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Solutions Manual Chapter 1: 
What is Accounting?
1.1 Different people will have a different perspective about what constitutes ‘accounting’. At the core, it involves providing an ‘account’ to another party, or to help us achieve certain outcomes. As the book (pp. 3–4) notes, at a very broad level, ‘accounting’ can be defined as:
a process of collecting, summarising, analysing and communicating information to enable users of that information to make informed decisions. It involves the provision of information about aspects of the performance of an organisation to a particular group of people with an interest, or stake, in the organisation – we call these parties stakeholders.
At the outset, it is emphasised that ‘accounting’ goes beyond just providing financial or economic measures and it goes beyond simply providing information for ‘business purposes’.

1.2 As pages 7–8 of the book explain with respect to the role of accounting:
· ‘Accounting’ provides information (financial, social, and environmental) to guide decisions by people both within (internal to) the organisation and people outside (external to) the organisation;
· The information collected and reported will be influenced by what aspects of performance management believes it needs to monitor, control, and/or improve as well as what aspects of performance it believes it needs to disclose to people outside the organisation;
· ‘Accounting’ provides the mechanism by which organisations can inform stakeholders about the extent to which the actions for which an organisation is deemed to be responsible have actually been fulfilled.
1.3 This book emphasises that accounting can be quite a technical process which can create various social and environmental effects. Some examples of how accounting reports can create social impacts would include:
· A balance sheet might be prepared which suggests that the level of debt of an organisation might be so high that the organisation might not be able to pay its debts as and when they fall due. As a result of receiving this information, customers and suppliers might decide it is too risky to transact with the organisation. At the extreme this could cause the organisation to no longer be able to operate and this might lead to losses of jobs as well as reduced demands for goods and services from other organisations, all of which might create social impacts.
· An account might be released about employee injury rates. As a result of this information being produced this could create innovation in work practices and better safety, all of which would generate social benefits.
· An account might be released projecting the cost of manufacturing a product under two alternative scenarios which might be to maintain the current workforce and produce the products manually or to replace the workforce with machinery. If the financial costs of the second alternative are lower, then this might lead to the retrenchment of staff, and this would cause social costs.
· An organisation might produce an account of its waste water which shows that large amounts of polluted water from the factory are being released into the river. As a result of seeing this data, management might put in place water recycling initiatives and this will generate environmental benefits.
1.4 The practice of accounting can lead to the generation of reports that might or might not be generated in financial terms. We might have financial accounts, social accounts, and environmental accounts. We might also have accounts that integrate information about the financial, social and environmental performance of an organisation. 
1.5 This question emphasises the subjective nature of decisions pertaining to accountability and ‘accounting’. That is, the answer provided here is a matter of personal opinion. If we believe that an organisation has a responsibility to minimise its environmental impacts, then we would believe that it needs to be accountable for such impacts, thereby necessitating the need to provide an ‘account’. The decision about ‘to whom to report?’ is also subjective, but in broad terms, those stakeholders impacted (positively or negatively) by the impacts have a right to related information.
1.6 We often receive a variety of ‘accounts’ from different organisations, even though they might not be identified specifically as accounting. Accounting is everywhere!
· For example, when we receive our phone bill, that is an account of what charges we have incurred.
· When we look at a food label for information about nutrition, that is an ‘account’.
· If you go to McDonald’s for a burger there will be information about the kilojoules associated with each meal – that is an ‘account’.
· When our children tell us what they did with their pocket money – that is an ‘account’.
· When we receive information about the visitors to a music festival, how much alcohol they consumed, what sort of injuries were incurred – that is an ‘account’.
The point to be made here is that ‘accounting’ and ‘accounts’ can take on many forms.
1.7 For information to be ‘useful’ it needs to have certain attributes, or characteristics. Primarily, or fundamentally, the information needs to be relevant (be capable of changing a decision) and faithfully represent (be reliable and therefore ideally be free from error, complete and balanced) what it purports to represent. 
To further enhance the usefulness of information, the information should also be comparable (to enable comparisons across time, and between organisations at a point in time); be verifiable (meaning if different people had access to the same underlying data they would derive the same measures); be understandable to the recipients intended to receive it; and the information should be produced on a timely basis (old information tends to lose its relevance, albeit could become more reliable if further auditing or verification of the data is being undertaken).
1.8 If information is not relevant then it really does not matter how reliable (or representationally faithful) it is. However, if information is likely to be relevant, then it is then very important that the information is reliable, otherwise wrong decisions might be made on the basis of this information which in turn can have potentially costly implications. Useful information should have both relevance and reliability.
1.9 Accountants are very powerful members of society. Many decisions are made on the basis of accounting information and these decisions can have a multitude of social and environmental implications. Further, ‘accounting’ for something tends to make that aspect of an organisation’s operations visible. Conversely, if something is not accounted for then it might go unnoticed and unmanaged. Accountants and the ‘accounts’ they generate therefore can impact how much support an organisation receives from different stakeholders. To make informed decisions requires relevant and reliable information. Information gives us the ‘power’ to make informed decisions, and ‘accountants’ provide such information. They therefore can be seen as, in a sense, distributing power (the power to make informed decisions).
1.10 Page 6 of Chapter 1 defined a stakeholder as:
any group or individual who can affect, or is affected by, the achievement of an organisation’s objectives. 
Therefore, the stakeholders of an organisation could include owners or investors, loan providers, employees, customers, suppliers, government and local communities.
If managers define their stakeholders broadly, and if they believe they have a responsibility to provide information to stakeholders about how those stakeholders are influenced/impacted by the organisation then the nature of the ‘accounting’ undertaken will tend to be broad in nature. As page 8 notes, if we were to embrace a narrow view that an organisation was only responsible for its financial performance and that the responsibility for such performance was restricted simply to a narrow group of stakeholders such as owners (shareholders) and loan providers (creditors), then such an organisation might decide to only produce financial accounts, and those accounts would only be distributed to owners and creditors. This would be considered a very restricted, or narrow, view of accountability.
By contrast, if an organisation’s managers believed that they also had a responsibility for the organisation’s social and environmental performance, and that this responsibility is extended to all affected stakeholders, then such an organisation would also produce various social and environmental accounts (as well as financial accounts) and would generally not restrict access to such accounts (for example, they might make the information available on their website). This would represent a broader view of accountability.
1.11 The students’ answers to this will vary widely. What should be of interest is whether they have considered they are a stakeholder of a particular organisation because of the impacts they have on that organisation, or because of the impacts the organisation has on them. For example, they might consider they are a stakeholder of their university because of the way the university can impact them through the quality of the education provided, the values that the university might instil, and the ‘contacts’ that the university has helped to create. They might also consider they are a stakeholder of the university because of the money they provide to the university through student fees, and how the student’s efforts and opinions can influence the ‘success’ of the university in such pursuits as attracting further students.
1.12 Again, who is a stakeholder of a university would be matter of opinion. Students should be able to justify why they identified an organisation/individual as a stakeholder and perhaps they might consider discussing some of the information the various stakeholders should receive about the organisation’s performance. Some stakeholders would include:
· Students
· Staff
· Funding institutions
· Local businesses
· Travel providers
· Residents around the university
· Recruitment agencies
· Government agencies
· Overseas education agents
· Local community and sporting groups
· Local support networks
1.13 No they would not. A manager who considers that the organisation has a narrow set of responsibilities (such as to maximise profits) might consider stakeholders to be current and potential investors, lenders and creditors. By contrast, a manager who thinks that an organisation has a responsibility for its social and environmental impacts and for the health and safety of employees throughout its supply chain would have a much broader notion of the organisation’s ‘stakeholders’ and would have a much broader view about the nature of ‘accounting’ to be employed, and therefore about the nature of the ‘accounts’ to be produced.
1.14 Again, this is a matter of judgement – but hopefully students will say ‘yes!’ By considering the environment and future generations as stakeholders this will act to increase the range of aspects of performance that need to be measured, controlled and reported. It is also consistent with the notion of sustainable development.
1.15 There could be many answers here. Answers could include:
(a) 	profits generated for the year; amounts owed to creditors; fair value of property, plant and equipment; financial cost of inventory
(b) 	details of training provided to staff (perhaps information about the amount spent on training within the year, the nature of the training, and who received the training); details of workplace injuries; details of support for local sporting clubs; details of efforts undertaken to ensure that workers within the supply chain are treated fairly.
(c) 	amount of water used or recycled within the year; amount of greenhouse gases generated during the year (with information about what activities generated the GHGs, how the emissions were calculated, whether there were targets, whether the targets were achieved, and if targets weren’t achieved then what remedial action is in place); information about any environmental prosecutions against the organisation.
1.16 (a) The answer to this would be directly related to the perceptions held about the responsibilities of the organisation and how far these responsibilities extend. If a relatively broad approach to stakeholder identification is used then the general manager would gather information about the various social and environmental impacts being created as a result of the organisation’s operations (and this consideration should extend across the supply chains of the organisation and also extend across the life cycle of the organisation’s products and services) and who was being impacted. Some prioritisation of these impacts would then be required to determine which stakeholders particularly need to be considered. 
(b) Following on from the above, the decision about what to report is directly influenced by why the organisation is reporting, and the related judgement about to whom it is reporting – see the accountability model on page 20. The decision about what to report will be determined through some form of stakeholder engagement with the stakeholders identified as described above.
1.17 	As page 9 and 10 of the book indicate, a useful definition of ‘accountability’ is provided by Gray, Adams and Owen (2014, p. 50), this being: 
The duty to provide an account or reckoning of those actions for which one is held responsible. 
Gray, Adams and Owen (2014) also emphasise that accountability involves two key responsibilities or duties:
1. to undertake certain actions (or to refrain from taking actions) in accordance with the expectations of a group of stakeholders
2. to provide a reckoning, or account, of those actions to the stakeholders.
We can also consider the following definitions of accountability:
Accountability involves an obligation to answer for one’s decisions and actions when authority to act on behalf of one party (the principal) is transferred to another (the agent) … Accountability requires openness, transparency and the provision of information, and the acceptance of responsibility for one’s actions. Source: Barton (2006), p. 257.
Accountability is acknowledging, assuming responsibility for and being transparent about the impacts of your policies, decisions, actions, products and associated performance. Source: AccountAbility (2008), p. 6.
[Accountability is] the obligation of an individual or organization to account for its activities, accept responsibility for them, and to disclose the results in a transparent manner. Source: BusinessDictionary (2017).
1.18 This is best summarised by Figure 1.2 on page 9 of the book:
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What the diagram depicts is that here is a direct relationship between the responsibilities (or duties) that managers believe their organisation has, and the accepted accountabilities. The argument is that, if the managers of an organisation accept a responsibility to particular stakeholders for certain aspects of performance, then they also accept that those stakeholders have a right to information about those aspects of the organisation’s performance.
1.19 Again, different managers will do this differently. If we look at Figure 1.2 provided above then it is really all about determining what the responsibilities of an organisation are, and that ultimately influences to whom the organisation owes an accountability.
1.20 No, we would not expect all organisations within the same industry to generate and provide the same accounts, as different managers will have different perceptions (perhaps because of differences in the managers’ age, background, culture, education, professional affiliations, and so forth) of organisational responsibilities and accountabilities. Nevertheless, there can be some level of commonality within an industry across time as some disclosure practices within an industry effectively become institutionalised and thereafter become accepted as the legitimate way to report. Also, within an industry, the organisations would have similar stakeholders and similar impacts, therefore there would be an expectation that reporting would be similar – but there would still be some differences.
1.21 Accounting is both a technical and social practice. It is a very technical practice, with quite detailed rules about how particular aspects of performance, or particular resources, are to be measured and reported. For example, large organisations are typically required to prepare financial statements that comply with various corporations law stipulations and accounting standards – some of which can be quite complicated.  Other forms of accounting that address aspects of an organisation’s social and environmental performance can also be very technical in nature. For example, in many countries, there are government bodies that have developed water accounting standards, which explain how to prepare and present reports involving the recognition, quantification, presentation and disclosure of particular items relating to water use. Many countries also require particular measurement practices to be used by large organisations regarding the greenhouse gas emissions that have been generated as a result of their operations. Approaches to accounting for occupational health and safety, which relates to a component of an organisation’s social performance, can also be very technical in nature, with different forms of injury being defined and measured in specific ways.
The way in which the readers of the various accounts then use the data can ultimately generate various social impacts. Various people throughout society use accounting reports to make decisions. If this was not the case, then preparing the reports would fundamentally be a waste of time. And the decisions the account readers will make, such as whether they will continue to support an organisation, can have various social implications. For example, if we decide to invest in a company because of the reports we have received then this will potentially create employment opportunities which would lead to social benefits. If a report is released which shows that a company is generating a great deal of waste/pollution then this might reduce the demand consumers have for its products. This might create some negative social impacts through the potentially lost jobs, but it could create positive environmental benefits if the polluting activities are discontinued.
1.22 The statement that ‘information provides power’ refers to the perspective that to make an informed decision requires relevant and reliable information. Those stakeholders that have relevant and reliable information are likely to make better decisions than those without. In a sense, the useful information provides the stakeholders with power to make better decisions relative to those stakeholders without such information.
1.23 If an organisation reports information that suggests that it might not be able to pay its debts as and when they fall due then this might have consequences for the support the organisation receives from various stakeholders, such as investors, lenders, suppliers, prospective employees, customers, and so forth. With reducing financial support, the organisation might need to stop producing particular goods or services, employing staff, acquiring materials from other organisations, contributing to local community initiatives, paying taxes, and so forth. This can all create various social costs.
1.24. The responsibilities that we believe an organisation has in terms of the types and breadth of responsibilities, and to whom those responsibilities are owed, will be influenced by our own values and beliefs. Our values and beliefs will be influenced by various factors including our family and friends, our workplace, our education, the professional associations we are members of, the sporting clubs we are members of, our culture, our religion, and the types of news media we read or listen to.
1.25 There is a general view that a manager cannot manage something in the absence of collecting appropriate information. That is, ‘you cannot manage what you don’t measure’. What aspects of performance are to be managed will depend upon the perceived responsibilities of the organisation. Other factors to consider will be perceptions about the relevance and reliability of the data to be collected, available measurement and reporting frameworks, and costs and benefits associated with collecting particular information.
1.26 Expectations about the responsibilities and accountabilities of organisations change across time and this has direct implications for the types of accounts being produced. For example, a number of decades ago there was little attention from the community on issues associated with the treatment of workers within supply chains. This has changed however, and now people expect organisations to report information about how it ensures that workers employed in supply chains are properly treated. The same sorts of comments can also possibly be made about issues relating to climate change and animal welfare. Changes in the way markets are organised (for example, greater globalisation and greater outsourcing) and in how members of society interact (for example, evolving social media and an increasing reliance on cashless transactions) will also lead to changes in how accounting is undertaken.
1.27 The answers to these questions ultimately relate to the ‘why report?’ question which is the first step in our four-step accountability model. The answer to this question then influences the following three steps, which are the ‘to whom to report?’, the ‘what to report?’ and the how to report? 
(a) 	For example, as pages 23 and 24 of the book note, if an organisation’s reporting is motivated exclusively by managerial reasoning and strategising (for example, it is primarily focused on increasing the wealth of the owners and/or managers), the stakeholders to whom that organisation’s reporting is directed might be narrowly defined as those who hold and exercise the greatest economic power, or influence, over the organisation. Conversely, reporting motivated by ethical/moral reasoning will seek to address the information needs of a broader range of stakeholders. Specifically, a broader ethical approach to reporting would direct the reports towards those stakeholders most affected by the operations of the organisation, regardless of the economic or other power held by those stakeholders, and would focus on issues such as various stakeholders’ ‘right to know’.
(b) Once we have answers to the ‘why report?’ and ‘to whom to report?’ questions we can then answer the ‘what to report?’ question. For example, if we have decided that the targeted recipients of the information are shareholders, then we might decide that the most relevant information is information about the financial performance and financial position of the organisation.
(c) Once we have addressed the first three steps of our four-step accountability model we can then determine where the information is best reported. For example, if we have arrived at the decision that investors are our targeted audience and we believe that financial reports are what they want/need then we might produce financial statements and make them available on the organisation’s website. We would reasonably assume that all investors would have access to the internet.
1.28 There will obviously be many different answers to these questions and these differences will be due to differences in opinions about a university’s responsibilities and accountabilities. Some possible answers to this are provided in the following table (note that this only represents a very limited number of the possible answers).
	Question
	Answer

	(a) To whom should a university provide accounts?
	Current, prospective, and former students, government, staff, suppliers, lenders, local communities.

	(b) What information should be included within the accounts?
	Number of students enrolled in different programs, trends in enrolments, amount of government funding, amount of funds coming from different categories of students, cash flows, assets, obligations, emissions data, waste generated, water consumed, initiatives to reduce environmental impacts, support of various community-based projects, sporting programs.

	(c) How/ where would a university report these accounts?
	It would be expected that most of the information would be provided on the university’s website. Various measurement and reporting frameworks would be used, perhaps to measure and report financial performance, GHG emissions, waste generated, water used, and so forth.



1.29 (a) What information the bank collects and reports will be influenced by the bank managers’ perceptions of responsibilities and accountabilities. Whether the information produced by the bank will satisfy our needs or wants for information will be related to the bank’s motivations for reporting. The information we, as stakeholders of the bank, will want will also be influenced by our expectations about how a bank should operate. If we, for example, believe that a bank has responsibility for how the funds it advances to businesses are used, then we might want information about its lending policies. For example, does it loan funds to gambling-related organisations, organisations that mine coal, organisations with poor labour practices, and so forth. By contrast, if we were only interested in making financial gains then we might simply want information about the social financial performance and financial position of the bank.
(b) Whether the bank reports the information will be influenced by various factors, such as whether the managers believe they have a responsibility and associated accountability in relation to particular aspects of performance. Other factors to consider would be perceptions about the relevance and reliability of the information and the costs and benefits associated with collecting and reporting the information. The availability of appropriate measurement and reporting frameworks will also impact the disclosures being made.
[bookmark: _GoBack]1.30 As social media has changed this has influenced the reporting approaches adopted by organisations. Social media provides a ‘timely’ way in which organisations can report and companies often use social media to respond to criticisms in the news media, or to quickly provide information in relation to a crisis that might have arisen. Most organisations now have Facebook, Twitter and LinkedIn accounts and often use YouTube to share information with different stakeholders. Accountants need to be familiar with such media, as well as the advantages and disadvantages associated with using them.
1.31 As we know from page 24 of the book, in his widely cited book Capitalism and Freedom, Friedman (1962, p. 133) rejected the view that corporate managers have any moral obligations or responsibilities, noting that such a view
shows a fundamental misconception of the character and nature of a free economy. In such an economy, there is one and only one social responsibility of business [and that is] to use its resources and engage in activities designed to increase its profits as long as it stays within the rules of the game, which is to say, engages in open and free competition, without deception or fraud.
Managers who agree with Friedman’s narrow perspective on corporate responsibilities might not be in favour of collecting and disclosing information about social and environmental performance unless they felt that disclosure would ultimately lead to financial benefits that favour investors. Additionally, they would not be responsive to the concerns held by those stakeholders who do not have the power to influence the successful operations of an organisation.
1.32 This question should generate a number of different answers. The answers will be influenced by perceptions about what are the responsibilities of an airport in terms of to whom the organisation has accountability, and for what aspects of performance it is accountable. If we are to accept that stakeholders impacted by an organisation have a right to information about how that organisation is working to reduce (or not) those impacts, then information about the impacts should be reported.
© 2020 Cengage Learning. All Rights Reserved. May not be scanned, copied or duplicated, or posted to a publicly accessible website, in whole or in part.
image1.png
FIGURE 1.2 The relationship between responsibility, accountability and accounts
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