
Chapter 1: Introduction to accounting and finance (week 1) 
Nature and role of accounting 

Defn: Accounting: The process of identifying, measuring and communicating information to permit informed 
judgements and decisions by users of the information 

Accounting information is useful for making business decisions and for controlling a business. A business is 
an organisation that is engaged in commerce or trade. 

Accounting as an information system: 

1. Identifying and capturing relevant economic information 
2. Recording the information collected in a systematic manner 
3. Analysing and interpreting the information collected 
4. Reporting the information in a manner that suits the needs of users 

Accounting as a service function: 

Another way of viewing accounting is as a form of service. Accountants provide financial information to their 
clients: Accounting information requires the following key qualitative characteristics: 

1. Relevance 
2. Reliability 
3. Comparability 
4. Verifiability 
5. Timeliness 
6. Understandability 

 

Accounting information and its role in decision making 

Accounting information is designed to meet the needs of both internal and external users. 

Internal users are: managers of the entity who use the information to assist in various management 
functions. 

External users (stakeholders) are: parties outside the entity who use information to make decisions about 
the entity. Stakeholders can include: investors, customers, suppliers, banks, employees and government 
authorities. 

 

Financial and management accounting 

Financial accounting is the preparation and presentation of financial statements to allow users to make 
economic decisions about the entity.  

Management accounting provides economic information for internal users that is then reflected in financial 
accounting statements for external users. It is predominantly about planning and decision making for future 
events. Core activities include: formulating plans and budgets and providing information to be used in 
monitoring and control within the entity. 

 

The main financial reports: an overview 

Financial statements are a set of statements directed towards the common information needs of a wide 
range of users (both internal and external). 

Defn: Statement of cash flows: The statement that shows the sources and uses of cash for a period 

Defn: Statement of financial performance (comprehensive income/ income statement): The statement that 
measures and reports how much wealth has been generated in a period 



Defn: Statement of financial position (balance sheet): A statement that shows the assets of a business and 
the claim on those assets 

Defn: Statement of changes in equity: The statement that shows all changes in the owners’ interest in the 
net assets of the business as a result of the transactions and events during a period 

 

Definitions: 

Defn: Asset: 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 

Defn: Liability: 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 

Defn: Equity: The residual interest in the assets of the entity after deducting its liabilities 

Defn: Income: Comprises both revenue and gains, with revenue being income arising in the ordinary course 
of activities. 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 

Defn: Expenses: Decreases in economic benefits during the accounting period in the form of an outflow or 
depletions of assets or incurrences of liabilities that result in decreases in equity other than those relating to 
distributions of equity participants 

Defn: Accrual accounting: Where transactions and events are recorded in the periods they occur, rather 
than in the periods the cash is received or paid. 

The accounting equation: assets= liabilities + owner’s equity 

Profit/ (loss) = income (revenue) – expenses 

 

  



Chapter 2: Different accounting entities (week 1) 
Business structures 

The choice of an appropriate business structure is important for individuals contemplating a business. The 
basic forms of business structures are: 

• Sole trader 
• Partnership 
• Company 

Many factors must be considered when determining which form of business structure will best suit the 
needs of the entity. Different business structures will differ in terms of owner liability, entity structure, 
funding opportunities, decision making responsibilities and taxation. 

Regulation related to financial records and reporting differ for different entities. 

 

The nature of sole proprietorships 

Defn: Sole proprietor (sole trader): An individual in business on his or her own account, and is solely liable 
for all business debts 

Features: 

• Not a separate legal entity 
• Limited life 
• Unlimited liability 
• Minimum reporting obligations 

Advantages Disadvantages 

Quick, easy, inexpensive to establish Unlimited liability 

Not subject to company regulation Limited by skill, time and investment of the owner 

Owner has total autonomy over business decisions It has a non- legal status of the entity 

Quick decision making Business will cease to exist if owner leaves, retires 
or dies 

Owner claims all the profits of the business and all 
the after tax gains if the business is sold 

 

 

 

The nature of partnerships 

Defn: Partnership: The relationship that exists between two or more persons carrying on a business with a 
view to profit 

Partnership agreement: 

The partnership agreement should include details of: 

• The name of the partners and the name of the partnership 
• The nature of the partnership business 
• The contributions of cash and other assets to the partnership made by each partner 

If there is no partnership agreement, then the law assumes that all profits or losses will be shared equally 
between the partners. Other methods of sharing profits are: 



• Salary requirements 
• According to each partner’s capital contribution 

Partnership features: 

• Must carry on business under a business name  
• Enables sharing of skills, ideas and resources 
• Easy and inexpensive to establish 
• The partnership is not a separate legal entity but is a separate accounting entity 
• No separate partnership taxation payable but the partnership must lodge an income tax return with 

the ATO 
• If no written agreement, the partnership is covered by the QLD Partnership Act 1981 

Advantages Disadvantages 

Relatively simple and easy to set up Unlimited liability 

Not subject to company regulation Mutual agency 

Unlike a sole trader, allows for greater flexibility Limited life 

Ability to share capital, skills, talents, workload and 
knowledge 

Many partnership disputes arise from profit sharing 
and decision making issues 

 

The nature of companies 

A company is a business entity formed under the Corporations Act 2001 that is a separate legal entity from 
its shareholders. A company must be registered with ASIC and obtain an ABN and CAN. 

Company constitution: 

A company’s constitution is a set of rules that regulate how the company will operate. The constitution will 
consist of: 

1. The replaceable rules set out in the Corporations Act 
2. A customised constitution 
3. A combination of both 

Public and private companies: 

Defn: Private company: A limited company for which the directors can restrict the ownership of shares 

Defn: Public company: Can offer their shares to the general public 

Public companies and ‘large’ private companies must prepare annual financial reports. ‘Small’ private 
companies do not have these requirements unless requested by ASIC or by at least 5% of members. 

Company features: 

• Owners of a company are known as shareholders 
• Independent legal entity 
• Shareholders have limited liability 
• Unlimited life 

Advantages Disadvantages 

Separation of ownership and management 
(expertise) 

Must comply with complex company and legal 
requirements 

Separate legal entity More time consuming and costly to set up 

Limited liability Taxed from the first dollar of profit 



Tax rate (30%) lower than top personal tax rate Limited liability may cause problems 

Business expansion networks made easier Pressure for short term performance 

Can raise additional equity through share offers Separation ownership and control not always true 

Business entity and financial reports 

The nature of the business entity will affect how information relating to the owner’s claim on the business is 
recorded and reported in the financial reports. I.e. the owner’s claim is equity: 

• Total equity will belong to a sole trader 
• Total equity will be split as agreed between the partners of a partnership 
• Total equity for a company belongs to shareholders, according to the number of shares they hold 

 

Corporate governance and the role of directors 

Defn: Corporate governance: The framework of rules, relationships, systems and processes within and by 
which authority is exercised and controlled within corporations. It encompasses the mechanisms by which 
companies, and those in control, are held to account 

Good corporate governance promotes investor confidence, which is crucial to the ability of entities listed on 
the ASX to compete for capital. 

Defn: Directors: Individuals who are elected to act as the most senior level of management of a company 

Board of directors: 

• Ultimate legal responsibility for the financial statements of a company 
• Responsible for major investment, financial and operational policies 
• Responsible for the strategic directions of the company 
• Provides an important supervisory role of the company’s executive management 
• Central element in the corporate governance strategies and practices 
• Corporate governance tone is set by board of directors 

ASX corporate governance: 

The purpose of the ASX Corporate Governance Principles and Recommendations is to help a company to: 

• Monitor and assess risk 
• Optimise performance 
• Create value 
• Provide accountability 

Their adoption is not mandatory, but if any are not adopted, the board must explain why. 

Why is good corporate governance important to Australia? 

• It can lower the cost of capital 
• It promotes investor confidence 
• It is important for Australia to respond to global best practice 

 

The nature of regulatory bodies 

Sources of regulation: 

1. Corporations Act 2001 (enforced ASIC) 
2. ASX (regulated companies through its listing rules) 
3. Accounting principles, standards, ethics (as upheld by accounting professional bodies) 

- ICAA 



- CPA Australia 

	


