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ACCY111 – Accounting Fundamentals in Society 

LECTURE 1: Decision Making and The Role of Accounting in Society 

Readings: Hogget et al chapter 1  

 

Steps in decision making: 

1. Establish goals – what are we trying to achieve?   

2. Gather information on alternatives – what information do we need?   

3. Determine consequences – what are the consequences of different alternatives?   

4. Choose – which course of action will we choose?   

 

Economic decision making: 

• Economic decisions involve economic resources which have a price as they are scarce. 

  

• Economic decisions are made for consumption purposes, investment purposes, and/or financial 

purposes. 

 

• Factors involved include: financial aspects, personal taste, social factors, environmental factors, 

religious and/or moral factors, and government policy.   

 

• Decisions are made in many different market places including the retail market, the whole sale 

market, and the stock market.    

 

Accounting: is a service activity. Its function is to provide and interpret financial information that is 

intended to be useful in making economic decisions.  

Definition: accounting is the process of identifying, measuring, recording, and communicating economic 

information to permit informed judgments and economic decisions by users of the information.    

1. Identifying relevant transactions, e.g. selling goods, paying wages, and providing services, both 

internal (within the one entity) and external (between entities).  

 

2. Measuring the effect of the transaction in money terms.  

 

3. Recording the transaction by classifying it and then summarising the financial data in reports and 

financial statements.    

 

4. Communicating the information by preparing and distributing accounting reports as well as analysing 

and interpreting the information.   
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Accounting in Australia: 

• Self-regulated profession. 

 

• Three major professional associations – CPA Australia (Certified Practising Accountant), the Institute 

of Chartered Accountants Australia (ICAA), and the Institute of Public Accountants (IPA). 

 

• Membership requires tertiary qualification and ongoing professional development. 

 

Ethics and accounting:  

• A high standard of ethical behaviour is in the long-term interests of business entities. 

 

• Financial reports are one of the many control mechanisms designed to assess the accountability of 

management. 

 

• The professional accounting bodies in Australia have set down rules of professional conduct for 

members – known as a code of professional conduct.  

 

• Ethics in practice – identify the ethical issue, analyse key issues and stakeholders, assess 

consequences, select the appropriate course of action. 

 

Users of accounting information: 

1. Internal decision makers (managers, CEOs) – require special purpose financial statements to help in 

planning and controlling the operations of an entity.   

2. External decision makers – receive general purpose financial statements to obtain information about an 

entity.   

There are four categories of external decision makers: 

a. Managers and governing bodies, e.g. unions 

b. Financial institutions, e.g. banks.  

c. Reviewers and overseers, e.g. government agencies 

d. Resource providers, e.g. creditors, investors, suppliers, employees, customers.   

 

Management accounting and financial accounting:  

Management (or managerial) accounting: concerned with providing financial and other information to all 

levels of management in an organisation to enable them to carry out their planning, controlling, and 

decision making responsibilities.  

Financial accounting: concerned with reporting information to external users in order to help them make 

sound economic decisions about an entity’s performance and financial position.       
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Differences: 

 
 

Management Accounting Financial Accounting 

   

Focus Cost behaviour, budgeting, financial 
planning 
 

Overall performance, financial position, 
legal compliance 

Users of reports Internal decision makers 
 

External decision makers 

Types of reports Special purpose financial reports: 
   -Financial budgets 
   -Sales forecasts 
   -Performance reports 
   -Cost-of-production reports 
   -Incremental analysis reports 
 
Do not have to comply with accounting 
standards 
 

General purpose financial reports: 
   -Balance sheet 
   -Income statement  
   -Statement of changes in equity 
   -Statement of cash flows 
   -Incremental analysis reports 
 
Required by regulatory authorities; must 
comply with accounting standards 

Frequency of 
reports 

On-demand/as requested (daily, weekly, 
monthly) 
 

Regular intervals  

Content and 
format of reports 

-Management decides structure and 
content 
 
-Tailored to specific needs of decisions to 
be made 
 
-Relate to particular segments of an 
entity or particular decisions 

-Structure and content are standardised 
 
-Contain historical, verifiable data 
 
-Reflect results of the entity as a whole; 
contain aggregation 
 
-Based on the formal double entry system  
 

External 
verification 

Not required to be audited; however, 
may be verified by internal auditors 

Must be audited by independent external 
auditors who verify that they are true, 
fair, and in compliance with accounting 
standards 

 

Public accounting: offering services to the public such as auditing and assurance, taxation, financial advice, 

and insolvency and administration.   

1. Auditing and assurance services: an audit is an independent examination of a business entity’s 

financial statements. Assurances services include evaluating risk management systems, 

environmental sustainability, and business performance.   

 

2. Taxation services: help minimise the tax liability of the business.  

 

3. Advisory services: advice about accounting processes, budgeting, financial planning, superannuation, 

mergers and takeovers, and capital investment.    

 

4. Insolvency and administration: help businesses with trading difficulties such as paying their short-

term debts and liquidation if recovery is not possible. If a business is unable to pays its debts, it is said 

to be insolvent. 


