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Week 1  
 

Explain the nature and role of accounting  
Accounting is concerned with the collection, analysis and communication of economic 
information. 
 
Accounting information is useful to those who need to make decisions and plan about 
businesses, and for those who need to control those businesses. Both managers and people 
outside the business may need to information to help make decisions.  
 
It is generally recognised that accounting fills two distinct roles: a ‘stewardship’ role and a 
‘decision-usefulness’ role. Traditionally accounting focused on providing a stewardship – 
reporting the status of transactions for the period. More recently, accounting has been seen as 
a way of assisting a wide range of users to make informed choices about the allocation of 
scarce resources.  
 
Accounting as a service function  
Information must possess certain qualities to be of use. The fundamental ‘qualities’ are: 

- Relevance: must be able to influence decisions.  
It must be relevant to the ‘prediction of future events’ or to the ‘confirmation of past 
events’ or both. To be relevance, accounting information must cross a threshold of 
materiality. Something which has the potential to alter the decisions that users make. 
If the answer is no, then it is not material and therefore should not be separately 
included.  

- Faithful representation: should be complete, neutral, and free from error.  
Both fundamental qualities must be satisfied to be useful.  
 
Further qualities  

- Comparability: help users to identify similarities and differences between items of 
information. This allows for the identification of changes over time and can help 
evaluate the performance of the business in relation to another similar business.  

- Verifiability: something that can be checked and verified to ensure it provides a 
faithful portrayal. 

- Timeliness: be available early enough to be of use.  
- Understandability: should be set out clearly and concisely as possible. It should also 

be understood by those at whom the information is aimed.  
 
Cost and benefits of accounting information 
A particular piece of accounting information should be produced only if the cost of providing 
its less than the benefits, or value, to be derived from its use.  
 
Accounting as an information system 
Accounting can be viewed as an information gathering, processing and communicating 
system which involve the following stages. 

1. Identifying and capturing relevant economic information 
2. Recording the information collected in a systematic manner 
3. Analysing and interpreting the information collected 
4. Reporting the information in a manner that suits the needs of users 
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List the main groups that use the accounting reports of a business entity, and 
summarise the different users  
Main users of information relating to a business organisation 

- Owners 
- Managers 
- Lenders 
- Suppliers 
- Investment analyst  
- Customers 
- Competitors 
- Employees and their representatives 
- Government  
- Community representatives 

 
Compare and contrast financial and management accounting  
 Financial accounting Management accounting 
Nature of reports General purpose Specific purpose  
Level of detail Broad overview Detailed  
Restrictions Accounting standards and 

other regulations 
No restrictions 

Reporting interval Mainly semi-annual or 
annual or quarterly 

When required, often 
weekly or monthly 

Time horizon Mainly historical Both past and future 
Range of information Quantifiable in money 

terms; focus on objective 
and verifiable data  

Can contain non-financial 
information; less focus on 
objectivity and verifiability  

 
Identify the main purpose of a business (while recognising a range of other influences), 
and explain the traditional risk-return relationship  
The main objective of a business is normally to enhance the wealth of its owners. However, 
the needs of other groups associated with the business are still important. If the business 
wishes to survive and prosper over the long term. Satisfying the needs of other groups is 
usually consistent with increasing the wealth of the owners over the long term. There is now 
considerably more awareness of the damage that can be done to individuals, to the 
environment and to society at large, by constrained wealth maximisation. 
 
There is also a need to recognise the need to balance return with the risk level associated with 
the business. The owners will require a minimum return to induce them to invest at all, but 
will require an additional return to compensate for taking risks; the higher the risk, the higher 
the required return. There must be an appropriate balance between risk and return when 
setting objectives and pursuing particular courses of action.  
 
Provide an overview of the main financial reports 

1. Statement of cash flows: the statement that shows the sources and uses of cash for a 
period.  

- Provides information about three types of business activities.  
2. Statement of financial performance/comprehensive income/income statement: the 

statement which measures and reports how much wealth (profit) has been generated 
in a period 

- Shows profitability 


