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UNIT ONE Acccounting ; The Language of Business
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Chapter One Accounting and Its Purpose

% AR B

Part I TEXTGE3D)

Accounting is an infor%%ﬁm designed to record, classify and
summarize systematically' significant financial information about an iden-

tifiable entity, analyse and interpret its results in money terms. Accoun-

tancy is sometimes used as alternate expression, especially for the prac-
tice of accounting. A person who specializes in this field is an accountant.

Accounting is an interesting field of study that has many use in soci-
ety. As an information system,accounting provides necessary information
to management and those outside the firm to aid their decision making.

An understanding of the principle of accounting is essential to any-
one who is interest in a successful career in business. For example, Can a
manager afford to increase his employee’s wages? Does the banker from
whom a loan is being requested think the business will be able to pay its
debts when they become due? What are corporate profits? One cannot
answer such questions without understanding the accounting informa-
tions.

The purpose of accounting is to provide information concerning the

financial affairs of a business. This information is needed by owners,
managers, creditors, and governmental agencies.
The management of every profit—oriented business must keep fore-

most in its thinking two primary objectives: Profitability and Liquidity.

Profitability , that is the ability to make enough profit to attract and hold
investment capital. Liquidity,is also called “solvency”, means having e-
nough cash on hand to pay debts when they fall due. Accounting is the
process by which the profitability and liquidity of a company can be mea-

sured. So accounting has often be called “the language of business. ”

the defination of ac-

counting

the purpose of account-

ing

two primary objectives
of a profit — seeking

business.



Part 1 Vocabulary ( * means special terms) & (F * ﬂ'ﬂ%]%llk'ﬂl[)

* accounting

* information system
design [di'zain] vt.
record [ri'ko:d Jvt.
classify [kleesifai Jvt.
summarize[ 'saAmaraiz Jvt. vi.
systematically[ ,sistimaetikali Jad.
significant[ sig'mifikont Ja.

* financial information

identifiable [ai'dentifaiobl Ja.

* entity ['entiti Jn:

X

analyse ['zenalaiz Jvt.
intepret[in'to:prit Jvt.
* money terms (or monetary terms)

management [ 'mzenid3zment Jn.

* firm [fam]n.
aid Leid Jvt.
decision [di'sizen]n.

understand {\ando'staend Jvt.
principal ['prinsapal Ja.

principle [prinsopl ]n.

essential [i'senfal]

successful [sek'sesful Ja.

career [ka'ria In.

afford [o'fo:d vt.

increase Lin'kri:s Jvt.

employee [\imploi'i; In.
* loan [lounn.

*

debt [det n.

become due

% profit [profit In.
purpose ['pa:poasn.
concern ['kan'sen Jvt.

* financial affair [a'fealn.

* owner[ 'sunan.

manager| 'meenid3a n.
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* creditor[ 'kredita |n.
government[ 'gavenment Jn.
agency [eid3ensi In.

* profit-oriented business
foremost ['formaust Jad.
objective [ob'dzktiv In.

* profitability [,profita'biliti In.

* liquidity ['likwideiti ]n.
attract [o'treekt Jvt.

* investment [in'vestmant |n.

* capital[ 'kaepitl ]
* solvency ['solvensin.

* cash on-hand

* fall due
process ['prosesn.
measure ['me3on.

Part I
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Review Questions (8 3J&&)

1—1. What does the term of “accounting”mean? What term is used as an alternate? What is person

who specialized iﬂ_’ghe field called?

1—2. What is the purpose of accounting?

1—3. Explain the meaning of “profitability”and “liquidity”?
What is the synonym of “liquidity”?

1—4. Do you think accounting is an interesting field of study? Why?

1—5. What does “entity”mean?

1—6. Give an example which can illustrate the words of “loan”,“debt”, and “creditor”.

Part IV
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SHB—NMEBHHRFITR, EHE EARRT. A -NMEERE, 2B EEY
RESNFHRBMRBEEFLDEAFEE BB II/E L S FRE.

StFEA—UBENTRBADNERYERA LIS BRI EFRERE S VLEN. BN
i, 2EET AEBRELE R TR IR EF 7R RIER T 7 B iFE R RKN
BATF T L BEE BB BT Al it AR WAIER S D X F X RS, MESHEE &
RITEEER

£t E IR BRAE A R BT FETMRFEE . XE8EE R E EFEE  FAAMBUR LA
iE, .

BRIV ERYLR, FLANZRERITEERER - BAFEAIMANE. BAGED
B G FREUR B A AR S R SRR AR RS . W, XABREES , W BHRER EBHERT
e IR S WS . HERAE SIS ERETSHBFRTHE . L SHEH
Wh“BTET”.

| Part V EIEEBRAREEER
1—1. “Accounting” XM RIBRHAER? TRBOARMTA? TETXNMTUHARIRIEFA?

% ; Accounting is an information system designed to record,classify and summarize systematically
signficant financial information of an identifiable entity,analyse and interpret its results in
monetary terms. Accountancy is used as alternate, The person who specialized in this field
is called an “accountant”.

1—2. £t BERRH4A?

% . The purpose of accounting is to provide information concerning the financial condition of an
entity. -

1—3. R “RFIER S "F“ K aE"H & X . Liquidity 8IE) AR 47

(R ¥ “Profitability and Liquidity B8 X)

% . Profitability is the ability to make enough profit to attract and.hold investment captial , Liquid-

ity is the ability to pay debt when they become due. The synonym of liquidity is ”solven-
cy”. .
1—4. BT INAS TR BREENEIR TR, b4
L (FBEFRTEHRE, XRARSEZRIERD
Yes,I think so. Because it is very useful in socity,for example, ;*+**

1—5. "entity” Bt A B2

% ."Entity”in Chinese is “3F{£&”. It means independent accounting unit (J# 37.%% B f BLAL).

1—6. 2B BY Loan,debt 0 creditor IX=AMAMEE.

' % . Assume that A borrow $ 100 from B. We can say B. Loans money to A,and A has the debt
owed to B; B is the creditor of A.



Chapter Two The Basic Elements of Accounting

FF 2t A AR E

Part I TEXTGR3O

Accounting based on three basic elements:assets,liabilities, and owner’s
équity.

Assets. Anything of monetary value that a business owns is an as-

set. Among the most common business assets are cash, accounts receiv-
able, inventory, furniture, buildings, and office equipment.

The R. W office service center, for example, has cash totaling $ 6,
000,accounts receivable amounting to $ 1,000, furniture that cost § 3,
000, and office equipment that cost $ 8, 000. The total assets of this
business, as shown in the illustration in the margin, are $ 18,000.

Some assets, such as furniture, supplies, buildings, and land, are
of a physical nature, other assets, however, do not exist as physical
items of property. Instead, they exist in the form of legally enforceable
claims against someone else’ s property. In accounting terminology,
amounts to be collected from others are identified by the word “receiv-
able”. Accounts receivable, for example, are the amounts to be collected
by the business from customers. It is an assets because it represents a
claim against the customer’s property until the amount to be paid. For
the same reason, a note receivable, which is a customer’ s written
promise to pay the business a sum of money at a future date is also classi-
fied as an asset.

Liabilities. Amounts owed to outsiders are liabilities. such as notes

payable, bonds payable, accounts payable. The individual to whom the
debit is owed is called the creditor. For example, when a business bor-
rows money from a bank, it incurs a liability for the amount of the lean.
If a business buys a typewriter on credit and promises to pay for the pur-
chase at a future date, it incurs a liability for the amount of credit it has
received. Here, the bank and the typewriter dealer are the firm’s credi-
tors, they have the legal claims against the assets of business until these
debts are paid.

R. W office service center, you will recall, has total assets of $ 18,
000. However, it still owes Modern Products $ 4,000 for some of the
office equipment it bought. As a creditor, Modern Products has a claim
of $ 4,000 against the assets of R. W office service center. Thus the of-

6

The Basic Elements of

Accounting

R. W. Office

Service Center

Cash $ 6,000
~ Acct. Rec. 1,000

Furniture 3,000

Office Equipment 8,000
Total assets $ 18,000

Assets; things of mone-
tary value that a busi-
ness owns, they may
exist as physical items

and in claims

Liabilities ;

What a business owes



fice service center has a liability of $ 4,000.

In accounting terminology, liabilities are identified by the word
“payable”. For example, amounts borrowed from a bank are called loans
payable. The amount that a business owes to a creditor for goods or ser-
vices purchased on credit is called an account payable. For thfe same rea-
son, a written promise to pay a creditor a certain amount in the future is
called a note payable. A similar promise in writing that pledges property
as security for the payment of the debt is known as a mortgage payable.

Owner’s Equity. The financial interest of an owner in a business is

known as ownet’s equity. If there is more than one owner, the term

varies slightly to indicate the particular type of business ownership. Such
as stockholder’s equity, partners’s equity. Other terms, such as capi-
tal, proprietorship, net worth, or present worth, may also be used to
refer to the financial interest of the owner or owners.

The owner’s equity in a business is the difference between the as-
sets of the business and the liabilities of the business.

The financial position of a business or individual is expressed
through its assets, liabilities, and owner’s equity.

The Accounting Equation.

These three basic elements are connected by a fundamental relation-
ship called the accounting equation. This equation expresses the equality
of the assets on one side and with the claims of the creditors and owners

on the other side:

l?\ssets =Liabilities +Owner’s Equity]

According to the accouting equation, a business is assumed to posses
its assets subject to the rights of the creditors and owners. In other
words, the total claims against the assets are always equal to the total as-
sets.

By means of this equation, we can determine, R. W’s equity in the
office service center. The total assets of the business are § 18,000, the
total liabilities are § 4,000, so the owner’s equity must be $ 14,000

The Accounting Equation can be shown as below :

Owner’s Equity :
An owner’ s financial
interest in a single pro-

prietorship

A = L + OE
$18,000= $ 4,000+
$18,000=$ 4,000+ $ 4,000

Assets _Liabilities + Owner’s Equity
Cash + Accounts + Furniture -+ Office Accounts + R.W.
Receivable Equipment Payable Capital

$6,000 + $1,000 + §3,000 + §$8,000

$4,000 + $ 14,000

$ 18,000

$ 18,000



Part I
element ['elimant ]n.
* asset ['zeset In.
* liability [ \laio'bilitiJn.
equity ['ekwiti]n.
* owner’ s equity
monetary ['maAnitariJa.
% accounts receivable
receivable [ri'si:vabl Ja.
* Inventory ['inventri Jn.
% furniture [fornitfan.
* equipment (i'’kwipmant ]n.
office equipment
cost [kost Jvt.
amount [o'maunt Jvi.
total ['tautlJa.
illustration [\iles'treifonn.
margin [ma:dzin ]
supply [so'plai In.
physical [Mizikal Ja.
nature ['neitfa n.
exist (ig'zist Jvi.
property ['propati ]n.
instead [in'sted Jad.
legally ['li:gali]ad.
enforceable [in'fo:sibl Ja.
* claim [kleim Jvt.

terminology [ termi'nolad3i ]n.

collected [ka'lektid Ja.
* notes receivable
promise ['promisn.
sum [sam]n. v.
classified ['kleesifaila.
bond [(bond n.
* notes payable
* bonds payable
income [inkam ]n.
* Income tax

8
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allocate ['elokeit ]
individual [indi'vidjual Ja.
% debit ['debit ]n.

* creditor ['kredita ]n.
borrow [(borau]vt.
incur Lin'ka: Jvt.
loan [loun]n.

dealer [dila]n.
recall [ri'ko:l]vt.
pledge [pled3In.
security [si'kjuariti n.
mortgage ['mo:gid3]n.
vary ['veori vt.
slightly [slaitli Jad.
indicate ['indikeit Jvt.
particular [pé'tikjula]a.
% ownership [('sunafipIn.
* stockholder
% partner ['pa:tna]n.
* capital ['kaepitl In. -
* proprietorship [pro'praistafip In.
* net worth
equality L) 'kwoliti:]h.

assume [o'sjum]vt.

Part TIT

2—1. Full in the black:

(1) The accounting equation is
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Review Question (E &)

(2) Items owned by a business that have money value are known as

3 is the interest of the owners in a business.

(4) Money owed to an outsider is a
(5) The difference between assets and liabilities is

(6) To purchase”on account” is to create a

(7) The individual to whom the debt is owed is known as a

(8) The basic elements of the financial position of a business are . , and
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(10

There is always a relationship between

and against those assets.

The liabilities are the claims of the

,and the owners equity,is the claim of the

2—2. Classify each of the items below as a basic elements of accouting,use ” A” for assets,”L” for lia-

bilities, and "OE” for owner’s equity.

EXAMPLE :Cash on hand se+<+¢ A

a. Delivery Equipment
b. Accounts payable

c. Accounts receivable
d. owner’s Investment
e. supplies

f. Notes payable

g. Notes Receivable

h. Land

i. Ronal Jasper (the owner)

j. Thomas Murphy( a creditor)
k. Fred Miller( a partner)

1. John Niles( a customer)

m. Donald’Barnes (a stockholder)

2—3. Given any two known fundamental elements,the third can be computed easily. Determine the

Assets =
EX. $ 600 =
(a) 7,200 =
(b) 200 =
(c) ? =
) 10,084 =
(e) 2,370 =
CO ? =

missing amount in each of the accounting equation below.

Liabilities. + Capital

$ 20 + $ 580

2,800 -+ ?

? + 150

2,800 —+ 4,400

? + 8,660

970 + ?

498 —+ 102

2—4. Carl. Hertz, the owner of Carl’s clothing shop,has the assets and liabilities shown below. Deter-

10

mine his owner’s equity.

Assets

Cash $ 2,500
Acct. Rec. 700
Merchandise 6,300

Office Equiupment 500
Store Equipment 4,000
Tools 1,500

Libailities

Loans payable - $1,300
Accounts payable 1,200 -
Notes payable 500



Assets § =Liabilities $ +Owner’s Equity $ ;
2—5. Ronald Lamos, a dentist, has the assets and liabilities given below. List the assets (beginning

with cash)in one column and the liabilities in another column,then determine the owner’s equi-

ty.

Cash $ 4,000

Notes payable 400 Dental Equipment § 9,500

Accounts Receivable 700 Land 12,000

Building 30,000 Office Equipment 300

Accounts payable 500 Mortgage payable 28,000
Supplies 200

" Assets § =liabilities § +Owner’s Equity §

Part IV BEFX

F-E SNEFER

SUEFUTEAERERR 7. AL ENE
BEr=, L B R R RE LA 3R Tt BRI AR FE R D BT 7=, B E WAL 3= - L& ik
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W %8,0003% T, 4 [8 7 ir R X F AL A9 B 98 7= 418,000% 7E .

R. W 20RO

& . " $6,000
o7 48 e 2R 1,000
XIERER 3,000
IARE 8,000
% o= et $ 18,000
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