
1. Intro to Financial Accounting Tuesday, 1 March 2016

Accounting  

 The process of identifying, measuring, recording and communicating 

economic information to assist users to make decisions.  

Two types: Financial Accounting (Week 1-10) & Managerial Accounting (Week 11-12)  

financial Accounting  

The provision of information (periodic financial statements) to external 
decision-makers (i.e. investors, creditors, lenders, taxation authorities or 
management accounting systems)  

• Measures an enterprise’s performance over time & its position at a point in time.  
> Financial Performance: Generating new resources from day-to-day operations over a 

period of time.  
> Financial Position: The organisation’s set of financial resources and obligations at a point in 

time.  

• Measurement of financial performance & position is done for all enterprises (eg. large/ small 

businesses, local/ national governments, universities, charities, churches, clubs, international 

associations, etc.)  

• Financial statements: Report on the economic & financial matters of enterprise; For the use of 

people outside the enterprise.  

FINANCIAL STATEMENT: 1. balance sheets 

Reports the financial position of an entity at a certain point in time. 

• Used to assess financial structure & ability to pay debt.  

• 3 main elements: Assets (resources), liabilities (owes) and shareholder’s equity (net assets: 

what is left after liabilities are deducted from assets). 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1. ASSETS  

Resources that will benefit company. (Eg. Cash, property, equipment, inventory, furniture, 

vehicles, computers)  

 Formula: Assets = Liabilities + Shareholder’s Equity 

2. liabilities  

What the company owes; Involves future use of assets. (Eg. Accounts payable, wages payable, 

provision for employee entitlements, long-term loans)  

3. shareholder’s equity-net assets)  

The residual claim of assets after the deduction of liabilities. (Eg. Share capital, retained profits)  

eg. Share Capital: The amount that owners have directly invested in the company.  

 Formula: Equity = Assets - Liabilities  

Financial statement: 2. Income statements  

Shows the financial performance of an enterprise over a period of time.  

• Matches revenues against expenses incurred in earning the revenues.  

• Net Profit: Revenues > Expenses                                                  (a.k.a “profit & loss statement”)  

• Net Loss: Revenues < Expenses 

• Gross Profit: The difference between sales revenue and cost of production of goods.  

• Profit before tax: Deducting operating expenses from gross profit.  

FINANCIAL STATEMENT: 3. CASHFLOW STATEMENTS 

Cash inflows & outflows over a specific time period.  

Usually categorised into the following:  

1. Operating Activities: Provision of goods & services.  
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2. Investing Activities: Acquisition & disposal of long term assets (Eg. Property, plant & 

equipment)  

3. Financing Activities: Changing the size and composition of the financial structure of the entity 

(Eg. Equity & certain borrowings)  
* When looking at a Cash flow statement “(  )” indicate a debit, whilst the lack of brackets indicates a 

credit.  

Accrual vs. cash accounting  

Accrual Cash Accounting 

An income statement reports revenues & 

expenses 

A cash flow statement reports cash inflows and 

outflows

Includes the impact of transactions on the 

financial statements in the time periods where 

revenues and expenses occur rather than when 

the cash is received or paid. 

Only accounts for revenues and expenses then 

cash is paid/ received. (No impacts) 

Records revenues/ expenses at the time they 

are earned/ incurred, not when cash is 

received/ given.

Eg. When a contractor fixes machinery (i.e. 

June) but will not be paid until a later period 

(i.e. July). Bill will be recognised in June, under 

accrual accounting, but under a cash system, 

would not be recognised until July. 

Proof on Financial Statement: Trade & other 

receivables (to be received), Trade & other 

payables, Provisions, Depreciation, 

Amortisation, Prepayments, Accruals, 

Unearned Revenue
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relationship between financial statements 

Tricky Q’s from homework  

Q: Why is cashflow from operations a different figure from operating profit after tax?  

A: Operating profit after tax is calculated on an accrual basis and includes a no. of items that are 

omitted from the CF from operations.  
(Eg. Revenue earned but received in other periods, Expenses incurred but paid of in other 

periods, etc.)  

Also, CF (from op.s) include revenues & expenses relating to prior subsequent periods. 

3 statements combined 

Credibility: Sufficiently trustworthy and competently prepared for it to be used to make 

decisions.  

Bank Overdraft: An overdraft occurs when money is withdrawn from a bank account and the 

available balance goes below zero. (Negative account balance; Current Liability; de facto 

loan)  

Trade Creditor:  A supplier who has sent your business goods, or supplied it with services, 

who you haven't yet paid. 
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financial statement assumptions  

Eg. Accrual basis, accounting entity, accounting period, monetary, historical 
cost, going concern 

• Accrual Basis: Revenues and expenses are recognised at the time they occur rather than when 

the cash is received/ paid.  

• Entity: The accounting entity is seperate from its owners. (Eg. If a shareholder of a company 

buys a new set of golf clubs, this affects their personal finances but not he accounting entity)  
.’. Puts a boundary on the transactions that are to be recorded for any particular accounting 

entity.  

• Period: Life of business is divided into discrete time periods of equal length to determine 

financial performance and position. (Involves the production of regular, comparable financial 

statements; Half-yearly/ quarterly financial statements)  

• Monetary: Universally accepted medium of exchange; Measure economic activity by a 

common denominator (Eg. Woolworths in China & in Aus use the Australian dollar).  
> Assumes that monetary value is constant over time & ignores inflation.  

• Historical Cost: Assets are initially recorded at their original cost. (Treats assets in terms of use 

rather than for resale). .’. Does not consider appreciation.  
> Eg. Land purchased in 1995 at cost of $50,000 is reported as $50,000 on balance sheet 

(historical cost) instead of market value of $500,000.  

• Going Concern: Financial statements are prepared on the assumption that the organisation 

will continue operations as a going concern in the foreseeable future (usually 12 months from 

when financial statement is produced).  
> No intention to liquidate (Conversion of company into cash to pay off debts) 

• Materiality: All transactions are recorded, but items that have a small dollar value are expensed 

rather than included as an asset on the Balance Sheet.  
(Eg. A box of pens that costs $13 that lasts for 2 years will be treated as a stationary expense, 

not an asset.)  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