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Lecture 1
 

Ø Financial accounting 
o For external uses 
o Subject to many rules and regulations 

Ø Management accounting 
o For internal uses 

§ They have easier access to the information 
Ø Regulatory environment/ bodies 

o ASIC 
§ Corporation act 
§ Distinct between large and small company 

o AASB 
§ Develop a conceptual framework 
§ Contribute to the development of accounting standard for worldwide use 
§ Section 296 requires corporations to comply with the accounting standard as well as the 

interpretation 
o FRC 

§ Oversees the activities of the AASB 
§ Does not have the power to direct the AASB or the AUASB 
§ Its role is purely to supervise 

o ASX 
§ Set trading rules, ethical standard and listing requirements 

Ø Conceptual framework  
o includes 

§ AASB framework 
• Which is consistent with the IASB framework 

§ Statement of accounting concepts /SAC 1 
o Seeks to  

§ Identify the objective of GPFS 
§ Identify the qualitative characteristics that financial information should possess 
§ Identify the elements of reporting including the characteristics and recognition criteria for 

assets, liabilities, income, expenses, equity 
o Provides guidance at a general level 

§ It is not the accounting standard by it self 
§ However, management must refer to conceptual framework where a certain issue is not 

considered by the accounting standard 
Ø Objective of GPFS 

o 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. 

Ø Qualitative characteristics 
o Fundamental characteristic 

§ Relevance 
• Materiality 

o Usually under 5% or 10% is considered immaterial 
§ Reliability or Faithful representation 

• Historical cost of all items should be recorder at their transaction cost 
o Enhancing characteristic 

§ Comparability 
§ Verifiability 
§ Timeliness 
§ Understandability 

Ø Assets  
o 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.  That is, an asset is an item of value controlled by the entity. 
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Ø Liabilities 
o 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. 
Ø Equity 

o The residual interest in the assets of the entity after deducting all its liabilities.  The residual interest 
is the owners’ claim or right to the net assets. 

Ø Income 
o Increases in economic benefits during the accounting period in the form of inflows or enhancements 

of assets or decreases of liabilities that result in increases in equity, other than those relating to 
contributions from equity participants. 

Ø Expense 
o Decreases in economic benefits during the accounting period in the form of outflows or depletions of 

assets or incurrences of liabilities that result in decreases in equity, other than those relating to 
distributions to equity participants.  That is, expenses are costs incurred in earning income. 

Ø Recognition criteria 
o Recognition is the process of incorporating in the balance sheet or income statement, an item that 

meets the definition of an element and satisfies the criteria for recognition 
o An item may satisfy the definition of an element, but be excluded from financial statements because 

it fails the recognition criteria 
o Probable occurrence and Reliable measurement 

Ø Fair value 
o AASB 13/IFRS 13 defines fair value as: 

§   “the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction   between market participants at the measurement date.” 

o Elements in the definition 
§ Current exit price 
§ Asset is sold or liability transferred in an orderly transaction 
§ Transaction is between market participants 

o Cost considered in measuring fair value 
§ Transaction cost 

• Incremental direct cost that would not have been incurred had the decisions to sell 
the asset/ transfer the liability not been made 

• Not included in valuing using fair value 
• But can be used in identifying the most advantageous market 

§ Transport cost 
• Cost incurred to transport an asset from its current location to its principal market 

o Four steps approach to measurement 
§ Determine the asset that is the subject of measurement 

• Considers the characteristics that market participants would use when pricing the 
asset 

• These characteristics includes the location of the asset, condition of the asset, 
restriction on sale or use of the asset, it is a stand-alone/ group of assets 

§ Determine the valuation premise that is appropriate 
• Fair value is measured considering the HBU or the highest and best use of the asset. 

The two valuation premises for HBU is: 
o In combination valuation premise 
o Stand-alone valuation premise 

• HBU is determined from perspective of market participants and is not influenced by 
the individual entity’s decision   

§ Determine the principal or most advantageous market 
• The transaction is assumed to take place in the Principal market (The market with 

the greatest volume and level of activity) 
• Or in the absence of Principal market, it will take place in the most advantageous 

market (The market that maximises the amount that would be received to sell  


