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Introduction to Accounting

Today’s world is one of information—its preparation, communication, analysis, and use.
Accounting is at the heart of this information age. Topics of this unit include;
® Accounting Information

® The Accounting Profession and Careers
ACCOUNTING INFORMATION

You are likely to have a general concept of what an accountant does. They capture
information about the transactions and events of a business, and summarize information in
reports that are used by persons interested in the entity. But you may not realize the complexity
of accomplishing this task. In this unit, you will begin your study of accounting by looking at
the overall structure of accounting.

Please note that a true understanding of accounting does not come easily. It only comes
with determination and hard work. But, if you persevere, you will be surprised at what you
discover about accounting. Knowledge of accounting is very valuable to business success. And,
once you master the basics, accounting is actually quite an interesting subject.

1. Accounting Defined: It seems fitting to begin with a more formal definition of
accounting. Accounting is a set of concepts and techniques that are used to measure and report
financial information about an economic unit. The economic unit is generally considered to be a
seperate enterprise. The information is potentially reported to a variety of different types of
interested parties. These include business managers, owners, creditors, governmental units,
financial analysts, and even employees. In one way or another, these users of accounting
information tend to be concerned about their own interests in the entity. Business managers
need accounting information to make sound leadership decisions. Investors hold out hope for
profits that may eventually lead to distributions from the business. Creditors are always concerned
about the entity’s ability to repay its obligations. Governmental units need information to tax and
regulate. Analysts use accounting data to form their opinions on which they base their investment
recommendations. Employees want to work for successful companies to further their individual
careers, and they often have bonuses tied to enterprise performance. Accounting information
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about specific entities helps satisfy the needs of all these interested parties.

The diversity of interested parties leads to a logical division in the discipline of accounting :
financial accounting and managerial accounting. Financial accounting is concerned with
external reporting of information to parties outside the firm. In contrast, managerial accounting
is primarily concerned with providing information for internal management.

2. Financial Accounting: Consider that financial accounting is targeted toward a broad
base of external users, none of whom control the actual preparation of reports or have access to
underlying details. Their ability to understand and their confidence in reports is directly
dependent upon standardization of the principles and practices that are used to prepare the
reports. Without such standardization, reports of different companies could be hard to
understand and even harder to compare. As a result, there are well-organized processes to
bring consistency and structure to financial reporting. In China, a governmental department
called the Ministry of Finance( MOF) is primarily responsible for developing the rules that form
the foundation of financial reporting. In the United States, a private sector group called the
Financial Accounting Standards Board (FASB) is primarily responsible for developing the rules
that form the foundation of financial reporting. With the development of global trade, the
International Accounting Standards Board (IASB) has been steadily gaining prominence as a
global accounting rule setter.

Financial reports prepared under the generally accepted accounting principles ( GAAP)
promulgated by such standard setting bodies are intended to be general purpose in orientation.
This means they are not prepared especially for owners, or creditors, or any other particular
user group. Instead, they are intended to be equally useful for all user groups. As such,
attempts are made to keep them free from bias (neutral).

3. Managerial Accounting: In sharp contrast to financial accounting, managerial
accounting information is intended to serve the specific needs of management. Business
managers are charged with business planning, controlling, and critical decision-making. As
such, they may desire specialized reports, budgets, detailed product costing information, and
other details that are generally not reported on an external basis. Furthermore, management
may dictate the parameters under which such information is to be accumulated and presented.
For instance, GAAP may require that certain research costs be deducted immediately in
computing a business’ externally reported income; on the other hand, management may see
these costs as a long-term investment and stipulate that internal decision-making be based upon
income numbers that exclude such costs. This is their prerogative. Such internal reporting is

being done logically and rationally, but it need not follow any particular set of guidelines.
THE ACCOUNTING PROFESSION AND CAREERS

1. The Accounting Profession: To decide to be an accountant is no more descriptive than

deciding to be a doctor. Obviously, there are many special areas in accounting. Many



Unit One Introduction to Accounting

accountants engage in the practice of “public” accounting, which involves providing audit,
tax, and consulting services to the general public. To engage in the practice of public
accounting usually requires one to be licensed as a CPA ( Certified Public Accountant).
Auditing involves the examination of transactions and systems that underlie an organization’s
financial reports, with the ultimate goal of providing an independent report on the
appropriateness of financial statements. Tax services relate to the providing of help in the
preparation and filing of tax returns and the rendering of advice on the tax consequences of
alternative actions. Consulting services can vary dramatically, and include such diverse
activities as information systems engineering to evaluating production methods. Many
accountants are privately employed directly by small and large businesses (i. e., “industry
accounting” ) and not-for-profit agencies ( such as hospitals, universities, and charitable
groups ). They may work in areas of product costing and pricing, budgeting, and the
examination of investment alternatives. They may focus on internal auditing, which involves
reviewing the controls and procedures in use by their employers. Objectives of these reviews are
to safeguard company resources and assess the reliability and accuracy of accounting information
and accounting systems. They may serve as in-house tax accountants, financial managers, or
countless other occupations. And, it probably goes without saying that many accountants work
in the governmental sector, whether it be local, state, or national levels.

2. Professional Ethics: Because investors and creditors place great reliance on financial
statements in making their investment and credit decisions, it is imperative that the financial
reporting process be truthful and dependable. Accountants are expected to behave in an entirely
ethical fashion, and this is generally the case. To help ensure integrity in the reporting process,
the profession has adopted a code of ethics to which its licensed members must adhere. In
addition, checks and balances via the audit proce.ss, government oversight, and the ever
vigilant “plaintiff’s attorney” all serve a vital role in providing additional safeguards against the
errant accountant. If you are preparing to enter the accounting profession, you should do so
with the intention of behaving with honor and integrity. If you are not planning to enter the
profession, you will likely rely upon accountants in some aspect of your personal or professional
life. You have every right to expect those accountants to behave in a completely trustworthy and
ethical fashion. After all, you will be entrusting them with your financial resources and

confidential information.

Words and Expressions

accountant n. /ﬁ-‘ﬁ‘}\ﬁi

accounting n. £t

entity n. F&,L{K
measurement n. &

interested parties n. F2EHHET
owners n. fiE#

transaction n. 325y
event n. FHIA
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9. creditors n. fRILA 16. tax returns ZAFEHHRFE

10.
11.
12.
13.
14.
15

external users ZpMER{H A 17. industry accounting T)k4xif
internal users PNERd FH#E 18. not-for-profit agency  If & ]
standardization n. FRUELL LA
consistency n. —Bi 19. internal auditing PNFEEHEH 1T
budget n. T ; 20. professional ethics HR |V i i
audit n. HHit 21. integrity n. 1EE, 5L
Review and Discussion Questions
. What is accounting?

2. What are the differences between financial accounting and managerial accounting?

3. Does it necessary for us to have a set of generally accepted accounting principles? And
why?

4. What kinds of job does an accountant may do?

5. Why should we have professional ethics in accounting field?

Exercises

I. Choice

1. Which of the following information users are concerned about the distributions from the
business?

A. Managers B. Creditors C. Investors D. Analyst

2. Which of the following users are not external users of accounting information?

A. Managers B. Creditors C. Investors D. employees

3. Which of the following is not an accounting standard-setting organization?

A. FASB B. IASB C. MOF D. GAAP

4. The diversity of interested parties leads to a logical division in the discipline of
accounting: financial accounting and

A. cost accounting B. financial management

B. managerial accounting D. tax accounting

5. CPAs provide services of the following except

A. audit B. consulting C. tax D. holding examination

6. Which of the following service involves providing an independent report on the
appropriateness of financial statements?

A. Audit B. Tax C. Consulting D. Budgeting

7. Accountants employed by large corporations may work in the areas of the following

except



Unit One Introduction to Accounting

A. product costing and pricing B. budgeting

C. internal auditing D. product producing
II. True-False Write T if the statement is true F if it is false

( )1. Accounting is a set of concepts and techniques that are used to measure and

report financial information about an legal unit.

( )2. Business managers need accounting information to make sound leadership
decisions.
( )3. Managerial accounting is primarily concerned with providing information to

parties outside the firm.

( )4. External users control the actual preparation of financial reports and do not rely
on CPA’s opinion on financial reports.

( )5. Investors and creditors place great reliance on financial statements in making
their investment and credit decisions.

( )6. Code of ethics can resolve all problems of accounting ethics.
Special Terms

1. Financial Accounting W 454511, SRR A XTIME S &1, LKA ERE, SR
2B LR IR, St mEE ST, WSt ESRSTHRBETR, M
HRMATHEERRE, S ER ST A POEE 7B, 35 A & AR %
AR MIAEES 5SS E B, X8 A 5 ZA8 T Al I 5RO F 478 R,
HAB AL B R B A AR B 55 23R TP ERAS . h T IR & @K, BUBGER ] 75 22
il R FATAR 8 — B 2T HEN, W 55 1 HEEH ST UE I A9 B2 SR Ab 3 S IR BIEIW 55 2511
o T MBIk SRAEA A S5 SR I B SC R AT SR, WS St iR B AT M
SRR R RAIE . 23T A4 1 8 RS 7 58 3 LA B S 1 I H B8 A i 29, AR T
W45 27 H ) & R At — 2 HE A

2. Managerial Accounting IS, MR NIk ESit. ERMELTERSRE
T B MW R R, A R Y R R A X Bl R T EME R 7 1952 414t
FEXHANT “BHES"XNEI410E, ERN KRB EE R 20 4 60,70 44824
JGo. BHEASITTAURBLE 2% AL 5 A L, =0 T 50 A DEH R ok 5 25
sl EEXT AL S E A 4R E )8 e X R R, 3F I AR SHE B, &1t
5 S AEEEFR P T LA B AR 21 HE B Bt ] . N 2E 7 S E R AR U8 B H A 75 B
5E , ABETHEN] ST HRIBE BT 224 5 X R—MRIRE, vT LASE 22 fh o RALE B 24 R Bd

3. Ministry of Finance ( H1 [ ) WABUHES , o B 4l 253 ) B4 ol <8 LA o

4. FASB: Financial Accounting Standards Board W 4521 HEN|ZE i<, J@ R A]4H 2, fi
B il 2 36 E 2T E]

5. IASB: International Accounting Standards Board [ PFr<situE N34 HaT &2 FH
FR£xi1YEN 2 51 2= (International Accounting Standards Committee , & F#k IASC) ,2000 4E 3347
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6. CPA: Certified Public Accountant {F#t2:11 I

Notes to the Text

1. In one way or another, these users of accounting information tend to be concerned
about their own interests in the entity.

(1) in one way or another DA—Fhul 5 —Fh 7=,

(2) be concerned about F&.ly, H:& .

2. Analysts use accounting data to form their opinions on which they base their investment
recommendations.

(1) which 5|5 1& M), 18Hi opinions , & 5 M 4] H (91515 45 ¥ & base sth. on sth.
HIZEHE , LA 17 on JFE T which RijTE .

3. Their ability to understand and their confidence in reports is directly dependent upon
standardization of the principles and practices that are used to prepare the reports.

(1) 4)F#) EIEJE their ability to understand and their confidence in reports f&4fi 1% .

(2) BRI Z5H) )2 be dependent upon--- .

(3) i LA & standardization, that 3| 5 1) & & iE M 4], 1& i principles and
practices,

4. Auditing involves the examination of transactions and systems that underlie an
organization’s financial reports, with the ultimate goal of providing an independent report on the
appropriateness of financial statements.

(1) FiER auditing, i§1E 7] involves, EEiE H1.0>iA] examination,

(2) that 5| FHZ5E 1H M 4], #& i transactions and systems,

(3) with 5| FEIN R , RN HERRR B o

5. And, it probably goes without saying that many accountants work in the governmental

sector, whether it be local, state, or national levels.

(1) it goes without saying that...3%X M) %I 7R “ R FH G- , AR -
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Reading Material

Origin of Accounting and Bookkeeping
In her notes compiled in 1979, Professor Linda Plunkett of the College of Charleston S.

C., called accounting the “oldest profession” ; in fact, since prehistoric times families had to
account for food and clothing to face the cold seasons. Later, as man began to trade, we
established the concept of value and developed a monetary system. Evidence of accounting
records can be found in the Babylonian Empire (4 500 B C), in pharaohs’ Egypt and in the
Code of Hammurabi (2250 B C). Eventually, with the advent of taxation, record keeping
became a necessity for governments to sustain social orders.

The Italian Renaissance brought the artistic accomplishments of man to new heights. At
this time, Venice was the business cradle of Europe, ‘and it was here among merchants that

double entry accounting was invented and practiced. During this period Fra Luca Pacioli wrote
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his “Summa” dealing with record keeping and double-entry accounting, one of the very first
published books of the time that would become the accounting “textbook” for the next 500

years.

Answers to Questions

1. Accounting is a set of concepts and techniques that are used to measure and report
financial information about an economic unit.

2. There are two differences: (1)Financial accounting is concerned with external
reporting of information to parties outside the firm while managerial accounting is primarily
concerned with providing information for internal management; (2)Financial accounting is
regulated by uniform accounting standards while managerial accounting is dictated by
management.

3. Yes, it does. Because financial accounting is targeted toward a broad base of external
users, none of whom control the actual preparation of reports or have access to underlying
details. Their ability to understand and their confidence in reports is directly dependent upon
standardization of the principles and practices that are used to prepare the reports. Without
such standardization, reports of different companies could be hard to understand and even
harder to compare.

4. An accountant may engage in the practice of “public” accounting, or he or she may be
employed by companies, or he or she may work in not-for-profit agencies or governmental
agencies at all levels.

5. Because investors and creditors and other outside information users place great reliance

on financial statements in making their economic decisions.

Answers to Exercises
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Generally Accepted Accounting Principles

Financial accounting practice is governed by concepts and rules known as generally
accepted accounting principles( GAAP). To use and interpret financial statements effectively,
we need to understand these principles. GAAP aims to ensure the information in financial
statements relevant, reliable, and comparable. Relevant information affects the decisions of its
users. Reliable information is trusted by users. Comparable information is helpful in contrasting

organizations.
ACCOUNTIN G ENTITY PRINCIPLE

The accounting entity means that a business is accounted for separately from other
business, including its owner. The reason for this principle is that separate information about
each business is necessary for good decisions. For each accounting entity a self-contained,
double-entry accounting system is employed. Transactions between accounting entities are
recorded in the accounts of both entities.

In any particular case the identification of the accounting entity may be difficult. Consider
the case of a large chain of retail stores. Is the accounting entity the whole business , a regional
operation, a single store or a single department in that store? The answer can be found only by
looking at the organization of the business. If a department has its own accounting system and
records transactions with other departments, then it is an entity for accounting purposes. If it
has no such records, then it is not an accounting entity. The accounting entity is, therefore,

identified as the smallest unit of activity with a self-contained accounting system.

GOING-CONCERN PRINCIPLE

The going-concern principle means that accounting information reflects an assumption that
the business will continue operating instead of being closed or sold. This implies that property
is reported at cost instead of liquidation values that assume closure. The principle does not refer
simply to its continued existence. It also assumes that it will continue in the same lines of

business as those in which it is currently involved.
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