
Accounting Information for Decision Making 
 

 

Introduction to Accounting 

 

The Accounting Process 
 

Accounting can be defined as the process of identifying, measuring and communicating 

economic information about an entity to a variety of users for decision-making purposes.  

 

1. Identifying Business Transactions 

Occurrences that affect the entity’s financial position, its assets, liabilities and equity items 

must be recorded and reliably measured. These include payment of wages, withdrawals of 

cash by the owners, purchase of an office photocopier, incurring interest on a bank loan and 

the payment of quarterly GST.  

 

2. Measuring of Information 

The analysis, recording and classifying of business transactions. Identifies how transactions 

will affect the entity’s position and groups together similar items (expenses and income). 

The contribution of capital by owners increases the cash at the bank (asset), increasing the 

capital (equity) of the entity.  

 

3. The Communication of Relevant Information 

Prepared in accounting reports (income statement), relevant information is defined as 

information that makes a difference in decision making. Accounting information is needed 

to decide whether to invest in a business and whether the entity has the resources to pay 

debts on time. The process of accounting assists users in the allocation of the scarce money 

resource.  

 

4. Decision Making 

Accounting information is used for a range of decisions by external and internal users.  

 

 

  



Accounting Information and its Role in Decision Making 
 

Accounting information is designed to meet the needs of both internal and external users. 

Internal users are from within the entity who use the information for various management 

functions: 

 

 Make decisions concerning the operations of the business. Assists in management 

planning processes like determining the appropriate sales mix and price of goods, 

forecasting profits and determining the capacity of assets  

 Evaluate success of business in achieving objectives (compares performance against 

past budgets) 

 Weighs up alternatives when investing business resources  

 

External users (the stakeholders) include parties external to the entity who use the 

information to make decisions about the entity: 

 

 Current investors evaluate the managers as custodians of the entity’s assets. 

Examining the stewardship function of management, whether managers have made 

appropriate decisions on behalf of investors, shows the firm’s strategic plan.  

 Prospective investors seek information from entity reports to determine the risk of 

the investment. Financial structure (debt v equity), current financial performance 

and future growth prospects help determine expected capital growth. 

 Suppliers and banks gauge the ability to repay debt and the level of risk in lending 

funds. 

 Employees are concerned of the future prospects of the entity (expansion, 

promotion opportunities) 

 Government authorities like the ATO are interested in reported annual profit and 

GST paid while ASIC determines whether business has complied with Corporations 

Act 2001 and the Australian Accounting Standards. 

 

 

Financial Accounting and Management Accounting 
 

Financial Accounting is the preparation and presentation of financial information to assist 

users to make economic decisions about the entity. Financial statements are directed 

towards the common information needs of a wide range of users.  

 

Management Accounting provides economic information for internal users for core 

activities. The information may also be reflected in financial accounting statements. 

Management accounting is predominantly about planning and decision making for future 



events. Core activities include formulating plans and budgets and providing information to 

be used in monitoring and control within the entity.  

 

 Financial Accounting Management Accounting 

Regulations Bound by GAAP, 

Corporations Act, ASX 

Less formal and not bound 

by external regulations 

Timeliness Information about past 

(historical) transactions 

(outdated picture) 

Can be both historical and a 

projection (budget) 

Level of Detail Quantitative in nature, 

concerns the whole entity 

Much more detailed and 

can tailored to suit needs of 

management. Qualitative 

and quantitative 

Main Users ExternalATO, investors, 

suppliers, consumers, 

banks, employees, interest 

groups 

Internal mainly managers 

within the entity 

 

 

Sources of Regulation 
 

Australian Securities and Investment Commission  

 

Government body responsible for regulating companies, company borrowings and 

investment advisers and dealers. ASIC enforces company and financial services law 

(Corporations Act) to protect consumers, investors and creditors. It promotes confident and 

informed participation in the financial system, makes information about companies 

available to the public and improves the performance of the financial system and its 

entities.  

 

Corporations Act 2001 (Cwlth) 

National legislation dealing with the regulation of companies and the securities and futures 

industries in Australia. Stipulates that disclosing entities prepare financial statements and 

comply with accounting standards and regulations.  

 

Australian Securities Exchange 
 

Stock exchanges assist in regulating companies and ensuring that orderly and fair markets 

are maintained. ASX Listing Rules watch over companies listed ensuring they provide 



adequate disclosures to various stakeholders. Market Rules regulate how trading takes 

place on the ASX by overseeing the operations and behaviour of participating entities.  

 

Australian Competition and Consumer Commission 

 

Administers the Competition and Consumer Act 2010, covering anti-competitive behaviour 

and unfair market practices, mergers and acquisitions and product safety and liability  

Other Government Agencies 

 

 RBA (stability of financial system) 

 Australian Prudential Regulation Authority (APRA)oversees financial institutions 

and is responsible for ensuring financial institutions honour commitments  

 ATO (collects taxes, oversees SMSFs) 

 

 

Australian and International Accounting Standards 
 

Since 2005, Australian entities have complied with International Financial Reporting 

Standards (IFRSs), developed by the IASB. Adoption ensures compliance with internationally 

agreed principles, standards and codes of best practice.  

 

Australian Accounting Standards Board (AASB) is responsible for the development and 

maintenance of high quality financial reporting standards in Australia and to contribute to 

the ongoing development of global accounting standards.  

 

The Corporations Act stipulates that all disclosing entities must apply AASBs in preparing 

their financial reports. 

 

 

Conceptual Framework  
 

Since 2005, Australia has adopted IASB’s framework. The Conceptual Framework establishes 

the objective of financial statements and applies to disclosing entities that are required to 

prepare General Purpose Financial Statements (GPFs). It deals with transactions and other 

events that are not currently included in the accounting standards.  

 

The objective of financial reporting is “providing information about the financial position, 

financial performance and cash flows of an entity that is useful to a wide range of users in 

making economic decisions.”  

 



Qualitative Characteristics of Financial Reports 
 

The Conceptual Framework identifies qualitative characteristics. 

 

Relevance 

The characteristic implies that the information should have predictive and confirmatory 

value for users in making and evaluating economic decisions. Relevance is affected by its 

nature and materiality (include all information if omitting or misstating it could influence 

decision making). 

 

Faithful Representation 

Implies that financial information faithfully represents the phenomena it purports to 

represent. This depiction implies that the financial information will be complete, neutral and 

free from error.  

 

Comparability 

Users of financial statements must be able to compare aspects of an entity at one time and 

over time and between entities at one time and over time. Therefore, the measurement and 

display of transactions should be carried out in a consistent manner throughout an entity.  

 

Verifiability 

Provides assurance that the information faithfully represents what it suggests that it is 

representing. 

 

Timeliness 

Accounting information is available to all stakeholders in time for decision making purposes.  

 

Understandability 

Prepares should present information in the most understandable manner for users without 

sacrificing relevance or reliability.  

 

 

  

Cost Constraint on Financial Information 

Benefits of providing financial information, including improved effectiveness and 
efficiency of decision making by users should outweigh the costs of providing it. Cost 
is the major constraint on the provision of financial information. 



Definition and Recognition of the Elements of Financial Statements 
 

The Conceptual Framework establishes definitions of the elements of financial statements,  

specifying what is required of each of the elements for inclusion in reports: 

 

 Assets: Resource controlled by the entity from which future economic benefits are 

expected inflows (goodwill, inventories, cash).  

 Liabilities: Present obligation arising from past events, the settlement of which is 

expected to result in an outflow from the entity.  

 Equity: Residual interest in the assets of the entity after deducting its liabilities.  

 Income: Increases in economic benefits during the accounting period in the form of 

inflows or enhancements of assets or decreases in liabilities that increase equity. 

 Expenses: Decreases in economic benefits during the accounting period in the form 

of outflows or depletions of assets or incurrences of liabilities that decrease equity. 

 

 

Limitations of Accounting Information 

 

When making investment decisions, investors are increasingly evaluating a company’s social 

and environmental credentials as well as its financial situation. Users must also consider 

limitations of the information provided. 

 

Time Lag: 

There is significant time delay from the end of the financial year until the availability of 

financial statements to users.  

 

 There may be an increase in market competition that can dramatically change future 

demand for an entity’s product 

 Unsettled legal dispute can be resolved  

 Fire and flood can damage an entity’s stockholdings  

 

There will always be some information, despite material information, that is not accurately 

reported by the time the annual report is available to the users. 

 

Historical Information: 

Information does not forecast information but is based on past transactions. Expenses and 

income reported are not an accurate indication of future performance but a guide.  

 

  



Subjectivity of Information: 

There is much subjectivity involved in the process of accounting, such as judgement on what 

items to include in reports for a particular accounting period and the choice of accounting 

methods to adopt.  

 

Potential Costs of Providing Accounting Information 

 

Information Costs: 

Various costs are involved in gathering, summarizing and producing the information 

contained in financial statements. Implementation of accounting software decreases 

information costs but there is substantial collating and printing costs to be met.  

 

Release of Competitive Information: 

Information disclosed potentially contains proprietary information that can be used by 

competitors to strengthen their market position. This includes an entity’s segment 

information like different types of revenue and profitgives user an insight into where 

entity’s main profits are derived and informing competitors of most cost effective segments 

with the highest profit margin.  

 

 

Corporate Governance and Ethics 
 

Corporate collapses in Australia and overseas in early 2000s have raised questions over the 

integrity of accountancy and the quality of financial reporting. Maintaining ethics means 

complying with rules and policies of the entity and having awareness  of the different needs 

of the stakeholders. Increasing expectations from consumers, shareholders and creditors 

force entities to address ethics effectively. Corporate governance structure in an entity 

includes principles such as auditing processes, corporate responsibility and financial 

transparency and information disclosure.  

 

 

 


