
c05IntroductoryAccountingForSmallBusiness 130 30 August 2014 2:05 PM 30 August 2014 2:05 PMc05IntroductoryAccountingForSmallBusiness 130 30 August 2014 2:05 PM

U
N

C
O

R
R

E
C

TE
D

 P
A

G
E

 P
R

O
O

FS



c05IntroductoryAccountingForSmallBusiness 131 30 August 2014 2:05 PM

OPTIONS

c05IntroductoryAccountingForSmallBusiness 131 30 August 2014 2:05 PM

OPTIONS

c05IntroductoryAccountingForSmallBusiness 131 30 August 2014 2:05 PM

The day-to-day operations of honey bees include collecting 
flower nectar and converting it to honey. You could say honey 
bees have a well-planned business! The day-to-day operations of 
a real small business are examined in chapters 5 to 8. Students 
look at the ongoing activities that take place in an ethical and 
a socially responsible small business that promotes growth and 
success in the business.
 Successful management of a small business involves knowledge 
and skills in accounting, staff management, information and 
communications technology, and the law. Students will draw on 
key knowledge from one or more of these chapters to complete 
Outcome 3 of Unit 1.

ChapTer oUTCome

5 Introductory accounting for small business

Discuss one or more of the 
day-to-day operations associated 
with an ethical and a socially 
responsible small business, 
and apply the operation/s to a 
business situation.

6 Management of staff in small business

7 Information and communications technology (ICT) in small business

8 Legal requirements of small businesses offering goods and services
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Chapter 5

Introductory accounting for 
small business

c05IntroductoryAccountingForSmallBusiness 132 30 August 2014 2:05 PM

Why IT IS ImporTaNT 
Accounting is vital for maintaining the financial health of a business. Accounting starts with 
the recording of business information, leads on to the preparation of reports, followed by 
analysis of the information. This allows a business owner to know how much money is coming 
in and out of the business. Accurate and carefully maintained accounting records build a clear 
financial picture of a business, meaning that the business owner can make informed decisions. 
Accounting makes sure that a business can achieve its objectives and continue to grow.

WhaT yoU WIll learN
Key KNoWledge
Use each of the points below from the Business Management study design as a heading in your summary notes.

INTRODUCTORY ACCOUNTING
FOR SMALL BUSINESS

Reasons for keeping source documents

Elements of a cash book

Taxation obligations and the implications
for decisions on business structure

Purpose of the Goods and
Services Tax (GST)

Concepts used within simple financial
reports, such as the Profit and Loss Report,

Cash Flow Report or Balance Sheet

Price setting strategies, including the
calculation of break-even point

Ethical and socially responsible
management of accounting practices

Key SKIllS
These are the skills you need to demonstrate. Can you demonstrate these skills?
•	 accurately use relevant management terms
•	 research the selected day-to-day operation/s of a small business using print and online sources
•	 acquire and exchange business information and ideas
•	 apply the selected day-to-day operation/s to a practical and/or simulated business situation
•	 discuss the ethical and socially responsible management of the selected day-to-day operation/s.
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Sasy n Savy keeps a lid on costsSasy n Savy keeps a lid on costsSasy n Savy keeps a lid on costsSasy n Savy keeps a lid on costsSasy n Savy keeps a lid on costsSasy n Savy keeps a lid on costsSasy n Savy keeps a lid on costsSasy n Savy keeps a lid on costsSasy n Savy keeps a lid on costs

Accounting is the process that allows a business 
to control basic areas such as cash control 
(making sure there is enough cash to keep the 
business operating day to day) and pricing. For 
Samea Maakrun, who owns Sasy n Savy, this 
means keeping a lid on costs, making suffi cient 
profi t and reinvesting some profi t back into 
growing the business.

Sasy n Savy manufactures natural and 
organic bath, body and hair care products, 
utilising Australian plants and herbs. With 
10 staff and four contractors in Australia, and 
agents in Hong Kong and London, Samea 
sells in Australia at selected retailers, and 
online through her website. She is a qualifi ed 
accountant and is proud to run a debt-free and 
cash fl ow positive business.

However, accounting is not just about 
maintaining fi nancial records. It also focuses 
on making sure the business complies with 
taxation obligations, such as GST and income 
tax. Determining the best price for making a 
profi t is another important area of accounting. 
Sasy n Savy does this by targeting the middle to 
upper end of the market. Its prices are still affordable, however, and the business 
emphasises quality in its products.

Samea Maakrun, owner of Sasy n 
Savy, uses accounting to control 
her costs, maintain her profi ts 
and make sure that the business 
is growing.
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5.1 The accounting system

Key CoNCepT An accurate and up-to-date accounting system including 
financial records is essential. Without this information, the business owner is 
unable to assess past performances or determine future financial requirements.

Structure of the accounting system
Accounting is the process of systematically measuring a business’s fi nancial perfor-
mance. Every fi nancial transaction, from the payment for stock to the sale of an 
item, is recorded in a set of accounts. The information in these accounts is then 
summarised into fi nancial reports which outline the activities of a business over a 
period of time. These fi nancial reports are set out in a standard format so they are 
easy to read, analyse and understand.

During its normal day-to-day operations a business engages in a variety of fi nan-
cial transactions, all of which can be recorded on paper. Cash register dockets and 
credit card or EFTPOS vouchers are all examples of these paper records. As well 
as handing these to a customer, the business keeps a copy, and it is these copies 
that are used to produce the fi nancial reports. Original paper documents recording 
transactions are known as source documents. Source documents are essential for 
the business owner as they provide the basic data necessary for the ultimate pro-
duction of fi nancial reports.

It is important for a business to 
produce fi nancial reports to check the 
fi nancial health of the business.

Input

Input
Source documents
Financial data
Internal data

Source documents
Financial data
Internal data

External data

Internal data

Input Process Output

  Documents

Data collection:
• transactions
• other events

Records

Journals
Ledgers

Reports

Income Statement
Balance Sheet

Cash Flow Statement

Process
Journals/Ledgers

Recognition Reports

Output
Making decisions

The type and format of source documents will vary between businesses, 
refl ecting the differences in operation. There are common features in most records, 
however, including:
• the date the transaction occurred
• the names (and addresses if applicable) of the parties involved
• the nature of the transaction
• the amount of money involved.

Accounting is the process of 
systematically collecting, recording, 
interpreting and reporting fi nancial 
information so as to measure a 
business’s fi nancial performance.

Financial reports summarise the 
activities of a business over a period of 
time.

Source documents are written 
documents that provide evidence of a 
fi nancial transaction.

dId yoU KNoW?
The fi rst book of accounting 
principles was written in 1494, by 
an Italian monk named Paciolo.

dId yoU KNoW?
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The transaction 
is recorded in 
a journal (a 
chronological 
list of transactions).

Source
document

$

Ledger

Businesses record 
the transaction in 
the form of receipts, 
cash register rolls, 
cheque butts etc.

$

Sell goods and services 
to customers

Buy goods and services 
from suppliers

Journal entries are sorted 
into categories of accounts 
(assets, expenses etc.) and 
transferred to a ledger 
(a book of accounts showing 
the transactions for a set 
period and the account 
balances at the end of 
the period).

Account information
is summarised and 
used to prepare 
financial reports.

Financial reports
• Income
 Statement
• Balance Sheet
• Cash Flow
 Statement

Transactions

Journal $

The accounting process. Today, most small businesses use digital equivalents of these forms.

To simplify the recording process, most small businesses use standard printed 
forms. Storing large numbers of source documents and duplicates is an ineffi cient 
way of operating, so recording the information from these documents into journals 
allows the business to keep a chronological summary of all transactions to assist in 
the preparation of fi nancial reports.

Business machines such as cash registers can produce a total of all the cash 
received by the business, and can be linked to a computer to produce this infor-
mation in a journal format. It is useful for the small business owner to be able 
to maintain basic journals, even if they do not have access to a computer pro-
gram that will perform this task for them. Most small businesses will rely on an 
accountant to produce their fi nancial reports, and the accountant requires accurate 
infor mation from the small business owner. Presenting this information in a journal 
format is clearly more effi cient than handing over hundreds of source documents 
and expecting the accountant to make sense of them all.

TeST your understanding
1 What is the purpose of fi nancial records?
2 Examine the fi gure above. In your own words, 

describe the fi ve steps in the accounting process.
3 What are source documents?
4 Why is it important for a business to keep source 

documents?
5 List the common features found on most source 

documents.

apply your understanding
6 Explain why source documents would be needed for 

each of the businesses and individuals involved in the 
following cases.
A Ben fi lls up his business delivery van with diesel at 

his local service station.
B Freda receives a shipment of fl owers for her fl orist 

business from her supplier in Gippsland.
C An electrical contractor wires up a house for a 

builder.
D A plumber purchases pipes and fi ttings from 

a plumbing supplies business, for use in the 
connection of water to a new house.

E A pizza shop provides home-delivered pizzas.

A journal is a chronological list of 
transactions.
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Key CoNCepT Different types of financial transactions require specific source 
documents, depending on whether they are cash or credit transactions. Most 
source documents are automatically generated by machine, although some are 
still hand-written.

Cash receipts 
records
When a business sells goods or services, 
cash fl ows into the business and is called a 
cash receipt. In business, the term ‘cash’ is 
used to include cash and/or cheques. Cash 
is received as a result of the following 
sales:
1  Cash sales. The customer pays cash 

in return for goods or services. This 
money is placed in the cash register. A 
printed receipt is provided to the cus-
tomer as either:
• a cash register receipt — a tear-off 

receipt from a cash register or
• a cash sales docket — a hand-written 

receipt for a cash sale.

2 Credit card sales. Customers may purchase goods and services by using credit 
cards. The details of the transaction are recorded on a credit card sales voucher 
containing the customer’s account details. The customer signs the voucher or 
uses a PIN and receives a duplicate copy.

2 Credit card sales. Customers may purchase goods and services by using credit 

NUGEN SERVICE CENTRE
35 Highway Road, Overton 3258
Tel: 3756 2987    Mobile: 0417 328 756
     ABN: 287 356 429

RECEIPT Date:

Received from:

The sum of:

For:

Signed:

No. :

Cash

Cheque

Credit card
GST included in total

B Gianfelice

Ninety Dollars

Steering adjustment

H Nugen

6 Oct. 2015

5394 

$ 90.00 

A hand-written cash sales docket

Cash receipts represent cash infl ow 
(such as cash sales) that increases the 
cash balance of the business.

A cash register receipt is a tear-off 
receipt from a cash register.

A cash sales docket is a hand-
written receipt for a cash sale, used 
when a customer requires a more 
detailed receipt for tax purposes.

A credit card sales voucher 
records a credit card sale to a 
customer.

ShopRite Supermarket
53 Victoria Pde

Coloville
Phone:(03) 5982 7316   Store: 135
Fax:  (03) 5932 5932   Receipt: 7321

1 San Remo spirals w/ml 500g 1.99
1 Robern diced apricots 175g 2.59
1 Tip Top soy bread 680g 2.98
1 SPC b/beans  425g  1.09
1 SPC b/beans  425g  1.09

Sub = TOTAL   9.72
Rounding   0.02-

Total for 5 items   9.70
Cash         10.00

Change    0.30

GST included in total  0.00

Please retain this receipt 
for refund or exchange purposes.

$

$
$

$

$

$

A printed cash register receipt

HOLLY ROAD BOUTIQUE
5 Dalmina Place, Claverton 3816

Merch ID   27536928
Term ID   Y6B032

Country code  AU
Date & time  12/03/15 16:04
RRN   0001329 025832

Visa 
 5238695214831729 (s)

Credit   A/C
Expires   11/17

Approved   07
Auth. No.  783165

Purchase  $185.75
Total AUD  $185.75

Signature       

 S Blackmore

Record of purchase — sales voucher 

A duplicate credit card sales voucher

5.2 Types of source documents
U

N
C

O
R

R
E

C
TE

D
 P

A
G

E
 P

R
O

O
FS



Introductory accounting for small business • ChapTer 5  137

c05IntroductoryAccountingForSmallBusiness 137 30 August 2014 2:05 PM

3 EFTPOS sales. EFTPOS is an acronym for electronic funds transfer point of 
sale. Using this facility, funds can be transferred from the customer’s bank 
account to the account of the business. The cash register prints a receipt for the 
customer and also records details on the cash register roll, which is the record 
of daily cash sales from a cash register.

4 Payment by cheque. Some customers want to pay for goods and services by 
cheque. Small businesses usually have strict conditions for accepting cheque 
payments. Some businesses will not accept cheques for cash sales unless prior 
arrangements have been made and/or proof of identity is provided. Either 
a cash receipt or a cash sales docket will be given to the customer. All cash 
receipts should show:
• the date
• the amount of cash received by the business — in words, fi gures or both
• general details about the nature of the transaction
• the payer’s name and signature (if applicable)
• the authorisation signature on behalf of the business (if applicable).

Cash payment records
When a business buys goods and services, cash fl ows out of the business and is 
called a cash payment. Small businesses normally use a cheque — an order to the 
bank to pay the nominated amount to a person or business — when making cash 
payments. A cheque is a safe and convenient method of payment.

A cheque consists of two sections:
1 Cheque. This section is completed, signed, torn out of the cheque book and sent 

or given to the creditor (the person to whom the business owes money).
2 Cheque butt. Details of the payment are recorded on this section. Cheque butts 

are kept in the cheque book and used as source documents for future reference.
The cheque and the cheque butt are both numbered to make it easier when 

checking cash records.

Date:

Pay  

The sum of

D SHERVEY

KRS Motorcycles

Two hundred and �fty-�ve dollars ——

D Shervey

2.8.15

$ 255.00

Date:

To:

For:

Forward:

Deposits:

Withdrawals:

Subtotal:

This cheque:

Balance:

275942

2.8.15

KRS Motorcycles

Repairs

385.00

110.00

30.00

465.00

255.00

210.00

Economy Bank
Bendigo, Victoria

No
t 

ne
go

tia
bl

e

Drawer

The date of the transaction is shown

The name is that of the payee

For — purpose, e.g. repairs

Forward — the balance of cash

Deposits — include all receipts
since last cheque was written

Balance — subtotal of above

This cheque — amount of cheque

Balance — cash on hand 

A cheque and a cheque butt

Credit transactions
Some small businesses offer their customers the opportunity to purchase goods 
and services on credit. The customer does not have to pay immediately, but at 
a later date. An invoice — a primary record issued by the supplying business, 

A cash register roll is the record of 
daily cash sales from a cash register.

Cash payments are outfl ows of cash 
from the business for items such as 
stock, wages and settlement of debt 
that reduce the funds a business has in 
the bank.

A cheque is an order to the bank to 
pay the amount written on the cheque 
to the person named on the cheque.

A creditor is a person or business to 
whom the business owes money.

A cheque butt is that portion of the 
cheque retained by the business in 
order to prepare the cash payments 
journal.

An invoice is a primary record issued 
by a supplier, providing details of 
charges to the customer for goods or 
services supplied on credit.
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providing details of charges for goods or services supplied on credit — is used to 
record the transaction. It shows the items purchased and the amount of money that 
the buyer owes to the seller.

SIGNED:

51–53 KNOX ST. KEALY 3859
PO BOX 38 KEALY 3859
Phone: (03) 3265 8974
Fax: (03) 3265 8421
email: www.alpine@gpb.com.au

ALPINE
LIGHTING

Tax invoice
Invoice no. 003 421
Date: 15/11/15
Order no. 01326

J. Sparks
15 Bradford Dr.
Kealy 3859

1

5

QTY ITEM NO. DESCRIPTION GST DISCOUNT
UNIT
PRICE

TOTAL PRICE
incl. GST

TERM: 15 DAYS TOTAL AMOUNT PAYABLE

TOTAL INCLUDES GST

321

489

Switches

Light fittings

$22.73

$40.91

  $25.00

$225.00

$250.00

  $22.72

$2.27

$4.09

–

–

A sales invoice

TeST your understanding
1 When is a cash sales docket issued?
2 Collect and paste in your workbook three examples 

of cash sales receipts. Why should receipts be issued 
when payment is received?

3 Why are credit card and EFTPOS transactions 
considered to be cash transactions, even though no 
actual cash has changed hands?

4 What is the difference between a cash transaction 
and a credit transaction?

5 Explain the importance of a cheque butt.

apply your understanding
6 On 8 October 2015, Omni Electrics received the 

following payments. Using the cash sales docket on 
page  136 as a template, prepare a cash sales docket 
for each of these amounts:
(a) A cheque is received from R Louise for $835.00 

in payment for wiring (receipt number 1380).
(b) A cheque is received from P Costello for $756.35 

in payment for light fi ttings (receipt number 1381).

7 Omni Electrics sells the following goods on credit. 
Using the sales invoice above as a template, prepare 
an invoice for the following customer.
 On 15 August 2015, B Hall, 15 First Ave Valetown 
3256 (customer number 357), invoice number 8760, 
for:
• 15 metres of cable at $18.00 per metre
• 10 light switches at $11.50 each.

8 In your notebook, write out each of the following 
transactions that occurred at Kingsgate Sports Store, 
and indicate whether the fi nancial transaction is a 
cash receipt or cash payment by placing the letter ‘R’ 
or ‘P’ at the end of each transaction.
A Jamahl paid $185.00 for a pair of joggers.
B Leon purchased fi ve tracksuits for $560.00. He 

paid by Mastercard.
C An advertising account of $270.00 was paid to 

the local newspaper.
D Kayako paid $45.00 for a basketball.
E Wages of $450.00 were paid to staff.

dId yoU KNoW?
Cash should never be taken from the 
cash register to make a payment as 
there is no way to formally record it.

dId yoU KNoW?

5.2 Types of source documents
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Key CoNCepT All small businesses should keep an accurate record of cash 
transactions in a cash book. The cash book summarises both cash receipts 
and cash payments, using the appropriate source documents.

recording source documents in
the cash book
As pointed out in section 5.1, information from source documents can be sum-
marised in journals. Cash received by a business is recorded on the duplicates of 
receipts issued to those from whom the cash has been received. The journal that 
summarises this data is known as the cash receipts journal. Payments made by a 
business will usually be recorded on the cheque butts maintained by the business. 
The journal used to list all of these transactions is known as the cash payments 
journal. When these two journals are combined, it is known as a cash book.

Sales 
docket

Cash 
receipt

Sales
receipt

Cheque 
butt

Primary records generated

Entered into a 
cash book (journal)

Financial 
transaction

The recording of source documents in the cash book

A cash book normally consists of two sections, with cash receipts recorded on 
the left-hand side and cash payments recorded on the right. The main benefi t of 
using a cash book is that it allows the small business owner to:
• keep a tight control on the cash
• monitor the business’s cash fl ow position — that is, the money coming into the 

business and the money leaving the business
• determine the cash balance.

The case study on page 140 shows how a small business’s cash receipts and cash 
payments are recorded in a single entry cash book.

A cash receipts journal is a summary 
of all the business’s cash receipts in 
chronological order.

A cash payments journal is a 
summary of all the business’s cash 
payments in chronological order.

A cash book provides a summary of 
all the business’s cash receipts and 
cash payments, and is compiled from 
the receipt and cheque butt source 
documents.

dId yoU KNoW?
A computerised spreadsheet could 
be used to help prepare cash books.

dId yoU KNoW?

A business’s cash fl ow is the money 
coming into and going out of the 
business.

5.3 Elements of a cash book
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Dava’s LandscapingDava’s LandscapingDava’s LandscapingDava’s LandscapingDava’s LandscapingDava’s Landscaping

Dava Norwich is the owner of Dava’s Landscaping. She has just started her business 
and during the month of September the following cash transactions occurred:

These fi nancial transactions must now be recorded into a cash book (see the 
fi gure opposite). As you can see, a separate column is created for transactions that 
occur regularly during the month, such as wages, lease payments and fees.

By examining the cash book it is easy to see where the money is coming from 
(receipts) and where it is going to (payments). A positive cash fl ow occurs when 
the cash received is greater than cash payments — as is the case with Dava’s 
Landscaping for the month of September. As the cash book shows, a balance of 
$3317 is brought forward at the start of October — that is, $6660 minus $3343 
equals $3317.

Dava can control her cash fl ow by recording 
transactions in her cash book.

• 4 September — paid fortnightly lease $440 
(chq. no. 2356)

• 6 September — received fee from client $1750 
(rec. no. 487)

• 9 September — paid Nathan’s Nursery for 
plants $520 (chq. no. 2357)

• 10 September — paid wages $859 
(chq. no. 2358)

• 12 September — paid for repairs to motor 
vehicle $180 (chq. no. 2359)

• 14 September — received interest from the 
bank $218 (rec. no. 488)

• 15 September — purchased printer cartridge 
$45 (chq. no. 2360)

• 18 September — paid fortnightly lease $440 
(chq. no. 2361)

• 21 September — received fee from client 
$2100 (rec. no. 489)

• 25 September — paid wages $859 
(chq. no. 2362)

• 28 September — received fee from client 
$2592 (rec. no. 490).

❛  .  .  . it is easy to see 
where the money 
is coming from and 
where it is going to.❜

5.3 Elements of a cash book
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Dava’s Landscaping
Cash book for the month of September 2015

Receipts Payments

Date Details
Rec. 
no. Fees Other

Total 
receipts Date Details

Chq. 
no. Lease Wages Other

Total 
payments

Sept. 6/9 Fees 487 1750 1750 4/9 Lease 2356 440 440

 14/9 Interest 488 218  218 9/9 Plants 2357 520  520

 21/9 Fees 489 2100 2100 10/9 Wages 2358 859  859

 28/9 Fees 490 2592 2592 12/9 Repairs 2359 180  180

15/9 Cartridge 2360  45   45

18/9 Lease 2361 440  440

   25/9 Wages 2362  859  859

Totals 6442 218 6660 880 1718 745 3343

 30/9 Closing 
balance 3317

6660 6660

Oct. 1/10 Opening 
balance 3317

Dava’s Landscaping cash book

TeST your understanding
1 Name the two journals that are combined to create a 

cash book.
2 Identify the benefi ts of a cash book.
3 Why is cash fl ow management crucial to the 

business’s success?
4 Why would a small business owner normally prefer 

to have a positive rather than a negative cash fl ow?
5 Examine Dava’s Landscaping cash book entries and 

then answer the following questions.
(a) Describe the fi nancial transactions that occurred 

on the following dates:
 (i) 6 September
 (ii) 10 September
 (iii) 18 September
 (iv) 28 September.

(b) What is the total of wages for September? 
Calculate this as a percentage of total payments. 
How would this information be useful to the 
owner?

apply your understanding
6 Juno Roberts owns and operates Nu Look Interior 

Designs and renovates homes and offi ces. She uses a 
van to transport equipment and materials, and employs 
two part-time assistants. Juno asks you to complete a 
cash book for the month of June. She wants the cash 
book drawn up so she can obtain details about fees, 
wages, and motor vehicle and materials expenses.

 Receipts of Nu Look Interior Designs for the month 
of June are:
• 3 June — renovation fee $950 (rec. no. 425)
• 8 June — renovation fee $635 (rec. no. 426)
• 12 June — interest from the bank $250

(rec. no. 427)
• 18 June — renovation fee $2540 (rec. no. 428)
• 21 June — loan from the bank $5000 

(rec. no. 429)
• 29 June — renovation fee $3200 (rec. no. 430).

 Payments for Nu Look Interior Designs for the month 
of June are:
• 2 June — materials $3750 (chq. no. 645789)
• 5 June — wages $1250 (chq. no. 645790)
• 6 June — petrol for van $65 (chq. no. 645791)
• 8 June — materials $2500 (chq. no. 645792)
• 10 June — van insurance $685 (chq. no. 645793)
• 19 June — wages $1250 (chq. no. 645794)
• 25 June — petrol for van $59 (chq. no. 645795)
• 28 June — materials $3590 (chq. no. 645796).
(a) Did Nu Look Interior Designs have a positive or 

negative cash fl ow for June?
(b) What is the total for materials purchases for 

June? Calculate this as a percentage of total cash 
payments.U
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Key CoNCepT A small business has a variety of different taxation obligations 
to both state and Commonwealth governments. Some of these can influence 
the type of business structure selected by the business owners.

Managing taxation information is one of the most important reasons for main-
taining an up-to-date and accurate set of fi nancial records. While the Australian 
Taxation Offi ce (ATO) allows some fl exibility in records systems, it does require 
that records be maintained, be complete and be kept separate from personal fi nan-
cial records. Tax records should always be:
• readily available to record taxation obligations
• up to date and accurate
• stored in a secure location
• presented in a format that is easily understood.

Commonwealth government taxes
Income tax — PAYG
Employers are legally required to deduct tax instalments from an employee’s earn-
ings. If a new employee does not provide a tax fi le number (TFN) then the tax 
must be deducted at the highest rate.

The pay as you go (PAYG) system is the method by which salary and wage 
earners pay tax on their earnings and also the Medicare levy. The employer deducts 
PAYG tax by instalments and then forwards employee contributions to the ATO.

In Australia a progressive tax system is in place. Under this system the per-
centage paid in tax rises at a faster rate than income. For instance, the rate may 
be a certain amount for one income bracket and, as a person’s income increases, 
they may move into a higher bracket of tax and pay a higher percentage of tax (as 
shown in the following table).

PAYG income tax rates, 2013–14

Taxable income Tax on this income

$0−$18  200 nil

$18  201−$37  000 19 cents for each dollar over $18  200

$37 001−$80  000 $3572 plus 32.5 cents for each dollar over $37  000

$80 001−$180  000 $17 547 plus 37 cents for each dollar over $80  000

$180  001 and over $54 547 plus 45 cents for each dollar over $180  000

Company tax
All businesses that have been incorporated — that is, all proprietary and public 
companies — are required to pay company tax. The tax is calculated on the profi t 
of the company at a rate of 30 per cent.

The existence of company tax is relevant to the business structure chosen, as sole 
traders and partnerships do not pay company tax. Sole traders and partners in a busi-
ness are only taxed through the PAYG system on the income they earn from the busi-
ness. Once a business is incorporated it is liable for company tax, while each of its 
shareholders will also be taxed on the personal income they have earned from the busi-
ness. This ‘double taxation’ can be a strong reason not to incorporate, and is the reason 
why many small business owners will choose the sole trader or partnership model.

PAYG is a system whereby tax is taken 
directly from an employee’s salary or 
wage.

dId yoU KNoW?
The ATO is the best free resource for 
any queries a small business might 
have about tax obligations.

dId yoU KNoW?

Company tax is charged against the 
earnings of a company.

5.4 Taxation obligations and business structure
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Fringe benefits tax (FBT)
A fringe benefit is a ‘payment’ or benefit made to an employee or their associate, 
such as a spouse, by an employer that is in addition to their wages or salary. This 
employer may be past, present or future. A third party may also provide the ben-
efit, for example a company car leasing business.

Fringe benefits tax (FBT) is payable by the employer, and is paid at a rate of 
46.5 per cent of the value of the benefit provided. Even though it is the employer 
who has the responsibility of paying FBT, details of all fringe benefits received must 
be shown on the employee’s personal tax return.

Capital gains tax (CGT)
A tax is charged on gains made on the sale of assets acquired after 19 September 
1985. This is called capital gains tax. In the case of a sole trader or partnership, 
there is no separate tax on capital gains; it is merely a component of the business 
owner’s income tax. It is included in the personal income tax return, and calculated 
at the relevant marginal tax rate. There are a number of special concessions avail-
able to small businesses when determining CGT.

A fringe benefit is a benefit provided 
by an employer to an employee or their 
wife or husband in addition to wages, 
superannuation or other traditional 
rewards.

Some of the fringe benefits that must 
be reported to the ATO

Car — e.g. employer leases car
to employee for private use

Housing e.g. employer
provides accommodation

to employee

Debt waiver — e.g. employer 
sells goods to employee
and later tells them they 

do not need to pay 
the amount invoiced 

for the goods.

Expense payment — e.g. employer
reimburses employee for expenses

they incur, or pays a third party
for expenses incurred by employee

Loan — e.g. employer provides a loan to 
employee and charges a low rate 

of interest (or no interest)

Entertainment — e.g. employer provides
entertainment in the form of food,

drink, or recreation to employee

FRINGE BENEFITS

Capital gains tax is a tax calculated 
on transactions involving profit earned 
from the sale of assets.

Anyone selling foreign currency for 
more than they paid for it has made 
a gain and would have to pay capital 
gains tax. A business needs to keep 
records of everything relevant to 
working out whether a capital gain 
or capital loss has been made from a 
capital gains tax event, such as the sale 
of foreign currency, land and buildings 
or shares in a company.
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State government taxes 
on business
State government taxes include payroll tax, stamp duty and land tax.

Payroll tax
Payroll tax is a state tax calculated on wages paid by an employer to their 
employees and payable at the rate of 4.90 per cent. It is paid by businesses which 
pay wages in excess of $550  000 over a full fi nancial year. If one or more different 
businesses are grouped under one ownership structure, the tax is charged on the 
total wages of the combined businesses. Sometimes it may be benefi cial to consider 
this when deciding on business structure.

Stamp duty
Stamp duty is a state tax levied on the transfer of property (land and building 
transfers) and motor vehicles. Depending on the nature of the transaction, duty is 
either charged at a fl at rate or based on the value of the transaction. The value is 
either the market value or the sale price, whichever is greater.

Land tax
Land tax is a state-based tax on land owned by individuals or organisations over 
a certain total value (in 2014 it was $250  000 or more). Certain types of land can 
be exempt, such as land used for primary production or an individual’s primary 
residence.

Land tax is calculated on the site value of the land, as determined by the local 
municipal council. Councils conduct land valuations in their municipality every 
two years.

TeST your understanding
1 What are the requirements for a business owner in 

relation to maintaining fi nancial records for taxation 
purposes?

2 Explain an employer’s obligations in relation to the 
PAYG income tax system.

3 Why might the existence of company tax infl uence 
the ownership structure of a business?

4 What is the difference between fringe benefi ts tax 
and capital gains tax?

5 Explain the operation of each of the following state 
taxes:
• payroll tax
• stamp duty
• land tax.

apply your understanding
6 Calculate the income tax payable by each of the 

following individuals:
(a) Mac has a casual job at a fast food outlet, and 

earned $7840 last fi nancial year.
(b) Jay earned $48  900 from his job as a mechanic.
(c) Chandra and Bec have a business partnership, 

which earned $126  000 in the last fi nancial year. 
They have agreed to divide the proceeds equally 
between them.

7 Denise runs a real estate agency which is registered 
as a proprietary company. She employs eight 
permanent staff and three casuals and paid a total 
of $870  000 in wages in the last fi nancial year. The 
business provides a car each to fi ve of its employees, 
both to assist them to visit properties and for 
their own personal use. Denise regularly uses her 
business contacts to buy cheap properties, renovate 
them, and sell at a profi t. Her business owns its 
own premises, which are currently valued at over 
$1 million.
 Identify and explain each of the Commonwealth 
and state taxation obligations of Denise’s business.

Payroll tax is charged against a 
business based on the payroll of that 
organisation.

Stamp duty is payable by individuals 
and businesses for transactions 
involving the purchase of items such as 
land, buildings and motor vehicles.

Land tax is a tax on land owned by 
individuals or organisations.

5.4 Taxation obligations and business structure
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Key CoNCepT GST was introduced by the Australian Government in 2000 
as a general tax of 10 per cent on all business transactions. After great 
debate some items, such as fresh food, were given exemption.

The goods and services tax (GST) is a broad-based tax of 10 per cent on the supply 
of most goods and services consumed in Australia. 

The GST is paid at each step in the supply chain, with businesses charging GST 
as part of the price of the goods and services they supply. Any business with an 
annual turnover of $75  000 operating within Australia must register for the GST. 
The business is then entitled to claim input tax credits from the ATO for any GST 
included in the price of inputs that the business purchases. This means the con-
sumer bears the cost of the GST, not the business providing the good or service. 
It is the responsibility of the business, however, to pay to the ATO the amount of 
GST collected from the consumer.

The business activity statement (BaS)
The GST requires all registered businesses to prepare a set of accounts — the 
  business activity statement (BAS) — at regular reporting intervals, either monthly 
or quarterly. The key to successfully managing GST reporting and associated ‘paper-
work’, therefore, is to be organised, especially in terms of input tax credits. Failure 
to claim for these credits will result in them becoming a cost to the business.

how does the gST system work?
GST is paid at each step in the supply chain. GST-
registered businesses must include GST in the price of 
goods and services they supply or sell. If you’re regis-
tered for GST, you can claim back the GST included in 
the price of your business purchases as input tax credits.

Registered businesses collect GST from sales to their 
customers, and then claim back the GST on business 
purchases as input tax credits. The cost of GST, therefore, 
fl ows along the supply chain and is fi nally included in 
the price paid by the end consumer.

Consumers cannot claim input tax credits, so while the 
liability for paying the GST rests with GST-registered busi-
nesses and organisations, the economic cost is borne by the 
end customer. This can be seen clearly in the example on 
page 146 of the manufacture and sale of a piece of furniture.

This shows how three businesses, each registered for 
GST, charge and pay the GST. The timber merchant sells 
timber to a furniture manufacturer for $110, including 
$10 GST. The manufacturer uses the timber to make 
a table, which he sells to a furniture retailer for $220, 
including $20 GST. The retailer then sells the table to a 
consumer for $330, including $30 GST.

The timber merchant pays $10 GST to the ATO. The furniture manufacturer, 
who is registered for GST, is entitled to an input tax credit for the $10 GST, which 
is included in the price paid to the timber merchant. The manufacturer will offset 
that $10 against the $20 collected on the sale of the table to the furniture retailer, 
and pay $10 GST to the ATO.

The goods and services tax (GST) is 
a broad-based tax of 10 per cent on 
the supply of most goods and services 
consumed in Australia.

An input tax credit is an allowable 
tax deduction that a business can claim 
for any GST included in the price of 
business inputs.

The business activity statement 
(BAS) records a business’s claim for 
input tax credits and accounts for GST 
payable.

The GST is thought by some to be a regressive tax. A regressive 
tax is where low income earners pay the same rate of tax as high 
income earners. Effectively, this means that the relative tax rate 
increases as a person’s ability to pay it decreases.

5.5 Goods and services tax (GST)
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Timber merchant 
sells timber for $110, 
including $10 GST

Timber merchant’s BAS

GST on sales $10

less input tax credit $0

GST to pay $10 $10 GST paid by timber 
merchant to ATO

Furniture 
manufacturer
sells table for $220, 
including $20 GST

Furniture manufacturer’s BAS

GST on sales $20

less input tax credit $10

GST to pay $10 $10 GST paid by 
manufacturer to ATO

Retailer sells table 
for $330, including 
$30 GST

Retailer’s BAS

GST on sales $30

less input tax credit $20

GST to pay $10 $10 GST paid by
retailer to ATO

Consumer pays $330 (including $30 GST to the retailer) $30 total GST paid

The furniture retailer, who is registered for GST, is entitled to an input tax credit 
for the $20 GST included in the price paid to the furniture manufacturer. The 
retailer will offset that $20 against the $30 GST collected on the sale of the table 
to the consumer, and pay $10 GST to the ATO. The consumer who buys the table 
pays the $30 GST, because consumers cannot register for GST and cannot claim 
input tax credits.

The Australian business number (ABN)
The Australian business number (ABN) is an identifying number that a business 
uses when dealing with other businesses, government departments and agencies. 
The ABN also allows a business to participate in the GST system, because input tax 
credits can be claimed only if a supplier has an ABN. If a business does not have 
an ABN, tax at the rate of 46.5 per cent can be withheld. This is known as with-
holding tax and can be avoided by quoting an ABN on invoices for the supply of 
a good or service.

TeST your understanding
1 What is the GST?
2 What is the effect of the system of input tax 

credits on:
• businesses?
• consumers?

3 Explain the importance of a BAS.
4 Answer the following questions with reference 

to the example of the production of the wooden 
table.
(a) What is the total GST paid in this example?
(b) How was this amount calculated?
(c) Who can claim an input tax credit?
(d) Why does the consumer pay the GST?

5 Why is it important for a business to apply for
an ABN?

apply your understanding
6 An electrical goods manufacturer sold a dozen 

refrigerators to an electrical retailer for $880 each, 
which included $80 GST per refrigerator. The 
electrical retailer then sold each of the refrigerators 
to its customers for $1320 each, including GST.
(a) How much was the amount of GST paid by each 

customer?
(b) In this example, who can claim input tax credits?
(c) What would be the amount claimed as an input 

tax credit for each refrigerator by the electrical 
retailer?

(d) How much would the electrical manufacturer be 
required to pay to the ATO as GST?

(e) How much would the electrical retailer be 
required to pay to the ATO as GST?

How GST would be charged on the 
manufacture and sale of a piece of 
furniture

dId yoU KNoW?
GST or VAT (value added tax) is 
charged at different rates around 
the world. The GST in Australia is 
charged at 10 per cent, while in 
Bulgaria it is 20 per cent and in 
Singapore it is 7 per cent.

dId yoU KNoW?

The Australian business number 
(ABN) is a single identifying number 
that a business uses when dealing 
with other businesses, government 
departments and agencies.

5.5 Goods and services tax (GST)
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Key CoNCepT All small business owners must be able to make judgements 
about the direction of the business at any given time. They will need to be 
aware of whether or not the business is trading profitably, the financial 
status of the business, and whether the flow of cash through the business is 
sufficient to allow the business to pay its debts on time.

Income statement
A business earns income by selling a good or service to its customers. This is 
known as trading. To measure how successful a business is at trading, a fi nancial 
report called an income statement is drawn up. This statement used to be called 
the profi t and loss report. It shows:
• the amount of income or revenue earned
• the costs or expenses incurred in earning that revenue
• whether a profi t or a loss has been incurred in the period under review.

The fi rst step in completing a statement of fi nancial performance is to record 
the revenue, which is the income earned by a business. A café, for example, 
earns revenue by selling food and drinks. The second step is to record the cost 
of goods sold, which is the money spent on purchases of raw materials or fi n-
ished goods for resale, and to use this fi gure to calculate gross profi t. The gross 
profi t/loss is the amount remaining when the cost of goods sold is deducted 
from revenue. The third step is to calculate net profi t. To earn revenue, a busi-
ness will have a variety of expenses. Common expenses include wages and 
salaries, payments for telephone, electricity, postage, motor vehicle expenses 
and so on. A net profi t/loss is the amount remaining when operating expenses 
are deducted from gross profi t. The word ‘net’ means all expenses have been 
deducted.

To understand how a statement of fi nancial performance is set out, look at the 
following income statement for Angelo’s Eatery, an eat-in or take-away café.

Angelo’s Eatery
Income statement for the year ended 

30 June 2015

Revenue $ $

Cash sales 215  000

less Cost of goods sold 90  000

Gross profi t 125  000

less Expenses

Wages
Lease payments
Electricity
Advertising
Insurance
Interest on loan

38  000
20  000

5  500
3  550
2  750
3  500 73  300

Net profi t 51  700

Income statement for Angelo’s Eatery

An income statement is used 
primarily to help the business to 
calculate how much profi t it has made 
over a period of time.

The cost of goods sold is the value 
of stock that a business has sold to its 
customers.

Gross profi t is that part of a business’s 
profi t that represents revenue minus 
cost of goods sold.

Net profi t is the difference between 
the gross profi t and operating 
expenses.

dId yoU KNoW?
A trading business, such as a café, 
shows gross profi t in its income 
statement. A service business 
does not.

dId yoU KNoW?

5.6 Financial reports
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Balance sheet
The balance sheet shows the financial position of a business at a single point in 
time. It records three different accounts — value of assets, value of liabilities and 
proprietorship (or owner’s equity).

To understand how a balance sheet is set out, we will examine Angelo’s Eatery 
again, on the last day of the 2014−15 financial year. Angelo also supplies two other 
restaurants with cakes and breads.

Angelo’s Eatery
Balance sheet as at 30 June 2015

ASSETS $ $ LIABILITIES $ $

Current assets Current liabilities
Cash at bank 
Accounts receivable 
Stock on hand

68  000 
31  200 
22  300 121  500

Accounts payable 35  000

Non-current assets Non-current liabilities
Equipment 
Motor vehicle 
Glasses and cutlery

58  000 
37  000 
12  500 107  500

Bank loan 55  000

OWNER’S EQUITY 
Net profit retained 51  700
Capital 87  300 139  000

Total assets 229  000 Total liabilities and  owner’s equity 229  000

Balance sheet for Angelo’s Eatery

Assets
Assets are items of value owned by a business. The assets of Angelo’s Eatery are cash 
at the bank, accounts receivable/debtors (the money that the other two restaurants 
owe him), equipment (ovens, tables and chairs), a motor vehicle, glasses and cut-
lery, and stock on hand (fruit and vegetables, other food items and wines).

Assets can be divided into two different types:
1 Current assets, which will be used up within one year. Examples include cash at 

the bank and stock.
2 Non-current assets, which will last for longer than one year. Examples include a 

motor vehicle and equipment.

Liabilities
Liabilities are the debts owed by a business to others. Angelo’s current liabilities 
include accounts payable/creditors (the money he owes to other businesses for 
supplies). His non-current liabilities include the long-term loan from the bank 
(mortgage) used to buy the café.

Owner’s equity
Owner’s equity represents the value of the business to the owner. It is sometimes 
called proprietorship or capital, because it represents the money that the owner 
has invested in the business. To calculate Angelo’s equity, total all the assets and 
subtract all the liabilities. This is a basic accounting equation. The two sides of the 
equation must be equal.

Assets − Liabilities = Owner’s equity

The balance sheet shows the financial 
position of a business at a particular 
time.

Equity is the term for funds provided 
by the owner to the business.

5.6 Financial reports
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Cash fl ow statement
As good as they may be, a state-
ment of fi nancial performance 
(the income statement) and a 
statement of fi nancial pos ition 
(the balance sheet) cannot show 
whether the money fl ows in 
to and out of the business are 
smooth and timely. A cash fl ow 
statement is the best indication 
of this.

A cash fl ow statement shows 
the movement of cash receipts 
(infl ows, such as money from 
sales) and cash payments (out-
fl ows, such as payments for 
expenses) over a period of time. 
By regularly comparing the totals 
of receipts and payments, a busi-
ness is able to calculate its sur-
plus or defi cit of cash. This is an 
important indicator of a busi-
ness’s liquidity — the ability of a 
business to pay its debts on time.

TeST your understanding
 1 List the main fi nancial reports and briefl y outline 

what each one reveals.
 2 What is a business’s main use for an income 

statement?
 3 List the three steps necessary to complete 

an income statement.
 4 What does the word ‘net’ signify in accounting?
 5 What is the difference between an asset and a 

liability?
 6 Complete the following accounting equation:
  Assets =  + 
 7 What does owner’s equity represent?
 8 Copy the following list of balance sheet items 

into your notebook and indicate whether they are 
assets or liabilities by placing the letter ‘A’ or ‘L’ 
next to each item: furniture, bank loan, equipment, 
accounts payable, stock on hand, cash at bank, 
mortgage, accounts receivable.

 9 What is the difference between a current asset and 
a non-current asset? Provide two examples of each.

10 Why are accounts receivable/debtors classifi ed as an 
asset and accounts payable/creditors as a liability?

11 What does the cash fl ow statement record?
12 Outline why a toy retailer might experience a 

fl uctuating cash fl ow depending on the time of 
year. Compare your answer with that of other class 
members.

apply your understanding
13 Anita Toparis owns and operates Petal’s Florist. Last 

year she had sales revenue of $285  000. Her cost 
of goods sold totalled $115  000. Her operating 
expenses were: electricity $5000, advertising 
$11  000, interest charges $5000, salaries $62  000 
and rent $25  000. Construct an income statement 
for Anita and tell her whether she has made a net 
profi t.

14 Candice Wahler, an artist, has asked you to help her 
construct a balance sheet.
(a) Briefl y explain to her how a balance sheet is set 

out.
(b) Draw up her balance sheet as at today’s date 

from the following information: cash at bank 
$1500, motor vehicle $10  000, accounts 
payable $6000, equipment $8200, accounts 
receivable $3000, bank loan $13  500 and stock 
$3000.

15 Juanita owns a craft shop. During July the business 
sold $8200 of craft goods and received $200 in 
bank interest. She paid her sales assistant a monthly 
wage of $1350. During this month, the business 
spent $2800 purchasing craft equipment, $350 for 
rent, $750 for insurance and $150 for electricity. 
Prepare a cash fl ow statement for the month of 
July for Juanita’s business. Her opening cash 
balance was $3500.

Angelo’s Eatery
Cash fl ow statement for the year ended

30 June 2015

$ $

Cash infl ows
Net operating activities
Borrowed funds

75  300
55  000

Total cash infl ows 130  300

Cash outfl ows

Wages
Lease payment
Electricity
Advertising
Insurance
Interest on loan

38  000
20  000

5  500
3  550
2  750
3  500

Total cash outfl ows 73  300

Net cash fl ow (TCI–TCO) 57  000

Opening cash balance 11  000

Closing cash balance 68  000 Cash fl ow statement 
for Angelo’s Eatery

A cash fl ow statement shows the 
movement of cash receipts and cash 
payments over a period of time.
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Key CoNCepT One of the most crucial decisions that any business owner has 
to make is to determine the prices at which goods and services are provided 
to customers. This will have a major impact on the success of the business, as 
prices set too high may drive away potential customers, while prices set too 
low may make it difficult to achieve a profit.

price determination
A number of different factors can infl uence the prices a business sets for the goods 
and/or services it supplies. A small business can use any one or a combination of 
the following strategies.

Recommended retail price
Recommended retail price (RRP) is the price recommenced by either a wholesaler 
or the manufacturer of the goods being sold by a retail business. These prices are 
recommendations only, as it is illegal for any manufacturer or wholesaler to dictate 
the price at which any product can be sold to the public. However, the RRP can 
provide useful guidance to the retail business owner, particularly if they are starting 
a new business.

Break-even point
A business can set prices at a particular level in order to generate a certain level 
of profi t using break-even analysis. Break-even analysis is used to determine the 
number of items that need to be sold to break even — that is, to cover all costs 
without making either a profi t or a loss. 

The break-even point is calculated by subtracting variable costs (costs that change 
in relation to the number of units produced or sold, or services performed) from the 
price of each product sold. The result is then divided into the amount for fi xed costs 
(costs that remain the same regardless of the volume of sales or services rendered). 
Break-even analysis (see pages 152–4) can be used to provide an accurate guide to 

the level of profi t that can be achieved for 
each sale above the break-even point.

Percentage mark-ups
Percentage mark-ups are commonly used by 
large retail stores. The cost price is increased 
by a fi xed percentage to arrive at the selling 
price. Assume a sporting goods store has a 
mark-up of 100 per cent. A tennis racquet 
is bought for $200 and, with a 100 per cent 
mark-up, will have a selling price of $400.

The percentage price mark-up is usually 
calculated so that it will allow the business 
to cover costs as well as make a profi t. For 
example, out of a 100 per cent mark-up, 
80 per cent may be necessary to cover costs, 
leaving only 20 per cent as the net profi t on 
the sale of the item.

Break even occurs when the business 
earns enough revenue to cover all 
costs, without making a profi t or a loss.

Examples of fi xed and variable costs

Fixed costs Variable costs

Rent Ingredients

Wages Parts

Insurance Delivery costs

Equipment Shipping charges

Percentage mark-ups increase the 
cost price by a fi xed percentage to give 
the selling price.

5.7 Price-setting strategies
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Price leadership and competition
To follow the prices set by another seller is to acknowledge that business as a price 
leader. For instance, in a shopping centre with a number of shops selling the same 
items the prices set by the most competitive of the shops may be used as a guide 
by the other shops. All businesses need to adjust their prices from time to time 
to ensure their prices are competitive when compared with the prices charged by 
other suppliers in the same market. Special promotions or weekly specials are often 
used to improve the competitive position of a business.

What the market will bear
The most common example of this approach may be seen at an auction. Often it is dif-
fi cult to place an exact value on a house, painting or racehorse, so an auction will be 
held and the people bidding for the item being auctioned determine its value. Not all 
businesses can sell their goods or services through an auction process, so determining 
prices based on what the market will bear often comes down to the experience and 
fl exibility of the business owner. An ability to read and interpret consumer sentiment 
is an important entrepreneurial skill. Listening to customers, and observing industry 
trends and the direction taken by competitors will inform the business owner and 
assist in determining market reactions. The fl exibility to respond quickly to market 
expectations can be the difference between success and failure in business.

Quotes
Some businesses fi nd that setting a standard price for each product or job is not 
appropriate because of the nature of their business. A service business, such as a car 
mechanic, might fi nd that the amount of labour and the cost of materials used vary 
between each job. Preparing a quote for each unique product or job may be a better 
way to determine the price. A quote is an estimate of the costs involved with an indi-
vidual job, plus a certain amount so the business makes a profi t. A quote can some-
times serve as a starting point for negotiating the price between the business and the 
customer.

TeST your understanding
1 From the following table, match the appropriate number (event) and letter (price-setting method).

Event Method of setting prices

1 A house is sold at auction (a) Mark-up

2 A percentage is added to the cost price of the goods (b) Recommended retail price

3 The butchers all copy the prices of Mighty Meats (c) What the market will bear

4 Milk is sold for a fi xed price (d) Price leadership

2 Calculate the selling price for a computer that costs $1000, using a 50 per cent mark-up, an 80 per cent 
mark-up and a 100 per cent mark-up.

apply your understanding
3 List four factors to consider when setting a selling price for the item in each of the following cases:

(a) A small publishing business has developed an idea for a new fashion magazine for 16-year-olds.
(b) John wants to sell his car online.
(c) Troy has won a new mountain bike in a raffl e but doesn’t need it.
(d) Jemma wants to sell her handmade jewellery at markets and on an online share site.

4 Provide three examples of items sold under each of the methods of setting prices. Use the Internet for your 
research.

dId yoU KNoW?
How do you get a real idea of the 
value of a car you might like to buy 
or sell? It is one thing to do some 
research on the online car selling 
websites, but would you base a 
business decision on that? One 
business, Glass’s Guide, provides 
data and business intelligence 
services for the Australian 
automotive community. For over 
50 years they have observed the auto 
market, recording data. They supply 
this information in forms such as 
a certifi cate of value, for a cost, to 
people and businesses.

dId yoU KNoW?

A quote is an estimate of the costs 
involved with an individual job, plus a 
certain amount so the business makes 
a profi t.
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APPLY YOUR SKILLS: Break-even analysis

praCTISe 
yoUr SKIllS

• research the selected day-to-day operation/s of a small business using print 
and online sources

• acquire and exchange business information and ideas
• apply the selected day-to-day operation/s to a practical and/or simulated 

business situation.

Break-even analysis is the 
means by which a busi-
ness can set prices at a 
particular level in order to 
generate a certain level of 
profi t. It is used to deter-
mine the number of items 
that need to be sold to break 
even — that is, to cover all 
costs without making either 
a profi t or a loss. This pro-
vides an accurate guide to 
the level of profi t that can be 
achieved for each sale above 
that break-even point.

Belinda’s Hot BreadBelinda’s Hot BreadBelinda’s Hot BreadBelinda’s Hot BreadBelinda’s Hot BreadBelinda’s Hot Bread

Belinda runs a hot bread shop. It costs her $2.00 to make one loaf of bread, and she 
wishes to sell her bread at $4.00 per loaf. She has fi xed weekly costs of $300 in rent and 
$500 in wages. She wants to determine how many loaves of bread she needs to sell to 
break even. She knows that every loaf sold above that number will generate a profi t.

Break-even point can be calculated by using the following formula:

Break-even point (in units) = Fixed costs
(1)

Selling price – Variable costs

Applying this formula to Belinda’s Hot Bread allows the break-even point to be 
calculated as follows:

Break-even point (in number of loaves) = $800
$4 – $2

= $800
$2

= 400 loaves of bread

So in order to break even, Belinda must sell 400 loaves of bread a week at $4 each. 
Any more than 400 loaves will provide a profi t; any less means she will make a loss. This 
break-even calculation can be checked by the preparation of an income statement.

$
Revenue 400 loaves @ $4.00 1600
less Variable costs 400 loaves @ $2.00 800
Gross profi t 800
less Fixed costs

Rent 300
Wages 500 800

Net profi t $0

❛ She wants to 
determine how many 
loaves of bread she 
needs to sell to break 
even.❜

Loss Profit

The break-even point occurs
when the revenue of the 

business equals total costs.
Profit is zero.

After the business has
reached the break-even

point, every product sold
will lead to more profit

being earned.

A business that does
not cover its costs
will make a loss.
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If Belinda knows that she can bake and sell more than 400 loaves per week, this 
analysis allows her to calculate her potential profi t. If she can bake and sell 100 loaves per 
day, or 700 per week, the following formula can be used to calculate her likely profi t:

Profi t = (Selling price × units sold) − (Variable costs × units sold) − Fixed costs (2)
= ($4 × 700) − ($2 × 700) − $800
= $2800 − $1400 − $800
= $600

It is possible to check this calculation by examining the following profi t or loss 
report.

$
Revenue 700 loaves @ $4.00 2800
less Variable costs 700 loaves @ $2.00 1400
Gross profi t 1400
less Fixed costs

Rent 300
Wages 500 800

Net profi t $600

Break-even analysis can also be used to determine the number of loaves 
that need to be baked and sold to achieve a predetermined profi t. If Belinda 
has decided that she will be happy with a profi t of $400, she can calculate 
how many loaves she would need to bake to achieve this fi gure, using the 
following formula:

Break-even point + Profi t = Fixed costs + Profi t
(3)

Selling price − Variable costs

= $800 + $400
$4 − $2

= $1200
$2

= 600 loaves of bread

An income statement can confi rm this calculation.

$
Revenue 600 loaves @ $4.00 2400
less Variable costs 600 loaves @ $2.00 1200
Gross profi t 1200
less Fixed costs

Rent 300
Wages 500 800

Net profi t $400

Remember these three formulas:

Break-even point (in units) = Fixed costs
(1)

Selling price – Variable costs

Profi t = (Selling price × units sold) – (Variable costs × units sold) – Fixed costs (2)

Break-even point + Profi t = Fixed costs + Profi t
(3)

Selling price − Variable costs

(continued)
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All of this depends on Belinda being able to sell all the bread she bakes. If she 
found that only 500 loaves were being sold each week, but she wanted to maintain 
her profi t of $400 per week, she would have to increase the price of each loaf. The 
following formula will help her to achieve this:

Selling price = Fixed costs + Profi t + (Variable costs × units sold)
(4)

Units sold

= $800 + $400 + ($2 × 500)
500

= $1200 + $1000
500

= $2200
500

= $4.40

The income statement confi rms this.

$

Revenue 500 loaves @ $4.40 2200

less Variable costs 500 loaves @ $2.00 1000

Gross profi t 1200

less Fixed costs
Rent 300

Wages 500 800

Net profi t $400

This last calculation can be used by a small business owner when offering a quote 
for a job. If the fi xed costs, desired profi t, variable costs and number of units required 
by the customer are known, a price can be quoted using this formula.

Remember this formula:

Selling price = Fixed costs + Profi t + (Variable costs × units sold)
(4)

Units sold

TeST your understanding
1 Why would a small business owner fi nd break-even 

analysis a useful tool?
2 Explain the difference between fi xed costs and 

variable costs.
3 How might a house painter make use of break-

even analysis when providing a quote to a potential 
customer?

apply your understanding
4 Brittany is a barista. She rents a stall at the local 

railway station and sells coffee to commuters. Her 
coffee is popular and many clients SMS orders prior to 
arrival at the station. Each cup of coffee sells for $3.

  The following details are provided: the hire of the 
stall is $400 per week, the containers cost $0.50 each, 
the coffee $0.30 and milk $0.20.

(a) What is the variable cost of each cup of coffee?
(b) How many cups of coffee must Brittany sell each 

week to break even?
(c) If Brittany fi nds she can sell 400 cups of coffee 

per week, how much profi t will she make?
(d) If Brittany wanted to make a profi t of $500 per 

week, how many cups of coffee would she have 
to sell?

(e) If Brittany wanted a profi t of $500, but could 
only sell 400 cups of coffee per week, what 
would her new price per cup need to be?

5 Use the ANZ breakeven analyser 
weblink in your eBookPLUS to 
check your answers to question 4.

6 Research the day-to-day operations of a small 
business that you know by fi nding out how the 
owner calculates the prices charged.

eBookpluseBookplus

APPLY YOUR SKILLS: Break-even analysis
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record keeping
All accounting processes depend on how accurately and honestly data is 
recorded in journals from source documents, and is posted to ledger accounts 
and eventually to fi nancial reports. Source documents must be created for every 
transaction, even those in which cash has changed hands. There is a temp-
tation in some cases to receive payment in the form of notes and coin, and 
not record the transaction. If cash received in this way is not recorded, it will 
not show up as business revenue, and will reduce the business’s profi t for the 
year, possibly resulting in a lower tax burden. While reducing the tax burden 
in this way may be tempting, the Australian Taxation Offi ce (ATO) regularly 
monitors small business operators and those found to be evading their taxation 
responsibilities can receive fi nes far in excess of the amount they may believe 
they have saved in tax. Prosecutions for tax evasion can harm the reputation of 
the business, and alienate customers who wish to deal with honest and ethical 
businesses.

gST obligations
One of the stated purposes for the 
introduction of the GST was to make it 
more diffi cult for businesses and indi-
viduals operating in the ‘cash economy’ 
to avoid tax. As has been seen earlier 
in this chapter, while it is the fi nal con-
sumer who bears the cost of the GST, 
the tax is collected at every stage in 
the production of goods and services 
sold to the public. All businesses have 
an obligation to complete a business 
activity statement (BAS) quarterly, not 
only to pay any GST they may have 
collected, but also to claim input tax 
credits. Each BAS will refl ect the sum 
of transactions with customers, but will 
also refl ect fi nancial relationships with 
other businesses, so it is possible for the 
ATO to do some cross-checking of the 
statements of businesses in the same 
industry to confi rm their accuracy.

Failure to declare GST collected from customers, or claiming input credits to 
which the business is not entitled is not only unethical, but illegal, and likely to 
result in prosecution. Tax collected by governments is used to provide schools, 
hospitals, roads and other economic infrastructure, so making a fair contribution to 
the taxation system is socially responsible, in that all citizens and businesses benefi t 
from the services provided by government.

Key CoNCepT All businesses have an ethical and legal obligation to ensure 
all financial records and accounts are accurate. Any temptation to engage in 
creative accounting to portray a more favourable, but inaccurate, financial 
picture should always be avoided.

dId yoU KNoW?
Proper records for taxation purposes 
must be kept for a minimum of 
fi ve years.

dId yoU KNoW?

Completion of activity statements 
reporting and paying the tax 
obligations of the business is a 
legal and ethical requirement of 
all business owners, and cannot 
be avoided.

5.8 Ethical and socially responsible management of 
accounting practices
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reporting practices
Not only are accurate fi nancial reports necessary for taxation purposes, but other 
stakeholders are entitled to access to a business’s fi nancial information. Shareholders 
in a private company are legally entitled to receive fi nancial reports annually, even 
if the company is a small business and the shareholders are family members. To 
pretend that profi t is lower than it should be is to attempt to defraud the ATO. This 
is not only illegal and unethical, but can have other negative consequences. Should 
the business wish to raise additional capital from existing shareholders or from a 
bank, understating profi t may make it more diffi cult to persuade those sources of 
fi nance to lend to the business. If a small business owner decided to sell the busi-
ness as a going concern, any purchaser would want to see fi nancial reports for a 
number of years prior to the sale. Understating profi t or overstating the value of 
assets may prove counter-productive when a potential buyer subjects the reports 
to close scrutiny.

pricing strategies
In a competitive market, pressure from other competing businesses prevents any 
business from charging too much as they will lose market share to those businesses 
charging lower prices. A business has to cover both fi xed and variable costs, and 
still make a reasonable profi t, but attempting to use market position to manipu-
late prices in an anti-competitive manner is not only unethical, but illegal. A fair 
combination of the pricing strategies will enable an ethical small business to sur-
vive and thrive in the marketplace, while maintaining a positive reputation with 
consumers.

responsibilities towards employees 
and other stakeholders
Many small businesses employ a bookkeeper to look after their basic fi nancial 
record keeping. It is clearly unfair and unethical to ask this employee to per-
form their duties in a way which breaches any laws. Similarly, an accountant who 
prepares fi nal fi nancial reports for shareholders, and tax returns based on those 
reports, is required to maintain professional standards in order to be licensed to 
practise. To provide false information to the accountant, which may threaten their 
professional standing and reputation, is also unfair and unethical.

TeST your understanding
1 What are the possible consequences of failing to 

keep complete and accurate fi nancial records?
2 How can the ATO keep a check on the accuracy of 

business activity statements?
3 Why is it socially irresponsible of a business to 

attempt to evade its taxation responsibilities?
4 Explain why it is unwise of a business to produce 

inaccurate fi nancial reports.
5 Identify the ethical responsibilities that a business 

has to its employees and its accountant in the 
maintenance of fi nancial records.

apply your understanding
6 Imagine you are specialising in accounting services 

for small business. Terry, one of your clients, runs a 
home maintenance business. He admits to you that 
he regularly offers a discount to customers who pay 
him in cash, so that he can keep his apparent profi t 
as low as possible to avoid tax, and not have to 
declare every transaction on his BAS.

  In a short essay of around 500 words, explain how 
you would try to convince him to maintain all his 
fi nancial records in an ethical and socially responsible 
manner.

dId yoU KNoW?
Anyone selling a business must 
provide a prospective purchaser 
with a Vendor’s Statement. This 
statement must provide details of 
the business for sale for the last 
two operating years, including the 
lease and all fi nancial/accounting 
records. These records must be 
certifi ed by a practising accountant. 
Prospective purchasers can also ask 
to see the balance sheet and the 
income statement for the business 
for the last two accounting periods, 
the most recent tax assessment by 
the ATO for the business, and any 
quarterly business activity statements 
prepared for the business since the 
end of the last fi nancial year.

dId yoU KNoW?

5.8 Ethical and socially responsible management of accounting practices
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There are times in the life of a business when it will be forced to raise prices. There 
is nothing wrong with this; the business may need to raise prices in response to 
competition, or the cost of materials may increase. An ethical business will use an 
appropriate combination of the pricing strategies to increase its prices. A business 
that offers a value product should not have any problems in raising prices. It is not 
ethical, however, for a business to use its market position to manipulate prices. 
Australia has laws that prohibit anti-competitive practices.

Consumers often complain about rising 
prices; however, for businesses they are 
unavoidable as the business attempts to 
remain competitive and cover increasing 
costs.

Key CoNCepT There is nothing wrong with raising prices, but it is unethical 
to set a minimum price for your product that other businesses can charge.

dId yoU KNoW?
Fluctuating petrol prices are a 
cause of angst for many drivers 
and businesses. Petrol often seems 
to increase in price just in time for 
a long weekend or public holiday. 
The reality is that petrol prices often 
increase because of disruptions to 
supplies in North Africa and the 
Middle East, or because of the 
concern that there will be disruptions 
in these regions. Peak oil experts 
believe that the world has reached 
a peak in oil production, and that 
petrol prices will continue to rise as 
demand outweighs supply.

dId yoU KNoW?

EXTEND YOUR KNOWLEDGE: Ethical pricing
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When it’s right to up the priceWhen it’s right to up the priceWhen it’s right to up the priceWhen it’s right to up the priceWhen it’s right to up the priceWhen it’s right to up the price

When Sophie Blackband wanted to raise the prices at her 
thriving beauty therapy business she had serious reservations 
familiar to many small business owners. Would her clients 
go looking for a cheaper option? Was she raising her prices 
too high? Is now not the time to be lifting prices given the 
wobbly economy?

Four years had passed since she had undertaken a price 
rise. Blackband says lifting her prices was simply good business 
practice to maintain her margins and cover her rising costs.

‘But I haven’t raised all my prices — it’s been limited to 
specialised services like a Brazilian wax, which people come 
specifi cally to me for because it’s such a personal thing,’ she 
says, explaining prices for services such as leg and eyebrow 
waxing have remained the same.

Indeed, many small businesses baulk at raising their prices 
because of the perception they could lose business. But, 
says Simon James, a partner with accounting fi rm HLB Mann 
Judd, it’s a necessary evil because ‘unless you raise prices 
profi t goes backwards’.

James says regular price rises are especially important for 
businesses that have a differentiated rather than a mass-market 
product. He says the best way to convince customers a price rise 
is in order is to ‘focus on differentiating factors’ so customers 
appreciate the value of the service the business provides and 
understand why it’s worth paying a little more.

According to James, it’s not uncommon for a business 
to lose customers when a price rise happens, but this 
won’t necessarily affect the profi tability of the enterprise. 
‘You need to fi gure out whether you’ll be better or worse 
off if you raise prices by say 3 per cent and lose 10 per 
cent of customers. You might fi nd that although you lose 
customers you’re still going to be better off because you 
might lose the customers that haggle on price anyway.’

Llew Jury runs digital marketing fi rm Reload Media. 
He agrees when you raise your prices it’s a risk you’ll lose 
clients, which is why ‘you can only raise your prices when 
you have a critical mass of clients who appreciate the 
quality of your work’.

‘Over the past 12 months we’ve raised prices for new 
clients but we haven’t put up our prices for old clients — 
it’s a stepped process, which gives us time to educate staff 
about how to have the conversation about raising prices 
with clients,’ says Jury, who says staff use a ‘sandwich’ 
communication model when telling clients about price 
rises. The more palatable information is the bread and the 
not so palatable information is the fi lling, with the bread 
cushioning the not-so-tasty news.

Jury explains: ‘picture the top as a piece of bread. At this 
stage you let the client know you appreciate their business. 
The middle, less savoury bit is the part where you explain 
why you’re raising prices. The bottom bit is another good 
piece of information about the great service you provide. 
It’s about packaging up the nasty stuff and using both email 
and verbal communication.’

In terms of fi nding the right level for pricing, Jury says 
it’s all about doing research to make sure you’re not pricing 
yourself out of the market or undercharging.

‘In the digital marketing game you have to compete at 
the right price; we make sure we’re cost-effective in the 
Australian and overseas markets. Most of our competitors 
have an open hand in terms of their prices and you can fi nd 
out at conferences and exhibitions what they charge. Many 
businesses like us also publish their prices on their website, so 
it’s not hard to work out where your prices sit in the market.’

When it comes to dealing with negative client feedback 
to price rises, Jury says around half will question why you’re 
doing it, ‘which means you need to explain that labour 
costs have risen and you need to raise your prices to keep 
in line with infl ation. I usually fi nd the clients that question 
you are the ones that need a bit more help in the transition 
process.’

Ultimately, says Jury, ‘the secret to raising your prices is to 
be very considered. Because the worst thing that can happen 
is having to go back and slash your prices after having raised 
them because you didn’t do enough work before putting 
them up’.

Source: A Cain 2010, ‘When it’s right to up the price’, 
The Age, 2 September.

Pricing can be a sensitive issue. Small 
business owners may lose customers 
if they raise prices, but sometimes the 
price rise that other customers are 
willing to pay makes up for the loss.

EXTEND YOUR KNOWLEDGE: Ethical pricing
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Fixing the priceFixing the priceFixing the priceFixing the priceFixing the priceFixing the price

While it is both unethical and illegal 
for a business to enter into price-fi xing 
arrangements with other organisations, 
at times the Australian Competition 
and Consumer Commission (ACCC) 
still fi nds businesses engaging in this 
activity. In 2013, the Brisbane Federal Court 
found Flight Centre guilty of six charges of 
attempting to induce competitors to enter into 
price-fi xing arrangements with it. 

Flight Centre is a travel company offering domestic 
and international fl ights, holiday packages, cruises, 
hotel deals and travel insurance. It acts as an agent 
for international airlines and distributes their fares to 
customers. The court heard that between 2005 and 
2009, Flight Centre attempted to convince Singapore 
Airlines, Malaysian Airlines and Emirates to agree to 
stop offering and booking international fares at prices 
cheaper than those offered by Flight Centre. The three 
airlines rejected the proposals.

Internal and external Flight Centre emails were shown to the court, 
and Justice Logan, who was hearing the case, said that emails sent in 2009 by Flight 
Centre Chief Executive and Managing Director Graham Turner were evidence of ‘the 
most blatant of all the charged attempts to induce’.

One email, sent to Singapore airlines in 2006, referred to instances where the airline 
was undercutting Flight Centre’s prices. ‘Last year, there were many instances where SQ 
(Singapore Airlines) either undercut or allowed us an insignifi cant margin,’ it said. ‘These 
reduced margins this year have made it diffi cult at times for us to push the agreement 
from a head offi ce perspective and recognition of this issue will help us to achieve our 
collective goals.’ Justice Logan noted that the intent behind the email was very clear.

Flight Centre was later ordered to pay penalties totaling $11 million. ACCC 
Chairman Rod Sims welcomed the court’s decision, saying, ‘The ACCC took this 
action because it was concerned about the potential effect of Flight Centre’s conduct 
on competition and its ultimate impact upon the prices available to consumers.’

and Justice Logan, who was hearing the case, said that emails sent in 2009 by Flight 
Centre Chief Executive and Managing Director Graham Turner were evidence of ‘the 
most blatant of all the charged attempts to induce’.

for a business to enter into price-fi xing 
arrangements with other organisations, 

activity. In 2013, the Brisbane Federal Court 
found Flight Centre guilty of six charges of 
attempting to induce competitors to enter into 

Flight Centre is a travel company offering domestic 
and international fl ights, holiday packages, cruises, 
hotel deals and travel insurance. It acts as an agent 
for international airlines and distributes their fares to 
customers. The court heard that between 2005 and 
2009, Flight Centre attempted to convince Singapore 
Airlines, Malaysian Airlines and Emirates to agree to 
stop offering and booking international fares at prices 
cheaper than those offered by Flight Centre. The three 

Internal and external Flight Centre emails were shown to the court, 
and Justice Logan, who was hearing the case, said that emails sent in 2009 by Flight 

arrangements with other organisations, 

activity. In 2013, the Brisbane Federal Court 
found Flight Centre guilty of six charges of 
attempting to induce competitors to enter into 

Flight Centre is a travel company offering domestic 
and international fl ights, holiday packages, cruises, 
hotel deals and travel insurance. It acts as an agent 
for international airlines and distributes their fares to 
customers. The court heard that between 2005 and 
2009, Flight Centre attempted to convince Singapore 
Airlines, Malaysian Airlines and Emirates to agree to 
stop offering and booking international fares at prices 
cheaper than those offered by Flight Centre. The three 

Internal and external Flight Centre emails were shown to the court, 
and Justice Logan, who was hearing the case, said that emails sent in 2009 by Flight 
Centre Chief Executive and Managing Director Graham Turner were evidence of ‘the Price-fi xing is prohibited by law.

TeST your understanding
Read ‘When it’s right to up the price’, and then answer 
the following questions.
1 Outline how Simon James believes a price rise should 

be explained to customers.
2 How does Reload Media explain price rises to its 

customers?
3 What can a business do to make sure that it is not 

undercharging or pricing itself out of the market?
Read ‘Fixing the price’, and then answer the following 
questions.
4 What offence was Flight Centre charged with in 

2013?
5 Outline how Flight Centre attempted to induce 

the international airlines to enter into price-fi xing 
arrangements.

apply your understanding
6 Is there anything wrong with raising the prices your 

business charges?
7 Do you think that it is ethical for a manufacturer to 

ask retailers to sell its products at a certain price?
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Summary
Types of source documents
• Records and evidence of transactions are important to any business. The evidence 

comes from source documents such as a cash receipt, a cheque or cheque butt, cash 
register printout or a credit card sales voucher.

elements of a cash book
• A cash book provides a format for listing and describing all cash infl ows and 

outfl ows as well as the cash balance, the amount available to the business at any 
one time.

• Cash payments are outfl ows of cash from a business for stock, wages, 
other expenses such as advertising and insurance, and the payment of creditors. 
These payments all impact either directly or indirectly on the income statement. 
Other cash payments for the buying of a non-current asset, the withdrawal 
of cash by the owner and the repayment of a loan only affect the cash fl ow 
statement.

Taxation obligations and business structure
• Businesses are responsible for checking their obligations with regard to PAYG, company 

tax, fringe benefi ts tax, land tax, payroll tax, capital gains tax and stamp duty.

goods and services tax (gST)
• GST is essentially a 10 per cent value added tax imposed on most goods and services. 

It is paid by the customer when buying goods and services and is passed on to the 
business.

• GST collection and payments to the ATO are recorded on the business activity 
statement (BAS), which is also the means by which a business can claim input tax 
credits.

Financial reports
• An income statement is used to help the business to calculate how much profi t it has 

made over a period of time by showing profi ts or loss, expenses and income.
• The balance sheet shows the asset, liability and owner’s equity balances at a certain 

point in time. It is called a balance sheet because at that point in time assets are equal 
to liabilities and owner’s equity.

• The balance sheet records three different accounts — value of assets, value of liabilities 
and proprietorship (or owner’s equity).

• A cash fl ow statement shows the movement of cash receipts (infl ows, such as money 
from sales) and cash payments.

price-setting strategies
• Prices can be set by following a recommended retail price, calculating the break-even 

point, using percentage mark-ups, price leadership, fi nding what the market will bear 
or writing quotes.

• Break-even analysis allows a business to relate prices charged to the fi xed and variable 
costs of providing the product or service to customers.

ethical and socially responsible management of 
accounting practices
• All businesses have both an ethical and legal responsibility to ensure all fi nancial records 

are accurate and are kept according to recognised practice.
• GST obligations to the government, reporting of accurate fi gures to stakeholders, 

fair and competitive price setting, and ensuring employees comply with appropriate 
standards in record keeping are all areas that require an ethical and socially responsible 
approach by business owners.
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review questions
TeST your understanding
 1 The accounting system can be summed up by which of the following processes:

(a) journals — ledgers — balance sheet
(b) journals — profi t and loss — transactions
(c) ledgers — other events — balance sheet
(d) transactions — journals — cash reports.

 2 All but one of the following may be regarded as a source document. The one that is not 
a source document is:
(a) credit card sales voucher
(b) a reminder note
(c) a cheque butt
(d) the receipt duplicate.

 3 A business seeks to keep close control of cash. Which one of the following would not 
help this objective?
(a) the use of a cash book
(b) issuing receipts whenever cash is received
(c) use of computerised records
(d) regular preparation of income statements

 4 Which one of the following is a cash payment?
(a) the declaration that a customer is a bad debt
(b) withdrawal of cash from the business by the owner
(c) offering a sales discount for damaged goods
(d) the purchase of a motor vehicle on credit

 5 A sales invoice contains all but one of the following pieces of data. That is:
(a) the cost price of the goods purchased
(b) the GST charged on goods purchased
(c) the terms of the contract for early payment
(d) the invoice number.

 6 Match the stage in the accounting system with the accounting activity taking place by 
rewriting the following table entries in the correct order.

System stage Activity

Input Preparing journals

Process Presenting an income statement

Output Receiving source documents

 7 State three problems encountered by a business that seeks to continue to make 
payments by cash.

 8 Beatrice has a taxable income of $46  000 for the year 2014–15. Based on the personal 
income tax scales, the tax payable by Beatrice is:
(a) $13  800
(b) $12  000
(c) $13  500
(d) $7650.

 9 Determine the tax payable for 2014–15 on the income amounts shown below.

Taxable income Tax payable

$96  000

$27  000

$54  000

 $6  500
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 10 Which one of the following taxes relates to gains made on the sale of assets?
(a) stamp duty — duties tax
(b) fringe benefits tax
(c) capital gains tax
(d) goods and services tax

 11 Which one of the following is not a state tax?
(a) land tax
(b) company tax
(c) payroll tax
(d) stamp duty — duties tax

 12 Complete the following table by indicating whether the tax stated is a state or a 
Commonwealth tax.

Tax Tax type

Stamp duty (duties tax)

Goods and services tax

Land tax

Capital gains tax

PAYG (pay as you go) tax

Payroll tax

 13 A business charged customers $500 GST on credit sales, was charged $300 GST for 
goods bought on credit from suppliers, collected $900 GST from cash customers and 
paid $700 GST to cash suppliers. The overall effect is:
(a) the business owes the ATO $400
(b) the business is owed $800 by the ATO
(c) the business owes the ATO $200
(d) the business is owed $400 by the ATO.

 14 Use the following table to calculate the GST obligation/refund from the following 
data: cash sales $6000 (GST $600), payments to suppliers $3500 (GST $350), amount 
charged by creditors $2000 (GST $200) and amount charged to debtors $4000 
(GST $400).

Calculation of GST obligation/refund $ $

GST collected from cash sales/revenue

Plus GST charged to debtors

Less GST paid on cash payments

Plus GST charged by creditors

GST obligation/refund

 15 Using relevant items from the following data, determine which of the listed amounts 
represents net profit. 
sales $40  000, computer $3400, wages $6000, materials used $2000, electricity 
$1000, advertising $1500, motor vehicle $24  000
(a) $29  500
(b) $2100
(c) $26  100
(d) $24  100.
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 16 Which one of the following is not an expense against the business?
(a) cost of goods sold
(b) accounts payable
(c) wages
(d) interest on loan

 17 ‘The Lapland’ provides the following items for October.

Receipts $ Payments $

Capital 30  000 Wages 19  000

Loan 15  000 GST paid  7  000

Cash from debtors 17  000 Computer  4  000

GST received 11  000 Drawings 22  000

  Net cash flow would be:
(a) $21  000
(b) $9000
(c) $23  000
(d) $98  000.

 18 To follow the price set by another seller is known as:
(a) what the market will bear
(b) price leadership
(c) recommended retail price
(d) price collusion.

 19 If the cost price of an item is $40 and it is marked up by 80 per cent, the selling price 
will be:
(a) $32
(b) $36
(c) $320
(d) $72.

 20 Students organising a school social decide to charge $15 per person entry. The fixed 
costs, including hire of the hall and hire of the DJ, total $660. Each student will be 
catered for, with finger food costing $5 per head. How many students need to attend 
for the activity to break even?
(a) 10 students
(b) 55 students
(c) 66 students
(d) 71 students

 21 Refer to the school social in question 20. If the entry fee is dropped to $10 per person 
it is calculated that 110 students will attend. The student organisers will then make:
(a) a loss of $110
(b) a profit of $110
(c) a loss of $440
(d) a profit of $330.

apply your understanding
 22 Computerised accounting software programs are able to streamline the accounting 

process. Research one such program and explain its key features, including the type of 
data that need to be entered, and the type of reports that can be produced.

 23 Use the following data to prepare an income statement for the month of August 
(not all the data has to be included in the report): cash fees $27  000, wages $5000, 
advertising $3000, cost of materials $4400, motor vehicles $25  000, loan $10  000, 
rent $2000.

 24 The balance sheet on page 164 as at 30 September has been badly prepared. Rewrite 
the balance sheet correctly.
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Balance sheet for 30 September

Assets $ $ Liabilities $ $

Bank  3  400 Motor vehicles 30  000

Creditors  2  500 Debtors  2  000

Capital 46  000 Stock of materials  1  600 33  600

Loan 10  000 Owner’s equity

Equipment 23  000

+ Drawings  4  000

27  000

− Net profit  5  500 21  500

61  900 55  100

 25 Using the relevant data, determine net cash flow from this operation: cash from 
debtors $22  000, cash fees $14  000, credit fees $19  000, cash paid to creditors $9000, 
stock bought for cash $10  000, wages paid $4000, rent $1000, loan repayment 
$5000.

 26 The following data relates to Computer Capacity.

Income statement for the month of November

$ $

Service fees — computers 8  000

Less cost of materials 6  000

Gross profit 2  000

Less other expenses

Wages 1  200

Advertising  600

Rent  400 2  200

Net profit (200)

  Computer Capacity charges $400 to service computers.
(a) How many computers did Computer Capacity service in November?
(b) What is the average variable cost of servicing computers?
(c) Calculate the break-even point for Computer Capacity.
(d) How many more computers do Computer Capacity have to service to break even?
(e) Calculate gross profit (loss) if Computer Capacity increased the service fee by 

$100, allowing for the fact that only 15 computers will be serviced.
(f) What alternatives, other than increasing prices, are open to the proprietor of 

Computer Capacity in order to make a profit?
 27 Grant runs a small business where he engraves special trophies. Grant designs 

these trophies himself and supplies them at a fee of $30 per trophy. The cost of the 
materials is $14 per trophy. Grant has overhead costs of $3200 per month.
(a) Calculate how many trophies Grant must supply per month to break even.
(b) How much would his sales revenue be at this break-even quantity?
(c) If Grant wanted to make a profit of $1600 per month, how many trophies would 

he need to supply in a month?
(d) If he reduced the sales price to $26 per trophy, how many would he need to 

supply in a month to make the same profit?
(e) Grant discovers that the maximum number of trophies he can supply in a month 

is 300. Suggest two possible reasons why that may be so.
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School-assessed coursework
oUTCome 3
discuss one or more of the day–to-day operations associated 
with an ethical and a socially responsible small business, and 
apply the operation/s to a business situation.

aSSeSSmeNT task — test
 1 A receipt is issued for a cash sale by the business. State fi ve characteristics

that would serve to identify a receipt. 5 marks
 2 A credit card may be described as convenient, secure, expensive and

impulsive. Explain each of these terms in respect to credit cards. 4 marks
 3 On 4 June a business has $340.40 in its bank account. On that day the

owner deposits $415.00 in the bank. On the same day a cheque is written for
advertising for $267.00. Calculate the bank balance after these transactions. 2 marks

 4 A business records a number of transactions in the fi rst week in July. Not all the 
transactions are receipts. Record the relevant transactions in the cash receipts journal.

July 1 Cash fees charged to Kane Crellin $240 (Receipt 221)

  Paid advertising $300

 2 Commission of $160 received from AFL for ticket sales

  Loan $1000 repaid to Jerry Jalopies

 3 Owner contributes $2000 cash and $400 stock to the business

 4 Creditor McDonald paid $500

  Paid insurance $200

  Cash fees charged to Anton Woods $560

 5 $4000 borrowed from Ezybank

  Owner withdraws $500 from the business

Date Details Rec. Bank Cash fees Other revenue Sundries

 6 marks

 5 You are provided with the following income tax table.

Taxable income
Tax bracket 
threshold

Tax on threshold 
amount

Marginal
tax rate on 

amount above 
threshold

$0 to $18  200 $0 $0 Nil

$18  201 to $37  000 $18  200 $0 0.19

$37 001 to $80  000 $37  000 $3  572 32.5

$80 001 to $180  000 $80  000 $17  547 0.37

$180 001 and over $180  000 $54  547 0.45

Determine the tax payable for people with the income stated:
(a) $42  500
(b) $165  700
(c) $21  200. 3 marks
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 6 Are all benefits receivable by employees subject to fringe benefits tax? Respond to the 
following items with TRUE or FALSE.
(a) a calculator
(b) free private health insurance
(c) a briefcase
(d) protective clothing
(e) use of a car for private purposes 5 marks

 7 What is the purpose of fringe benefits tax (FBT)? Explain the obligations of 
both employers and employees in the payment and reporting of FBT to the  
Australian Taxation Office. 3 marks

 8 What does the term ‘GST’ stand for? 1 mark
 9 Use the data provided below to produce an income statement. 

Cash receipts for month of August: Cash fees $6000, cash from debtors $2500,  
GST received $600, loan received $1000, capital $4000,  sale of equipment $700 
Cash payments for month of August: rent $1000, wages $2400, cash paid to creditors 
$2100, GST paid $100, drawings $1300, equipment $2500

Bank balance 1 Aug. $2000
Bank balance 31 Aug. $7400

Income statement
for the month of August

Revenue $ $

Gross profit

Less expenses

Net profit

Note: Materials used are $100 less than cash paid to creditors. 5 marks
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 10 Prepare a cash flow statement using the data taken from the statement of receipts 
and payments shown in question 9.

Cash flow statement
for the month of August

Cash inflows $ $

Total cash inflows

Cash outflows

Total cash outflows

Net cash flow

Bank balance 1 Aug.

Bank balance 31 Aug.

 8 marks
 11 State and explain three different methods of setting prices. 6 marks
 12 What is meant by the term ‘break-even’? 2 marks
 Total: 50 marks
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