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Preface

Our main purpose in writing this book is to provide a comprehensive but introductory description
of the purpose, practice and process behind contemporary international financial accounting in an
Australian context. With the increased emphasis on the globalisation of business, the material is
very suitable for the study of introductory accounting in a broad international context.

The book is designed for tertiary students interested in an accounting career and for others
wanting a general understanding of the use of accounting information, especially in the business
sector. This seventh edition also considers more fully the need for accounting information by stu-
dents undertaking business studies in areas other than accounting. The book caters for a two-semester
course in financial accounting at an undergraduate level, but it can also be used in courses at
a postgraduate level for those who wish to obtain a general understanding of the role of financial
accounting information systems in the business and not-for-profit sectors.

The seventh edition builds on the strengths of previous editions with a strong focus on the
decision-making role of accounting as well as on a student’s acquisition of generic skills such as
interpersonal communication, analysis and problem solving, critical thinking, use of the Internet,
and an appreciation of ethical issues. However, the authors also believe that competency in the
technical skills of accounting should not be overlooked, and the book therefore continues to pro-
vide discussion of technical matters at an introductory level. It is our belief that a person equipped
with knowledge of technical material in accounting possesses a powerful tool for making econ-
omic decisions and for analysing and solving business problems. These technical skills are used
in the book to explain the accounting concepts that form the basis of the practice of financial
accounting. The use of the technical skills in teaching financial accounting concepts gives students
a practical framework on which to build their understanding.

Significant changes from the previous edition

The most significant changes in the seventh edition result from Australia’s continued adoption of
international accounting standards and financial reporting standards issued by the International
Accounting Standards Board (IASB). The Australian Accounting Standards Board (AASB)
initially adopted IASB standards on 1 January 2005, and has continued to add to and amend these
standards as new ones are issued by the IASB. The AASB also modifies the standards so that they
apply to both the not-for-profit sector and the business sector. Newly adopted financial reporting
standards since 2005, particularly in the area of presentation of financial statements, have caused
major rewrites and changes in the financial reporting sections of the seventh edition. Where appro-
priate, the book refers to both the IASB and AASB accounting standards to encourage thinking at
a global level in the field of accounting.

Significant amendments have been made in the seventh edition to the material relating to the
basic objectives of financial reporting, the qualitative characteristics of financial information and
definitions of the elements of financial reports. These amendments are a result of the IASB and its
American counterpart, the Financial Accounting Standards Board, jointly deliberating on the content
of the conceptual framework in order to ensure that the IASB’s Framework for the Preparation and
Presentation of Financial Statements reflects the contemporary thinking of accounting regulators
globally. These proposed amendments to the framework will eventually be adopted in Australia.

The book is organised in five parts as follows, with emphasis on decision making in a business
enterprise before consideration of external reporting issues.

Part 1: Accounting for decision making (chapters 1-2)

Part 2: Accounting systems and processes (chapters 3-7)

Part 3: Equity in business (chapters 8-9)

Part 4: Accounting regulation of assets and liabilities (chapters 10-16)

Part 5: External reporting and performance evaluation (chapters 17-19).
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Preface

Based on feedback from users of the previous editions of this book, there remains in the

seventh edition a strong focus on:

service organisations operating in the business and not-for-profit sectors

the use of accounting information by non-accountants, both in the text examples and in end-of-
chapter activities

the impact of the goods and services tax (GST) on business records in a number of exercises
and problems

the effect of accounting information on decisions made in business (segments in each chapter
provide links to business activities, and each chapter contains a scene setter)

the effect on accounting systems of improvements in information technology

the impact of developments in the regulation of accounting standards at national and inter-
national levels.

We have continued to improve the readability of the book without compromising the integrity

of its theoretical and practical content, and have continued the policy of including detailed learning
objectives.

The major features of this seventh edition include the following:

Material has been extensively rewritten in relation to the new regulatory arrangements for the
development of accounting standards globally, and in the Australian context.

The text takes into account the impact of the newly adopted IASB standards in Australia,
dealing with (a) the presentation of financial statements, especially in relation to the statement
of comprehensive income, statement of changes in equity, and statement of financial position,
and (b) the statement of cash flows as a result of acceptance of the direct approach of reporting
cash flows from operating activities in Australia.

The text discusses new thinking on the conceptual framework’s (a) objectives of general-
purpose financial reporting, (b) qualitative characteristics of financial information, (c) the
reporting entity concept, (d) the definitions of elements, and (e) recognition criteria.
Terminology has been updated to reflect the continued adoption of international accounting stan-
dards — e.g. the ‘statement of comprehensive income’ will gradually replace the ‘income state-
ment’ in external financial reports, the ‘balance sheet’ should be called the ‘statement of financial
position’ in external financial reports, and the ‘cash flow statement’ is now the ‘statement of cash
flows’. Furthermore, the contents of the ‘statement of changes in equity’ have changed as a result
of the issue of recent accounting standards on presentation of financial statements.

The emphasis on service organisations in the earlier parts of the book is retained, and many
new exercises and problems have been added to the book with a greater focus on such organisa-
tions. Icons next to exercises and problems indicate whether the question deals with a service, a
retail or a manufacturing organisation.

Many chapters provide a discussion of the impact of the GST on business, especially on small
business. However, instructors can ignore the effects of the GST if they wish to pay attention to
the other accounting issues in each chapter. An introductory coverage of the GST is provided as
an appendix to chapter 3. Many exercises and problems permit lecturers to select where GST is
included and where it is excluded. Those questions that incorporate GST throughout are marked
with a GST icon.

Material on basic accounting systems and computerised systems has been updated and rewritten
to help students use computer packages such as the latest versions of MYOB and QuickBooks.
The text continues to develop web-based activities for students in many chapters, in order to
indicate the importance of the Internet as an information tool for accounting practitioners, and
a ‘Using the web’ case is included in some chapters.



e ‘Scene setters’ at the beginning of each chapter help students understand the relevance of the
accounting material in that chapter to the issues faced by accountants in practice.

e ‘Link to business’ features in each chapter show the relevance of accounting to the practical
world of business.

e A list of key terms with page numbers is provided at the end of each chapter, with full
definitions of these terms (and their page numbers) listed in a key terms list at the back of the
book.

e The number of discussion questions, exercises and problems in many chapters has been
increased to 15, and approximately half of the questions are new.

@ Problems are graded using a star system, where one star indicates an ‘easy’ problem and three
stars indicate a ‘challenging’ problem.

e Inthe end-of-chapter case material, several decision cases, critical thinking cases, communication/
group activities and ethical issues are either new or updated. Web-based activities are included
in several chapters. In addition, the financial reporting case is based on the latest David Jones
Limited annual report, which is available on its website, www.davidjones.com.au. An updated
solution to this case will be available in lecturer resources on the John Wiley website after
the latest financial report is released. The case will be based on the latest adopted accounting
standards.

Supplementary materials

Financial Accounting 7th edition is supported by an extensive teaching and learning resources
supplementary package.

For the lecturer

The following supplementary materials are available:

e A solutions manual contains worked solutions to all end-of-chapter discussion questions, exer-
cises, problems, case studies and activities. The solutions manual has been thoroughly checked
for accuracy and correctness.

e PowerPoint Presentation, prepared by Anne Abraham (University of Wollongong), is an exten-
sive teaching resource containing over 1000 slides. The presentation contains summaries of key
information presented in the chapter, animations and video interviews.

e Computerised Test Bank, prepared by Barbara Burns, contains over 2000 multiple-choice and
true/false questions. Compatible with Respondus, the test bank is a fast and convenient resource
for designing, preparing and delivering examinations.

e Blackboard course management system is course-ready containing all teaching resources,
student activities and media enhancements.

o Wiley Web Questions (WWQ), prepared by Barbara Burns, are online self-testing questions
that are ideal for student self-paced learning. There are over 1500 true/false and multiple-choice
questions (with solutions linked to the chapter), which students will find useful. These ques-
tions are accessible in both Blackboard and WileyPlus.

e CD Art File contains all figures and tables from the text in a format that allows easy integration
into the lecturer’s own resources.

e ClickON is a classroom response system and is available on request. Please contact your John
Wiley & Sons sales consultant.

e WileyPlus is an online suite of teaching and learning resources that includes a powerful auto-
mated homework system. WileyPlus enables lecturers to prepare, assign and grade assignment
questions easily and quickly.

PLUS

www.wileyplus.com

Preface
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For the student

The following resources are available:

e Study Guide, prepared by Nila Latimer (Macquarie University), contains additional chapter
summaries and activity-based learning resources designed to reinforce students’ understanding
of accounting principles and processes.

e Wiley Web Questions (WWQ) are online self-testing questions that are ideal for self-paced

assessment and will help students pass examinations. All questions have solutions and are
linked to the chapter.
WileyPlus contains assignment questions for all chapters that will develop students’ knowledge
of accounting and confidence in completing a range of practice problems and exercises. Students
receive instant feedback and context-sensitive assistance (including links to the relevant section
of the online text) and are able to track their progress throughout the course.

e TakeNote is a PowerPoint presentation conveniently presented as a handout for note-taking
during lectures.
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How to use this book

Financial Accounting 7th edition has been designed with you — the student — in mind. The
inclusion of new learning features and a four-colour design is our attempt to provide you with a book
that both communicates the subject matter and facilitates learning. We have tried to accomplish
these goals through the following elements.

Financial statements
for decision making

—a Concepts Types of business entities 32 Key terms 50 In good company
L Management fur s 50
r for review Sk Neer il - P Companies are finding that doing good pays dividends in the
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‘When Nobel Prize-winning economist Milton Friedman
famously argued that the business of business is business,
little did he know that 30 years later, corporations would be
counting the number of trees they'd planted in the community

ol statements 45
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o tha stens used in
tho decision-making

Ethical issues

prucass (p. &) Finmncinl teporting case 66

as well as their profits.

+ the natura of seanomic ‘Then again, Friedman's business era is long gone. It's
decisions [p. 51 no longer enough for a company to make a profit, obey the

« thg nature ot Learning objectives law and keep shareholders happy. They must now consider
Accounting and the the non-financial aspects of their business as they navigate
users of accounting When you have studied this chapter, you should be able to:

ic, social and
intormation {pp. 7-10/ & complex and changing set of economi

aiile dat Moo TR 1 identify the common types of businass entities (pp. 32-3) environmental challenges. They must work to earn public
e g T respect at a time when corporate reputations are increasingly
L“‘WL'LK‘;:‘“"’,"“ deelsions 2 understand and identify the functions carried out by managers (pp. 3-8 fragile and have a clear impact on a company's valuation.
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+ the role of necounting % idaniify the basic financial statements used in businass to report to usars for decision-making 4 . Iployee
informatipn in the purposes (pp. 34-41) who want more than just financial rewards. All this, while
ot also defending corporate social responsibility (CSR) as
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in issues which have a higher relevance in the community in
[ ] which we live, they're going to be more inclined to support
us, to buy our products, to reference HP as doing the right
thing, and recommending the brand as a result. It's a very

per
cent of its pre-tax profits. Aside from traditional philanthropic
donations, HP also works with charities and non-government
organisations, such as the Starlight Children's Foundation,

to strengthen its link between philanthropic investments and
long-term business objectives,

clear dynamic that's synergistic and it does translate into Source: Excerpts from Susan Muldowney, ‘Tn good company”, InTheBlack.
good business.’ ™ December 2005, pp. 29-34.
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LThe concepts for review identify what The double-page chapter opener — A scene setter is presented in each
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and expected learning outcomes,

providing you with a clear outline for

each chapter.
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Expenses

Fapenses are decreases in equity. They are decreases in cconomm benefits dunng the accounting
period in the form of outflows or ions of lsse(s or i of liabilities that result in
decreases in equity, other than those relating to distributions to equity particip E: 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 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. In figure 2.4, the total of all expenses incurred
during 2010 by Don’s Auto Repairs was $348 150. Subtracting these expenses from income pro-
duces a profit of $94350. It is imp to d that the profit rep 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 — prolit — must represent a net increase in equity. Similarly, a
loss represents a decrease in equity.

The statement of changes in equity

The statement of changes in equity (figure 2.5) 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. For example, assuming that Don's capital balance on 1 July 2009 was $237330 and that
he withdrew $45 000 from the business for personal use during 2010 (referred to as drawings), the
statement of changes in equity for 2010 would be as shown in figure 2.5.

Figure 2.5 Statement of
changes in equity

DON'S AUTO REPAIRS

Statement of Changes in Equity

for the year ended 30 June 2010
Don Brady, Capital — 1 July 2009 S
Add: Profit for the year

33

Less: Drawings 49
Don Brady, Capital — 30 June 2010 $289

The three statements illustrated above — balance sheet, income statement and state
changes in equity — are related to one another. The balance sheet at the end of one peri
balance sheet at the beginning of the next period. The balance sheets at the beginning
of a period are linked by the income statement and the statement of changes in equity a
in figure 2.6 (p. 40).

The statement of cash flows

Another important financial statement prepared by entities is a statement of cash fi
entity's income statement does not report on the cash flows of the entity, but on its
and cxpenscs (chapter 4 discusses this further). Income and expenses as defined above
P cash flows. C q a st of cash lows is prepared
on the cash flows in and out of the entity. It is particularly useful in helping users to as|
sources and uses of an entity's cash, and the likely ability of the entity to remain solv]
able to pay its debts), so that the users can make i The re
the entity's performance in generating cash flows from operating activities, investing a
and financing activities as shown in figure 2.7 for Don’s Auto Repairs, assuming that th
ness began its operations on | July 2009 when the owner, Don Brady, invested $237 3]
in the business.
By comparing the entity's statement of cash flows with its income statement, we can
well the reported profits are represented by cash inflows from operating activities. We |

Financial statef

Figure 26 Financial
statements relationship

Financial statements, accounting flow charts
and other diagrams have been redesigned

to enhance your understanding of the key
accounting processes.

figure 2.7 that the increase in cash was mainly the result of cash inflows from financing activities,
and that the main use of cash in the business during the year was for investing activities, through
the purchase of property and equipment.

Balance Income Balance

sheet statement sheet

(as at beginning of year) for the period (as at end of year)
1~ Ly = I- E.Paom A=Ly=E;
1
Statement /of changes In equity
for the perlod
Ey + Profit - Drawings = E5
3

Period of time, e.g. 1 year —————e
L ]

1 E;isshownin andis r 1g point ! statement of ch
equity. : |
2 Profit for the period i income stat N led in factors
capital balance over the year, i
3 mmmmmmmw(mwm;mmmmmummw used mmmm
the equity at the end of the period E,.
4 E, s shown on the ending balance sheet.
F 27
ﬂl::: Statement of cash DON'S AUTO REPAIRS
Statement of Cash Flows
for the year ended 30 June 2010
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers $424710
Cash paid to suppliers and employsas (342000)
Net cash from operating activities $ 827110
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of land and buildings (315000)
Purchase of repair equipment {110700)
- Net cash used in investing activities (425 700) |
CASH FLOWS FROM FINANCING ACTIVITIES |
Amount borrowed under mortgage 201000
Investment by owner 237330
Drawings by owner (45000)
Net cash used in financing activities 393330
Net increase (decrease) in cash held 50340
Cash at beginning of year —
Cash at end of year $ 50
4 Put] Accounting for decision making

Xvi How to use this book

Key terms are bolded and printed in red in the
text at first significant mention and then defined
in the end-of-book key terms list.




‘Link to business’ highlights topical and
contemporary accounting issues to apply
the concepts presented in the chapter.
This feature appears in each chapter.

LINK TO BUSINESS

Towards the globalisation of accounting

Whether people agree or disagree with the effects of globalisation, one thing that most can agree

on is that it has transformed our world. The accounting profession, like many others, has not been
immune from these effects. Combined with the developments in information technology and regulatory
changes introduced by governments, this trilogy has led to a metamorphosis of accounting principles
and practices. The ongoing challenge for our professien is to continually respond as the needs of the
markets we work in transform.

The environment and platform for financial reporting is becoming universal, to the advantage of
companies, accountants, investars and gavernments. The great news for accountants is the many
opportunities that have emerged as a result of these changes. Qualified accountants who have a
sound knowledge of accounting from a global context are wanted for their services across the warld
by businesses expanding in emerging markets.

Source: Excerpts from Mark Coughlin, Towards the globalisation of sccounting’, inTheBlack, May 2005, p. 9.

The effects of transactions on the accounting equation

.. ¥ Lr:.mm.vj objective §
and financial statements ffocs of business
transactions on the

The basic model or equation was d earlier as: accounting equation and

The key terms list

the important terms
presented in the chapter.
Refer to the end-of-book
key terms for definitions

of these terms.

Exercises provide a
range of activities

that will develop

skills and confidence

in accounting. Icons
clearly identify whether
the exercises relate to
manufacturing, retail

or service business

entities. |

financial statements

o + Equty |

| Assets = Liab

The sum of the assets of an entity is always equal to the total sources from which those assets came
— liabilities plus equity. Transactions result in changes in assets, liabilities and equity. Even though
the elements of the accounting equation change as a result of transactions, the basic equality of the

accounting equation remains

which is i using some

by the business of Darren’s Lawn and Gardening Services, introduced in chapter 1.
Note that the impact of GST is not discussed in this example in order to focus on the basic
accounting principles involved in recording the transactions for Darren’s business. GST is intro-

duced in chapter 3.

Transaction 1 Assume that Darren Jones decided to set up a business called Darren’s Lawn
and Gardening Services on 2 January 2010 by taking $35000 from his personal savings account
and depositing it in a business bank account he opened in the business name. This investment by
Darren represents the first transaction (1) of Darren’s Lawn and Gardening Services. After this
initial investment, the new business has one asset (cash at bank), no liabilities and Darren’s equity.
Thus, the accounting equation for Darren’s Lawn and Gardening Services is as shown below.

Assets =

Liabiltes  + Equity

entity
p. 4l
Accounting equation, p. 36

Efficiency, p. 3
Equity, p. 37

Matenality, p. 44
Net assets, p. 36
Operating activities. p. 35

Accounts payable, p. 37 Expenses, p. 3 Operating statement,
Accounts receivable, Faithful represdhtation, p.38
38 p.43 Organisation, p. 33
Accrual basis, p. 42 Financial positipn, p. 35 Partnership, p. 32
Assets, p. 36 Financing activRjes, p. 35 Performance, p. 34
Balance sheet (statement of  Going concern i i mption, p. 42
financial position), p. 35 p.42 Profit,p. 39

Cc:];lzny (or corporation), Income, p, 38 Profit and loss statement.

. 38

Comparability, p. 43
Consistency, p. 44

Income statement, p. 38
Investing activities, p. 35
Liabilities, p. 37

P
Relevance, p. 42
Reliability, p. 43

. What is meant by the terms relevance and reliability/faithful representation in the context of
information to be included in financial statements?
. Distinguish between the concepts of consistency and comparability. Should the same
accounting method always be applied consistently in financial statements?
13. When idering the istic of ility in the of financial state-
ments, does this mean that financial statements should be simple to understand? Discuss.
14. What is meant by the requirement that information to be included in financial statements
should be ‘material'?
15. Explain the concept of ‘double entry" in the preparation of financial statements.

I~}

Note: The impact of GST is ignored in all exercises and problems in this chapter for reasons of
simplicity.

P Erorcise 2.1 JE T T T )

Financial items for Rob Mundt's Marketing Services on 31 May 2010 are presented below in
alphabetical order.

Manufacturing e
Retail @

Creditors, p. 37 Limited liability, p. 32 Shareholders. p. 32
Debtors, p. 38 Loss, p. 39 Single proprietorship (sole
Dy js try by exception, trader), p: 32

2 p.34 Statement of cash flows,
Drawings, p. 39 p.39

Management functions,
p-33

Economic substance. p. 43 Und‘erslzm‘hhi]ily p.44

ISCUSSION QUESTIONS

. Explain the basic differences between a sole trader (or single proprietorship). a partnership
and a company. What factors need to be considered in sclecting an appropriate structure for
Darren’s lawnmowing business?

“Good planning is useless without good control.’ Discuss.

Discuss the meaning of *performance’ both for business entities and for not-for-profit entities.

Is performance able to be expressed totally in financial terms?

"The coach of the local football team was trying to motivate the team before a big match. He

said: ‘Our team is like any organisation. We must have goals, we must practise the usual man-

agement functions, and we must make use of all relevant information.’ Do you agree with the
coach? Explain your position.

5. Define the terms assets, liabilities and equiry. Are these terms related in any way? If so,

how?

‘Why is it that, in an entity's financial statements, assets leased by an entity are sometimes

shown on that entity’s balance sheet even though those assets are not legally owned?

A local restaurant is noted for its fine food, as evidenced by the large number of customers.

A customer was heard to remark that the secret of the restaurant’s success was its fine chef.

Would you regard the chef as an asset of the business? If so, would you include the chef on the

balance sheet of the business and at what value?

“The local parkland is owned and maintained by the local government council. Is the parkland

an asset of the council and should it be included on its balance sheet?

9. if ises hired an at the rate of $1000 per week. The person is 10
commence duty on 1 February. On | February, does the business have a liability in respect of
the accountant's salary? Explain.

10. Discuss the significance of the following assumptions in the preparation of an entity’s finan-

cial statements:

(a) entity assumption

(b) accrual basis assumption

-

»

B

~

o

(¢) going concern assumption
(d) period assumption.

Part 1 | Accounting for dacision making

Accounts payable $ 32000 Land $140000
Accounts receivable 35000 Mortgage payable 380000
Building 600000 Office equipment 120000
Cash at bank 33000 Office supplies 18000

Required

A. Use these items to prepare a balance sheet similar (o the one in figure 2.2. (Note that a major
item is missing in the list.)

B. Recast the statement to present it in narrative form as in figure 2.3,

XD 1COME STATEMENT AND ANALYSIS —6

During the year ended 30 June 2010, Johnson Services, a provider of temy secretary per-

sonnel, had collected receipts from clients for a total value of $450 000. Wages of $336 000 had

been paid to the temporary workers, rental of office space and electricity costs were $18 000 and

$5700 respectively for the year, and salary paid to Johnson's personal assistant was $46 000.

Required

A. Prepare an income statement for the year for Johnson Services.

B. Who made more out of the personnel business — Johnson or her personal assistant? What
action might Johnson take to increase the profitability of the business in the year ended 30 June

20117
COEED) AnALYSIS OF EQUITY N (L‘

Sarah Hodge is a self-cmployed piano teacher operating her business from home. She keeps

her accounting records for business activities completely scparate from her records for personal

activities. At 30 June 2009, Sarah had business assets and liabilities worth $37 500 and $21 000

respectively. At 30 June 2010, Sarah had business assets and liabilities worth $39 000 and $18 000

respectively.

Required

A_If Sarah did not contribute to or withdraw from the business during the year 2009-10, what was
the profit/loss for the year?

B. If Sarah had withdrawn $12000 during the year, calculate the profit/loss for the year.

C. If Sarah had contributed $15000 and withdrawn $8000, prepare a statement of changes in
equity for the year ended 30 June 2010.

Financial stataments for decision making Chapter 2 §1

Service 6)

Discussion questions test your understanding
of the concepts in the chapter.

How to use this book

XVii



PROBLEMS

+ Basic
# » Moderate

«+ « Challenging

Required

By analysing the changes in equity each year, calculate the profit (loss) made by the business for

each year ending 30 June, assuming the following events also occurred:
1. On 1 January 2010, Richard withdrew $40000 in cash from the business for personal use.
2. On 28 August 2010, Richard invested additional cash of $70000 into the busincss.

3. On 31 July 2011, Richard invested additional cash of $50 000 into the business.

4. On 28 January 2012,

L obien 21 JRATKEVIIEAIY

JANCIAL STATEMENTS =

Financial data for Safety Hire as of 30 June 2009 are

Accounts receivable
Equipment hire income
Accounts payable
Carrie Wills, Capital
Cash at bank
Mortgage payable
Building

Required
Prepare an income statement

. Richard withdrew $30 000 in cash for personal use.

$ 63000 Wages expense
170000 Advertising expense
40000 Land
? Hire equipment
45000 Loan payable
130000 Electric ity expense
85000 Tolephone expense

for the month of June

Safety Hire as at 30 June 2009,

Assel, liability, equity, income
2010 are presented below:

NG F LA

JAL STATEMINTS #

and expense amounts for Naoko's Interior Decorating at 30 June

and a balance sheet in account format for

Problems offer a higher grade of activity that builds
on the knowledge and skills required to complete
the ‘Exercises’ section. A star rating provides a
scale of rigour and difficulty for each problem.

Case studies that relate to decision making,
critical thinking, communicating/group activities,

—t

Cash at bank $ 22800 Advertising expense $ 36000
Accounts receivable 117600 Insurance expense 8000
Supplies 26400 Rent expense 33000
Equipment 125600 Supplies expense 12600
Accounts payable 33700 Telephone expense 12200
Naoko Sato, Capital ? Electricity expense 17000
Decorating services incoma 386000 Wages expense 111000
Required
A. Prepare an income statement for the business for the year ended 30 June 2010,
B. Prepare a balance sheet in narrative format as at 30 June 2010.
[INIRED  Cf [ EHMINING MISSING FLERMENTS INACLININTING EQUATION &
Calculate the two missing amounts for each independent case below.
Total Total Total Total Profit
Case Bssels liabilities Equity income expenses {loss)
A $80000 $46.000 2 $82000 ? $38000
B $90000 ? $57 000 883000 $64 000
C ? $44 000 $57000 $30000 ? ($10000)

ethics and financial reporting are presented in this
section. It is expected that these case studies will

help you develop the analytical and professional

skills that will be relevant to your future careers. ———

use the financial statements for decision making. So long as he has cash in the bank. Johan is sal-
isfied with how his business is operating. Unfortunately, Johan's accountant has suddenly left the
country and retired to South America,

Johan is negotiating a contract with a supplier of building materials who wants to sce his finan-
cial statements to ensure that Johan can meet his peyments each month, Johan has asked you to
prepare financial statements. Based on his last tax return and the contents of his shoebox for this
year, you have established the following items:

Required

Cash in the shoebox (with the receipts and invoices) $

Cash in the bank account
Building services provided
Amounts owed by customers
Wages paid to employees

Wages owed to the employess
Equipmant

Building supplies used

Building supplies on hand
Amounts owed to suppliers
Mator vehicle

Motor vehicle expenses
Elgctricity and telephone expense
Cash used by Johan for parsonal expendi

500

iture 5700

A. Using the information above, provide an incoms statement and & balance sheet in narative
Torm for Schutz Building Services for the current period.

B. How would the financial statements you produce help the supplier of building materials decide
whether or not to trade with Johan? What parts of the financial statements would be positive
indicators that Schutz Building Services would pay for supplies on time and what items may
cause some concern for the supplier?

CRITICAL THINKING GASE

Sporting glory — the great intangible
Read the following article from Australian CPA.

While rughy stars are hemes to many, when
checking the books they become a com-
plex intangible. Rosalind Whiing and Kyla
Chapman investigate the merits of Human
Rexource Accounting in professional spor,

Australia, New Zealand and rugby union
— a combination guaranteed 1o stir patri-
atic feelings across the Tasman! But what if
we add accounting (0 this equation? Rughy
players are the eams’ most valuable assets,
so should we be placing their value on the
balance sheet? And if so, does it make any
difference to the decisions that users of
finunciul statements mike?

Himan resaurce accounting in professional
sport

Professional sport has been prevalent
in the United Kingdom and the United

8 vl Accounting for decision making

States for neurly 200 years. However, pro-
fessional sport arrived later 10 Australia and
New Zealand. In particular, the Kiwis only
entered this arena in 1995 when the New
Zealand Rughy Foorball Union (NZRFU)
signed the Tri Nations sponsorship deal
and removed all barriers preventing rughy
union players being paid far their services.
Player contract expenses in New Zealand
now amount to over NZ$20 million anni-
ally, according (o the NZRFU,

In the United Kingdom and the United
States. the professional teams’ financial
accounts quite oftenincorporate human
resource accounting (HRA). HRA is basi-
cally an sddition to traditional sccounting,
in which u value for the employees is placed
on the balance sheet and is amortised over
a period of time, instead of expensing costs
such as professional development.

There is debate about the merits of this
process and the arguments are in line with
those we have been hearing about intan-
gibles in general, More recently. thete has
heen worldwide movement towards recog-
nising acquired identiiable intangible assets
at fair value in the financial statements. So
why not include an orgunisation’s human
resources? While (thankfully) most people
agree thut employees are valugble. there
are accounting difficulties with the concept
of awnership or control of the employees
(asset definition) and the refiability of
measurement.

Despite these concerns, one area where
HRA does have some intemalional accepl-
ability Is in accounting for professional
sport, mainly because of the measurable
player transfer costs. But there is sill
some variahility in the reporting of human

resource value, ranging from
isation of signing and transfer
10 player development costs or

To the authors’ knowledge,
currently practised with Austral
Zealand's. professional sports
absence of transfer fees bet
when trading players may expl;

he capital-
s through
aluations.
RA is not
4 and New
feams. The
een clubs
in this.

Deciston making
Accountants are required to pryvide infor-
mation that assists users ir] ussessing
an- orgunisation’s financial dhd service

Required

performance und in making decisions about
providing resources 1o, or doing business
with, the firm.

The big question is whether HRA infor-
mation is more useful to the decision maker
than the aliernative expensing treatment,
Supporters of HRA argue that capitulised
information is wseful for strategic planning
and management of employees, and pro-
vides a more accurate measure of the firm’s
status and total performance.

Those against HRA say iL is 100 subjec-
tive to be vseful and that it just imposes

another cost on the organisation. Some
detractors argue that it makes unprofit-
able organisations appear profitable simply
because smart peaple work there. But those
who believe in the efficiency of the market
would argue that investors are not naive,
and decisions would be unaffected by the
way tn which human resource information
is presented.

Sonee: Eacers rmm Rosalind Whiting und
Kyla Chpan glory — the great

pble Auumr.m. CPA, February 2003,
w‘ 24-6.

Discuss whether rugby players are ‘valuable assets’ of a business, or an expense, Use the defi-

nitions of assets and expenses

ments *human resources’ shoull be classified under.

COMMUNICATION/GROUP ACTIVITY

this book to show which of the elements of the financial state-

Preparing balance sheets

In groups of three or four, consider the following people and their situations:
@ a student who has just completed secondary school and started at university and is living at

home with parents
# an adult who works full time.

For each situation, prepare a list of assets the person would typically own, and estimate the cost
of each asset in dollars, Then prepare a list of liabilities, and estimate the cost of each liability in
dollars, Using the accounting equation, calculate the equity of each of the two people and draw up
a balance sheet for each. Display them on overhead transparencies and compare them with those

developed by other groups in the class.

ETHICAL ISSUES

Bribing government officials

Read the following article and answer the questions.

‘Why take the rap when you kill someone if
you can pay somecne else (o ke it for you?

That's the advice doled out to Singapore's
businessmen operating in Asia’s pariah
nation, Burma, in a new business guide
ook recently published by a respected
Singapore diplomat and trade ndviscr

The book, Myanmar In My Heart, by
Matthew Sim, has been published by Tmzs
Publishing, a division of the Singapore
govemment-connecled Fraser and Neave
group. u big Singapore beverage company
with interests in Burma, or Myanmar, 4s it
is known in the region.

The book makes swunning reading, par-
ticularly as its audience is 4 country that
famously attributes much of s success to
being the Asian ecanomy least tolerunt of
corruption,

Singapore has strict laws governing cor-
ruption. One cabinel minister recently took
his own life afier being suspected of Kick-
backs, including corrupt practices.

The Sim book recommends effective
methods of bribing Burmese govermment
officials, money-laundering,  procuring
prostitutes and avoiding prosecution in fatal
traffic accidents ...

Financial statements for decision making

Under the chapter heading, Commit-
ting Manslaughter When Driving. Mr Sim
asks what an international businessman
does when he has accidentally killed a
pedestrian, before describing two ways
of avoiding prosecution if Burmese throw
themselves in front of u car.

Firstly, the international businessman
could give the family of the deceased some
money as compensation and dissuade them
from pressing charges,

Secondly, he could pay a Myanmar
citizen to take the blame by declaring that
he was the driver in the fatal accident.

Chapter? 85
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WileyPLUS will help you to succeed in the classroom and become globally competitive
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© Get immediate feedback on questions

Algorithmically generated exercises and

. i problems allow you to take the same
© Develop problem-solving skills assignment with differing variables.

The adjusted tnal balance of Hungry Joe's at 31 December 2007, includes the following accounts: S. Giaro, Drawing $6 000. S. Lucile, Captal $15,600 (NOTE. this is the opening capital balance as of 1 January 2007). Prepare a statement of changes in equity for the year assuming

net profit 1s $13 600 for the year.

Statement of changes in equity
For the rear Ended 31 December, 2008
Capital, 1 January
add: Nat income

4 23,600
13,600

Less: Drawings

37,200

Capital, 31 December

331,200

Get access to an electronic, online version of the
text, making your preparation time and access to
information more efficient and portable.

(4 Stu‘ wherever
you want
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t

- Raading content
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|
| The Account

2.2. Steps In the Recc
2.3. The Racording Pr !
2.4, The Trial hlnnoﬂ

LEARNING OBJECTIVE 2.)

Explain what an account Is and how it helps in the recording process

transactions are recorded in accounts.

‘ Later in the chapter a three-column form of account will be used.

| Accounts Receivable, Accounts Payable, Service Revenue, Salaries Expense and so on, In its simplest form, an account consists of three parts: (1) the title of
Also, accounts will allow for recording the date of the and an of the tr A'simplified format of account that resembles the latter T, referred ta a5

L Paintor varsion |

[ cuck ] Next |

Title of account
Right or cradt e

Lek or dab pite
Detit batince

Creda balance

© Keep track on Your lecturer has access to Assessment and Homework
how you,re doin g Management tools so they can monitor your progress and

provide additional support if you — or your class — require.

Student Name - Class Section Name . Ram Score Total Pragress Total Surveys Assignment 1D
(Graded)  (Ungraded) answored 02:02 \DCho3 Chp1LD SholllD  SG:3  Z/6/07 GSW2 Testd whIMO whilaus whid

1. A_Aystralia Aus Rep Derna Class 0.00/144 0% o/o -/30 /21 -f20 020 -9 /8 6
2. SUETIN, LKE Aus Rep Demo Class 000/144 0% 0/0 2730 /27 -120 /10 -9 -8 3

< Aus Rep Demo Class 0.75/144 0% o/0 -/30 -/27 -/20 0.75/10 /9 -/8 /6
4, Aus Rep Demno Class 20.36 / 144 0% o/o0 /30 5/27 15.36/20 /10 -f9 /8 /6
S Aus Pep Demo Class 1.25/144 0% as0 /30 /27 ~(20 1.26/10 19 /8 /6
6. Aus Rep Demo Class 4.60 /144 0% 0/0 /30 /27 /20 +/10 2.24/9 0.36/8 2/8 /6

7 Aus Rep Demno Class 0.00/144 0% o/n /30 /21 -/20 /10 -9 /8 -/6
8. Aus Rep Demo Class 2.00/144 0% 0/0 -/30 /27 -/20 -/10 -/9 -/8 /6
8 : Aus Rep Demo Class 1.13/144 0% 0/0 -/30 /27 -f20 -/10 /9 /8 1.13/6

0.00/0

0/30 0.78/27 0% 1.71/20 0.22/10 0.25/9 0.04/8 0.22/8 0.13/6 0/7 /1

|

|

| in order to keep track of business transactions, It is IMPOrtant to record each transaction. Each transaction recorded will result in an (ncrease or decrease in one or more of the assets, liabilities and owner's equity accounts. A
‘= part of the accounting function 1s to group and classify these transactions into useful categones so that the results can be accumulated and summansed for reporting purposes. To faclitate the actumulation of finanaal data,

1 An 15 an ndvidual accounting record of increases and decreases in a specific asset, hability or owner's equity tem, For example, Softbyte (the business discussed in chapter |) would have separate accounts for Cash,
the account, (2) a lelt or debit side and (3) a right or credit side,
15 shown in figure | (page 48).
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