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LESSON 1

TEXT A
ACCOUNTING INFORMATION

THE PURPOSE OF ACCOUNTING

Making good decisions is critical for success in any business enterprise. When an important
decision must be made, it is essential to use a rational decision-making process. The process is
basically the same no matter how complex the issue. First, the problem or question must be clearly
identified. Next, the facts surrounding the situation must be gathered and analyzed. Finally, several
alternative courses of action should be considered before a decision is reached.

An economic, or financial, decision involves making the best allocation of available resources.
For example, assume that you have $35, 000 to invest. What factors would you consider in deciding
among the alternative investment choices? One choice might be tuition, books, and other expenses
for additional education. Another choice might be new clothes or a newer car. Still another choice
might be to invest in a certificate of deposit (CD) at a bank where you could earn a return ( called
interest) on your investment. Obviously, your choice will depend on many factors, such as the
specific alternatives available, current needs, long-term plans, other available resources, and the
potential risks and rewards associated with each investment opportunity. Businesses and other
organizations must weigh these same factors when making decisions. ‘

Accounting plays a vital role in providing information needed to make knowledgeable financial
decisions. The information supplied by accounting is in the form of quantitative data, primarily
financial in nature, and relates to specific economic entities.' An economic entity may be an
individual, a business enterprise, or a non-profit organization. A business, such as a grocery store
or a car dealership, is operated with the objective of making a profit for its owners. The goal of a
non-profit organization, such as a city government or a university, is to provide services in an
effective and efficient manner. Every entity, regardless of its size or purpose, must have a way to
keep track of its economic activities and to measure how well it is accomplishing its goals.
Accounting provides the means for tracking activities and measuring results.

Without accounting information, many important financial decisions would be made blindly.
Investors, for example, would have no way to distinguish between a profitable company and one that
is on the verge of failure; bankers could not evaluate the riskiness of potential loans; corporate

managers would have no basis for controlling costs, setting prices, or investing the company’s
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resources; and governments would have no basis for taxing income. > No list of examples could fully
represent the pervasive use of accounting information throughout our economic, social, and political
institutions. When accounting information is used effectively as a basis for making economic
decisions, limited resources are more likely to be allocated efficiently. From a broad perspective,
the result is a healthier economy and a higher standard of living.

Thus, accounting is a service activity designed to accumulate, measure, and communicate
financial information to various decision makers, such as investors, creditors, and managers.
Accounting involves a system of concepts and procedures that organizes and summarizes an entity’s

economic activities.

THE RELATIONSHIP OF ACCOUNTING TO BUSINESS

Business is the general term applied to the activities involved in the production and distribution
of goods and services. Accounting is used to record and report the financial effects of business
activities. As a result, accounting is often called the “language of business”— it provides the means
of recording and communicating the successes and failures of business organizations.

All business enterprises have some activities in common. One common activity is the acquisition
of monetary resources. These resources, often referred to as “capital,” come from investors
(‘'owners) and creditors ( lenders), and from the business itself in the form of earnings that have been
retained. Once resources are obtained, they are used to buy land, buildings, and equipment; to
purchase materials and supplies; to pay employees; and to meet any other expenses involved in the
production and marketing of goods or services. When the product or service is sold, additional
monetary resources ( called “revenues”) are generated. These resources can be used to pay off
loans, to pay taxes, and to buy new materials, equipment, and other items needed to continue the
operations of the business. In addition, some of the resources may be distributed to owners as a
return on their investment.

Accountants measure and communicate ( report) the results of these activities. In order to
measure these results as accurately as possible, accountants follow a fairly standard set of
procedures, usually referred to as the accounting cycle. ® The cycle includes several steps, which

involve analyzing, recording, classifying, summarizing, and reporting accounting data.

USERS OF ACCOUNTING INFORMATION

The accounting cycle generates output in the form of financial reports. There are two major
categories of reports: internal and external. Internal reports are used by those who direct the day-to-
day operations of a business enterprise. These individuals are collectively referred to as
“management, ” and the related area of accounting is called management accounting. Management
accounting focuses on the information needed for planning, implementing plans, and controlling

costs. Typical decisions made using managerial accounting information relate to, for example,
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whether to produce a product internally or purchase it from an outside supplier, what prices to
charge, and which costs seem excessive.* Consider those companies that produce computers. Most
computers are shipped with a disk operating system ( DOS) already installed. Approximately 80% of
computers have Microsoft’s version of DOS ( MS-DOS) pre-installed. The computer makers must
decide whether to develop their own version of DOS or pay Microsoft a licensing fee to use MS-DOS.
Most. computer manufacturers have determined it is cost effective to license from Microsoft.
Companies such as Sears and Radio Shack often use products produced by outside suppliers rather
than manufacture the products themselves. The products are then labeled with the “Kenmore” or
“Realistic” brand names and sold to customers. These are just two examples of decisions that must
be made by management given available financial information.

External financial reports, included in the firm’s annual report, are used by individuals and
organizations who have an economic interest in the business but who are not part of its management. *
Information is provided to these “external users” in the form of general-purpose financial statements
and special reports required by government agencies. Examples of external users include current and
prospective investors in the company’s stock, creditors (i. e., those who have loaned the company
money), government agencies, and labor unions. These and other external users rely on information
provided by a company in order to make informed decisions.

General-purpose financial statements are prepared primarily to meet the needs of investors,
creditors, and other similar users of accounting information. These users need to answer such
questions as: Which company in an industry is likely to provide the best investment opportunity?
Should a company’s stock be held or sold? Should a loan be made to a company and for how much?
In addition to general-purpose financial statements, other external reporis are prepared as required
by various regulatory agencies of the government, one of the most notable being the Securities and
Exchange Commission { SEC). Further, income tax returns and other tax reports are supplied to the
Internal Revenue Service (IRS) and state and local taxing authorities.

External financial reports come within the area of accounting referred to as financial accounting.
Most of the data needed to prepare both internal and external reports is provided by the same
accounting system. A major difference between management and financial accounting is the types of
financial reports prepared. Internal reports are tailored to meet the needs of management and may
vary considerably among businesses. General-purpose financial statements and other external
reports, however, follow certain standards or guidelines and are thus more uniform among

companies.
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Notes

1. The information supplied by accounting is in the form of quantitative data, primarily financial in
nature, and relates to specific economic entities.

@ Z< /) F 4] K “ The information is in the form of quantitative data and relates to specific

economic entities. ” . I H7 “ supplied by accounting” J&-ed 4 A 4 iE M & 15, &
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“information”

@*“ primarily financial in nature” {&4ifi“data”

Investors, for example, would have no way to distinguish between a profitable company and one

that is on the verge of failure; bankers could not evaluate the riskiness of potential loans;

corporate managers would have no basis for controlling costs, setting prices, or investing the
company’s resources; and governments would have no basis for taxing income.
@ AA) ey P94~ 43 4] 1 B, 38 43 B R “ investors” , “ bankers” , “ corporate managers” Fii
“governments”

@ FE—N43rm]H “for example” B4H AIE, “one” $5/{,“ company” ; “on the verge of failure” &
BB HA %"

® E=414r), “ controlling costs” , “setting prices” F1*investing the company’s resources” fi{
48] “for” B E21E , “ setting prices” BBR“EM” o

. In order to measure these results as accurately as possible, accountants follow a fairly standard set
of procedures, usually referred to as the accounting cycle.

Z/] p “ usually referred to as the accounting cycle” J2-ed 43 18] & i5 f# & &, & i
“procedures”

4. Typical decisions made using managerial accounting information relate to, for example, whether
to produce a product internally or purchase it from an outside supplier, what prices to charge,
and which costs seem excessive.

@ A4 EIEEZ AR made” , “relate to” f§{“ made” FEIBN R IE,

® “to produce a product internally or purchase it from an outside supplier” , “what prices to
charge” F “which costs seem excessive” fifi118] “ (relate ) to” B ZE1E ; “ for example” 1H A
Ho

. External financial reports, included in the firm’s annual report, are used by individuals and
organizations who have an economic interest in the business but who are not part of its
management.

@ #=4]F /5] “External financial reports are used by individuals and organizations. ” ,
® “included in the firm’s annual report” /& reports” FJ5E 15
@ “who have an economic interest in the business but who are not part of its management” &%

NEIBMNE], B “ individuals and organizations” ; “but” 2% 1H
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1.
2.

Exercises

. Answer the following questions

How does accounting provide a benefit to society?

What are the essential elements in decision making? And where does accounting fit into the
process?

What types of personal decisions have required you to use accounting information?

What does the term business mean to you?

If you were a banker considering a loan application, why would you need accounting information?
In what ways are the needs of internal and external users of accounting information the same? In

what ways are they different?

—.. Spell the words with the help of their definitions

1.

An organization operated with the objective of making a profit from the sale of

goods or services.
An entity without a profit objective, oriented toward providing services

efficiently and effectively.
A service activity designed to accumulate, measure, and communicate financial

information about economic entities for decision-making purposes.

The procedures for analyzing, recording, classifying, summarizing, and reporting
accounting data.

The area of accounting concerned with providing internal financial reports to assist
management in making decisions.

A document that summarizes the results of operations and financial status of a
company for the past year and outlines management’s plans for the future.

Reports summarizing the financial status and results of operations of business
entities, which included the balanée sheet, the income statement, and the statement of cash
flows. Notes are included as the part of them for explanatory purpose.

The area of accounting concerned with reporting financial information to interested

external parties.

. Put the following phrases and expressions into English

i 4HMER FERE 28FEIS WMEFSIT MEmER BHEsT
B FEHR '

P9 . Put the following sentences into Chinese

1.

Accounting plays a vital role in providing information needed to make knowledgeable financial
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decisions. _

2. When accounting information is used effectively as a basis for making economic decisions, limited
resources are more likely to be allocated efficiently. From a broad perspective, the result is a
healthier economy and a higher standard of living.

3. Accounting is a service activity designed to accumulate, measure, and communicate financial
information to various decision makers, such as investors, creditors, and managers.

4. Financial accounting focuses on reporting financial information to interested external parties.

A, Discussion

1. Identity the primary users of accounting information.

2. As you begin the study of accounting, what ideas do you have about its role and importance in the
business world? Be specific by discussing your views of accounting in relation to marketing,

finance, economics, and management.



LESSON 1 9

TEXT B
THE FIELD OF ACCOUNTING

Accounting frequently offers the qualified person an opportunity to move ahead quickly in
today’s business world. Indeed, many of the heads of large corporations throughout the world have
advanced to their positions from the accounting department. In industry, management, government,
and business, accountants generally start near the top rather than near the bottom of the organization
chart. Management relies on the expert knowledge and experience of accountants to cope with the
increasingly complex problems of taxes and cash flow.

Accounting is a 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 business may grow in the future. Expansion or reorganization should not be planned without the
proper analysis of the accounting information; and new products and the campaigns to advertise and
sell them should not be launched without the help of accounting expertise.

Accounting is one of the fastest growing fields in the modern business world. Every new store,
school, restaurant, or filling station-indeed, any new enterprise of any kind increases the demand for
accountants. Consequently, the demand for competent accountants is generally much greater than
the supply. Government officials often have a legal background; similarly, the men and women in
management often have a background in accounting. They are usually familiar with the methodology
of finance and the fundamentals of fiscal and business administration.

Earlier accounting procedures were simple in comparison with modermn methods. The simple
bookkeeping procedures of a hundred years ago have been replaced in many cases by the data-
processing computer. The control of the fiscal affairs of an organization must be as scientific as
possible in order to be effective.

In the past, a bookkeeper kept the books of accounts for an organization; the present-day
accountant’s 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
accountant, ' The bookkeeper simply enters data in financial record books; the accountant must
understand the entire system of records so that he or she can analyze and interpret business
transactions. To explain the difference briefly, the accountant sets up a bookkeeping system and
interprets the data in it, whereas the book keeper performs the routine work of recording figures in
the books. Because interpretation of the figures is such an important part of the accountant’s
function, accounting has often been described as an art.

The field of accounting is divided into three broad divisions: public, private, and
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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, and so on. The British equivalent of a CPA is called a chartered
accountant.

CPAs can offer their services to the public on an individual consultant 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 employed by an accounting firm.
Some CPAs perform work for corporations or government offices and receive a salary like other
members of management. Nevertheless, they are still considered to be accountants. It is not
necessary to have a certificate in order to practice accounting. Junior employees in large firms, for
example, are often acquiring sufficient experience to take the examinations.

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 fixéd 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
non-profit organizations all employ public accountants either regularly or on a part-time basis.

Many accountants work in government offices or for non-profit organizations. These two areas
are often joined together under the term governmental and institutional accounting. The two are
similar 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 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, work on a salary basis. They tend to become specialists in limited fields like
transportation or public utilities.

Non-profit organizations are of course in business for some purpose other than making money.
They include cultural organizations like symphony orchestras or opera societies, charitable
organizations, religious groups, or corporate-owned research organizations. Although they are limited
in the manner in which they can raise and spend their funds, they usually benefit from special
provisions in the tax laws.

Private accountants, also called executive or administrative accountants, handle the financial
records of a business. Like those who work for the government or non-profit 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

offices.
The chief accounting officer of a company is the controller, or comptroller, as he or she is
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sometimes called. Controllers are responsible for maintaining the records of the company’s
operations. 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
action. 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.

One of the specialities within the private accounting field is cost accounting, which is chiefly
concerned with determining the unit cost of the products the company manufactures and sells. For
example, if a company manufactures radios, the unit cost of the product equals the cost of making
each individual radio. The unit cost must include not only the price of the materials in the product,
but also other expenses, including labor and overhead. Without unit costs, manufacturing firms
could not accurately determine the price they must sell their products for in order to bring an
adequate return on investment.

Many private organizations also hire salaried accountants to perform audits. These people are
sometimes called internal auditors. They are in charge of the protection of the firm’s assets—the
things of value owned by the company, including cash, securities, property, and even goodwill.
The internal auditor sees that current transactions are recorded promptly and completely. He or she
also identifies inefficient procedures or detects fraudulent transactions. He or she is usually called
upon to propose solutions for these problems.

Managerial accountants are other specialists within the broad area of private accounting. In
particular, they work with the kinds of financial reports necessary to management for the efficient
operation of the company, including budgets and cash flow projections.

A small business may retain the services of a CPA to perform all or some of these functions. A
medium-sized business may employ a staff accountant who does all of them. As companies grow,
their accounting staffs become increasingly specialized. As we have noted, the big corporations
employ hundreds of people in their headquarters and branch offices for the purpose of fiscal
administration. Many of the people who move ahead most rapidly in private organizations are CPAs.
The simple fact of having passed the certifying examination gives them an advantage over those who
haven’t.

Teaching accountants have formal training and some practical experience in the field. They
often prefer to teach the subject, however, because of the security of a salaried position. They may
work in a university or commercial school. Some teaching accountants also offer seminars in
accounting procedures to different organizations.

Many people have chosen accounting as a profession because of its many advantages. Many jobs
are usually available, primarily because 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 secuﬁty, 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

correspondingly high. Certified public accountants now enjoy professional status similar to that of



