 34
COST-VOLUME-PROFIT (CVP) ANALYSIS 34
BAsic COMPONENTS 34
ASSUMPTIONS OF CVP ANALYSIS 34
CONTRIBUTION MARGIN STATEMENT 34
CONTRIBUTION MARGIN CALCULATION 34
BREAK-EVEN ANALYSIS 35
WEEK 8: BUDGETS (PART 1) 37
CONCEPT 1. FORECASTING AND ACCOUNTING 37
WHAT IS STRATEGIC MANAGEMENT ACCOUNTING (SMA)? 37
SMA: TARGET COSTING 37
SMA: ENVIRONMENTAL MANAGEMENT ACCOUNTING 37
CONCEPT 2: BUDGETS AND BUSINESS PLANNING 37
WHAT IS A BUDGET? 38
HOw DOES ACCOUNTING HELP FACILITATE THE BUDGETING PROCESS? 38
BENEFITS OF BUDGETING? 38
WHAT MAKES FOR A GOOD/EFFECTIVE BUDGET? 38
WHAT LENGTH OF TIME SHOULD BE BUDGET FOR? 38
WHAT IS THE BUDGETING PROCESS? 38
THE MASTER BUDGET 38
CONCEPT 3: PREPARING THE OPERATING BUDGETS 39
SALES BUDGET 39
PURCHASES BUDGET 40
THE COST OF SALES BUDGET 40
REVIEW QUESTIONS: 40
THE SELLING, GENERAL AND ADMINISTRATIVE (SGA) EXPENSE BUDGET 41
BUDGETED INCOME STATEMENT 41
REVIEW QUESTION 42
WEEK 9: BUDGETS (PART 2) 43
CONCEPT 1: PREPARING THE FINANCIAL BUDGETS 43
CASH BUDGET 43
COMPONENTS OF A CASH BUDGET 43
SCHEDULE OF CASH COLLECTIONS 44
CASH BUDGET EXAMPLE 45
CONCEPT 2: BUDGETING AND HUMAN BEHAVIOUR 45
PROBLEMS WITH BUDGETING 45
PARTICIPATIVE BUDGETING 45
BUDGETARY SLACK 45
CONCEPT 3: CONCEPT OF BUDGETARY CONTROL 46
WEEK 10: ANALYSIS AND INTERPRETATION OF FINANCIAL STATEMENTS 46
CONCEPT 1: NATURE AND PURPOSE OF FINANCIAL STATEMENTS 46
WHO USES ACCOUNTING INFORMATION? 46
WHAT IS FINANCIAL ANALYSIS? 47
WHY DO WE ANALYSE? 47
COMPARISON IN FINANCIAL ANALYSIS 47
HORIZONTAL (TREND) ANALYSIS 47
VERTICAL ANALYSIS 48
RATIO ANALYSIS 48
CONCEPT 2: RATIO ANALYSIS 49



PROFITABILITY ANALYSIS

LIQUIDITY ANALYSIS

RATIO ANALYSIS — SOLVENCY/CAPITAL STRUCTURE

CONCEPT 3: ADVANTAGES AND LIMITATIONS OF RATIO ANALYSIS

49
50
52
53



WEEK 1: THE ACCOUNTING ENVIRONMENT

Concept 1: What is accounting?

It is the language of ‘business’. While it does include the recording, and reporting of ‘transactions’,
accounting is much more.

Accounting is an information system that:

. Identifies (select economic events (transactions));
. Records (records, classify and summarise); and
. Communicates (prepare accounting reports and analyse and interpret for users).

The economic events of an organisation to interested users.

*Verification is not part of the accounting process.

The role of accounting

. Accounting provides the financial information required for making decisions with regards to
money and business issues

. Accounting is a means of communication

. Accounting is a means of measuring business activity

Who uses accounting data?

Internal users
. Managers who plan, organise and run the business (e.g. — marketing managers, production
supervisors, chief financial officers and other employees)

External users

. Investors to make decisions to buy, hold or sell shares;

. Creditors to evaluate risks of giving credit and lending money (e.g. — suppliers, bankers);
) Government and regulatory bodies (e.g. — ATO, ASIC).

What is the difference between bookkeeping and accounting?

. Bookkeeping usually involves only the recording of economic events (transactions) which is only
one part of the accounting process
. Accounting involves the entire process of ‘identifying, recording and communicating’ economic

events plus it involves the use of considerable judgment
Concept 2: The 5 Elements

Assets (definition criteria)
Resources controlled by a business which are a result of past transactions or events and have the
capacity to provide future economic benefit.

o used in carrying out such activities as production, consumption and exchange;

o usually physical in nature, such as land, buildings, supplies to be used, and inventory
that the business expects to sell to its customers;

o sometimes intangible, like trademarks

Liabilities (definition criteria)
Present obligations claimed against assets which are a result of past transactions or events and lead
to an economic scarifies.

o examples include outstanding accounts payable, bank loans, wages payable, etc.



Owner’s Equity
Represents the ownership claim to total assets net of any liabilities.

o Owners’ Equity is increased by:
= Capital (Investment by the owner/s)
= Revenue
o Owners’ Equity is decreased by
= Drawings/Dividends
= Expenses

ASSETS - LIABILITIES = OWNERS EQUITY

Increases in Owner’s Equity

. Capital
o Are the assets the owner puts in the business
. Revenues
o Gross increases in the owner’s equity from business activities entered into for the purpose
of earning income
o May result from a sale of merchandise, services, rental of property or lending of money
o Usually result in an increase of an asset

Decreases in Owner’s Equity

o Drawings/Dividends
o Are withdrawals of cash or other assets by the owner for personal use
. Expenses
o Decreases in owner’s equity that result from operating the business
o Cost of assets consumed or services used in the process of earning revenue (e.g. — utility

expense, rent expense, supplies expense and tax expense)

Revenue

Expenses

ALORE - acronym for Assets, Liabilities, Owner’s Equity, Revenue, Expenses.

Assets Debt Stocks
Equities
Flows
Expenses Revenue

Recognition of the accounting elements
Recognition is the process of incorporating items in the statement of financial position (balance sheet)
if it meets the definition of an element.

In addition to meeting the definition criteria of an element, an item must meet recognition criteria:
. Probability (benefit will be received or sacrifice made)
. Reliable measurement

Q: Which one of these is an asset?
a) Income tax payable
b) Income earned from sales
c) Interest earned on investments
d) Inventory on hand







Concept 3: The Accounting Equation

The concept includes:

o The underlying framework for recording and summarising the economic events of an entity

. The essential building blocks of accounting are the categories into which the economic events
are classified

The basic accounting equation:
ASSETS — LIABILITIES = OWNERS EQUITY

The accounting equation represents the relationship between assets, liabilities and owners’ equity.

The accounting equation and Transaction analysis

A transaction

) is a record of an economic event of an entity

. may be internal or external

) affects two or more components of the basic accounting equation
. entities/businesses have many transactions every day

Transaction analysis is the process of identifying the specific effects of transactions and events on
the accounting equation.

NB: not all activities represent business transactions.

Another way to present the ‘basic accounting equation’ to show the relationship between A, L and OE
is:

OWNERS EQUITY = ASSETS - LIABILITIES
$15,000.00 $25,000.00 $10,000.00

Q: The accounting equation may be expressed as:
e) Assets — Liabilities = Owner’s Equity
f) Assets = Liabilities = Owner’s Equity
g) Cash = Assets
h) Assets = Owner’s Equity

Q: If total liabilities decreased by $14,000 during a period of time and owner’s
equity increased by $6,000 during the same period, then the change in total
assets is:

a) an increase of $14,000

b) anincrease of $20,000

c) adecrease of $8,000

d) anincrease of $8,000

Q: As of December, 31 2015, Anders Company has assets of $21,000 and
owners’ equity of $12,000.00. What is the liabilities amount?

a) $9,000

b) $6,000

c) $15,000

d) $12,000
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