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What is financial accounting?
-financial accounting is identifying, measuring, recording, and communicating (IMRC) financial information about business activities of an entity to external and internal users 
-financial information is communicated through financial statements 
 	-Statement of Financial Position (SFP)
 	-Income Statement (I/S)
 	-Statement of Retained Earnings (SRE)
 	-Cash Flow Statement (CFS) 
 	-Statement of Changes in Equity (SCE)

Accounting and Capital Allocation 
-accounting supports/promotes efficient allocation of resources
-the accounting profession has the responsibility of measuring company performance accurately and fairly on a timely basis which enables investors and creditors to assess the risks and returns of different investment opportunities 

Information Symmetry 
-information symmetry is when stakeholders have equal access to all relevant information 
 -leads to efficient and effective flow of capital 

Information Asymmetry 
-information asymmetry is when there is limited or unequal access to information (ex. management has access to more information than others) 
-leads to an inefficient capital market place because investors may discount share prices, require higher costs of capital, or may choose not to invest in the market 
-two types:
 	1)Adverse Selection
 	     -capital marketplace may attract the wrong type of company (companies  
                    that have the most to gain from not disclosing information) 
 	2)Moral Hazard 
 	     -people will often evade responsibilities if they think no one is watching 

Standard Setting 
-accounting standards help reduce information asymmetry by requiring that transactions be recognized, measured, presented, and disclosed in a specific way 
-without a common set of standards it would be impossible to prepare statements that could be compared 
-this common set of standards and procedures is called generally accepted accounting principles (GAAP)

1)International Financial Reporting Standards (IFRS) 2001
-a public company must follow IFRS 
-International Accounting Standards Board (IASB) sets IFRS 
 	-objective is to harmonize accounting standards worldwide
-IFRS Foundation monitors activities of IASB
-primary sources of IFRS include IFRS standards, International Accounting Standards (IAS), IFRIC interpretation bulletins 
-secondary sources of IFRS include pronouncements of other standard-setting bodies, other accounting literature, and accepted industry practices 
-secondary sources cannot overrule primary sources 

2)Accounting Standards for Private Entities (ASPE)
-a private company can follow IFRS or ASPE 
-Accounting Standards Board (AcSB) sets ASPE 
-the Accounting Standards Oversight Council (AcSOC) monitors AcSB 
-primary sources of ASPE include CICA Handbook and accounting guidelines
-secondary sources of ASPE include industry guidelines, exposure drafts, textbooks, periodicals, research papers
-secondary sources cannot overrule primary sources 

3)Financial Accounting Standards Board (FASB)
-in the United States 






