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Unit One  Accounting Profession

Unit One
Accounting Profession

INTRODUCTION OF ACCOUNTING. Accounting is a pro-
cess of recording, classifying, summarizing, and interpreting of
those business activities that can be expressed in monetary terms. A
person who specializes in this field is known as an accountant.

Accounting frequently offers the qualified person an op-
portunity to move ahead quickly in today’s business world. Iﬁdeed,
many of the heads of large corporations throughout the world have
advanced to their positions from the vaccounting department. Ac-
counting isa basic and vital element in every modern business. It
records the past growth or decline of the business. Careful analysis
of these results and trends may suggest the ways in Which the busi-
ness may grow in the future. Expansion or reorganization should
not be planned without the proper analysis of the accounting infor-
mation; and new products and the campaign to advertise and sell
them should not be launched without the help of accounting experti-
se. .

Accounting is one of the fastest growing profession in the mod-
ern business world. Every new store, school, restaurant, or filling
station—indeed, any new enterprise of any kind—increases the de-
- mand for accountants. Consequently, the demand for competent ac-
countants is generally much greater than the supply. Government
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officials often have a legal background ;similarly, the men or women
in management often have a background on accounting. They are
usually familiar with the methodology of finance and the fundamen-

tals of fiscal and business administration. -

DISTINCTION BETWEEN BOOKKEEPING AND AC-
COUNTING. Earlier accounting procedures were simple in com-
parison with modern methods. The simple bookkeeping procedures
of a hundred years ago have been replatéed In many cases by the
data-processing computer. The control of the fiscal affairs of an or-
ganization must be as scientific as possible in order to be effective.

In the past, a bookkeeper kept the books of accounts for an or-
ganization; the present-day accountants’ job developed from the
bookkeeper’s job. 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 en—.
ters data in financial records books;the accountant must understand
the entire system of records so that he or she can analyze and inter-
pret business fransactions. To explain the difference briefly, the ac-
countant sets up a bookkeeping system and interprets the data in it ,
whereas the bookkeeper performs the routine work of recording fig-
ures in books. Because interpretation of the figures is such an im-
portant 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, private, and governmen-
tal. A certified public accountant or a CPA, as the term is usually

J— 2 J— '

T AT S b KW DY AN - 7T e



Unit One  Accounting Profession

\

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 In-
stitute of Certified Public Accountants. The various states or other
major governmental jurisdictions set additional qualifications for res-
idence, experience, and so'on. The British eqt‘livalent for a CPA is
called a chartered ‘accountant.

CPAs can offer their services to the public on an individual con-
sultant basis for which they receive a fee. In this respect and many
others, they are similar to doctors or lawyers. Like them, CPAs
may be self-employed or partners in a firm;or they 'may\ be em-
ployed by an accounting firm.

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 simi-
lar 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 organi-
zations like symphony orchestras or opera societies, charitable
organizations, religious groups, or corporate-owned research
organizations. Although they are limited in the manner in which

bs_
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they can raise and spend their funds, they usually benefit from spe-
cial provisions in the tax laws.

Private accountants, also called executive or administrative ac-
countants, handle the financial records of a business. 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 accountants. Some large
corporations employ hundreds of employees in their accounting of-
fices.

The chief accounting officer of a company is the controller, or
comptroller, as he or she is sometimes called. Controllers are resp-
onsible for maintaining the records of the company’s opérations. On
the basis of the data that have been recorded, they measure the
company’s performance;they interpret the results of the operations
and they plan and recommend future actions. This position is very
close to the top of management. Indeed, a controller is often just a
step away from being the executive officer of a corporation.

Many people have chosen accounting as a profession because of
its many advantages. Many jobs are usually available, primarily be-
cause the education and training for accounting careers have not
kept pace with the demand for accounting services. Once on the
job, private or governmental accountants have security, and they
are usually given the chance to move upward in the company—
sometimes, as we have noted, to the top. Salaries for people with
accounting training are usually good, even on the lower levels, and
for those who rise to the top of the profession, they are éorrespon-
dingly high. Certified public accountants now enjoy professional
status similar to that of doectors or lawyers.

— 4
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Review and Discussion Questions

. What does accounting frequently offer the qualified persons?

2. Why is accounting one of the fastest growing fields in the
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modern business world?

. How does the job of a bookkeeper differ from that of an ac-
countant?

- What are the three broad divisions in the field of accounting?

- In what respect is a CPA similar to a doctor or a lawyer?
Words and Expressions

.accounting n. & (HH), &2
.recordv. iC#, id®, Fid

.classify v. 4%, 9%

-summarize v. #3F, B, T &
.campaign n. JR#, &3, B3
Jlachv. K3, FR@

- filing station n. (&) %2 h i 3%
.competenta. HREHH

. methodology n. it

0. fiscal a. BABIAY, W45

1. bookkeeping n.  #iC, #iif2e
Z-transactiona. %5, H%, ¥ F
3. data-processing % i L, $iE4mH
4d.enterv. BA, ik, Big
S.equivalent n. K%Yy, Y&

6. abbreviate v. 45E

7. jurisdiction n.  EHEAL, WX, 7wk, Al
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18. chartered accountant $¥iF £ 31/, $olk &t I GEED

19. partnern &1k A

20. nonprofit organization JEZ F) P2 41

21. govemnment and institutional accounting L i £ 35 )i, 28 {7 £
it '

22. sophisticated a. B iy, HEEM

23. public utilities n. A3t FE

24. charitable organization 2% & 0 4

25.executive a. PATHI, 1THELHY

26. manufacturing concern #3470k, AL

27. maintain v. {4 _

28. keep pace with Jii I, &R

29. correspondingly ad. 0V

30. professional status B (&) T /E &89 54 (M)

31. books of accounts M, Mz

Special Terms

1. Certified Public Accountant (CPA) ~ E A SE& i+, B4
ERMATH IS E WA B, —RRBWER =) H M KA 8
REXHER. (DESTEIHT, BHEERRZEN, HHE
REZEREEMNET (DORH - EHRGLS HEEFHTHES
B QB B2t R ARG 2R, EHS R E
BHBRIRE FFR G CA, E chartered accountant.

2. American Institute of Certified Public Accountants EE T
R BB ACPA , B3 4 [ e 12 6] 2 1% ) 1k, i
T 2 22t IOl AR R AL W AT St 0T T R B 9 3 R
TERENY, AEUEN SR BRSBTS, 4 HA—4

PR LIRS — %K. e R b oy B
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3. controller, comptroller F it K, & iF £ 1F, tFR chief

accountant, EHEATRAMAA, RhEFLIEMN, AL

S TENRREREAR., HIESEHART ST . BE4
T AR E I BE RS B SIRENMSEETNE,
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Unit Two

The Conventions of
Contemporary Accounting (1)

Accounting conventions are concepts and rules which have been
generally accepted in performing bookkeeping and accounting. It
came from a careful observation of accounting practice which re-
vealed patterns of consistent behavior.

The existence of conventions was not generally recognized by
accountants until the 20th century. They were developed to aid ac-
countants in exercising judgment and estimation in order to limit
likely differences in recording similar events by different accoun-
tants. The principal conventions of contemporary accounting will be

discussed.

THE ENTITY CONVENTION, Contemporary accounting
divides the community into separate units called “ accounting
entities”. For each accounting entity a self-contained , double-entry
accounting system is employed. Transactlons between accounting
entities are recorded in the accounts of both entities, Fach account-
ing entity interprets transactions from its own viewpoint. For ex-
ample, the same transaction may be recorded as a sale by one ac-
counting entity and as purchase by another. Simiiarly s Oone account-
ing entity may record a transaction as an investment, whilst the ot-

g



Unit Two The Conventions of Contemporary Accounting (1)

her accounting entity may record it as a capital contribution.

In any particular case the identification of the accounting entity
may be difficult. Consider, for example, 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 busi-
ness. If a department has its own accounting system and records
transactions with other departments, then it is an entity for ac-
counting purposes. If it has no such records, then it is not an ac-
counting entity. The accounting entity is, therefore, identified as
the smallest unit of activity with a self-contained accounting syst-

em.

THE “GOING CONCERN” CONVENTION. Contemporary
accounting assumes that the entity will remain in operation for the
foreseeable future. This assumption is known as the & going
concern” or the“continuity” convention. The assumption 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 cur-
rently involved.

The assumption of continuity is made in the absence of evide-
nce to the contrary. In other words, when it is clear that an assum-
ption of continued existence would result in misleading financial re-
ports, then the assumption is not made. A major problem facing
the accounting profession is in identifying the circumstances under
which the continuity assumption should be abandoned. Sometimes
company failures occur with the accounting reports continuing to be
based upon the going concern convention. These accounting reports

— 8
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are subsequently criticized as misleading. And premature abandon-
ment of the continufty assumption by accountants may cause liqu-
idation if it results in demands by creditors for repayment of a-
mounts outstanding. Authoritative guidelines are needed in this area
if continuity is to remain a basic assumption of contemporary ac-

counting.

THE MONETARY CONVENTION. In contemporary ac-
counting, an entity’s transactions are recorded in the accounts in
the monetary unit of the country in which it is operating. However,
in general, financial statements are presented in the currency of the
country where the reports are published.

The use of money as the unit of account is accepted today
without question, but this has not always been the case. For exam-
ple, such commodities as cattle, salt, shells and tobacco are said to
be employed as a unit of account.

The use of money as a unit of account does create some difficul-
ties. In the first place, transactions must be expressed in money
terms before they can be recorded in the accounts. In some cases
transactions or events may not have an obvious money amount.
Transactions and events of this type are either ignored or assigned a
subjective or arbitrary money amount.

The second difficulty associated with the monetary convention
is that the value of money is not constant over time. Its purchasing
power changes as a result of either inflation or deflation. Accoun-
tants conventionally choose to ignore the changes in the purchasing
power of money in the accounts. And this will cause some deficien-
cies in accounting reports.
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