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Introduction to
accounting

- To understand the importance and contents of introduction to accounting.

- To find ways to improve your skills énd performance of introduction to accounting.
- To master the basic words and expréssions about introduction to accounting.

- To know some cultural background knowledge about introduction to accounting.

Make a list of all the different types of jobs you know about in accounting

accountant

bookkeeper / \

~

1 Michael Rogers, a CPA (Certified Public Accountant) form the US, is meeting Hans

er) of a company in Frankfurt. What is the reason

/ jobs mentioned which are not in your list?

Secretary  Mr. Senkel will be with you in a moment.
He’s just finishing a phone call.

Michael Thank you.

Secretary  Would you like some coffee?

Michael Yes, that would be great. Black, please.

Secretary  Here you are.

Michael Thank you.

Michael Is this the whole department?




2

UNIT1

2

3

Introduction to accounting

Secretary
Michael

Secretary

Michael
Secretary
Hans

Hans

Michael
Hans

Michael

No, no, not at all. On this floor we have the accountants and the book-
keepers.

Uh-huh.

Downstairs are the internal auditors. And at the moment we have a
team of external auditors. They’re in one of the conference rooms at
the end of the corridor.

| see.

Ah, Herr Senkel. This is Michael Rogers.

Ah, yes. Hello, Michael. I’m Hans. It’s nice to meet you. Sorry to keep
you waiting. Please come in and take a seat. Did you have a nice flight?
Michael Yes, thanks, Hans. Finding the office was a little more difficult,
though. I’m glad so many people here in Frankfurt can speak English.
Oh yes, we’re fairly international here now. But that’s not a bad thing, |
must say.

A little cultural mix is good, isn’t it?

You're absolutely right. Would you like to start by telling me a little
about your experience, Michael? Your resume is very impressive. And
then Il fill you in on our group and the particular requirements we
have for this position.

Yes, that’sfine. |guess you know from my resume that | studied eco-
nomics in Paris...

Here are some mixed-up phrases from the conversation. Re-order them so that they

make sense.

1 in Mr moment Senkel you with will be a. 5 come Please in seat take and a.

2 have Did you a flight nice?
3 coffee Would some you like?

6 call finishing He ’s just phone a.
7 to nice you meet it’s

4 keep Sorry you to waiting.

Fill in the gaps with a suitable word from the box.

bad-absolutely- very- know- start- fill - fairly

1 You’re right.

2 Would you like to by telling me a little about your experience?
3 | guess you - ~ that | studied economics in Paris.

4 And then I’ll - ~__you in on our group.

5 Your resume is - ) impressive.
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6 Butthat’s nota thing.
7 We’re international here now.

4 Make two lists. In the first, write down topics which would be safe to talk about with
a foreign bu_siness partner. In the second, write down unsafe topics. Compare with a
partner.

5 work witha partner to practice greetings and small talk. Look at the phrases in the

box before you go to the partner file.

© GAAP-IFRS:IAS-IASC |

il

i
A 'N}l
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W the going concern principle

W the prudence principle

¥ the matching principle

11 the consistency principle
The development of these principles has greatly
differed between countries. For example, in

most English-speaking countries it is often

accepted practice to offset unrealized gains

from unrealized losses, orto re-valuelongterm
assets upwards, provided sufficient proof of the
current value can be shown. This means that
accounts can have 'very different wvalues,

depending on whether the company chooses

VOGCABULARY

AsSiSTANT | Principle

to follow local accounting standards,
International Financial Reporting Standards
(FRSy—formerly the International Accounting
Standards (IAS)—or US GAAP Whether the |
company can choose is governed by the
laws of the country where it is registered.
For example, the USA and Japan currently
allow publicly-traded companies to prepare
their financial statements using the standards
of the International Accounting Standards
Committee (IASC), but they must also
include a reconciliation to domestic GAAP.

significantly fH783 &
SR B
reconciliation ¥, F1fi#

f Use words from each box to make v

definitions below.

fhen match them to the

outside - accepted - English-speaking - local - accounting - publicly-traded

company - practice - standards - parties - countries

1 A firm that sells its shares to anyone who wants to buy them.
2 For example, Australia, the UK and the USA.

3 The way that most people do something.

4 The rules and regulations which state how accountants operate in a particular

place.

5 People or groups who are not involved with the company.

The article mentions four basic prin

below. Then check your ar

les of accounting. Match them to the definitions

This principle is concerned with the timing of the recognition of transactions in the
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accounts. Items are recorded when the income or expense arises, and are not
dependent on the movement of cash.

|

When preparing accounts, one must assume that the enterprise will still be viable in
the years to come. Practically all accounting items are affected by this assumption,
such as the carrying value of fixed assets and inventories, and the ability to repay
debts and other obligations.

What value should be given to the numbers in the accounts? It is normal to act
pessimistically, so that profits and assets are not overstated, and expenses and
liabilities realistically valued.

Accounts should be produced using the same principles from one year to the next.
Deviations from this principle must be noted, and the effects on the accounts
shown.

C . ; : ; : ;
9 bpo you know of any differences in the application of these principles between
countries? What should a visiting accountant know about the principles in your

country? Make notes, and prepare to brief someone else in the class.

10 True or false? Read this email on creative acc

~5
D

ounting, and then check the statements

at the end.

o & g =

Deiete Reply RevaAIl Forward Print

Subject: Creative accounting
From: Rupert Greene <r.green@intep.de>
To: Johannes Bauer <j.bauer@intep.de>

Hi Johannes i

At our meeting yesterday you asked me to send you some background information on
‘creative accounting’, and in particular ‘off-balance-sheet accouriting’.

b/
Basically there’s quite a bit of flexibility in the way we can interpret the standards and
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principles of accounting. For example, we may want to report bigger profits so
that we can attract investors on the capital markets. On the other hand, smaller
profits may be better so that we pay less tax .The problem is that the line between
truthful and misleading representation of figures is sometimes very thin, and this
is where people get into trouble.

‘Off-balance-sheet acbounting’ is seen by some as one type of creative account-
ing. (People have been arguing about it for years, though!) The key point to re-
member is that the accounting treatment of legitimate business transactions can
vary greatly. For example, many companies are involved in leasing for business
transactions can vary greatly. For example, many companies are involved in leas-
ing for business reasons, and the question for the accountants is how to present
the financial implications of such leases in the accounts. In theory, the idea is
that Ieasin'g an asset (instead of buying it) allows the company to exclude the lia-
bility from its accounts.

Hope this helps—give me a call if you have any more questions.

Best wishes
Rupert
VOCABULARY| = exclude /% implication % & | %
ASSISTANT legitimate & &: i misleading 4 A iR fi#
1 Accountants agree that creative accounting is a good thing. ]
2 ‘Off-balance-sheet accounting’ is one way of ‘creative accounting’—there are others. [
3 Creative accounting is sometimes used to try and attract more investors. 1
4 Accountants are allowed some flexibility in the way they present accounts. (J
5 Leasing is actually illegal. [
6 Big profits mean paying less tax. L

7 When a company leases an asset, the accountant doesn’t have to include it in ]
the accounts.

11 Read the following dialogue between the Managing Director (Charles) and the
Financial Director (Sabine) of an organization which is investing in a new factory near
Hanover. Do you think they share the same opinion about creative accounting? And
then divide the students into several groups, ask them to role-play the following

situations. One group will be invited to perform in class.

Sabine Morning Charles. You wanted to see me?
Charles Yeah. Hi Sabine. About our board meeting next week, you know we’ll be
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discussing our debt problems?

Sabine Of course. Probably our biggest
issue at the moment.

Charles Right. The shareholders are get-
ting nervous, and the markets
don’t like our level of gearing.
We’re getting more and more

questions about whether we

can service our debt, in the long term. It’s getting harder to attract new
investments. So | wanted to speak to you about what we can do. Our
new factory near Dresden is very important, and we’re looking at leas-
ing the assets. And that’s where you come in. Tell me what we can do
with leases on the balance sheet. What’s allowed in this country?

Sabine Is this a business decision, to lease these assets?
Charles Let’s just say it’s one 'possibility we 're looking at.
Sabine You're thinking that if we lease the assets, we can exclude these liabili-

ties from the balance sheet.

Charles Exactly.

Sabine You know that the auditors will look very closely. at these transactions?
The accounting standards, or principles if you like, mean that finance
leases must be disclosed. If we are effectively the owner of these as-
sets, then we’re not going to have a choice.

Charles And how do we determine the owner?

Sabine That depends on the conditions in the contract.
Charles That shouldn’t be a problem. And then we can call them...
Sabine Operating leases. But remember, auditors and the markets are now

very sensitive to these things. We can’t afford to be seen as trying to
mislead anyone.
Charles Of course not. But for the meeting next week, have a think about it. OK?
Sabine Yeah. I’ll try and bring some ideas.
Charles Great. See you later.
Sabine OK. Bye.

" DID YOU KNOW? |

it ng bodies and regulators now look at creative accountlag issues very closely.
erna | Accounting Standards Committee designed its * Standard on Leasing
ntracts {or“IASﬂ) to recognize the substance of lease contracts and not only their
legal fm By requirmg that financial statements give a true and fair represematuon of
an orgamzanon s performance and financial position, the standard enabl&s people
readmg these statements to make fully informed decisions.
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12 Match these words with their meanings.
1 debt a  an agreement between two or more parties, often written
2 |lease b ' the opposite of assets
3 gearing ¢  buying or selling something
4 liabilities d  someone who owns parts of company
5 contract e money that is owed

6 transaction f an agreement where the owner of something allows
someone else to use it for a specific time of a sum of money

7 shareholder g the proportion of own capital to borrowed funds when buying
an asset or financing a company

PRI

Two of these words (liability and debt) have almost the same meaning, yet can be
used quite differently. Liability ({5145 ) means that there is an obligation to pay. Note
that in insurance, liability normally refers to risk and responsibility; an example of
this is deciding who pays the costs of an accident. In accounting, liability normally
refers to an expense or a loan. It is often seen as a balance sheet item. In this sense
liabilities are the opposite of assets. A debt ({5t 4 ) is a form of liability.

1 He’ll have paid his off by next year.
2 Look at the assets and on the balance sheet if you want to

know how the company’s doing.
3 Many Third World countries are burdened
by heavy .
4 We need to look at the long term
before we think about any major
new purchases.
5 The partnership has limited
status.
6 Current are those which
are paid off within a year.
7 The company’s in
to the tune of million.
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1 You’ve got a point there. [ 5It’sjust noton. [J
2 | see what you mean. [_] 6 Fair enough. [_}

3 Me neither. ] 7 Point taken. 'J

4 No way. ]

1 “l think we should work fewer hours. | mean, almost everyone else in this
company now works 35-hour weeks, and look at us! ” “ i
2 “Can you come in next weekend?” “What again? 7

”

3 “I’d like you to prepare the figures for next week’s presentation. But this time
could you make sure that you put our current client’s name on the slides.”

4 “We need to finish this by next Wednesday. How about if we postpone the
department party? There’s no other way.” “

5 “Have you had a look at this? It’s a disaster, a catastrophe!” “Hang on, it can’t
be that bad. Ah, "

6 “Look, we really need to convince the boss that some of the transactions have
been wrongly booked. | don’t want problems later.” i

7 “They want us to take a pay cut this year.” “Are you kidding?

” &« ”

It’s time the world moved to
Off balance sheet accounting the same accounting principle-
should be made illegal. everyone should use US GAAP.

.

%
Qi




10

UNIT 1

Introduction to accounting

Becoming an accountant
CPA

The body which represents the interests of accountants in the US is the American
Institute of Certified Public Accountants (AICPA). To become a CPA, the applicant must
meet the requirements of the state where he/she wishes to practice, as established by
the law of that state and administered by the state boards of accountancy.
To qualify for certification, the applicant must:
1 study accountancy at a college or university
2 pass the CPA examination, which consists of four sections:

e Business Law and Professional Responsibilities

e Auditing

e Accounting and Reporting—Taxation, Managerial, and Governmental and Not-for

Profit Organizations
e Financial Accounting and Reporting—Business Enterprises.

'3 have professional work experience in public accounting.

Most states require a qualified CPA to cairy out regular professional training.
Chartered accountant

The major accounting body in the UK is the Institute of Chartered Accountants in
England and Wales (ICAEW).

‘To become a chartered Accountant, the applicant must:

1 have sufficient school or university education

2 apply for a training contract with a recognized company, which will give him/her three
years work experience

3 pass the IEAEW’s exams on:

Accounting

Audit and Assurance

Business Finance

Business Management .

financial Reporting

Taxation ; ‘

4 as well as ‘prové his/her knowledge on Commercial and Company law, and then with

further exams on: ‘ ‘

e Business Environment

. Business Life‘Cycle

e Advanced Case Study



