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UNIT ONE
TEXT

' 'THE MAIN CONCEPTS
OF ACCOUNTING

Businesses: measure ' their financial performance by
recording and classifying sales,purchases and other transac-
tions. They then present this information in a way which
makes it possible to evaluate their past,present and future
performance. The various accounting activities are usually
divided ‘into two distinct. parts; financial accounting and
management accounting. -

Financial accounting is concerned with preparing infor-
mation for users outside the organization.. For example,
suppliers, banks and other lenders may want to know about
the company’s profit. potential; government agencies are
concerned with regulating the business and collecting taxes.

Méanagement accounting, on . the other hand. is de-
signed to meet the needs of a particular company. These
range trom analysing costs——so that management knows
exactly how much it costs to produce a given product and

e]l-



to financial plan-

how well the business is performing
ning, which involves forecasting sales, costs. expenses and
profits and which enables management to spot problems and
opportunities, and allocate resources rationally by develop-
ing a budget.

Financial accounting is carried out by public account-
ants who are responsible for auditing the company’s financ-
ial statement. These are called chartered accountants in the
UK. They are independent of the business and provide an
objective analysis of the statements before reporting them to
shareholders, investors or tax officials. They also provide
other financial services including management consulting
and tax accounting. |

Management accounting is carried out by private ac-
countants whe are usually either employed or hired by the
business itself or in certain cases by a government agency to
supervise the company’s accounting system and book-keep-
ing staff and to generate and interpret financial reports.

Book-keepers represent the most routine accounting
function of recording all transactions (sales, purchases,
loans, wage payments, etc). The highest-ranking financial
accountants typically have the title of Controller or Financial
Vice-President, and spend their time monitoring and cross-
checking all financial data so that top management can be
certain that the company is using assets to best advantage.

All companies use an accounting system that records

2
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every transaction affecting assets (things which the com-
pany owns) and liabilities (things which the company
owes), However, within a short period of time the numer-
ous transactions recorded by a book-keeper are likely to
mount up. In order to simplify the situation, accountants
summarise the transactions by preparing a number of financ-
ial statements, the three most important of which are.

+ the balance sheet |

* the income statement (profit and loss account)

* the statement of changes in financial position (cash

flow forecast)

Accountants in the UK have to prepare a further docu-
ment called the Statement of Source and Application of
Funds

The balance sheet is prepared at least once a year, at the
end of either the calendar yeare or the fiscal year. It is often
referred to as a picture of a company’s financial positiOn‘
frozen at a given moment in time, and shows where the
company’s money came from(liabilities and owners’ equity)
and where it went to (assets).

The income statement (US) or profit and loss (P & L)
account (UKD is a kind of financial history book which sum-
marises the company’s financial operations over a period of
time, usually one year, By subtracting all expenses from all
revenues the income statement shows the company’s net
income at the end of the period. This net income is the

03-



company’s profit and loss. By comparing net income for one
year with net income for previous years, owners, .creditors
and investors can form judgements about the firm’s past
performance and future prospects:

The statemnent of changes in financial position (US) or
cash flow forecast (UK) shows the sources and uses of an -
organization’s cash during an accounting period. If the bul-
ance sheet is a picture of the company's present situation,
and the P & L account its history book, thet the cash flow
forecast can be described as the company’s crystal ball offer-
ing projection of the company’s future activities. It is
extremely useful for analysing whether future operations
will provideenough cash to cover expenses or whether the

company will nieed to turn to other sources of financing.

New words

classify /klaesifai/ vt. to, arrange or place into
classes 434§, IH3&

allocate /'elaukeit/zz. to divide and give as shares 4}
B, B4

budget /'bad3it/n. a plan of spending money
®

audit /*o:dit/ve. to examine (money accounts)
officially # i}

charter /'tfa:ta/vz. to give rights by a written

statement & iF
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supervise /'syupavaiz/uvt.

bookkeeper /'buk-ki:pa/n.

monitor /'monita/vt.

cross-check /'krostfek/uvz.
data /'deita/n.

liability /laia'biliti/a.
equity /lek-witi/n.

fiscal /‘fiskal/ a.

subtract /sab'traekt/vt.

creditor /'kredita/n.

prospect /'oryspekt/n.

crystal /'kristl/»n.

projection /pra‘dzekfan/n.

to keep watch over Ji B

a person who keeps ﬁloney

" accounts of a business
it A

to watch closely $5#

to find out the correctness by

~ using a different method %8
XXt A ER RS

(pl. ) facts, information ¥ 3%

an amount of debt that must
be paid fi{%

AL

of public revenue B4 BIHY

to take a smaller amount from
sth. larger &

a person.or a business to
whom money is owed i £,
AL

something that is expected B
!

a transparent material 7K &

m , s

Phrases and Expressions

mount up

to rise or increase in amount

L



to best advantage to the benefit B & FH
Notes

1. This text is adapted from Executive Skills.

2. balance sheet, BF=fiffi 3k

3. income statement (profit and loss account) : it 2 7% , R %
®

4. statement of changes in financial position (cash flow fore-
cast) ; Bl & I B T W

5. owner’s equity ; NV 3= 240, A

Exercises

Understanding the Text
1. Choose the best answer for each of the following ques-
tions ;
1. Financial accounting deals with
a) production cost
b) financial planning
¢) getting information ready for banks or other
lenders
d) analyzing the business performance
2. Management accounting is concerned with |
a) getting information from government agencies
b) financial planning
¢) analyzing the information on the company’s profit

potential



. Private accountants are responsible for .

d) collecting taxes _

Public accountants are responsible for

a) monitoring and cross-checking all financial data

b) supervising the company’s accounting system

¢) recording all assets and liabilities

d) providing an objective analysis of the statements
for shareholders, investors and tax officials

a) providing financial services including management
consulting and tax collecting

b) supervising the company’s accounting system, gen-
erating and interpreting financial reports

¢} monitoring and cross-checking all financial data

d) supplying information for government agencies

Bookkeepers are employed mainly to

a) keep a record of all transactions affecting assets

b) simplify the situation

¢) prepare financial statements

d) supervise the company’s accounting system

. If you want to know a company’s present and previous

performance and net income of each period, you can
subtract all expenses from all revenues in the
a) balance sheet

b) income statement

c) statement of changes in financial position



dy any one of these
7. The cash flow forecast can tell you about the  of
a firm.
a) present operation
b) past operation
¢) future operation
) all of the above
8. The text describes accounting in a way thatis
a) British
b) American
¢) both British and American

d) neither British nor American

Vocabulary

1.

See. how the words in the following two columns are

related to each other. Match the words in Column A

with those in Column B;

A B

1. financial accounting a. preparing  information
for internal use

2. management accounting b. estimating revenues and
expenses for a given pe-
riod

3. budget . c. making the records of
business dealings of a
company

4. public accountant d. showing the sources and



private accountant

<
.

6. auditing

7. assets

8. liabilities

9. balance sheet

10. income statement

11. bookkeeper

12. controller

"13. cash flow forecast

uses of an organization’s
cash during an accounting

peridd

e. preparing information for

f. evaluating the

outside users

accuracy
and reliability of a com-
state-

pany’s financial

ments

g- stating a firm’s assets, li-

abilities and owners’ eq
uity at a specific moment
in time '

h. the highest-ranking ac-

i

countant in a firm
accountant who is inde-
pendent of the organiza-

tion they serve

j. veluable things owned by

k. debts or

L

a company

obligations a
dompany owes
accountant employed by a
business to supervise the

accounting system

m. showing the firm’s overail

profitability

111, Fill in the blanks with the proper words or phrases cho-
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