
TOPIC LIST: 
 
WEEK 1: Introduction to Financial Reporting  
 
WEEK 2: Double Entry 
 
WEEK 3: Accrual Accounting 
 
WEEK 4: Inventory 
 
WEEK 5: Bank Reconciliation, Revenue recognition and Receivables 
 
WEEK 6: Non-current assets (and depreciation) 
 
WEEK 7: Liabilities 
 
WEEK 8: Equity (share capital, retained earnings, reserves) 
 
WEEK 9: Statement of cash flows 
 
WEEK 10: Annual reports, Performance, Measurement and Disclosure, Debt/Equity decisions 
 
WEEK 11: GST 



WEEK 1: FINANCIAL REPORTING 
 

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

 
v Key objective of financial reporting: to provide financial 

information about an entity that is useful to existing and 
potential investors, lenders and other creditors in making 
decisions about providing resources to the entity. 
 

v Drawbacks of financial reports: 
- GPFR cannot provide all information that existing and 

potential investors, lenders and other creditors need- e.g 
economic conditions, political effects, industry and 
company outlooks, media releases, information from 
directors’ reports 
 

- GPFR are not designed to show the value of an entity but 
the information can be used to estimate the value of the 
reporting entity 

 
- It is important not to rely on book values only. Results of 

financial reports usually refflect the past position of the firm. 
Hence, the management’s report is an important item to 
consider when making an investment decision. 

 
- GPFR are based on estimates, judgments and models rather 

than exact amounts 
 

v Internal users: managers who plan, organise and run the 
business usually have more information that is not available 
to the public for internal reporting matters 
 

v External users: 
- Resource providers: investors, employees, creditors, 

lenders 
- Recipents of goods and services: customers, 

beneficiaries 
- Parties performing a review or oversight function: 

regulatory agencies, media, governments, trade unions, 
special interest groups 

 
REPORTING ENTITIES 

v Entities in respect of which it is reasonable to expect the 
existence of users dependent on GPFR for information which 
will be useful to them for making decisions about the 
allocation of scarce resources 
 

v 3 main indicators  of a reporting entity: 
- Separation of management from ownership 
- Politically or economically important (its influence) 
- Sizable in terms of sales, employees, assets, borrowings, 

customers 
v The greater the extent of these indicators, the greater the 

likelihood of dependent users existing 
 

v Need for differential reporting: information asymmetry 
between managers and providers of capital (debt and 
equity) can be efficiently resolved through public 
dissemination of external reports, esp for large public 
companies where there is an unlimited number of 
shareholders. Proprietary companies are more likely to 
communicate privately on an as-needed basis, reducing the 
demand for external financial reports. For instance, a Special 
Purpose Financial Report might be required when banks 
provide finance to a small company. 
 

 



QUALITATIVE CHARACTERISTICS (aspects relating to the usefulness of 
financial information presented) 
 

v 2 fundamental QC (linked to the full disclosure principle): 
- Relevance: information that is capable of making a 

difference in the decisions made by users. This requires 
information about profitability and liquidity. For 
information to be relevant, it must have a predictive 
value to help users make predictions. 
 

- Faithful representation: information that is complete 
(without omission), neutral and free from error. 

 
- Note: there can be a trade-off between relevance and 

faithful representation. E.g: estimated future profits is 
relevant but may not be faithful. 

 
v Other Qualitative issues: 

1. Materiality-e.g would omission affect rational decision-
makers? 

2. Comparability-with other years and entities 
3. Verifiability- able to be proved 
4. Comprehensive/understandable 
5. Timeliness- constraint refers to situations where delaying 

the reporting of financial information until all aspects of a 
transaction or event are known may cause a loss of 
relevance. Thus, it may be necessary to report the 
information even though not all aspects of the 
transaction or event are known. 

6. Cost v/s benefits- a constraint 
7. Professional judgment 
8. Choice in standards-e.g choice of depreciation method 

 
CONCEPTS AND PRINCIPLES 

v Monetary principle: items included in accounting records 
must be able to be expressed in monetary terms 

 
v Accounting entity concept: owner’s personal transactions 

are kept separate from the entity’s transactions and every 
entity can be separately identified and accounted for 
 

v Accounting period concept: the economic life of a business 
is divided into several artificial time periods for reporting 
purposes. 

 
v Going concern principle: business will remain in operation for 

the foreseeable future 
 

v Cost principle: all assets are initially recorded at cost or at 
their purchase price. To provide useful information, entities 
must sometimes deviate from cost principle and use a 
market valuation-e.g revaluation of non-current assets 

 
v Full disclosure principle: all circumstances and events that 

could make a difference to decision-making process should 
be disclosed in the FS. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



EFFECTS OF SPECIFIC EVENTS ON INCOME STATEMENT AND BALANCE 
SHEET 
 

Income statement 
- Effects on revenue, 

expenses and 
profitability 

Balance sheet 
- Effects on assets, 

liabilities and equity 
(share capital and 
reserves) 

- Effect on liquidity and 
solvency 

Change in sales and sales 
returns 

Change in cash 

Possible inventoly loss as a result 
of LCNRV 

Inventory writedown- LCNRV 
because of possible fall in 
demand 

Impairment charges Write down of NCA 
Warranty increase for repairs Provision for warranty increase 
Depreciation expense Effect on retained earnings 

and dividend payments 
Possible increase in bad debts Provision for restructuring 
Restructuring costs to result in 
lower profits 

Contingent liabilities- legal 
claims (disclosed in the notes) 

Interest expense   
 
 
ETHICS 
 
ACCOUNTING AND ETHICS 

v Integrity- be honest 
v Objectivity- must be impartial 
v Independence- be free of any conflict of interest 
v Confidentiality- respect confidentiality of information 
v Technical standards must be complied 
v Professional competence- duty to maintain level of 

competence 
v Ethical behaviour- must not discredit the profession 

 
BUSINESS AND ETHICS 

v Responsibility 
v Reliability 
v Principle 
v Relationship 
v Trust 
v Morality 

 
ETHICAL DECISION-MAKING 

v What is the ethical dilemma? 
e.g: follow unethical instructions and face sanction at a later 
time 
OR stand up and risk offending the boss who can then 
decide to terminate your employment? 
 

v Who are the stakeholders? (any person whose interests are 
affected if false and misleading information is provided) 
- Existing and potential shareholders: 

False/biased/incomplete information provided in an 
attempt to bolster results can inflate the share price. This 
provides a benefit to existing shareholders if they are 
selling their shares. However, this is at the expense of 
those who buy the shares at an overstated price. Further, 
this can affect decisions such as retaining shares and 
buying more shares in the company or selling their shares 
to avoid a potential loss as share price might decline. 
Besides, potential shareholders may be understating the 
risk of investing in the company. 
 

- Existing and potential creditors: they may be 
understating the financial risk of extending credit to the 
company. 
 

- Consumers and potential consumers: can be 
disadvantaged or harmed 



 
- Director: directors should not mislead dependent users of 

financial information. They should act with the degree of 
care and diligence that a reasonable person in their 
position would exercise. They should prevent insolvent 
trading. Moreover, they must act in good faith in the best 
interests of the company for a proper purpose. Crucially, 
they should not misuse information or their position for a 
material personal interest. 

 
- Chief accountant: must apply accounting standards and 

the true and fair view principle. The growth rate of the 
company must be a product of management and 
operating results, not of creative accounting. Information 
must be relevant and have a faithful representation. 

 
- Company: can be harmed in terms of reputation 

 
- Any other users of financial information: can be 

deceived as they have the right to fully know the 
business affairs 

 
v What are the actions to resolve the issue? 

E.g: 
- Accountant can decide to follow the director’s unethical 

instructions 
Negative effect: 

o long-term damage such as being excluded from the 
profession, future job loss, and tarnished reputation 
 

- Accountant could talk directly to managing director and 
refuse to make the change. 
Negative effect:  

o The relationship between accountant and managing 
director is harmed. 

o Accountant can get fired. 

Positive effect:  
o the accountant’s behaviour is professional and 

ethical. 
 

- Accountant can approach other directors to expose the 
issue. 

- Accountant can leave the organisation. 
- Accountant can approach the auditor, accounting 

professional bodies or government authority to report the 
issue. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



WEEK 2: DOUBLE ENTRY  
 

v The accounting equation must ALWAYS balance: 
ASSETS= LIABILITIES + EQUITY 

v Accounting is based on a double entry system which records 
the dual effects of a business transaction and affects two or 
more accounts. 
 

DEBIT CREDIT 
Expenses Revenue 
Assets  Liabilities  
Dividends (contra equity) Equity 

 
v A journal is a chronological record of all transactions. It 

usually consists of 2 accounts and a narration. This helps to 
prevent errors as debit and credit amounts are easily 
compared. 

v Posting is the procedure of transferring journal entries to 
ledger accounts 

v A trial balance is a list of all accounts and their balances at 
a given time listed in order as they appear in the general 
ledger. It proves the mathematical equality of debits and 
credits after posting. 

v Errors not detected in a trial balance: 
- A transaction is not journalised (completely omitted) 
- A journal entry is posted twice 
- Incorrect amounts are recorded 
- Incorrect accounts used in recording and posting 
- Debits and credits are reversed in the correct account 
- A correct journal entry is not posted to the ledger 
- Compensating errors where 2 recording errors have 

occurred but they counteract one another so that the 
trial balance is in balance by luck 

v From the adjusted trial balance, the income statement and 
the balance sheet can be prepared. 

v Revenue and expense accounts  are closed to the Income 
Summary a/c and the balance is transferred to the Retained 
Earnings a/c. 

 
WEEK 3: ACCRUAL ACCOUNTING 
 
Accrual-based accounting method 

v Revenue is recognised when goods and services are 
provided and assets are increased or liabilities are 
decreased 

v Expenses are recognised when assets are consumed 
(decreased) or liabilities increased 

 
Cash-based accounting method 

v Revenue is recognised when cash is received 
v Expenses are recognised when cash is paid 

 
Revenue and Expense recognition criteria 

v Financial reporting requires that we report performance 
periodically- dividing the economic life of a business into 
artificial time periods for reporting purposes (accounting 
period assumption) 

v Relationships exist between revenue recognition, expense 
recognition and accounting period assumption 

v Revenue should be recognised when and only when 
(a) it is probable that any future economic benefits 
associated with the revenue will flow to the entity; and  
(b) the revenue can be measured with reliability. 

v Expenses = decreases in economic benefits (decreases in 
equity which are not due to distributions to the owner(s)). 

v Expenses should be recognised when and only when  
(a) the outflow of future economic benefits associated with 
the expense is probable; and  
(b) the expense can be measured reliably. 
 

 



Types of Adjusting Entries: 
 

v Prepayments (cash flows first) 
Prepaid expenses: Amounts paid in cash and recorded as 
assets until used 
Revenue received in advance/Unearned revenue: Amounts 
received from customers and recorded as a liability until 
services performed or goods delivered 
Note: use pro rata if necessary 
 

PREPAID EXPENSES UNEARNED REVENUE 
ASSET EXPENSE LIABILITY REVENUE 
CR DR DR CR 

 
v Accruals (transaction occurs first) 

Accrued revenues: Amounts not yet received and recorded 
for which goods or services have been provided (example: 
sales on commission). They are revenues earned from 
providing goods or services that have not yet been 
recorded and an invoice has not been issued to the 
customer. 
Accrued expenses: Amounts not yet paid or recorded for 
goods or services already received/used 
 

ACCRUED REVENUE ACCRUED EXPENSES 
ASSET REVENUE EXPENSE LIABILITY 
DR CR DR CR 

 
 
 
 
 
 
 
 
 

Summary: 
 

 
 
 

v Closing the books: 
- Temporary accounts relate to only a given 

accounting period i.e., revenues, expenses (the 
Income Summary account) and dividends. 

- Permanent accounts are carried forward to future 
accounting periods  i.e., assets, liabilities, equity. 

- Closing entries are used to transfer the  temporary 
account balances to the permanent equity account 
- retained earnings  (Closing entries produce a zero 
balance in each temporary account) 

- Each revenue and expense account is closed to the 
Income Summary/Profit or Loss, another temporary 
account 



- The Income Summary/Profit or Loss  account is closed 
to Retained Earnings – a permanent account 

- If a dividend has been paid then the Dividends 
account is closed to Retained Earnings 

- This will result in all temporary accounts having a 
closing balance of zero. 
 

v A post-closing trial balance is a list of all permanent 
accounts and their balances after adjustments and closing 
entries are journalised and posted. 

v Purpose: to prove the equality of the permanent accounts 
that are carried forward to the next accounting period 

 
v Once the books are closed, management has opportunity 

to determine the quality of earnings 
v The relationship between cash from operations and net 

profit is a general indicator of earnings quality  
 

Conservative Reporting 
strategies 

Aggressive Reporting 
strategies 

§ Relatively pessimistic 
estimates that 
reduce current 
income 

§ Results biased 
downwards 

§ Reports given more 
credence 

§ Earnings numbers 
that are of a ‘higher 
quality’ 

§ Less likely that 
investors will suffer 
loss based on 
conservative figures 

 

§ Optimistic 
estimates that result 
in higher profits 

§ ‘lower quality’ 
earnings figures 

 

 
 

  


