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Chapter 1 An Overview of Accounting

Unit 1 Accounting and Accounting Profession

INTRODUCTION TO ACCOUNTING. Accounting is an information
system that identifies, records, and communicates relevant, reliable, and
comparable information about an organization’s business activities that can be
expressed in monetary terms. Identifying business activities requires selecting
transactions and events relevant to an organization. Recording business
activities requires keeping a chronological log of transactions and events
measured in monetary unit and classified and summarized in a useful format.
Communicating business activities requires preparing accounting reports such
as financial statements. It also requires analyzing and interpreting such
reports.

A person who specializes in this field is known as an accountant.
Individuals with accounting knowledge are always in demand as they can help
with financial analysis, strategic planning, e-commerce, product feasibility
analysis, information technology, and financial management. Benefit
packages can include flexible work schedules, telecommuting options, career
path alternatives, casual work environments, extended vacation time, child
and elder care. Accounting frequently offers the qualified person an
opportunity to move ahead quickly in today’s business world. Indeed, many of
the heads of large corporations throughout the world have advanced to their
positions from the accounting department.

Accounting is often called the language of business because all
organizations set up an accounting information system to communicate data to

help people make better decisions. It records the past growth or decline of the
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business. Careful analysis of these results and trends may suggest the ways in
which the business may grow in the future. Expansion or reorganization should
not be planned without the proper analysis of the accounting information; a
new product and the campaign to advertise and sell them should not be
launched without the help of accounting expertise. Accounting information
affects many aspects of our lives. When we earn money, pay taxes, invest
savings, budget earnings, and plan for the future, we are influenced by

accounting.

DISTINCTION BETWEEN BOOKKEEPING AND ACCOUNTING.
Earlier accounting procedures were simple in comparison with modern
methods. The simple bookkeeping procedures of a hundred years ago have
been replaced in many cases by the data-processing computer. In the past, a
bookkeeper kept the books of accounts for an organization. Today, a sharp
distinction is made between the relatively unchanged work performed by a
bookkeeper and the more sophisticated duties of the accountants. The
bookkeeper simply enters data in financial record books; this is just one part
of accounting. Accounting also identifies and communicates information on
transactions and events, and it includes the crucial processes of analysis and
interpretation. Accountants must understand the entire system of records so
that they can analyze and interpret business transactions and events. Because
interpretation of the figures is such an important part of the accountant’s

function, accounting has often been described as an art.

DIVISIONS OF ACCOUNTING. The field of accounting is divided into
three broad divisions: public, governmental, and private.

Public accounting. Public accounting is the field of accounting that
provides a variety of accounting services to clients for a fee. A professional

accountant who works in a public accounting firm usually is a Certified
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Public Accountant (CPA)®. The British equivalent for a CPA is CA,
representing chartered accountants.

The scope of services offered by public accounting firms is expanding in
the information age. Auditing, which is a typical type of assurance services,
is one of the main functions of a CPA firm. Among audit services, the most
common is the financial statement audit. Other types of audit services include
operational audits and compliance audits. Tax preparation and planning is
another function of a public accountant. Because tax factors are important to
most major financial decisions, CPAs are often asked for advice about the
possible tax consequences of a particular decision. Also, CPAs often are
asked to prepare income tax returns. Management advisory services are among
the fastest growing practice areas in accounting firms. In addition, many firms
are expanding the traditional bounds of services to include such areas as
organization design, information processing, employee benefits, and human
resource management.

Governmental accounting. The management of governmental affairs
requires the use of accounting for record keeping, planning, and controlling
operations. Many accountants work in government offices or for nonprofit
organizations. These two areas are often joined together under the term
governmental and institutional accounting. The two are similar because of
legal restrictions in the way in which they receive and spend funds.
Therefore, a legal background is sometimes necessary for this type of
accounting practice. All branches of governments employ accountants. In
addition, government-owned corporations have accountants on their staffs. All
of these accountants, like those in private industry, work on a salary basis.
They tend to become specialists in limited fields like transportation or public
utilities.

Nonprofit organizations are, of course, in business for some purpose

other than making money. They include cultural organizations, charitable

© A4 B A R U8 1 R BRJG Special Terms 47 H R .
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organizations, religious groups and etc. Although they are limited in the
manner in which they can raise and spend their funds, they usually benefit
from special provisions in the tax laws.

Private accounting. Private accountants, also called management
accountants, work for a single business and are responsible for collecting,
processing, and reporting financial information. Private accountants are
employed in a variety of capacities. For example the chief accounting officer
for a private enterprise typically is known as the controller, and the head
financial officer is often called the treasurer. Others working in accounting
departments perform such tasks as determining the cost of items produced by
the enterprise, budgeting,internal auditing, taxation, and financial reporting.
Like those who work for the government or nonprofit organizations, they are
salaried rather than paid a fee. Those who work for manufacturing concerns are
sometimes called industrial accountant.

Accounting specialists are highly regarded. Their professional standing
often is denoted by a certificate. Certified public accountants must meet
education and experience requirements, pass an examination, and exhibit
ethical character. Many accounting specialists hold certificates in addition to
or instead of the CPA.Two of the most common are the Certified
Management Accountant ( CMA) and the Certified Internal Auditor
(CIA). Employers also look for specialists with designations such as Certified
Bookkeeper ( CB ), Certified Payroll Professional ( CPP ), and
Personal Financial Specialist (PFS).

PROFESSIONAL ETHICS. The goal of accounting is to provide useful
information for decisions. For information to be useful, it must be trusted. This
demands professional ethics in accounting. Ethics are beliefs that distinguish
right from wrong. They are accepted standards of good and bad behavior.

Identifying the ethical path is sometimes difficult. The preferred path is a
course of action that avoids casting doubt on one’s decisions. For example,

accounting users are less likely to trust an auditor’s report if the auditor’s pay
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depends on the success of the client being audited. To avoid such concerns,
ethics rules are often set. For example, auditors are banned from direct
investment in their client and cannot accept pay that depends on figures in the
client’s reports.

Providers of accounting information often face ethical choices as they
prepare financial reports. These choices can affect the price a buyer pays and
the wages paid to workers. They can even affect the success of products and
services. Misleading information can lead to a wrongful closing of a division
that harms workers, customers, and suppliers. There is an old saying worth

remembering: Good ethics are good business.
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