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earning Objective

The main purpose of this unit is to lead you to the world of accounting. Af-

ter learning this unit, you should be able to:

1. Explain what accounting is.

2. Describe the final products of accounting.

3. Ascertain the users of accounting information and know why they need the
information.

4. Understand the accounting assumptions and the basic accounting princi-
ples.

5. Master the main accounting terms appearing in this unit.
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Lead In

On the first day of the new term, John and Amy meet each other at the
school gate.

John.
Amy.
John:
Amy.
John.
Amy .
John:

Amy .
John:

Hello Amy. Nice to meet you!

Oh, John. Nice to meet you, too.
What’ s that in your hand? .

My new textbook, Accounting.

Wow. It’s a very useful course.

Really? | thought it would be very boring.
Yeah. Maybe at the very beginning, you feel it a little difficult to learn,
but after a short fime, you would find it quite interesting.

| hope so. I’m sorry. Our teacher is coming. So see you lat
All right. Bye-bye.

& 1.1 Accounting Concepts

Accounting is the process of collecting and reporting the financial information of an
organization. It is a continual process which includes: capturing financial data, organizing the

data and finally producing financial reports.
The end products of accounting usually consist of the following
<>The balance sheet.
<>The income statement.
<>The statement of cash flows.

In addition, by using accounting information, such as ratios and graphs, we can get a lot
of other message. There are many people who pay attention to the accounting information of a
company or an organization. Generally speaking, they can be divided into internal users and
external users.

<>Internal users

—Managers/directors. They use the information to evaluate the past performance of their
company. At the same time, they also can make future plans and decisions of the company
or organization.



<>External users

—Investors. Current investors are all concemed with the money that they have invested in
the company/ organization. The potential investors will use the information to judge whether or
not to invest their money.

—Creditors. They want to know if they are likely to be paid off when the debts become
due.

—Stockholders. They pay great attention to the dividends. According to the information,
they can decide the profitability of a company.

—Other related parties. Tax authorities, customers, employees, efc.

Activity : Suppose there is a company called “ Panda Toy Company”. In 2006, it runs
! quite well, and then what are the reactions of the managers and the stock-
holders? Did the manager do well in the year 20067 If you were one of the

-

creditors , will you go on investing?

————y

N 1.2 Accounting Assumptions

In order to understand financial accounting well, it is of quite importance to know ac-
counting assumpfions. Accounting assumptions are the preconditions of identifying, measur-
ing, recording and reporting economic transactions. They include economic enfity assump-
tion, going-concern assumption, monetary unit of measure assumption, and time period as-
sumption.

Economic Entity Assumption

Economic enfity concept is one of the basic concepts in financial accounfing. This as-
sumption exceeds the concept of juridical person. No matter what the form of an organization
is, according to accounting, it is identified as a sole entity.

Going-Concern Assumption

it means that the business will continue for quite a long time. It doesn’t mean that it will
stay forever, but for a foreseeable period. The aim of this assumption is fo place a reasonable
value on assets.

Monetary Unit of Measure Assumption

This assumption means that in the accounting period, items should be measured in mo-
netary forms. In fact, it also implies the stable-dollar assumption.
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Time Period Assumption

Under the environment of going-concemn, the achievements of a company are hard to
measure. However, during the process, information users want to know the current condi-

tions of the company, so it is necessary to divide a long period into short ones. Then it will be
easier to make statements and reports.

@ 1.3 Accounting Principles

Accounting principles are not only the basic rules of identifying and measuring economic
transactions, but also the guidelines of generating financial statements. The main principles
are: historical cost principle, revenue principle, full-disclosure principle, matching principle
and materiality principle, efc.

Historical Cost Principle

Historical cost principle means that the accounts should be shown at their historical cost or
cost minus depreciation. Based on this principle, business of operating activities should be re-
corded at the cost of frading. For example, we record land at its cost when bought it, and it
still should be recorded at this cost through its whole life. By using this principle, we can sim-
plify the record and valuation of assets.

Revenue Principle

According fo this rule, an event can be identified as revenue when it safisfies the follow-
ing two conditions: first, the revenue must have been eamed, in other words, the process of
getting earings has been completed; second, the company has got the claim of the money.

Full-disclosure Principle .

According to this principle, financial statements should offer adequate information. The
information can disclose activiies and current conditions of a company reasonably and fully.
This principle not just menfions the precise extent of the information, but also includes the de-
tailed inferpretations. Anything that has changed and has a great influence on the accounts
should be disclosed, such as the change of inventoy measurement method.

Matching Principle

This rule aims to match the revenue earmed with the expenses during the specific account-
ing period. The expenses accrued should be subfracted from the revenue, so that we can




identify the net income of the specific period.

Materiality Principle

Materiality states that if some of the transactions or changes have significant impact on
the accounts, they should be disclosed. Suppose a company loses a lock which just costs
$ 4, this was a trifie, so it is unnecessary to show. However, if it loses a large amount of
money which could influence the manager’ s decision, then this event is material.

In addition, there are some other principles, such as consistency principle, conservatism
principle, industry practices principle, and cost-benefit constraint principle.

of the class can guess.

-

——— -

Q Words & Phrases

infroduction /,mtro'dakfon/ n. A48, HEA
accounting /o'kavntiy/ n. &1, L%
accounting assumption &iHBit
accounting principle 231 E R

capture /'kaptfa/ v. 3KE,HHiR
balance sheet #E=fifHR

statement /'steitmont/ n. IRFE

income statement 3§ %

statement of cash flows HRE&HREBER
ratio /'reiftou/ n. LLFER

graph /gra:f/ n B, BE

external /eks'taml/ adj. SMEREY
evaluate /r'veljuert/ v. ¥F4Y, VB
potential /pa'tenf(s)l/ adj. EFEHR
creditor /'kredita/ n. XA

-
-
-----
--------------
--------

Activity : The teacher divides the students into several groups. Each group should give
an example of the basic principles but don’ t say the answer. Then the rest

For example; group one asks: if a company didn’ t record the expenses of sell-
ing goods, which principle did it disobey? ‘

Then the rest of class can say,“ matching principle!”

dividend /'dividend/ n. BEH|

profitability /profita'bilitt/ n. R F|RES
authority /a:'6pritt/  n. P&, 245
economic enfity & ik
going-concern assumption REELERET
monefary unit of measure  £¢ T B A4
fime period assumption &34 BBt
concept /'konsept/ n. #EE

exceed /1k'si:d/ v. #Bit,BH

asset /'eset/ n. BF=E

foreseeable /fa:'sizabl/ adj. AW LA
guideline /'gaidlain/ n. 388

revenue /'revonju:/ n. WA
full-disclosure F4rHLEE

materiality /matiorr'elitt/ n HEH




SitRiE
account /o'kaunt/ n. K7
depreciation /diprizfr'eifon/ n. #7IH
operating activity £ &% 5l
interpretation /mnta:pri'teifon/ n. fi##;
B
expense /1k'spens/ n. %M
accrue /o'kruz/ v. i+, 300

subtract /sab'trekt/ v. W=

net income k2 3
impact /'impeekt/ n. 0

consistency /kon'sistonst/ n. FFEEHE
conservatism /kon'saivotizom/ n. Fafai
industry practice 47k 5%

cost-benefit constraint i A—32E LR



Unit 1 An Introduction to Accounting

% Test Yourself

Q Complete the following sentences according to the text above.

l.Itisa process which includes: capturing financial data, organizing the data and
finally producing financial .

2. Managers/ use the information to evaluate the past performance of their company.
At the same time, they also can make future plans and of the company or organiza-
tion.

3. Under the environment of , the achievements of a company are hard to measure.

4. The mainly principles are ; cost principle, revenue principle, full

principle, matching principle and materiality, etc.

Q After reading the passages above, decide the following statements true or
false.

TF
[J0J1. Accounting is just the process of reporting the financial information of an organization.

[J[J2. People who care the information can be divided into internal users and external users.
[J[J3. Going-concern is not important for a company.
[JJ4. We should not record an asset at its historical cost minus its depreciation, but at the

present value.




