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Unit 1 General Introduction to
Accounting

¥ Study Objective

After studying this unit, you should be able to:
1. Explain what accounting is.

Explain the history of accounting.

Identify users and uses of accounting.
Explain the accounting assumption.

ook WP

Understand the accounting working principles.
¥ Feature Story

Here is a popular accounting joke in Spain. An accountant was walking on
the countryside when he found a shepherd who had a lot of sheep. The ac-
countant said to the farmer, “Listen farmer, | can guess how many sheep you
have.” The farmer started laughing, “Oh, dear! | have a lot of sheep. You
will not be able to guess how many there are.” “Let's bet something. if | fig-
ure out how many sheep you have, you will give me one of your sheep. If |
don’t, | will pay you $100.” “OK, How many are there?” “There are exactly
1,354 sheep.” The shepherd was shocked, “Incredible! | really have 1,354
sheep. Well, I'm a man of my word, take an animal.” “Oh, | will take this
one” , said the accountant and he took one. “Wait for a moment, sir”, said
the shepherd. “Let’s do another bet: if | guess right what your job is, you will
give me back my animal, and if | don’t, you can take another one.” “OK.”
“You are an accountant.” “Oh, God! That's true. But, how do you know
it?” “Give me back my sheep, and then | will tell you.”

Do you know why the accountant knows the exact number of the sheep?
How does the shepherd know the accountant’s job? What is accounting?

In this unit, we’ll introduce to you the real meanings of accounting, which
includes the origin and development of accounting, accounting entity and ac-
counting principles.



1.1 Origin and Development of Accounting

¢ Function of Accounting

Today, many people are proudly taking up
accounting as a profession. Actually, nearly everyone
practices accounting in one form or another on an almost
daily basis. Accounting is a basic and vital element in
every modern business. The bookkeeping method being
used is involved in making a financial record of business
transactions and in the preparation of statements con-
cerning the assets, liabilities, and operating results of
a business.

As the “language of business” , accounting links
decision makers with economic activities and ( with)
the results of their decisions. Since every investor,
manager, and business decision maker needs a clear
understanding of accounting terms and concepts, a
nation’s economy depends heavily upon the work of

these a

¢ Ancient Accounting

The history of accounting is as old as civilization.
It is among the most important professions in economic

and cultural development. The seeds of accounting

were most-likely first sown in the city of Babylon

4000 B. C. when record keeping probably began in

this civilized area. 'Babylon prided itself as the city of

commerce; moreover, Babylonians were characterized

as meti 1s. Thus, they were big on re-

cording things in detailed accounts. *Their major pur-

pose for keeping such accurate books centered on un-

covering losses triggered by fraud and lack of efficiency.

adj. EXREEMH
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Unlike most other modern professions, there are no
household names among the accounting innovators. In
fact, actually no names survive before the Italian
Renaissance. The first systematic presentation of record
keeping appeared in 1494, two years after Columbus dis-
covered America, and was called “double entry”. The

author Luca Pacioli, a Franciscan friar, was thought to

be the father of accounting.® The book is one of the most

important books on mathematics and has had an enormous
impact on the field of accounting ever since.

The first known English book on the science of ac-
counting was published in London by John Gouge in 1543.
It was described as a profitable instrument to learn to know
the order of the bookkeeping records, called Debit and
Credit. After that, in 1635, a book named The Merchant’s
Mirror was published. In the book, the author citeed
quotations of Latin book-keeping terms which were used in
ancient times. And he explained, “That the one side of
their book was used for Debt, the other for Credit, as is
manifest in a certain place.” The book is a very complete
treatise on accounting science. It was beautifully prepared
and contains elaborate explanations to prove that the sci-

ence was highly appreciated in the 17th century.
4 Accounting in Modern Times

Although accounting dates back to ancient civiliza-
tions, its importance to society has been the greatest
since the industrial revolution. The 19" century industri-
al revolution generated the need for large amounts of cap-

ital to finance the enterprises that supplanted individual

craftsmanship. The use of machinery in turning out many

se to the need to determine the

identical products ga

cost of a large volume of machine-made products instead of

the cost of a relatively small number of individually

handerafted products. * The specialized field of cost account-
P P
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ing emerged to meet the need for the analysis of various
costs and for recording techniques.

As manufacturing enterprises became larger and more
complex and as competition among manufacturers in- | n. i3\ E N ]
creased, more sophisticated accounting concepts were nee- adj. AZ R
ded to supply management with analytical techniques for
measuring the efficiency of current operations and in plan-
ning for future operations. This trend was accelerated in
the 20th century by the advent of the electronic computer.

Nowadays, accounting is in an age of rapid transi-
tion. Accounting is moving away from its traditional proce- | B FF
dural base—encompassing record keeping and such relat-
ed work as the preparation of budgets and final accounts to- | n. Fi&
wards a role which emphasizes its social importance. The
changing environment has not only extended the boundaries | n. 1%, 4> R4
of accounting but has created a problem in defining the scope
of the subject. For this reason, the origin and development
of accounting should receive more attention today. This will
provide a better understanding of the influence accounting

has had on society and the basis for what accountants do to-

day.
Notes:

1. The seeds of accounting were most-likely first sown in the city of Babylon a-
round 4000 B. C. when record keeping probably began in this civilized area.

R —A PR o K B U L R BT 2 . AT R R

SR AT RE A TATCRT AL 4 000 4EM B A, X B & BIFIHITEA
H3cH

2. Thus, they were big on recording things in detailed accounts.

be big on B%&, ZAHEELE:

LI 1B YOk FE A C RAEKE |,

3. The author Luca Pacioli, a Franciscan friar, was thought to be the father of ac-
counting.

fE# Luca Pacioli (1445—1519), —fuX ¥ LBl +, Bk RIE/RSH
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4. The use of machinery in turning out many identical products gave rise to the
need to determine the cost of a large volume of machine-made products instead of the
cost of a relatively small number of individually handcrafted products.

FANEEEREENELAM, LBABRRE: The use gave rise to the
need, ZAMEEL:

PLARH9IZ I RE B A = K R IR 5, X SBT3 A B 5 A B AR
NI F T F AR |

1.2 Accounting Entity

Accounting entity is the particular unit in which the
accountant serves. Accounting entity can be divided into

the following types according to its legal status.
¢ Sole Proprietorship Enterprises

A sole proprietorship enterprise is a single-owner | JH % ( 278 ) #i
business and the simplest form of business entity. The in-
dividual proprietor retains sole control over the manage- | n. EE, 28%
ment and development of the business. The administrative | %5 ¥ 2% F§
costs are minimal. However, a sole proprietorship enter- 1
prise is also the most restrictive form of business equity. adj. FRHIHER
All business debts and liabilities are the owners’ personal
obligations. He is personally responsible for the business’s
contracts, taxes, and the misconduct of employees who | n. ANIEYfT
create legal liabilities while acting within their employ-
ment. The financing options of a sole proprietorship enter-
pnise are limited. He may have a difficult time obtaining
debt financing, except to the extent he can pledge person- | n. Z#ER 4, BE

al assets on a secured loan.
¢ General Partnership Enterprises

A general partnership enterprise is created by written | %3 &k %i
agreement, and the relationship of the partners is gov-

erned by that understanding. Partners typically agree to
share the tangible assets and intangible assets of the part- | BT =/ T %=




nership enterprise. In addition, each individual partner
shares the income and deductions of the business accord-
ing to the agreed-upon allocation of partnership enterprise
interests. The partners raise equity funds through their
own capital contributions, by adding a new partner, or
by restructuring the relative ownership interests of the ex-
isting partners to reflect new contributions.

A general partnership enterprise has unlimited per-
sonal liability for business liabilities. Each partner bears
personal financial liability for the contract and tort debts of
the business. Furthermore, most partnership enterprise
arrangements restrict a partner’s rights to withdraw from
the partnership enterprise or to transfer the ownership in-
terests.

Obtaining financing, especially long-term financing,

is often difficult for small partnership enterprises.

¢ Limited Liability Partnership Enterprises

A limitec

rinership enterprise is similar to a gener-
al partnership in certain aspects and similar to a corpora-

tion in others. A limited partnership enterprise is a busi-

ness relationship form often available only for certain occu-

. 1 .
pations, such as lawyers or CPAs , with one or more of

the partners having only limited liability for partnership
debts and obligations. The price for this liability protec-

tion is a limitation on participation in management.
¢ Corporation

A corporation is a legal entity created under a parti-
cular business statute. A corporation is regarded, in law,
as having a personality and existence entirely distinct from
that of its owners. Accordingly, shareholders are gener-
ally not liable for corporate obligations. Corporations of-

fer an even greater opportunity to bring together large am-

n. 4rBc
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ounts of capital from multiple owners. However, there
are some disadvantages of this form, such as the huge ex-
pense and administrative burden of maintaining the formal-

ities of corporate structure, double taxation of profits

while operating, and double taxation of capital gains upon

. . 2
dissolution”.

Notes:

1. A limited partnership enterprise is a business form often available only for cer-
tain occupations, such as lawyers or CPAs:--

CPA = Certified Public Accountants EM &b, ZaEE .
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2. ---double taxation of profits while operating, and double taxation of capital gains

upon dissolution.
TR A BRECRI VA B, BN b RSB T 33K 1036 40 SR 4 B AR, A A
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1.3 Accounting Principles

Accounting has evolved through time, and changed
with the needs of society. As new types of transactions e-
volved in trade and commerce, accountants developed
rules and practices for recording. The most fundamental adj. FAlH

concepts underlying the accounting are .

n. BE

¢ Accounting Assumptions

£t Ehk

The business is an entity that is separate and distinct
from its owners, so that the fiﬁances of the firm can not
be co-miﬁgled with the finances of the owners.

(2) Going Concern Assumption —

Accounting and financial reports should proceed on

the basis that the enterprise is a continuing entity and will




remain in operation into the foreseeable future.
(3) Money Measurement Assumption
Financial accounting takes currency as its unit of
measure under the assumption that the currency is stable.
(4) Accounting Period Assumption

Accounting periods may be a fiscal year, a quarter,

or a month, commencing on first days thereof according to

the Gregorian calendar. '

4 Basic Principles

(1) The Objectivity Principle

The accounting records and financial reports must be
based on financial and economic transactions as they actu-
ally take place. According to the objectivity principle,
the accounting records from which the periodic accounting
statements are prepared must be objectivity and verifiable ;
they must be maintained in such a way that the individual
bias or personal opinion of the accountant does not influ-
ence the accounting process.

(2) The Comparable Principle

Accounting records and financial statements shall be
prepared according to stipulated accounting methods, and
accounting information of enterprises must be comparable
and convenient to be analyzed.

(3) The Consistency Principle

Accounting methods used shall be consistent from one
period to the other and shall not be arbitrarily changed.
Changes and reasons for changes, if necessary, and their
impact on an enterprise’s financial position and operating
results, shall be reported in notes to the financial state-
ments.

(4) The Pertinence Principle

Accounting information provided by an enterprise
should be capable of reflecting the financial position, op-

erating results and cash flows of the enterprise in order to

adj. AT BHIEY
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meet the need of accounting information users.

(5) The Timely Principle

Accounting records and financial reports preparation
must be conducted in a timely manner, and should not be
prepared in advance or delayed.

(6) The Full Disclosure Principle

Accounting records and financial reports shall be pre-

pared in a clear, concise manner to facilitate understand-
ing, examination and use. Financial reports must reflect
comprehensively the financial position and operating re-

sults of an enterprise.

¢ Principles about Measurement and Presen-
tation

(1) The Accrual Basis Principle

All revenue realized and expenses incurred or
attributable to the current period should be recognized
as income or expenses in the current period whether or
not the amounts are received or paid. Revenue and ex-
penses that are not attributable to the current period
should not be recognized as income or expenses in the
current period even if the amounts are received or paid
in the current period.

(2) The Matching

Revenue shall be matched with related costs and ex-

penses in accounting. In other words, the expenses
should be matched to and charged against the revenues in
the same accounting period as the revenues are recog-
nized. Some expenses reflect a direct cause and effect re-
lationship ~ where  revenue and expense  occur
simultaneously. These expenses are usually called direct
expenses. Examples are cost of goods sold, sales com-
mission expense, and delivery expense, etc. However,
in practice, quite a lot of expenses cannot be matched to

particular revenue in such a direct way. Examples are de-

Be b {4 JER )
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