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Unit 1 Cash Versus Accrual
Basis Accounting

Some relatively small business firms and professional persons, such as physicians, lawyers,
and accountants, may account for their revenues and expenses on a cash basis. The cash basis of ac-
counting recognizes revenues when cash is received and recognizes expenses when cash is paid out.
For example, under the cash basis, services rendered to clients in 1993 for which cash was collected

*in 1994 would be treated as 1994 revenues. Similarly, under the cash basis, expenses incurred in
1993 for which cash was disbursed in 1994 would be treated as 1994 expenses. Because of these im-
proper assignments of revenuse treated as 1994 expenses. Because of these improper assignments of
revenues and expenses, the cash basis of accounting is generally considered unacceptable. Compa-
nies using the cash basis may not have to prepare any adjusting entries. The cash basis is acceptable
only under those circumstances in which the results approximate those obtained under the accrual ba-
sis of accounting; it may also be used for income tax purposes under certain circumstances.

The accrual basis of accounting recognizes revenues when sales are made or services are
performed, regardless of when cash is received. Expenses are recognized as incurred, whether or
not cash has been paid out. For instance, when services are performed for a customer on account,
the revenue is recorded at that time even though cash has not been received. Later, when the cash
is received, no revenue is recorded because it has already been recorded. Under the accrual basis,
adjusting entries are used to bring the accounts up-to-date for economic activity that has taken place
but has not yet been recorded. Accurate financial statments can then be prepared.

An example of economic activity that would require an adjusting entry is the purchase and grad-
ual use of office supplies. When office supplies are purchased, they are recorded in an asset account,
Office Supplies on Hand. Even though office supplies are used during the accounting period, the
accountant usually waits until the end of the accounting period to record their consumption. An ad-
justing entry is made at the end of the period to bring the accounts to their proper balances before fi-

nancial statements are prepared.

New Words
versus prep. X, XL disburse vt. X, AT
cash basis Bl  BLATH adjusting entries WS F
render vt. f#ft, JFi accrual basis U &4 H

incur vt. B, 2%, %k



I.

Phrases and Expressions -

account for Bk, B8; B8 & onhand #F, WH, WE, BF

Exercises

Answer the following questions:

1.

w B W o

How may some small business firms and professional persons account for their revenues and

expenses’

. Why is the cash basis of accounting generally regarded unacceptable?

. What recognizes revenues when sales are made or services are performed?
. Should the revenue be recorded when the cash is received? why (not)?

. Why is an adjusting entry made at the end of the period?

II . Tell whether each of the following statements is true or false according to the passage:

.

1.
2.

The cash basis of accounting recognizes expenses when cash is paid out.
Under these circumstances in which the results approximate those acquired under the accrual

basis of accounting, the cash basis is considered unacceptable.

. Under certain circumstances, the accrual basis may be used for income tax purposes.

. Whenever cash is received, the accrual basis can recognize revenues as sales are made or ser-

vices are performed.

. Under the cash basis, adjusting entries are used to bring the accounts up-to-date for eco-

nomic activity.

Translate the following sentences into English:

1.
. SRR R R R B R BAKRA
CERKIMAH T REEARES R, RERNERNHYFHRE
CEFBERKRERER, BERARBEIRS, BERHIREA,
- St et i A 7E SRR B AR GUMR 55 B AR A

wvt B~ W N

IR 5 BT N B L 4 T A SR OR A B BR A A I R A



Unit 2 International Finance

Foreigh exchange trading is the trading of one country’s currency for funds of equal value in an-
other country’s currency. As is known to all, each country has its own monetary system and
currency. The United States has the Federal Reserve System and the dollar, Great Britain the
Bank of England and the pound, and West Germany the Bundesbank and the mark. As a group,
all of the various monies are referred to as foreign currencies. Since each country controls its money
supply independently of other countries, the various currencies tend to have different values. For
example, one dollar does not equal one pound or one yen. This situation causes the need for ex-
change rates between foreign currencies.

Most international business transactions require the exchanging of currencies. For example,
Americans exchange dollars for pounds so as to buy British stocks, and Germans exchange marks for
francs so as to acquire French wine. Sometimes, the value of something priced in one currency
must be translated into another currency. All foreign currency exchanging and translating is carried
out at a specified rates; thus we have the term foreign exchange rates. An exchange rate is the
price of one currency in terms of another currency. 4

From an economic standpoint, the disparity in exchange rates is not nearly as important as the
fact that rates can change over time. The rate of exchange between one nation’s currency and
another’s is determined largely by supply and demand in the foreign exchange market — a system of
exporters, importers, speculators, investors, and bankers from around the world. Most currency
trading is handled by large banks located in financial centers such as Paris, New York, Tokyo,
London, and Zurich. These financial centers are tied together electronically to form a global foreign
exchange market with around-the-clock trading. A number of factors underlie the supply of and de-
mand for a particular country’s money in relation to another’s. Chief among these factors is the rela-
tive price level of goods and services in the two countries. Another important factor is the countries’
relative interest rates. Governments and their central banks also intervene in foreign exchange mar-

kets from time to time in an effort to change exchange rates.

New Words
finance n. A disparity n. B
Bundesbank n. fEEEKIHIT speculator n.  #HLE
independently ad. P37 3B locate v. HE--HHLS
price v. Fft global a. . - £IRHK
translate v.  SLIRAR around-the-clock a.  Z-+VH/MEFEY
standpoint n. W& underlie v. #W, 5l



Phrases & Expressions
exchange for H--- ¥ from time to tme A&, AAt
in reference to X T, B R

Exercises
I . Answer the following questions:
. What is foreign exchange?
. Why do various currencies tend to have different values?
. What do most international business transactions require?

. What determines the rate of exchange between one nation’s currency and another’s?

W AW

. What are the main factors that influence the supply and demand for a particular country’s

money in relation to another’s?

Il . Choose the best answer for each of the following:
1. The price of one currency in terms of ‘another currency is referred to as
a. foreign exchange
b. international finance
c. exchange rate
d. international business transactions
2. Which of the following is not mentioned in the passage?
a. The Federal Reserve System and the dollar.
b. Banque de France and the franc.
c. The Bundesbank and the mark.
d. The Bank of England and the pound.
3. We have foreign exchange rates because
a. nations have to translate one currency into another to import goods
b. all the international business transactions require monetary systems
c. it is needed by a country’s money and banking system
d. each country controls its money supply of other countries
4. Financial centres are places where
a. nations conclude international business transactions
b. large banks deal with currency trading
c. nations control currency supply and demand
d. central banks of each nation discuss and solve monetary problems
5. According to your knowledge, which is not included in the financial center?
a. Freign exchange market.
b. Money market.
c. Capital market.

d. Commercial market.



I . Translate the following sentences into English:

R EMEIERA AW R TRRITRE.

. BRRTFRANARNES BN BB ESMNCILE,

. EERXSEXRST, ARERA—-MHETGNH RN ELTERRS MR,

- MEFMERE, INOICRE-BNBNRENTHUHILERZRMNBKREE,

MR AR SR P OB FREEEER, BRZ TN/ MEESENLRESMNCT S,

—

wm A W



Unit 3 Governmental Policies

We can not disguise the fact that we live in a world of restricted freedom of international trade
or currency exchange. Various obstacles to trade among countries are established by national
governments. Tariffs, quotas, and other import-export restrictions may inhibit the free flow of
goods and services, preventing full adjustment of exchange rates to purchasing power parity.
Furthermore, governmental policy has great influence on such fundamental factors as inflation and
interest rates.

Exchange of currencies is relatively free in most of the developed Western countries. However,
even among these nations, foreign exchange rates are not completely free to seek their own levels
because central banks intervene in attempts to stabilize them. Many countries impose exchange re-
strictions that inhibit the conversion of their currencies to others. At the extreme, some countries
even set exchange rates by government decree. Their fixed rates often bear no resemblance to those
that would prevail in a free market. Their international trade is conducted largely on the basis of
specific barter arrangements rather than through the mechanisms of the international financial
system.

Governmental policies and attitudes greatly influence exchange rates. Traders and investors are
reluctant to enter into contracts or make investments in a country where there is doubt or risk about
their ability to get their money out by converting it into their own currencies. Political stability of a
country is another important factor. Even though the present government may allow relatively free
trade and currency exchange, the risk of change to a government that will impose restrictions affects
the rates of exchange of its currency. Perceptions of economic growth and stability are also impor-
tant factors affecting the supply of one currency versus the demand for another. A country with
high expected growth is going to attract investments and thus other countries’ currencies. If the
U. S growth rate is expected to be greater than the United Kingdom’s growth rate, then the British
will buy U.S investments with pounds, and the supply of pounds will increase the supply of dollars.

New Words '
disguise vt. ¥, #if parity n. T4, ForHE
restrict vt. PR, HHK decree n. B4, B4
obstacle n. & resemblance n.  FH{L, L
establish vt. B3, WL reluctant a.  AEH, RN
tariff n. X® : currency exchange #ii#
quota n. PR stability n. TREH
inhibit vt. Bk, 4K perception n. S, AR



Phrases & Expressions

at the extreme HRET, BEFHEE be reluctant to ABTEH
relative to  #MXF, %

Exercises

1 . Answer the following questions;

1.
2.

What will the tariffs, quotas and other import-export restrictions result in?

Are foreign exchange rates completely free among most of the developed Western countries?
Why (not)?

. Why is political stability of a country an important factor that influences the investment of

traders and investors?

. How do some countries restrict exchange rates by governmental policies according to the

passage?!

. What has great influence on exchange rates?

Il . Tell whether each of the following statements is true or false according to the passage.

1.

2

The freedom of international trade or currency exchange is restricted in some countries.

. Governmental policy greatly influences such factors as exchange rates and inflation.

3.

Since central banks intervene in attempts to stabilize foreign exchange rates, they can enjoy

freedom to seek their own level.

. In some countries the international trade is conducted largely on the basis of specific barter

arrangements.

. If a country is predicated to be growing largely, investment and other countries’ currencies

will increase.

[l . Translate the following sentences into English:

1.

£BEBURERBRE T EBB T HBRPHRE

2. BUF BRI i B 5 B R AL R X L2 F R R,
3.
4. MRE-NERRTAEBEFENR, BAAZHABREELABBEEITERBHATHR

BRAEBREERKT LA R At , BEINCICEHFEZLAH,

ﬁo

AMERNBRREREMERMARENEERNE,



Unit 4 The Account

A business may engage in thousands of transactions during a period of time. The data in these
transactions must be classified and summarized before becoming useful information. .Making the
accountant’s task somewhat easier is the fact that most business transactions are repetitive in nature
and can be classifted into groups having common characteristics. For example, there may be thou-
sands of receipts or payments of cash. As a result, a part of every cash transaction can be recorded
and summarized in a single place called an account.

An account is an element in an accounting system that is used to classify and summarize mea--
surements of business activity. An account will be set up whenever it is necessary to provide useful
information about a particular business item. Thus, every business will have a Cash account in its
accounting system simply because knowledge of the amount of cash owned is useful information.

Accountants may differ on the account title (or name) they give for the same item. For
examlpe, one person might name an account Notes Payable and another might call it Loans
e. Both account titles refer to the amounts borrowed by the company. The account title

~Jogical to facilitate the accountant grouping similar transactions into the same account.
Jint is given a title, that same title must be ysed throughout the accounting records.
may take on a variety of formats. Some accounts are printed and entries are written in by
are on magnetic tape and “invisible” entries are encoded by a computer. Every account for-
de for increases and decredses in the item for which the account was established. Then the
ar - (the difference between the increases and decreases) may be determined.

i number of accounts in a company’s accounting system depends on what information is
5 those interested in the business. The main requirement is that each account provide useful

tion. Thus, one account may be set up for all cash rather than having a separate account for

info
each form of cash (coins on hand, dollars on hand, and deposits in banks). The amount of cash is

useful information; the form of cash is not.

New Words ,
somewhat ad. H&; WM invisible a. BALH; XTEKN
particular a.  RFBKHY; REN; encode v. HRBHB (FH)
NEW throughout prep. #WK; RF
logical a. #EM . variety n. BHA
facilitate vt. [ERS; FHEH magnetic a. REM
cash account FR& W tape n. BLHF

loans payable N fFf& 2K



Phrases & Expressions
takeon 2H; BH

. Exercises

I . Answer the following questions:

. How to deal with the data in the transactions before becoming useful information?
What can be done in order to make the accountant’s task somewhat easier?

. What is an account?

. What should account titles look like? .

. What decides the number of accounts in a company’s accounting system?

DN B W N =

Il. Choose the best answer for each of the following:

1. How to make the accountant’s task easier?
a. To classify and summarize information.
b. To get some idea of the business transactions.
c. To group similar business transactions into the same account.
d. To classify receipts and payments of cash.

2. What’s the function of an account?
a. An account classifies and summarizes measurements of business activity.
b. An account provides useful information about transactions.
¢. An account makes a cash acoount for every business.
d. An account totals the amount of different transactions.

3. Why should the accountants use the same title throughout the accounting records?
a. It is easier for the accountants to classify the transactions.
b. The accounts are complicated and have different names.
c¢. There are differences between different titles.
d. The accountants are often confused by the titles.

4. What is the most useful information in an account?
a. The format of the account.
b. The form of the cash.
c. The amount of cash.
d. The balance in an account.

5. When will the account be set up?
a. When some useful information is provided. _
b. When a part of every cash transaction can be recorded and summarized.
¢. When an account is given a title.

- d. When the account balanced may be determined.

[l . Translate the following sentences into English:

1. BAARSEHFLFEHF EREERER, B HERA RSN X5 R4 .



