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ACCY200 – Financial Accounting IIA 

LECTURE 1: Accounting Standards, Conceptual Framework, and General Purpose Financial 

Reports  

Readings: Loftus et al. chapter 1, chapter 13 (p. 532 and p. 535), chapter 16 (pp. 641-659) 

 

Overview 

Accounting: is an information system that measures, records, summarises, and produces reports on an 

entity’s economic activity, with the purpose of communicating the results to those making economic 

decisions.  

Financial accounting: has the purpose of providing financial information (i.e. monetary value not just 

quantity) through the provision of financial reports to external users who rely on these reports to make 

economic decisions.    

 

The accounting equation: Assets – Liabilities = Equity 

To increase: 

Debit  Credit 

Assets Liabilities 

Expenses Equity 

 Income and revenues  

 

Sources of Regulation of Financial Reporting in Australia 

Financial Reporting Council (FRC): under the Australian Securities and Investments Act 2001 (ASIC Act), FRC 

must provide a broad oversight of the processes for setting accounting standards in Australia.  

 

Australian Accounting Standards Board (AASB): under the Australian Securities and Investments Act 2001 

(ASIC Act), AASB must: 

a) Develop a conceptual framework which does not have the force of an accounting standard but is used 

to evaluate proposed accounting standards and international standards.  

 

b) Make accounting standards under section 334 of the Corporations Act, for the purposes of the 

corporations’ legislation.  

 

An accounting standard is a technical pronouncement that sets out the required accounting for particular 

types of transactions and events.  
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International Accounting Standards Board (IASB): is an independent standard-setting body of the IFRS 

Foundation with the mission of developing International Financial Reporting Standards (IFRS) that will be 

adopted globally, and bring transparency, accountability and efficiency to financial markets around the 

world.   

Note: Although the AASB makes accounting standards, in 2005, the AASB adopted the standards of the 

IASB.  

 

The Corporations Act 2001: 

• Specifies reporting requirements for various reporting entities.  

 

• Stipulates the types of entities that are required to prepare financial statements (public companies, 

large propriety companies, and any entity that is a reporting entity).  

 

• States that entities must comply with the Australian accounting standards, issued by the AASB. 

 

Defining Financial Information  

Conceptual framework (CF):  

• In 2004, the AASB adopted the IASB’s CF, The Framework for the Preparation and Presentation of 

Financial Statements. 

• However, it also kept its own definition of a reporting entity.   

 

The purpose of a CF is to provide: 

1. Definitions of entities that need to prepare GPFR. 

2. An overall objective for preparing GPFR.  

3. Definitions of basic qualitative characteristics that financial information should have.  

4. Definitions of elements that need to be reported on.   

 

SAC 1: Definition of a Reporting Entity: “all entities in respect of which it is reasonable to expect the 

existence of users dependent on general purpose financial reports (GPFR) for useful information needed to 

make and evaluate decisions about the allocation of resources”.  

General purpose financial reports (GPFR) or financial statements: are financial reports that are intended to 

meet the information needs of users who are able command the preparation of these reports.  

 

The overall objective of financial reporting: to provide financial information about the reporting entity that 

is useful to present and potential equity investors and creditors in making decisions.  
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Qualitative characteristics of financial information:  

Relevance: capable of making a difference to the decision making of users.   

Faithful representation: information is complete, neutral, and free from error.  

 

Definitions of elements: 

An asset: is a resource that is controlled by the entity as a result of past events and from which future 

economic benefits are expected to flow to the entity.   

1. Control does not imply ownership; therefore, leased items may be assets. 

 

2. Past events/transactions must have occurred; anticipated purchases are not assets.   

 

3. Future economic benefits refer to the potential to contribute, directly or indirectly, to the flow of cash 

and cash equivalents.   

 

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.    

1. Obligation must be legal or constructive (e.g. donations that are made every year); however, a mere 

intention is not sufficient.  

 

2. Past events/transactions must have occurred. 

 

3. Settlement must involve giving up resources in the future (e.g. cash payments, provisions of services, 

transfer of an asset, undertaking another obligation, or converting an obligation to equity).      

 

Equity: is a residual interest in assets; includes shareholder contributions (Capital), Retained Earnings, and 

other Reserves.      

 

Income: increases in equity other than those relating to capital contributions, including inflows, asset 

enhancements, or decreases in liabilities. 

May be: 

1. Revenue: income that arises in the ordinary activities of an entity; referred to by many names, e.g. 

sales, fees, interest, dividends, and royalties.   

 

2. Gains: income from outside an entity’s ordinary activities; these are reported on a net basis.  

 

 

 

 


