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                     Abstract
This chapter aims to provide, for all those that pursue a managerial career in the private industry, public sector, government, technological and engineering area, the “core” concepts, principles, rules and techniques of the accounting area. Positioning accounting within its broader social, economic and historical context, this chapter provides useful insights concerning the needs of different users of accounting information and provides a clear understanding of the differences and complementarities between financial and management accounting. In detail, the chapter defines accounting; analyses the evolution of accounting from mediaeval times to present; identifies the users of accounting information and their needs; identifies the objectives of financial reporting; identifies the qualities that make financial statements useful; defines the basic elements of financial statements—assets, liabilities, equity, income and expenses; provides an understanding of the accrual basis and going concern assumptions which underlie the preparation of financial statements; explains the nature and purpose of accounting standards; and introduces the financial statements that appear in a set of published accounts. To complement, the main concepts of management accounting and the distinctiveness and usefulness of the information it provides for decision-making are described.
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                     Notes
	1.A conceptual framework establishes the concepts that underlie financial reporting. It is a coherent system of concepts that flow from the objective of financial reporting (level 1). The purpose of financial reporting provides guidance on identifying the qualitative characteristics that make accounting information useful and the elements of financial statements and assumptions (level 2). The third level identifies the recognition, measurement and disclosure concepts used in establishing and applying the accounting standards to achieve the financial reporting objective. The IASB’s conceptual framework is described in the document, “Framework for Preparation and Presentation of Financial Statements”. It was firstly issued in 1989 and revised in 2010 and 2015. The 2015s revision is expected to be completed in 2016. The analysis provided in this section refers to IASB Conceptual Framework [26].


	2.Currently, financial statement amounts are determined using a variety of measurement bases. Historical cost is used, for example, for cash. Impaired amortised historical cost is used for purchased property, plant, and equipment. Amortised historical cost is used for loans, receivables and long-term debt. Fair value is used for investment securities and derivatives. Entity-specific value is used for impaired inventories and impaired property, plant, and equipment.


	3.The amortised cost is defined in paragraph 6.9 of IASB’s Conceptual framework as following: “The historical cost of a financial asset is initially the value of the consideration given to acquire the asset plus the transaction costs relating to the acquisition. The historical cost of a financial liability (again, sometimes referred to as amortised cost) is initially the value of the consideration received to take on the liability less the transaction costs incurred in taking it on. The subsequent carrying amount of financial assets and financial liabilities measured using amortised cost reflects subsequent changes such as the accrual of interest, changes in the estimates of cash flows (including the impairment of financial assets) and payments or receipts, but does not reflect subsequent changes in prices caused by other factors” [26].


	4.“Assets acquired and the liabilities incurred in transactions that involve no exchange do not have a readily identifiable initial cost. In such cases, current values are sometimes used as a proxy for cost (deemed cost) on initial measurement and that deemed cost is then used as a starting point for subsequent measurement” (Conceptual framework, §6.11) [26].


	5.When price changes are significant, information about the current cost may sometimes be more relevant than information about their historical cost. “The current cost of an asset (liability) is the cost of (proceeds from) an equivalent asset (liability) at the measurement date. Current cost and historical cost are both entry values (i.e. they reflect values in the market in which the entity acquires the asset or incurs the liability)” (Conceptual framework, §6.18) [26].


	6.Because fair value measurement incorporates market information into the financial statements is the most relevant measure for financial instruments in the dominant market environment. Nonetheless, fair value measurement can pose challenges such as the absence of active markets, difficulties to determine fair value estimates in the absence of listed prices, and market illiquidity, such as the one that emerged during the recent credit crunch. For an analysis of the relevance of fair value accounting, see [27, 28].


	7.IASB initial standards are called International Accounting Standards (IAS). IAS were issued by the IASC, predecessor of the IASB till 2000.


	8.In EU countries, IASB standards and interpretations are adopted in the form of Regulation and published in the Official Journal of the European Union (in all the official languages of the UE). Before becoming law in the EU, IFRS must go through due process of endorsement developed by the European Financial Reporting Advisory Group (EFRAG). The EU Regulations adopting IFRS are available at: http://ec.europa.eu/finance/accounting/legal_framework/regulations_adopting_ias/original_text_en.htm.


	9.In 2002, Australia and New Zealand also endorsed the adoption of IASB standards, starting from 2005 and 2007, respectively. That same year, the IASB and the Financial Accounting Standards Board (FASB), the regulatory body of the USA, jointly issued a memorandum of understanding, which formally stated their commitment to converge the standards from both organizations. In 2010, the two Boards started its policy of phasing in adoption of new major standards over several years.


	10.The IFRS regime (“principle based”) allows for a degree of discretion that may led to inconsistent application of the standards across countries. Differences in the implementations of IFRS, different translations of IFRS, the optional treatments allowed under IFRS (the existence of overt option, and/or, covert options, vague criteria and interpretations in IFRS), the use of estimations in IFRS, are among the factors that explain that differences of practice still exist within IFRS usage [34, 35].


	11.Eighty-three per cent of the jurisdictions profiles (116 jurisdictions) require IFRS for all or most domestic publicly accountable entities (listed companies and financial institutions). The remaining 24 jurisdictions that do not yet require IFRS for all or most domestic listed companies already permit IFRS for at least some domestic listed companies.
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Appendices
5   Multiple-Choice Questions

                  	
                    1.
                    
                      The objective of financial reporting places most emphasis on:
	
                          (a)
                          
                            reporting to capital providers.

                          
                        
	
                          (b)
                          
                            reporting to tax authorities.

                          
                        
	
                          (c)
                          
                            providing specific guidance related to specific needs.

                          
                        
	
                          (d)
                          
                            providing information to individuals who are experts in the field.

                          
                        



                    
                  
	
                    2.
                    
                      General-purpose financial statements are prepared primarily for:
	
                          (a)
                          
                            internal users.

                          
                        
	
                          (b)
                          
                            external users.

                          
                        
	
                          (c)
                          
                            tax authorities.

                          
                        
	
                          (d)
                          
                            auditors.

                          
                        
	
                          (e)
                          
                            government regulators.

                          
                        



                    
                  
	
                    3.
                    
                      Net income will result during a time period when:
	
                          (a)
                          
                            assets exceed liabilities.

                          
                        
	
                          (b)
                          
                            assets exceed revenues.

                          
                        
	
                          (c)
                          
                            expenses exceed income.

                          
                        
	
                          (d)
                          
                            income exceed expenses.

                          
                        



                    
                  
	
                    4.
                    
                      Identify the qualitative characteristic(s) that relate(s) to the following sentences:
	
                          (a)
                          
                            Two fundamental qualities that make accounting information useful for decision-making purposes.

                          
                        
	
                          (b)
                          
                            Qualitative characteristic being displayed when companies in the same industry are using the same accounting principles.

                          
                        
	
                          (c)
                          
                            Ignores the economic consequences of a standard or rule.

                          
                        
	
                          (d)
                          
                            Imperative for providing comparisons of a company from period to period.

                          
                        
	
                          (e)
                          
                            Predictive value is an ingredient of this fundamental quality of information.

                          
                        
	
                          (f)
                          
                            Requires a high degree of consensus among individuals on a given measurement.

                          
                        
	
                          (g)
                          
                            Neutrality is a key ingredient of this fundamental quality of accounting information.

                          
                        



                    
                  
	
                    5.
                    
                      Identify if the following sentences are true or false. Justify.
	
                          (a)
                          
                            The steps in the accounting process are identification, recording, control and communication.

                          
                        
	
                          (b)
                          
                            The cost principle dictates that companies record assets at their cost and maintain that until its derecognition.

                          
                        
	
                          (c)
                          
                            Fair value measurement must be used if fair value is higher than its cost.

                          
                        
	
                          (d)
                          
                            The balance sheet is prepared as of a specific date.

                          
                        
	
                          (e)
                          
                            Expenses are recognized when incurred, rather than when paid.

                          
                        
	
                          (f)
                          
                            Revenues are recognized when cash is received.

                          
                        
	
                          (g)
                          
                            Current assets are the ones’ that a company expects to convert to cash or use up within one year or the operating cycle, whichever is longer.

                          
                        
	
                          (h)
                          
                            The statement of financial position is the primary source for evaluating a company’s performance.

                          
                        
	
                          (i)
                          
                            When a company earns incomes, equity increases.

                          
                        



                    
                  
	
                    6.
                    
                      Double entry bookkeeping emerged:
	
                          (a)
                          
                            In the twentieth century.

                          
                        
	
                          (b)
                          
                            To meet the needs with the growing business requirements around the fourteenth century.

                          
                        
	
                          (c)
                          
                            As an invention made by Fra Luca Pacioli.

                          
                        
	
                          (d)
                          
                            But was abandoned for its complexity.

                          
                        



                    
                  
	
                    7.
                    
                      Accounting has a long history because:
	
                          (a)
                          
                            Its origins are placed in the nineteenth century with the industrial revolution.

                          
                        
	
                          (b)
                          
                            Its origins are placed in the Middle Age.

                          
                        
	
                          (c)
                          
                            Its origins are placed in ancient civilizations, dating back to about 4000–3000 B.C.

                          
                        
	
                          (d)
                          
                            Its origins are commented with the printing press.

                          
                        



                    
                  
	
                    8.
                    
                      Identify if the following sentences are true or false. Justify.
	
                          (a)
                          
                            Financial accounting information provides information to users (decision-makers) who are involved in the operations and strategy of the firm. These users are often internal to the firm.

                          
                        
	
                          (b)
                          
                            Although cost accounting information is often used in the financial accounting system, its primary role is to aid managers inside the firm in making operational and strategic decisions.

                          
                        



                    
                  
	
                    9.
                    
                      Identify if the following sentences are true or false. Justify.
	
                          (a)
                          
                            A cost is something used up to produce revenues in a particular accounting period.

                          
                        
	
                          (b)
                          
                            Variable costs are those that are not sensitive to changes in the organization’s activity level.

                          
                        



                    
                  
	
                    10.
                    
                      Identify if the following sentences are true or false. Justify.
	
                          (a)
                          
                            The breakeven point tells us the value and quantity of sales resulting in a zero operating income, information with considerable relevance to decision-makers.

                          
                        
	
                          (b)
                          
                            The requirements to calculate the breakeven point are so simplistic that from its determination it is not possible to make any analysis.

                          
                        



                    
                  


                Multiple-Choice Answers

                  	
                    1.
                    
                      a;

                    
                  
	
                    2.
                    
                      b;

                    
                  
	
                    3.
                    
                      d;

                    
                  
	
                    4a.
                    
                      Relevance and faithful representation;

                    
                  
	
                    4b.
                    
                      Comparability;

                    
                  
	
                    4c.
                    
                      Neutrality;

                    
                  
	
                    4d.
                    
                      Comparability;

                    
                  
	
                    4e.
                    
                      Relevance;

                    
                  
	
                    4f.
                    
                      Verifiability;

                    
                  
	
                    4g.
                    
                      Faithful representation;

                    
                  
	
                    5a.
                    
                      True;

                    
                  
	
                    5b.
                    
                      False;

                    
                  
	
                    5c.
                    
                      False;

                    
                  
	
                    5d.
                    
                      True;

                    
                  
	
                    5e.
                    
                      True;

                    
                  
	
                    5f.
                    
                      False;

                    
                  
	
                    5g.
                    
                      True;

                    
                  
	
                    5h.
                    
                      False;

                    
                  
	
                    5i.
                    
                      True;

                    
                  
	
                    6.
                    
                      b;

                    
                  
	
                    7.
                    
                      c;

                    
                  
	
                    8a.
                    
                      False;

                    
                  
	
                    8b.
                    
                      True;

                    
                  
	
                    9a.
                    
                      True;

                    
                  
	
                    9b.
                    
                      False;

                    
                  
	
                    10a.
                    
                      True;

                    
                  
	
                    10b.
                    
                      False.
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