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UNIT1 ACCOUNTING:
A GENERAL INTRODUCTION

Lesson 1  Accounting

Accounting is often called “the language of business”. The
acceleration of change in our society has contributed to increasing
complexities in this “language”, which is used in recording and
interpreting basic economic data for individuals, enterprises,
governments and other entities.

Accounting is defined broadly as the process of recording,
classifying, and summarizing data related to business transactions
and events to permit informed judgement and decisions by users of
the information. Such data are to a large extent of a financial nature
and are frequently stated in monetary terms. Accounting is also
concerned with reporting and interpreting the information.

Accounting provides the techniques for accumulating and the
language for communicating economic data to various individuals
and institutions. Investors in a business enterprise need the
information about its financial status and its future prospective.
Bankers and suppliers appraise the financial soundness of a business
organization and assess the risk involved before making loans and

granting credits. Government agencies are concerned with the
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financial activities of business organizations for purpose of taxation
and regulation. Employees and their union representatives are also
vitally interested in the stability and profitability of the organizations
that hire them. Accounting information is also needed and used by
financial analysts, trade associations, stock exchanges, and educa-
tional institutions. Information required by all these groups and
individuals will vary according to their needs, but usually they are
interested in the financial position and the operating results of a
business. The gathering and presentation of this information for
external financial reporting is known as financial accounting.

However, the individuals most dependent ‘upon and most
involved with end products of accounting are those who are charged
with the responsibility for directing the operations of enterprises.
They are often referred to collectively as “the management”, who
need various types of accounting information in the conduct of day-
to-day operations of the business and in evaluating current operations
and in planning the future operations. The use of accounting
information through analysis and in combination with information
from other areas for business decisions and internal management
purpose is referred to as managerial accounting or management
accounting.

The field of accounting is divided into three broad divisions:
public, private and governmental. A certified public accountant, or
CPA, as the term is usually abbreviated, must pass a series of
examinations, after which he or she receives a certificate. In the
United States, the certification examinations are prepared and
administered by the American Institute of Certified Public
Accountants. The various states or other major governmental
jurisdictions set additional qualifications for residence, experience,
2



and so on. The British equivalent of a CPA is called a chartered
accountant.

Public accounting consists largely of auditing and tax services.
An audit is a review of the financial records of an organization. It is
usually performed at fixed intervals of time—perhaps quarterly,
semiannually, or annually. And as the tax laws have grown
increasingly complex, not only corporations but also individuals have
had to utilize the services of accountants in preparing their tax forms
and calculating their tax liability. Business enterprises, government
agencies, and nonprofit organizations all employ public accountants
either regularly or on a part time basis.

Private accountants, also called executive or administrative
accountants, handle the financial records of a business. They work on
a salary basis. Those who work for manufacturing concemns are
sometimes called industrial accountants. Some large corporations
employ hundreds of employees in their accounting offices.

All branches of government employ accountants. In the United
States, this includes federal, state, and local governments. In addition,
government owned corporations in the United States and in many
other countries have accountants on their staffs. All of these
accountants, like those in private industry, are salaried rather than
paid a fee.

As in many other areas of human activity during the twentieth
century, a number of specialized fields in accounting have evolved as
a result of rapid technological advances and accelerated economic
growth. The most important accounting fields include financial
accounting, auditing, cost accounting, management accounting, tax
accounting, budgetary accounting, international accounting, and

social accounting.
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New Words, Phrases, and Special Terms

(1) accounting [2’kauntin]
(2) acceleration

accelerate [xk seloreit]
(3) entity [‘entiti]
(4) datum ['deitom]
(5) transaction [treen 'zaekfon)

(6) event [i'vent]
(7) to a large extent
(8) financial [fai'naenfal, fi-]

(9) monetary ['mAnitori]
(10) investor [in'vests]
(11) business enterprise
(12) banker ['baenks]

(13) financial status

(14) supplier [so'plaio]

(15) risk [risk]

(16) loan [loun]

(17) taxation [tak'seifon]
(18) regulation [regju’leifan]

(19) union representatives
(20) profitability [,profito’biliti]
(21) financial analyst

(22) trade association
(23) stock exchange
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(24) financial position
(25) operating results

(26) external financial reporting
(27) financial accounting

(28) end product

(29) operation [,opa'reifon]

(30) management [ manid3ment)

(31) business decision

(32) managerial accounting
management accounting

(33) public accounting
public accountant

(34) private accounting
private accountant

(35) executive accountant

(36) administrative accountant

(37) govemnment accounting

(38) Certified Public Accountant (CPA)

(39) the American Institute of Certified
Public Accountants (AICPA)

(40) chartered accountant (C.A)

(41) auditing ['o:ditin]
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(42) semiannual ['semi'enjual] a. ¥FE-KW, —FEH

R

(43) tax form B HRKR

(44) tax liability MBS, NABIH

(45) nonprofit organization EmAIEAR

(46) nonprofit accounting ERMHEARL,
NES ST

(47) manufacturing concern HIE AN, Tk
%

(48) industrial accountant Tk &t

(49) government owned corporation EHHEAH

(50) tax accounting BE

(51) budgetary accounting i S

(52) international accounting HErait

(53) social accounting et

1. Discussion questions:

1. Define accounting.

2. Distinguish between public accounting and private accounting.

3. Describe in general terms the requirements that an individual must
meet to become a CPA.

4. Name some of the specialized fields of accounting activity.

5.The chief accounting officer of a company is the controller or
comptroller. Do you think that a controller is often just a step away
from being the executive officer of a corporation?

II. Please translate {":ese phrases into English:
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Lesson 2 Generally Accepted Accounting Principles

To be useful, financial accounting information must be assembled
and reported objectively. Those who must rely on such information
have a right to be assured that the data are free from bias and
inconsistency — whether deliberate or not. For this reason, financial
accounting relies on certain standards or guides that have been
proved useful over the years in imparting economic data. These
standards are called generally accepted accounting principles. They
are closely related to experience and practice and may change over a
time. Various terms, such as principle, standard, assumption,
convention, and concept, are often used to describe such guides.

The most fundamental concepts underlying the accounting
process are (1) an economic entity assumption, (2) a going-concern
assumption, (3) a monetary unit assumption, and (4) a periodicity
assumption. The basic principles followed by accountants in
recording business transactions can be classified as (1) the historical
cost principle, (2) the revenue realization principle, (3) the matching
principle, (4) the consistency principle, (5) the full disclosure
principle, and (6) the objectivity principle. These principles relate
basically to how assets, liabilities, revenues, and expenses are to be
recognized, measured, and reported.

Accounting is also affected by certain considerations that merit
attention. These considerations referred to as modifying conventions
are (1) materiality, (2) industry practice, and (3) conservatism.

- Generally accepted accounting principles are not natural laws in
the sense of the laws of physics and chemistry. They are man-made
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rules that depend for their authority upon their general acceptance by
the accounting profession. Currently, generally accepted accounting
principles in the U.S.A. are developed by a group called the Financial
Accounting Standards Board (FASB), which is composed of seven
full-time members. The principles established by the FASB are called
Statements of Financial Accounting Standards. The FASB develops
its statements by using a feedback process, in which interested people
and organizations can participate by communicating their opinions to
the FASB. First, the FASB writes a discussion memorandum, which
explains the topic under current consideration. Then public hearings
are held where accountants and other interested parties can express
their opinions, either orally or in writing. The groups that most
consistently offer opinions about proposed FASB statements are the
Securities Exchange Commission (SEC), the American Institute of
Certified Public Accountants (AICPA), individual public. accounting
firms, the American Accounting Association (AAA), and companies
with a direct interest in a particular statement that has been proposed
by the FASB. After the FASB holds public hearings about a potential
statement, it prepares a draft of the statement, called an exposure
draft, which describes the FASB’s proposed solution to the problem
being considered. The FASB then receives and evaluates public
comment about the exposure draft. Finally, its members vote on the
statement. If four or more of the members approve, the proposed
statement becomes one of the generally accepted accounting
principles.

To ensure that generally accepted accounting principles are
followed by publicly owned corporations, the SEC requires that
financial information, in the form of financial statement, be submitted

annually by all such companies to the SEC. These financial
.9.



statements must be audited by an accountant who is not on the staff
of the firm that issued the statements (an independent certified public
accountant). In addition, the statements must include a report by the
accountant about the review, which is known as the auditor’s report.
The purpose of the review is to obtain the objective opinion of a
professional accountant from outside the company that the financial
statements fairly present the operating results and financial position
of the business and that the information was prepared according to
generally accepted accounting principles. The financial statement and
the auditor’s report must be made available to stockholders and
potential stockholders of publicly owned corporations.

Business and the environments in which they operate are
constantly changing. And so are the economy, technology, and laws.
Therefore, financial information and the methods of presenting that
information must change in order to meet the needs of the people
who use the information. Generally accepted accounting principles
are changed and refined as accountants respond to the changing
environment.

New Words, Phrases, and Special Terms

(1) bias ['baios] n. I, fRE)

(2) deliberate [di'liboreit] v. fFa%E, oht, i

(3) impart [im'pa:t] v. .-l 2
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(4) practice ['preektis] n. £, L, R

(5) commerce [koma(:)s] n. RE, wl, A%

(6) generally accepted accounting
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(7) term [to:m] ARiE, HR, &KX
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(8) principle ['prinsopl]

(9) standard ['stazndad]

(10) assumption [o'sampfan]
(11) postulate [postjuleit]
(12) convention [kon'venfan]

(13) underlie [,Ands'lail

(14) economic entity assumption
(15) going-concern assumption
(16) monetary unit assumption
(17) periodicity assumption

(18) historical cost principle

(19) revenue realization principle
(20) matching principle

(21) consistency principle

(22) full disclosure principle
(23) objectivity principle

(24) asset [‘®set]

(25) liabilities [,laio'bilitiz)

(26) revenue [revinju:]

(27) expense [iks'pens, eks-]

(28) recognize [rekoagnaiz]

(29) measure ['me3a]

(30) modifying convention

(31) materiality convention

(32) industry practice convention
(33) conservatism convention
(34) authority [o:'Goriti]
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(35)accounting profession

(36)the Financial Accounting
Standard Board (FASB)

(37)the Statement of Financial
Accounting Standards (SFAS)

(38)feedback [ fi:dbak] n.

(39)discussion memorandum

(40)public hearing

(41)the Securities Exchange
Commission (SEC)

(42)the American Accounting
Association (AAA)

(43)professional accountant

(44)exposure draft

(45)public corporation

(46)financial statement
(47)submit [sob'mit]
(48)issue ['isjuz, i'fjuz, ifu:l
(49)audit ['2dit]
(50)review [ri'vju:]
(51)auditor ['2:dita]

3 ¢ % % ®

(52)auditor’s report

(53)fairly ['feali] adv.

1. Discussion questions:
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1. Are generally accepted accounting principles equally applicable to
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the fields of financial accounting and managerial accounting ?
Explain.

2. Describe the steps followed by the FASB in the development ofa
new financial accounting standard.

3. Is it correct that accounting principles are made by humans?

4.Do you think that the accountants measurement of economic
transactions should be free from bias?

5. There usually is a trade-off between objectivity, usefulness, and
feasibility when one applies accounting principles and procedures.
Do you think that is the case?

II. Exercise:
Select the best answer for each of the following multiple-choice
questions:
1. Generally, revenue is recorded by a business enterprise at a point
when:
a. Management decides it is appropriate to do so
b. The product is available for sale to consumers
c. An exchange has taken place and the earning process is virtually
complete
d. An order for merchandise has been received
2. Why are certain costs capitalized when incurred and then depre-
ciated or amortized over subsequent accounting periods?
a. To reduce the income tax liability
b. To aid management in making business decisions
¢. To match the costs of production with revenue as earned
d. To adhere to the accounting concept of conservatism
3. What accounting principle or concept justifies the use of accruals
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and deferrals?
a. Going concern
b. Materiality
c. Consistency
d. Stable monetary unit
4. An accrued expense can best be described as an amount
a. Paid and currently matched with revenue
b. Paid and not currently matched with revenue
c. Not paid and not currently matched with revenue
d. Not paid and currently matched with revenue
5. Continuation of a business enterprise in the absence of contrary
evidence is an example of the principle or concept of
a. Business entity
b. Consistency
c. Going concern
d. Substance over form

I11. Please put the following phrases into English:
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