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The Fundamental Characteristics of Accounting Information

and how the Fundamental Characteristics relate to each other

Shuzo Funamoto

ABSTRACT

The objective of this paper is to define the fundamental
characteristics of accounting information and how the fundamental
characteristics relate to each other. The primary qualities of
accounting information are relevance and reliability. If either of
those qualities is completely missing, the information will not be
useful. To be relevant, information must be timely and it must
have predictive value or feedback value or both. To be reliable,
information must have representational faithfulness and it must be
verifiable and neutral.

Although financial information must be both relevant and
reliable to be useful, information may possess both characteristics
to varying degrees. It may be possible to trade relevance for
reliability or vice versa, though not to the point of dispensing with
one of them altogether.

Although there seems to be considerable support for the view
that reliability should be the dominant quality in the information
conveyed in financial statements, even at the expense of
relevance, while the opposite is true of information conveyed
outside the financial statements.

Criteria for formally recognizing elements in financial
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statements call for a minimum level or threshold of reliability of
measurement that should be higher than is usually considered
necessary for disclosing information outside financial statements.
The contents of this paper are as follows.

I
I
I

=< =

The Nature of Information

Usefulness of Information

A Confirmation of Representational Faithfulness of
Information

The Nature of Trade-offs between Relevance and Reliability
The Relationship of Trade-offs and User’s Preferences
Examples of Trade-offs
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