
Week 1: 
 

Financial Accounting vs Management Accounting 
 
- Financial accounting directed to external users, such as shareholders, whilst management 

accounting is directed to internal users. 
- The main differences between the two types: 

o Nature of the reports produced: Financial accounting is general-purpose, 
whilst management accounting is more specific. 

o Level of detail: Financial is broader, management goes into finer detail 
o Restrictions: Financial reporting is regulated 
o Reporting interval: Financial is annual, for management it can vary but is 

typically half-yearly. 
o Time horizon: Financial reports are usually historical, backward looking. 

Management typically provides estimates of future performance as well as past 
performance. 

o Range of information: Financial reports are concentrated on quantifiable, 
monetary values. 

 
Financial Accounting 
-  There are three main financial reports: 

o The statement of cash flows: showing the cash movements (in and out) that 
took place over the period.  

o Statement of financial performance/profit and loss statement: also known 
as income statement, shows how much wealth increased, how much profit was 
generated.  

o Statement of financial position (balance sheet): comes at the end of the 
period, commonly known as the balance sheet. This is “static”, concerned with 
the wealth at a point of time, whereas the others are flow concepts. The balance 
sheet details assets, liabilities and owner’s equity. 

 
Management Accounting 
- Management accounting uses financial information, and at times non-financial information, 

in a variety of ways to inform good managerial decisions. 
- It is mainly used to predict future financial performance as part of long-term planning, 

budgeting, cost control and savings, pricing and project appraisal. 
 
Main types of Business Ownership: 
- Types of business ownership: sole proprietorship, partnership and limited company. 
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Week 5: Cash Management and Internal Control  
Internal Control 
- ‘Internal control is a process, effected by an entity’s board of directors, management, and 

other personnel, designed to provide reasonable assurance regarding the achievement of 
objectives relating to operations, reporting and compliance.’ 

- Internal control is basically just a set of policies that prevents fraud from inside a company. 
It makes sure that cash doesn’t go missing – it protects the liquidity of the company.  

- Five integrated components: 
o Control environment - what exactly are you going to control? Your employees, 

your assets? Your accounts receivable? 
o Risk assessment – high risk, low risk? 
o Control activities  
o Information and communication – Communicate to employees  
o Monitoring activities – Monitor and implement the control activities. 

- Some examples of internal control: 
- Relevant to all areas: 

o Segregation of duties 
o Good records maintenance 
o Safeguards 
o Approval authorities 

- Specifically relevant to accounting: 
o Physical audits of transactions 
o Standardised documents 
o Trial balances 
o Bank reconciliation 

- Internal control can be preventive or detective. Preventive ‘prevents’ fraud, while detective 
identifies problems that already exist.  

- Key elements of internal control: 
o Honest and capable staff 
o Clear system of responsibility, authority and separation of duties 
o Proper procedures for processing transactions 
o Production of suitable documents to allow auditing 
o Appropriate control over assets 
o Independent verification of performance 
o Processes for checking the IT system 

- Some ways of implementing internal control: 
o Rotating key jobs – e.g. CEOs do not maintain their role for more than 3 years. 
o Work-life balance – you must take a certain amount of your annual leave, it 

cannot be fully carried over. This is so someone else can look over your work 
and detect fraud. 

o Require two signatures on payments above a specific amount, so they payment 
isn’t between friends and biased.  

o Run spot checks 
o Verify the existence of all assets and liabilities.  

 
- Internal Control and e-commerce  
- E-commerce presents new challenges in internal control.  

o 1. Electronic transactions do not have a paper trail  
o 2. Internal controls need to be inter-organisational 
o 3. New elements of risk  
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- The statement of cash flows tells us how the business has generated cash during the period 
and where that cash has gone. 

- Tracks the sources and uses of cash over time, which is indicative of trends and useful for 
predicting future opportunities and patterns of cash flow. 

- Provides an insight into working capital management. 
- Is a good indicator of debt management practices.  
- Identifies non-operational cash flows. 
 
 
 

Week 9: 
Financial Ratios 
- Provide a quick and simple means of examining the financial health of the business. 
- Simply express the relationship between one figure appearing in financial statements and 

some other. 
- Can be expressed in various forms, e.g. fractions. 

 
Financial ratio classification 
- Profitability – measure of success in wealth creation 
- Efficiency – effectiveness of utilisation of resources 
- Liquidity – the ability to meet short-term obligations. 
- Financial gearing – measure of degree of risk to do with the amount of leverage used to 

finance the business. 
- Investment – measure of the returns and performance of shares held by a business. (not 

particularly relevant to BUSS1030). 
 
The need for comparison 
- Calculating a ratio by itself will not tell you much about the position or performance of a 

business. 
- Ratios need to be compared with some form of ‘benchmark’ so that the information can be 

interpreted and evaluated.  
- For example: past periods, similar businesses, planned performance. 
 
The ratios calculated 
- Best ways to explain ratios is to work through an example: 
- General rule: 

o When a ratio involves a comparison between two statements of financial 
position, we use year-end figures. 

o If a ratio involves both the statement of financial position and the statement of 
financial performance, we would use the average of the two figures from the 
statement of financial position rather than the year-end figure. 

 
Profitability Ratios: 

 
Return on equity (return on ordinary shareholders’ funds) 
- Compares the amount of profit for the period available to the ordinary shareholders’ average 

stake in the business during same period.  
 
Return on capital employed 
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- Commonly done in practice by dividing a business into separate ‘areas’ or ‘departments’ 
for costing purposes and charging overheads differently between areas. For example, 
shipping, storage, production. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Dealing with overheads on a departmental (cost centre) basis 
- Businesses are divided into departments for the following reasons:  

o Size and complexity – It is more practical to run large and complex businesses 
as a series of relatively independent units. 

o Expertise – Each department normally has its own specific activity and is 
managed by a specialist. 

o Accountability – Each department can have its own accounting records to assess 
its performance and encourage staff motivation. 

o Charging overheads to cost units on a department-by-department basis allows a 
fairer and more accurate means of charging overheads. 

 
Activity-based cost (ABC) 
- Activity-based costing – A technique for more accurately relating overheads to specific 

production or provision of a service. 
- Traditional method regards overheads as rendering a service to cost units. 
- ABC sees overheads as being caused by cost units which must be charged with the costs 

they incur. 
- Cost drivers are activities which cause costs, i.e. overheads to occur, e.g. holding products 

in stock. 
 

Week 12: Budgeting 
 
Likely information needed for forecast statements 
- Assumptions and estimates relating to income statement include: 
- Sales—estimates covering the whole range of products or services supplied will need to be 

made. 
- Cost of sales and associated expenses—care will need to be taken to differentiate fixed and 

variable expenses.  
- Depreciation and related costs. 
- Appropriations of profit, including tax rates, dividends and transfers to reserves. 
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