
ACF1200 Accounting for Managers
Notes: 

Topic 1: Introduction to accounting and business 
decision making

Accounting is a process
• Accounting is not just ‘crunching numbers’
• Accounting involves identifying, measuring and communicating information 

to users to help them make decisions
‣ Identifying transactions and events that relate to an entity
‣ Measuring and recording them in the accounting system
‣ Communicating that information in a meaningful format to users

• Users can be considered ‘internal’ or ‘external’

Internal and external users
• Internal users are owner(s) or managers of the entity who use the information 

to assist in various aspects of business decision making
‣ They include owners, managers, senior executives (senior level 

employees that have access to confidential information)
• External users (stakeholders) are parties outside the entity who use 

information to make decisions about the entity
‣ These include employees, shareholders, suppliers, banks, consumers, 

taxation authorities, regulatory bodies. A disadvantage is that they have no 
control how the business is run and may only be able to access such 
information on a half-yearly or yearly basis, and are highly summarised

Financial accounting and management accounting
• Financial accounting information is prepared for external users, but is used 

by internal users as well
• Management accounting information is prepared for internal users only

Standards govern financial accounting information
Four main financial statements:
• Income statement
• Statement of changes in equity
• Balance sheet
• Statement of cash flows
➡ The information contained within them is governed by accounting standards. 

The need for consistent standards across the world is becoming more 
important with the impact of globalisation



Conceptual Framework
A document outlining the ‘who’, ‘what’ and ‘why’ of financial reporting
• Who has to prepare general purpose financial statements
• What is included in them
• Why the release of this information is necessary
➡ Provides guidance on qualitative characteristics of financial information, as 

well as important definitions and recognition criteria of the five elements of 
accounting

Qualitative Characteristics
Fundamental Qualitative Characteristics:

๏ Relevance: implies that the information should have predictive and 
confirmatory value for users in making and evaluating economic decisions

๏ Faithful representation: implies that financial information faithfully 
represents the phenomena it purports to represent. This depiction implies 
that the financial information will be complete, neutral and free from error

Enhancing Qualitative Characteristics:
๏ Understandability: implies that preparers should present information in 

the most understandable manner to users, without sacrificing relevance or 
reliability

๏ Comparability: implies that users of financial statements must be able to 
compare aspects of an entity at one time and over time, and between 
entities at one time and over time

๏ Timeliness: the accounting information is available to all stakeholders in 
time for decision-making purposes

๏ Verifiability: provides assurance that the information faithfully represents 
what it suggests that it is representing

The Elements
The Conceptual Framework provides definitions of the five elements upon which 
all accounting is based

๏ Assets: resources controlled by the entity as a result of past events and 
from which future economic benefits are expected to flow to the entity

๏ Liabilities: present obligations 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

๏ Owner’s Equity: the residual interest in the assets of the entity after 
deducing its liabilities

๏ Income: increase 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

๏ Expenses: decreases in economic benefits during the accounting period in 
the form of outflows or deceptions of assets or incurrences of liabilities that 
result in decreases in equity, other than those relating to distributions to 
equity participants 



Definitions and Recognition Criteria
An item may satisfy the definition of one of the elements, but it cannot be 
recorded in the accounting records unless it also satisfies two recognition 
criteria:
• Probable occurrence: it must be probable that the inflow or outflow has 

occurred
• Reliable measurement: the item must have a cost or value that can be 

measured reliably
๏ Probable flow of economic benefits + Cost or value must be reliably 

measured = Recognition criteria
These recognition criteria apply to all four elements (excluding owner’s equity)

Conceptual Framework v Accounting Standards
• The Conceptual Framework provides the foundation to base accounting 

standards on
• Accounting Standards are written to deal with specific issues in accounting



Topic 2: Business Structures

Business aims/objectives
• The aims of a new business must be considered in order to determine the 

most appropriate business structure to adopt
• Business structure will affect:

- The role of the owner(s)
- The extent of liability of the owner(s)
- How finance can be raised (initially and for expansion)
- How tax is determined

The accounting entity concept
• No matter what business structure is chosen, the records of the business 

must be kept separate from the financial and personal affairs of the owner(s)
‣ What does this involve?

- Separate bank accounts
- A record of the assets and liabilities contributed by the owner(s)
- A separate record of transactions and events relating to the business

• Business structures covered in this unit include sole trader, partnership, 
company and trust

Sole trader
• A person’s ‘very own business’, where the owner has full control over all 

aspects and solely manages the business
‣ Advantages: the owner has total control over decision making, easy and 

cheap to establish, only requiring an ABN, Tax File Number and GST 
registration (if income is > $75,000), not highly regulated

‣ Disadvantages: unlimited liability of the owner, tax charged at marginal 
rates, limited skill, time and investment 

Partnership
• Very similar to a sole trader to set up, but with more than one owner to pool 

skills, knowledge and resources. The role of a ‘partnership agreement’ is 
important to minimise conflict and the two or more owners share in the profit 
or losses
‣ Advantages: ease of establishment, not highly regulated, decision making 

and workload can be shared among owners, access to more resources
‣ Disadvantages: unlimited liability of the owners, limited life, mutual agency, 

tax charged at marginal rates 
- Silent partner: contributes capital, may earn interest on capital or share in 

profits


