
C
o

n
te

n
ts

 in
 fu

ll

Chapter 1 Accounting—present and past 3

Chapter 2 Financial statements and accounting concepts/principles 27

Financial statements 28
From transactions to financial statements 28
Financial statements illustrated 30
Explanations and definitions 31
Comparative statements in subsequent 
years 40
Illustration of financial statement 
relationships 40

Accounting concepts and principles 43
Concepts or principles related to the 

entire model 44
Concepts or principles related to 
transactions 44

Concepts or principles related to the 
accounting process 45

Concepts or principles related to 
financial statements 47

Why profit is not the same as cash 48
Limitations of financial statements 49

The company’s annual report 51

Business in practice
Organising a business 30
Financial year 31
Cash flows versus accrual accounting 46
Parent and subsidiary companies 51

Business on the internet 50
The insider’s view

Dale Alcock 28
Robert Spadon 37
Peter Rix 54

So what do you think? 51
Recap 52
Key terms 54
Exercises 56
Problems 59

Learning objectives 3
What is accounting? 4
Financial accounting 7

Management accounting and 
cost accounting 8
Auditing—public accounting 8
Internal auditing 10
Government and not-for-profit accounting 10
Income tax accounting 10

How has accounting developed? 10
Early history 11
The accounting profession in Australia 11

Financial accounting standard-setting at the 
present time 12

Standards for other types of accounting 13
International accounting standards 14
Ethics and the accounting profession 16

The conceptual framework 16
Objectives of financial reporting 18
Objectives of financial reporting for 
non-business organisations 19

Business in practice 
Career opportunities in accounting 6
Auditor independence 14
Business ethics 17

The insider’s view 9
Geoff Newlyn, Ike Bain, Graham Twartz

So what do you think? 20
Recap 21
Post production news 22
Key terms 22
Exercises 23

PA R T  1 : F I N A N C I A L  A C C O U N T I N G

Highlights of this edition v

About the US originating authors xii

About the Australian authors xiii

Preface xiv

Acknowledgements xvi

About our contributors xvii

How to use this book xviii

Graduate attributes xxi

E-student xxii

E-instructor xxiv

Insider’s view profiles xxvi

vii

Contents in full



C
o

n
te

n
ts

 in
 fu

ll

Chapter 3 Fundamental interpretations made from financial statement data 67

Chapter 4 The accounting process 97

Chapter 5 Accounting for and presentation of current assets 125

Chapter 6 Accounting for and presentation of property, plant, 
and equipment, and other non-current assets 161

Learning objectives 161
Land 163
Buildings and equipment 165

Cost of assets acquired 165
Depreciation for financial accounting purposes 166
Maintenance and repair expenditures 170
Disposal of depreciable assets 170

Assets acquired by finance lease 172
Intangible assets 175

Leasehold improvements 175
Patents, trademarks and copyrights 176
Goodwill 176
Natural resources 179

Other non-current assets 179

Business in practice
The goodwill controversy 178
Capitalising versus expensing 164
Depreciation for income tax purposes 170

The insider’s view
Bill Downey 164
Len Tully 178

So what do you think? 179
Recap 180
Post production news 181
Key terms 181
Exercises 182
Problems 186

Learning objectives 125
Review of the horizontal model column 128
Cash and cash equivalents 129
The bank reconciliation as a control over cash 131

Short-term marketable securities 133
Balance sheet valuation 133
Interest accrual 134

Accounts receivable 134
Bad debts/uncollectible accounts 134
Cash discounts 136

Inventories 137
Inventory cost-flow assumptions 138
Inventory accounting system alternatives 141
Inventory errors 144
Balance sheet valuation at the lower of 

cost or market 145
Prepaid expenses and other current assets 146

Business in practice
Petty cash funds 129
The internal control system 130
The perpetual inventory system 142

The insider’s view
Catherine DeVrye 136
Geoff Newlyn, Robert Spadon 143
Greg Mortimer, Catherine DeVrye, 

Chris Shellabear, Geoff Newlyn, 
Fred Bennett 128

So what do you think? 147
Recap 147
Post production news 149
Key terms 149
Exercises 150
Problems 154

Learning objectives 97
The accounting process 98

The balance sheet equation—a
mechanical key 98

Transactions 100
Adjustments 106
Transaction analysis methodology 108

Business in practice
Bookkeeping language in everyday English 103

Business on the internet 111
The insider’s view

Chris Shellabear, Catherine DeVrye, 
Fred Bennett 99

Ike Bain 102
So what do you think? 111
Recap 111
Key terms 112
Exercises 113
Problems 118

Financial ratios and trend analysis 68
Return on assets 69

The DuPont model, an expansion of the ROA
calculation 73

Return on equity 75
Working capital and measures of liquidity 76
Illustration of trend analysis 79

Business in practice
Establishing a credit relationship 78

The insider’s view
Bill Downey 73
Peter Rix, Janice Carpenter 82

So what do you think? 82
Recap 83
Key terms 84
Exercises 85
Problems 87

viii



C
o

n
te

n
ts

 in
 fu

ll
Chapter 7 Accounting for and presentation of liabilities and owners’ equity 191

Chapter 8 The income statement and the statement of cash flows 235

Chapter 9 Governance and other information 275

Learning objectives 275
Corporate governance 277

HIH royal commission 278
ASX corporate governance council (CGC) 278
Financial reporting misstatements 281
Independent auditor’s report 283

Reporting requirements 284
Explanatory notes and other disclosures 285
Explanatory notes 286

Five-year (or longer) summary of financial data 289

Business in practice
HIH inquiry a wake-up call to business: judge 279

The insider’s view
Howard Whelan, Len Tully 289
Fred Bennett 278

So what do you think? 290
Recap 291
Post production news 292
Key terms 292
Exercises 293
Problems 294

Learning objectives 235
Income statement 237

Revenues 237
Expenses 241
Cost of goods sold 242
Gross profit or gross margin 244
Other operating expenses 246
Income from ordinary activities 247
Income before income tax and income 

tax expense 248
Net income and earnings per share (EPS) 248
Income statement presentation alternatives 250
Unusual items sometimes seen on an 

income statement 252
Statement of cash flows 254

Content and format of the statement 254
Interpreting the statement of cash flows 256

Business in practice
Contract terms 240
Revenue recognition practices of 

dot-com companies 241
Business on the internet 243
The insider’s view

Len Tully, Ian Skinner, Catherine DeVrye,
Peter Rix 258

So what do you think? 259
Recap 260
Post production news 261
Key terms 261
Exercises 262
Problems 266

Learning objectives 191
Current liabilities 193

Accounts payable 193
Short-term borrowings 193
Current maturities of long-term borrowings 196
Unearned revenue (or revenue received 

in advance or deferred credits) 196
Payroll taxes and other withholdings 197
GST obligations—general principles 199
Other accrued liabilities 199
Provisions and accruals payable 200

Non-current liabilities 201
Long-term borrowings 201
Deferred tax liabilities 202
Other non-current liabilities 205
Contingent liabilities 206

Owners’ equity 206
Contributed capital 206
Ordinary shares 207

Retained earnings 212
Cash dividends 212
Dividends and share splits 213
Reserves 216

Business in practice
Interest calculation methods 194 

Electing directors 208
Dividend dates 213

Business on the internet 199
Business on the internet 206
The insider’s view

Graham Twartz 214
So what do you think? 217
Recap 217
Post production news 219
Key terms and concepts 219
Exercises 221
Problems 229

ix



C
o

n
te

n
ts

 in
 fu

ll

Chapter 10 Financial statement analysis 297

Chapter 11 Management accounting and cost–volume–profit relationships 333

Chapter 12 Cost accounting and reporting systems 371

Chapter 13 Cost analysis for planning and control 413

Learning objectives 413
Cost classifications 415

Relationship of total cost to volume of activity 415
Cost classification according to a 

time-frame perspective 416
Budgeting 417

The budgeting process in general 417
The budget time frame 417
The budgeting process 419
The purchases or production budget 423
The cost of goods sold budget 426
The operating expense budget 427
The budgeted income statement 428
The cash budget 428
The budgeted balance sheet 430

The insider’s view
Bill Downey 420
Dale Alcock, Ike Bain, Catherine DeVrye,

Len Tully 443
Greg Mortimer 444

So what do you think? 444
Recap 445
Key terms 447
Exercises 448
Problems 453

Learning objectives 371
Cost management 373
Cost accumulation and assignment 375

Cost relationship to products or activity 377
Costs for cost accounting purposes 377

Cost accounting systems 381
Cost accounting systems—general 

characteristics 381
Cost accounting systems—job order costing,

process costing, and hybrid costing 387
Cost accounting systems—absorption 

costing and direct costing 388
Cost accounting systems in service 

organisations 391
Activity-based costing 391

Business in practice
ABC in action 395

Business on the internet 394
The insider’s view

Vincent Cho 377 
Chris Shellabear, Vincent Cho 390

So what do you think? 396
Recap 397
Key terms 398
Exercises 399
Problems 404

Learning objectives 333
Management accounting and cost–volume–profit 

relationships 334
Cost classifications 337

Relationship of total cost to volume of activity 337
Applications of cost–volume–profit analysis 341

Cost behaviour pattern: the key 341
Estimating cost behaviour patterns 343

A modified income statement format 345
Operating leverage 350

Business in practice
Cost structures of emerging technologies 353
The 1-cent sale 350

Business on the internet 353
The insider’s view

Ike Bain 353
So what do you think? 354
Recap 357
Key terms 358
Exercises 359
Problems 362

PA R T  2 : M A N A G E M E N T  A C C O U N T I N G

Learning objectives 297
Financial statement analysis ratios 298

Liquidity measures 298
Activity measures 300
Profitability measures 304
Financial leverage measures 309

Other analytical techniques 313
Book value per share of ordinary shares 313
Common size financial statements 313
Other operating statistics 314

Business in practice
Credit rating and financial analysis services 299
The leveraged buyout 312

The insider’s view
Fred Bennett 299

Business on the internet 312
So what do you think? 315
Recap 316
Key terms 320
Exercises 321
Problems 322

x



C
o

n
te

n
ts

 in
 fu

ll

Chapter 14 Cost analysis for decision making 461

Appendix 1 Primary Health Care Ltd—Annual report for the year ended 
30 June 2003 499

Appendix 2 From transaction analysis to debits and credits 537

Appendix 3 Time value of money 547

Appendix 4 Solutions to ‘What does it mean?’ and 
‘So what do you think?’ 555

Glossary 583

Index 597

Learning objectives 461
Cost classifications 462

Cost classifications for other 
analytical purposes 462

Short-run decision analysis 463
Relevant costs 463
Relevant costs in action—the special 

pricing decision 466
Relevant costs in action—the make or 

buy decision 469
Short-term allocation of scarce resources 471

Long-run investment analysis 472
Capital budgeting 472
Investment decision special considerations 473
Cost of capital 473
Capital budgeting techniques 474
Some analytical considerations 478
The investment decision 482
Integration of the capital budget with 

operating budgets 484

Business on the internet 468
The insider’s view

Greg Mortimer, Chris Shellabear,
Howard Whelan, Margaret Werner 483

Peter Rix 484
So what do you think? 484
Recap 485
Key terms 487
Exercises 488
Problems 493

Standard costs 432
Using standard costs 432
Budgeting for other analytical purposes 433

Performance reporting 434
Characteristics of the performance report 434
The flexible budget 436

Analysis of organisational units 437
Reporting for segments of an organisation 437
Analysis of investment centres 439
The balanced scorecard 439

xi


