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Week 1
Organisations and the Accounting Process



Objectives

• Introduction to accounting
• types & forms of organisations 
• the financial accounting process
• three major financial reports
• accounting assumptions
• accounting equation & simple financial reports
• Introduction to the conceptual framework

Presenter
Presentation Notes
types & forms of organisations to account for
the financial accounting process
three major financial reports
accounting assumptions
accounting equation & simple financial reports




1. What is Accounting?

• Accounting is the “language of business”
• If you don’t understand the language, you’re not 

in the conversation!



1. Accounting Defined

Accounting has been defined as the process 
of identifying, measuring, recording and 
communicating economic information to 
permit informed judgements and economic 
decisions by the users of the information.
(Hoggett 2018, p8)



Transactions

Identification

Quantification
in $ terms

Measurement

Recording
classification

summarisation

Recording

Accounting 
reports

Analysis and 
interpretation  

Communication

Establish goals Gather information 
on alternatives

Determine
consequences

Choose a
course of action

Other Information, e.g. economic, marketing, etc..

Accounting Information
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Presentation Notes
Accounting, may be viewed as an information system designed to communicate financial information to interested users for making economic decisions. The final outcome of the accounting process is the preparation of a set of financial statements which serve to communicate important information to users both within and external to the business. 
Financial statements should provide information that is useful to existing and potential investors, lenders and other creditors. These users of financial statements make decisions about whether or not to provide resources to the entity in the form of invested funds, loans or other forms of credit. 
Many of these users rely on the financial statements of the entity as a basis for making their assessments. Financial statements also provide a mechanism for management and governing bodies to discharge their responsibility for the stewardship function they perform over the entity’s resources. 
In general, users may be interested in three types of information contained in financial statements to inform them about the entity: its financial performance, its financial position and its cash movements.
 



3. Types of Organisations

• By Purpose
– Commercial / “for profit”

• BHP Billiton
• NAB
• local supermarket

– Non-commercial / “non-profit”
• charities
• sporting clubs
• government departments

Presenter
Presentation Notes
By Purpose
	Commercial / “for profit”
local delicatessen
BHP Billiton Ltd
Telstra
      Non commercial / “non profit”
charities
sporting clubs
government departments



Types of organisations

• By Purpose
– Sole trader (AFB)
– Partnership (FA1)
– Company (mostly FA2/FA3)

•Separate “legal” entity



4. Simplified Conceptual Framework

Objectives

Qualitative
Characteristics

Selection of events

Assumptions Measurement
concepts
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This is a simplified conceptual framework. You can see the full framework in your study guide

OBJECTIVES
 QUALITATIVE 
CHARACTERISTICS
SELECTION OF EVENTS TO ACCOUNT FOR
ASSUMPTIONS UNDERLYING FINANCIAL REPORTING (RULES)
 MEASUREMENT CONCEPTS (PHILOSOPHIES)


 
Now I’ll go through component in turn….

 




4. What is the Conceptual Framework? 

• The framework is a guide 
• Helps regulators develop accounting standards 

that are consistent and logical
• Provides guidance to accountants in areas 

where no standards exist in order to prepare 
financial statements and reports.
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Presentation Notes
Business managers, investors, creditors, government boards and agencies, and other outside parties use accounting information to make decisions concerning the allocation of scarce resources. 
These decisions have a significant effect on the whole of society since they affect the form and direction of the economy. 
The effectiveness of decision makers is enhanced if they have information that has several important characteristics. 
For example, is the information relevant for economic decision making? Do the users find the information about the entity understandable and comparable with previous periods as well as with other entities? Accountants need a framework or a theory to guide them in developing accounting standards for preparing financial statements and reports that contain information exhibiting important characteristics such as relevance, understandability and comparability.
Considerable emphasis has been given in the last 50 years to the development of accounting standards governing accounting and reporting practices used in preparing an entity’s financial statements and reports. 
Until 1984, the development of these standards in Australia was chiefly in the hands of the accounting profession. However, since accounting standards have an impact on the decisions made by society as a whole, the task of issuing accounting standards for companies (and other entities) is now vested in the AASB, a government body, which has adopted accounting standards issued by the IASB.�Accounting standards are continually being reviewed and revised to keep up with the increasing complexity of economic activity, both in Australia and at international levels. 
Accounting standards are not fundamental natural laws like those of the physical sciences; they are requirements that attain their status through consensus among the accounting profession, government, preparers of financial reports (e.g. companies), user groups and other interested parties internationally. 
Sometimes, this consensus does not come easily, but is achieved through political compromise.�Given the increased regulation of the standard-setting process and the proliferation of standards, the need for an underlying theory or framework became evident. 
In order to provide a conceptual basis for the development of accounting standards, the AASB, along with similar developments at the FASB in the United States and at the IASB, worked towards the development of a conceptual framework for financial reporting. 
This development arose because accounting standards in the past were established on a problem-by-problem basis; and this basis was leading to inconsistent rules and regulations over time. It was hoped that development of a conceptual framework for financial reporting would enable regulators to develop standards that were consistent and logically formulated provide guidance to accountants in areas where no standards exist enable users of financial reports to understand better the standards developed.
In essence, the conceptual framework project is an attempt to derive a theory for determining the information to be provided in financial reports.




Objectives of Financial Reporting

OBJECTIVES
1. Provide information

useful for decision
making

2. Assess accountability of 
management

Presenter
Presentation Notes
Ok, now let’s go through each component of the conceptual framework.

Firstly, the OBJECTIVES of financial reporting (or SAC 2)

In developing the Conceptual Framework it was important to determine the objectives of financial reporting. That general purpose financial reports are those on which existing and potential investors, lenders and other creditors must rely for much of the financial information they need, as they cannot require reporting entities to provide information directly to them.
SAC 2 defines general purpose financial reports as those intended to meet the information needs common to a range of users who are unable to command the preparation of reports tailored to meet their own particular needs. 
The IASB’s Conceptual Framework points out that general purpose financial reports do not and cannot provide all of the information needs of users. 
Users must consider pertinent information from other sources, e.g. general economic conditions and expectations, political events and political climate, and industry and company outlooks. 
Also, general purpose financial reports are not designed to show the value of a reporting entity, but they do provide information to help the primary users estimate the value of the reporting entity.
So effectively the objectives are to provide financial information about the reporting entity that is useful to present and potential equity investors, lenders and other creditors in making decisions about providing resources to the entity. 
Those decisions involve buying, selling or holding equity and debt instruments, and providing or settling loans and other forms of credit.



Objectives of Financial Reporting

Decision Making
• to provide information about the financial position, financial performance and cash 

flows of an entity that is useful to a wide range of users in making economic 
decisions.

Accountability 
• Financial reports also show the results of the stewardship of management, or the 

accountability of management for the resources entrusted to it. 



5. Major Financial Reports

Now…..
• Balance Sheet 
• Income Statement 
• Statement of Changes in Equity

Later…..
• Cash Flow Statement (Topic 6)



ASSETS LIABILITIES
Cash at Bank $ 50 340 Accounts payable $   20 760
Accounts receivable 17 790 Mortgage payable 201 000
Repair supplies 14 610 221 760
Repair equipment 110 700
Land 60 000 EQUITY
Building 255 000 Don Brady, Capital 286 680

$508 440 $508 440

Assets = Liabilities + Equity

5.1 The Balance Sheet
DON’S AUTO REPAIRS

Balance Sheet
as at 30 June 2018

Presenter
Presentation Notes
The balance sheet reports the financial position of an entity at a specific point in time. The financial position is reflected by the assets of the entity, its liabilities or debts owed, and the equity of its owners. This diagram shows a simple balance sheet for a sole trader involved in providing repair services for motor vehicles, Don’s Auto Repairs
The heading of the balance sheet indicates the name of the entity, the name of the statement and the date. 
The date is particularly important as you can see it is not for a period of time, but rather at a POINT in time. Hence the title states, AS AT.
The basic statement is divided into three main sections: assets, liabilities and equity. The way this balance sheet is presented is known as the account style.
In this balance sheet, the assets are listed on the left-hand side and the liabilities and equity are listed on the right-hand side. Note that the two sides of the statement are equal. 
This equality must exist because the left-hand side lists the assets and the right-hand side shows the sources of the funds used to acquire the assets. Of the total assets of $508,440 controlled by the entity, $221,760 of them were funded by creditors (liabilities) and the remainder of $286,680 was funded by the owner, Don Brady.
Effectively we use the equation Assets = Liabilities + Equity



Assets = Liabilities + Equity
A = L + Eq

A – L = L + Eq –L
A – L = L + Eq –L

A – L = Eq
Assets - Liabilities = Equity



ASSETS
Cash at Bank $ 50 340
Accounts receivable 17 790
Repair supplies 14 610
Repair equipment 110 700
Land 60 000
Building 255 000

TOTAL ASSETS 508 440
LIABILITIES
Accounts payable 20 760
Mortgage payable 201 000

TOTAL LIABILITIES 221 760
NET ASSETS $ 286 680
EQUITY
Don Brady, Capital 286 680
TOTAL EQUITY $ 286 680

Assets – Liabilities = Equity

DON’S AUTO REPAIRS
Balance Sheet

as at 30 June 2018

Presenter
Presentation Notes
This diagram shows another way of presenting the balance sheet. This is the narrative version of the balance sheet. Note the title of the balance sheet remains the same, however, in the narrative version of the balance sheet assets, liabilities and equity are listed one after the other. Also, we have rearranged the equation to be Assets – Liabilities = Equity. Also known as Net Assets = Equity
We have exactly the same numbers, it has just been rearranged differently. If you look closely you’ll also notice that each of the items listed in both the assets and liabilities are listed by how liquid they are. It is a common practice for entities to list assets on the statement in the order of highest liquidity (That is, how quickly they can be converted into cash to lowest liquidity) as a means of helping users to assess solvency. 
Let’s look at assets: Cash is already cash so is the most liquid. Accounts receivable is the next item listed, it can be converted into cash quite easily, but of course not as fast as cash. 



Selection of Events

For an item to be recorded in the financial reports it must satisfy a 
definition of an element of the Financial Statements as well as being 
measurable ($ value) and probable

Selection of Events
Assets    Liabilities    

Equity 
Income     Expenses

Recognition Criteria 
Measurability        Probability 

Presenter
Presentation Notes
Item to be recorded must satisfy definitions of elements of Financial Statements.�Assets, liablities, equity, income and expenses have a thorough explanation in the text book from page 720 or section 17.6 Definitions of elements in financial statements in your e reader. 
In short, the Item must be measurable and there must be a High Probability that one of the financial statement elements will actually be affected.

The information in the text is very thorough, please make sure you read and understand these definitions.



The Accounting Elements

• Assets
– 1. Future economic benefits

2. controlled by the entity
3. as the result of a past event

• Liabilities
– 1. Present obligation

2. to make a future economic sacrifice
3. as a result of a past event

Presenter
Presentation Notes
So let’s think about the accounting equations I have just mentioned on the previous slides. Well what are assets?
An asset is defined in the current Conceptual Framework as ‘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’.
This definition identifies three essential characteristics: 
1. The resource must contain future economic benefits, i.e. it must have the potential to contribute, directly or indirectly, to the flow of cash and cash equivalents to the entity. An asset can cause future economic benefits to flow to the entity in a number of ways.
2. The entity must have control over the resource in such a way that the entity has the capacity to benefit economically from the asset in the pursuit of the entity’s objectives, and can deny or regulate the access of others to those economic benefits.
3. The event or events giving rise to the entity’s control over the resource must have occurred.
Now let’s look to liabilities:
A liability is defined in the current Conceptual Framework as ‘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’.
It is not sufficient for an entity merely to have an intention of sacrificing economic benefits in the future. A present obligation needs to be distinguished from a future commitment. A decision by management to buy an asset in the future does not give rise to a present obligation. An obligation normally arises when the asset is delivered, or the entity has entered into an irrevocable agreement to buy the asset, with a substantial penalty if the agreement is revoked.
Liabilities are the debts owed by an entity to outside parties called creditors and include amounts owed to suppliers for goods or services purchased on credit (accounts payable), amounts borrowed from banks or other lenders (loans payable and mortgages payable) and amounts owed to employees for wages and salaries that have not yet been paid (wages and salaries payable). Liabilities must be settled by the entity. This can occur by payment in cash, the transfer of other assets, or the performance of services to extinguish them.
 



The Accounting Elements

• Equity
– The residual interest of the owner/s in the assets (less liabilities) of 

the entity 

Assets - Liabilities = Equity

or
Net Assets = Equity

Presenter
Presentation Notes
The Conceptual Framework defines equity as ‘the residual interest in the assets of the entity after deducting all its liabilities’. 
Defining equity in this manner shows clearly that it cannot be defined independently of the other elements in the balance sheet.
The basic accounting model introduced earlier (Assets = Liabilities  + Equity) indicates that the total assets of the entity equal the total claims against those assets by creditors and owners. 
Creditors’ claims take legal precedence over owners’ claims and owners are the ultimate risk-takers in the entity; if the assets are sold, creditors must be paid before the claims of the owner(s) are recognised. Thus, equity is a residual (i.e. ‘left over’) claim on the assets



INCOME
Repair revenue $442 500

EXPENSES
Advertising expense $  20 250
Repair supplies expense 91 710
Salaries and wages expense 127 800
Rent expense 40 260
Telephone expense 20 190
Light and Power expense 47 940

348 150
PROFIT $ 94 350

5.2 The Income Statement

DON’S AUTO REPAIRS
Income Statement

for the year ended 30 June 2018

Presenter
Presentation Notes
So now let’s move on to our next financial statement, the income statement.
The income statement (sometimes called a statement of profit or loss statement) reports the results of financial performance for a specific time period such as a month, half-year or year. Note here that it is different to the balance sheet, it does not say AS AT, but rather ‘for the year ended’ it might also say ‘for the period ended’.
Profit for the period is the excess of income over expenses for that time. 
If expenses for the period exceed income, a loss is incurred. This diagram shows a simple income statement for Don’s Auto Repairs.
The heading identifies the entity being reported on — Don’s Auto Repairs — the name of the statement and the time period covered by the statement. 
Identification of the time period covered is particularly important in an income statement because it indicates the length of time (here, 1 year) it took to earn the reported profit. The data in the income statement would have no meaning without a clear indication of the period covered.
Income represents an increase in the wealth of the owner(s). 
In Don’s income statement, the total of all expenses incurred by Don’s Auto Repairs was $348,150. Subtracting these expenses from income produces a profit of $94,350. 




Selection of Events

Item to be recorded must satisfy definitions of 
elements of Financial Statements.

Selection of Events
Assets   Liabilities   Equity 
Income   Expenses

Presenter
Presentation Notes
Item to be recorded must satisfy definitions of elements of Financial Statements.�Assets, liablities, equity, income and expenses have a thorough explanation in the text book from page 720 or section 17.6 Definitions of elements in financial statements in your e reader. 
In short, the Item must be measurable and there must be a High Probability that one of the financial statement elements will actually be affected.

The information in the text is very thorough, please make sure you read and understand these definitions.



The Income Statement (cont’d)

• Income
– 1. An increase in equity

2. that results in ▲assets or ▼liabilities
3. other than a capital contribution by owners

• Expense
– 1. A decrease in equity

2. that results in ▼assets or ▲liabilities
3. other than a distribution to the owners, i.e. drawings or 
dividends

Presenter
Presentation Notes
Income is defined in the Conceptual Framework as 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. Income usually results from the sale of goods or the performance of services. It is commonly measured by the amount of cash or value of other assets received. 
Regardless of the type of asset received, income usually results not only from the sale of goods and the performance of services, but also from other sources such as interest received, dividends received on shares owned, and rent. 
Note that any asset contributed to the entity by owners is not regarded as income, but as a different type of increase in the equity, referred to as a ‘contribution by owners’. An entity cannot earn income or create wealth through transactions with its owners.
Now let’s think about expenses:
Expenses are decreases in economic benefits during the accounting period in the form of out- flows or depletions of assets or incurrences of liabilities that result in decreases in equity, other than those relating to distributions to equity participants. 
Expenses are measured by the amount of assets used up or the amount of liabilities incurred. They may arise through immediate cash payments, as for current wages and salaries, or through promises to pay cash in the future for services received, such as a liability for advertising. 
In some cases, cash may be paid out before the expense is incurred, such as payment for next month’s or next year’s rent. These prepayments represent assets until they are used. 




Profit / Loss

• Profit
– The change in the equity in an entity during a period from all events other than 

direct contributions of capital, or withdrawals of capital by owners. (Rivett & 
Jones)

• Loss
– The excess of expenses over incomes.

Presenter
Presentation Notes
It is important to understand that the profit represents an increase in equity. Because income results in an increase in equity and expenses result in a decrease in equity, the difference between the two (where income exceeds expenses) that is, profit, must represent a net increase in equity. Similarly, a loss represents a decrease in equity. A loss arises where expenses exceed income.




5.3 Statement of Changes in Equity

DON’S AUTO REPAIRS
Statement of Changes in Equity
for the year ended 30 June 2018

Don Brady, Capital - 1 July 2017 $  237 330
Profit for the year 94 350

331 680
Less:  Drawings 45 000
Don Brady, Capital - 30 June 2018 $  286 680

Presenter
Presentation Notes
The statement of changes in equity shown here serves as a connecting link between the balance sheet and the income statement, and explains the changes that took place in equity during the period. Assuming that Don’s capital balance on 1 July 2012 was $237,330 and that he withdrew $45 000 from the business for personal use during the year (referred to as drawings), the statement of changes in equity for 2013 would be as presented here.
 



Equity

• Increased by
– income
– contributions of capital

• Decreased by
– expenses
– withdrawals of capital

• Profit
= change in equity other than contributions & distributions
= Income - Expenses
= increases Equity

• Loss
= opposite

Presenter
Presentation Notes
So overall, Equity is:
Increased by
income
contributions of capital
Decreased by
expenses
withdrawals of capital
Profit
= change in equity other than contributions & distributions�
= Income - Expenses
= increases Equity




6. The Financial Accounting Process

• 6.1 Identification
– select transactions/economic events which have 

consequences for the entity
• 6.2 Measurement

– measure the quantitative effect of the event
• 6.3 Recording

– classify consequences of the event in terms of the affect on 
specific items

– for all events at least TWO items are affected
• 6.4 Communication

Presenter
Presentation Notes
We have four processes with respect to financial accounting. They are listed here as Identification, Measurement, Recording and Communication. I’ll go through each of them separately.



6.1 Identification

• The accountant must select those events which have 
consequences for the entity

• If an event will affect any of the elements within the financial 
statements, then it will be selected for recording.

Presenter
Presentation Notes
The accountant must select those events which have consequences for the entity�
If an event will affect any of the elements within the financial statements, then it will be selected for recording.




6.2 Measurement

• determine the quantitative effect of the event

Think about:
If your University education is an asset, 

how would you measure its value?

Presenter
Presentation Notes
determine the quantitative effect of the event
Need to select
measurement attribute (particular feature to describe item, use of a financial attribute)
measurement unit (how do we measure the chosen attribute - use $A)

Think about:�If your University education is an asset, how would you measure its value?





6.3 Recording

• classify consequences of that event in terms of its 
affect on specific items
– e.g. purchase a car using a loan

• for all events at least TWO items are affected
– Asset - Motor Vehicle 

- increases
– Liability - Loans

- increases

Presenter
Presentation Notes
classify consequences of that event in terms of its affect on specific items
e.g. purchase a car using a loan
for all events at least TWO items are affected
Asset - Motor Vehicle �- increases
Liability - Loans� - increases



6.4 Communication

• Income Statement 
• Statement of Changes in Equity
• Balance Sheet 
• Cash Flow Statement



7. The Accounting Equation

A L + Eq=

Presenter
Presentation Notes
So here, let’s think about the accounting equation. 
Remember A =  L + E

We understand now what assets are and what liabilities are, and how certain transactions can affect them. But what about equity. What affects equity?

(in this equation cc = contributed capital, d is drawings, I is income and ex are expenses)
Remember equity is contributed capital by the owner, we also add any income that we have earned throughout the period, and minus any expenses we have incurred throughout the period. From this we also need to deduct any drawings that the owner may have taken out of the business for personal use.  



8. Transaction Analysis

• 8.1 Example 1: Weekly Whisper

Presenter
Presentation Notes
8.1 Example 1: Weekly Whisper��



For each event we will need to answer 3 questions:
• which items are affected (always at least 2)?
• amount of the effect on each item?
• has the amount/item increased or decreased?

Presenter
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For each event we will need to answer 3 questions
which items are affected (always at least 2)
amount of the effect on each item
has the amount/ item increased or decreased




Weekly Whisper Event Analysis Table

Assets = Liabilities  + Equity
Cash Other Assets Increases          Decreases

Cont.         Income   Expenses   Drawings
Capital

1. 18,000 18,000
2. (1,000) 5,000 Off Equip 4,000 EZ Chair
3. (10,000) 10,000 Van

7,000 15,000 4,000 18,000

Presenter
Presentation Notes

Event:
1.	The proprietor, Ms J.A. List, contributed $18,000 cash as capital to start the business.
2.	Bought office equipment costing $5,000 on credit from E.Z. Chair; paid a deposit of $1,000 on the furniture.
3.	Paid for a delivery van, $10,000.
4.	Paid week's wages to reporter/photographer, $400.
5.	Sold first week's newspaper to various shops for cash, $250.
6.	Sold first week's newspaper to “Corner Stall” for $600 on credit.
7.	Withdrew $100 for personal use.
8.	Corner Stall paid $200 of the amount owing.
 
 




Balance Sheet: Event 3

The Weekly Whisper
Balance Sheet

at end of event 3

ASSETS LIABILITIES
Cash $ 7 000 EZ Chair $   4 000
Equipment 5 000
Van 10 000

EQUITY
J A List 18 000

$22 000 $22 000

Presenter
Presentation Notes
These amounts are shown in the Balance Sheet for Weekly Whisper. Note the title of the statement.
Assets are cash 7,000, Office Equipment at 5,000, Van at 10,000. Total assets 22,000
The liability to EZ chair for 4,000 is also shown
And we see equity as JA List (the proprietor) as having contributed 18,000



Assets = Liabilities  + Equity
Cash Other Assets Increases          Decreases

Cont.         Income   Expenses   Drawings
Capital

1. 18,000 18,000
2. (1,000) 5,000 Off Equip 4,000 EZ Chair
3. (10,000) 10,000 Van

4. (400) (400) Wages

5. 250 250 Sales

6. 600 A/C’s Rec 600 Sales

6,850 15,600 4,000 18,000 850 (400)

Weekly Whisper Event Analysis Table

Presenter
Presentation Notes

Event:
1.	The proprietor, Ms J.A. List, contributed $18,000 cash as capital to start the business.
2.	Bought office equipment costing $5,000 on credit from E.Z. Chair; paid a deposit of $1,000 on the furniture.
3.	Paid for a delivery van, $10,000.
4.	Paid week's wages to reporter/photographer, $400.
5.	Sold first week's newspaper to various shops for cash, $250.
6.	Sold first week's newspaper to “Corner Stall” for $600 on credit.
7.	Withdrew $100 for personal use.
8.	Corner Stall paid $200 of the amount owing.
 
 




Income Statement: Event 6
The Weekly Whisper
Income Statement

for the period ended with event 6

Income
Sales Revenue $850

Less: Expenses
Wages _400

PROFIT $ 450

Presenter
Presentation Notes
From the transactions 4, 5 and 6 we can construct an income statement as these transactions were conducted in the ordinary course of business


Income from transactions 5 and 6 show income of a total of $850 while an expense has been recorded in transaction 4 to pay wages of $400. Our net profit, revenue less expenses is now $450. This will be added to equity.

4.	Paid week's wages to reporter/photographer, $400.
5.	Sold first week's newspaper to various shops for cash, $250.
6.	Sold first week's newspaper to “Corner Stall” for $600 on credit.




Balance Sheet: Event 6

The Weekly Whisper
Balance Sheet

at end of event 6

ASSETS LIABILITIES
Cash $ 6 850 EZ Chair $   4 000
A/C’s Receivable 600
Equipment 5 000
Van 10 000 EQUITY

J A List 18 450
______ ______

$22 450 $22 450

Presenter
Presentation Notes
Our balance sheet now reflects information from the income statement

Our cash Asset are now showing the additional money paid from transaction 5 as well as the payment for wages of $400 giving us cash at 6,850.
We also now see an account receivable from transaction 6 where we sold newspaper to Corner Store on credit for $600. It is still recorded as income but we have not received the cash yet so it becomes an account receivable.

Liabilities do not change however, equity has increased by $450, the net profit earned from our trading activities shown on the bottom line of the income statement

4.	Paid week's wages to reporter/photographer, $400.
5.	Sold first week's newspaper to various shops for cash, $250.
6.	Sold first week's newspaper to “Corner Stall” for $600 on credit.
tonal 



Assets = Liabilities  + Equity
Cash Other Assets Increases          Decreases

Cont.         Income   Expenses   Drawings
Capital

1. 18,000 18,000
2. (1,000) 5,000 Off Equip 4,000 EZ Chair
3. (10,000) 10,000 Van

4. (400) (400) Wages

5. 250 250 Sales
6. 600 A/C’s Rec 600 Sales
7. (100) Drawings (100)
8. 200 (200) A/C’s Rec

6,950 15,400 4,000 18,000 850 (400) (100)

Weekly Whisper Event Analysis Table
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Event:
1.	The proprietor, Ms J.A. List, contributed $18,000 cash as capital to start the business.
2.	Bought office equipment costing $5,000 on credit from E.Z. Chair; paid a deposit of $1,000 on the furniture.
3.	Paid for a delivery van, $10,000.
4.	Paid week's wages to reporter/photographer, $400.
5.	Sold first week's newspaper to various shops for cash, $250.
6.	Sold first week's newspaper to “Corner Stall” for $600 on credit.
7.	Withdrew $100 for personal use.
8.	Corner Stall paid $200 of the amount owing.
 
 




Balance Sheet: Event 8
The Weekly Whisper

Balance Sheet
at end of event 8

ASSETS LIABILITIES
Cash $ 6 950 EZ Chair $   4000
A/C’s Receivable 400
Equipment 5 000
Van 10 000 EQUITY

J A List 18 350
______ ______

$22 350 $22 350

Presenter
Presentation Notes
Our remaining events affect our capital and accounts receivable.

Firstly, in transaction Ms List withdrew $100 for personal use, so that is deducted from equity as it is a personal withdrawal.
Our final transaction is for the opart payment of the account receivable by the Corner Stall for $200. This means that we still have remaining an account receivable for $400 (its original amount was $600). The $200 paid by the Corner Stall has gone into the cash account, increasing our cash asset by that amount.

1.	The proprietor, Ms J.A. List, contributed $18,000 cash as capital to start the business.
2.	Bought office equipment costing $5,000 on credit from E.Z. Chair; paid a deposit of $1,000 on the furniture.
3.	Paid for a delivery van, $10,000.
4.	Paid week's wages to reporter/photographer, $400.
5.	Sold first week's newspaper to various shops for cash, $250.
6.	Sold first week's newspaper to “Corner Stall” for $600 on credit.
7.	Withdrew $100 for personal use.
8.	Corner Stall paid $200 of the amount owing.




Statement of Changes in Equity

The Weekly Whisper
Statement of Changes in Equity

for the period ended with event 8

J A List Capital - beginning $         0
+ Capital Contributed 18 000
+ Profit for the period 450

18 450
- Drawings 100
J A List Capital – after event 8 $ 18 350

Presenter
Presentation Notes
So overall, we need to have a look at the statement of changes in equity.

So lets firstly complete the title of the statement, note it is for a period of time, similar to the income statement.
Firstly we pick up the beginning balance. As it was a new business, the beginning balance is 0
We then add in the contribution by Ms List of $18,000. 
We then add in the profit for the period, in this case it is $450.
Our subtotal at this point is $18,450
We then need to deduct any drawings. Remember, Ms List withdrew $100 for personal use so we put that here.
This brings us to the ending equity balance after event 8. A total of $18,350.



INCOME STATEMENT
for the period
I - Ex = PROFIT

BALANCE SHEET
(as of beginning

of year)
A1 - L1 = Eq1

BALANCE SHEET
(as at end of year)

A2 - L2 = Eq2

STATEMENT
OF CHANGES IN EQUITY

for the period
Eq1 + Profit - Drawings = Eq2

Period of time, e.g. 1 year

Presenter
Presentation Notes
We have now gone through our three financial statements. balance sheet, income statement and statement of changes in equity.
Let’s think about their interrelationship.
The balance sheet at the end of one period is the balance sheet at the beginning of the next period. The balance sheets at the beginning and end of a period are linked by the income statement and the statement of changes in equity
1, Eq1 is shown in the beginning balance sheet and is the starting point for the statement of changes in equity.
2, Profit, or income - expenses for the period is determined from the income statement and included in factors which alter the capital balance over the year.
3, Drawings made during the year (usually in cash) are recorded in the accounts and used in determining the equity at the end of the period Eq2
Eq2 is shown on the ending balance sheet.



End of Week 1

Next week – Week 2
Recording Accounting Data
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