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PREFACE

The contents of this book are adapted from the related
chapters and paragraphs in several textbooks on principles of
accounting recently published in the U.S.A. They constitute
a skeleton of the basic concepts and fundamental procedures
of accounting. The purpose of studying this book is to help
accountants and students in the Institutes of Economics read
English accounting literatures and deal with accounting work
in English. Since 1979, it has been used as a textbook in the
Department of Accounting and Business Administration, the
School of Economics, Xiamen University. It has also been
used in the Special Classes for Foreign Financial Affairs spon-
sored by the Ministry of Petroleum and Xiamen Speccial Econo-
mic Zone respectively.

For every lesson in this book, in addition to the notes and
reference version, a reading material and some exercises (ques-
tions and problems) are provided so as to extend the field of
accounting knowledge related to the text and enhance the read-
ing and practising ability of the readers.

I like to express my deep gratitude to Professors Gong
Qing-hao and Xie Shu-sen, Shunghai Institute of Finance and
Economics, for their constructive comments and suggestions
given to me in the course of writing this book. I am also particu-
larly grateful to Associate Professor Jiang Xi-he, Shanghai
Foreign Languages Institute, who has read and revised this

book in detail.  For lack of tcaching experience in English
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language courses on the part ol the writer, there may stll be
.
a number of shortcomings and errors.  Thanks will be due to

those readers giving their criticisms and corrections.

Chang Hsun
January 23, 1983



5.

. Journals  H e eeene

CONTENTS H &

LESSONS AND READING MATERIALS
WO KB R

. Accounting: An Information System &4, -

Qenerally Accepted Accounting Principles N A£x3FE e ( 4)

. Two Basic Financial Statements BFh A EH FE---( 6 )

Oganizations Concerned with the Formulation of Accounting
Principles 5551 & FJRIIA SAUHLES oo oe e 8)

. A Balance Sheet WP A E rrerrcorrrrrmnineeiinennn (10)

Financial Accounting and Managerial Accounting 1§ % &>

. The Classification of Asscts and Liabilities  ¥§ ™ )

Working Capital, Current Ratio, and Quick Ratio s H
BIAL, FIEILERE i B Al e (]8)
The Owners’ Equity Section of the Balance Sheet

BEPEHUBFIL BT Y veeeere et (21)

The Statement of Owners” Equity P k53 e 23)

. An In(‘ome Statement [{ﬁﬁ‘&}% serreieri e e e (26 )

Gross Profit on Sales 5475 Al vereeerrrrs i i i (30 )

. L(Adger Accounts ﬁ}.a:‘pr)’l(SQ)

The Forms of Accounts B Fofig gt «o oo vveceene oo neiii oo (37)

Steps in the Accounting Cvele O3 Ry A H v (43)

Zn vl U

An IHlustration S ceencmnimin o (U45)



10.

1.

12.

138.

14.

15.

16.

17.

18.

19.

20.

21.

22,

23.

Steps in a Merchandise Transaction &\ 58 8 thifd) &~ 598 - (56)
Adjusting Procedures JHEEFEIT -cooverrrreenninennnn (61)
Accrual Basis Accounting and Cash Basis Accounting  §!
ST A £ L g S B i) €67)
A Worksheet T ff g e (70)
The Trial Balance [ e e e s 76 )
Closing Procedures  ZEBRTEE - oee (80)
Automated Data Processing B ZEEUELLEL e e (85)
Cash Control f)u/ﬁ”ﬁ%‘ T N G D)
The Natuce of Internal Control Py g i b R (93)
A Bank Reconciliation BIFARFH ovoeeeer e (95)
The Bank Statement 4f74E (10D
The Voucher System J\J‘ﬁlﬁl&é‘fﬁj----- (105
Internal Control in Other Areas  H /i Wik FIBU P SRS E) ooooer (112
Losses from Uncollectibe Accounts #fk#3 4+ (115
Trade Receivables and Payables [y B i 4F @ a2l - -v o (120)
Promissory Notes P N R TR ........‘..(193)
Notes and Interest in I'inancial Statements SRR B
WJ%%E&IPE@MH—\ - (130)
Inventory Measurement ﬁfl‘;ﬁ‘i"5"----"-----‘------------(134)
Estimating Inventories JE{5{E1if {138}
Long-term Assets {\tﬁ%&(ug)
Intangible Assets V%t v (147)
D(‘preciation Methods FriH oo iiiie e e (151D
Control of Fixed Assets [& 2 %) TS AL e e e (159)
Payroﬂ Accounting - I%z:ri‘ <+ (181)
Payment to Emnployees j2 5 T30 (d oo oo e nenne o (169)
Current Liabilities ()ﬁ‘i)‘t’ﬁ{ﬁ e e (179)
The Nature of Liabilities ARG PERT (174>
Partnership Accounting 4 {k4: 31 BRLRRE severnennsinnn (177)
« 2 .



24.

25.

26.

27,

28.

29.

30.

31.

32.

Characteristics of a Partnership & (kiyseap o :
Corporation Accounting: Capital Stock B¢ 77

/A\ﬁ]%ff- ﬂ{'(-yL Geseesenaterain v aasatsite sy

Characteristics »f Corporations 7 4y B 2B 0RE - oo ooe s

Corporation Accounting: Retained Earnings f%{;}

< (182)

(185)
(193>

,ﬁﬂ%/&ﬁl%ﬁ ﬁ’(%%ﬂ%ﬂ T R LLRITETTRTP RPN @ (o135
Earnings per Share G B F| covrevorrorsavnnenmnans i esne o (204)
The Statement of Changes in Finaucial Positon
Analysis of Operating Perf rmance  ZLE 850004597 v (217)
The Cash Flow Statement B 4:iish#s - <+ (223)
Analysis of Financial Strength [f£5S0 70945 87 (228)
Accounting for Manufacturing Operations
%ljlﬁﬂk%ﬁ“ RO (2392)
End-of-period Procedures for a Manufacturing Firm
B AL (VBRI oo v e e e e e (D37)
Cost Accounting pias 2> i} (249)
Cost Accounting Systems and Financial Statements e
SUTREEMHE-- - (256)
Job Order Costmg ﬁ}ft!]\("fp\ﬂ‘ - (258)
Varxable, Fixed, and Semivariable Costs &2, B, 35
Process Costing J}ﬂ%ﬁkm;h’{ - (267)
Cost Allocations for Joint Products and Bv-products  ¢r=
ot FRI™ i Y A e - (275)
Standard Costs */Tmﬁjh’?*(273)

Budgct Prcparanon TR coveer v

(287)



LESSON ONE
ACCOUNTING: AN INFORMATION SYSTEM

Accounting is an information system necessitated by the
great complexity of modern business. A large portion of the
information that a business manager requires is derived from
accounting data.

Accounting can be defined as the process of (1) recording,
(2) classifying, and (8) reporting and interpreting the financial
data of an organization. The emergence of mechanized and
electronic data processing has freed accountants from the routine
aspects of recording and classifying data, enabling them to con-
centrate more on the analytical and interpretive aspects of the
accounting function. The ability to analyze and use accounting
data helps managers accomplish their objectives.

In today’s society, many persons and agencies outside of
the management are involved in the economic life of an organi-
zation. Stockholders, potential investors, and creditors fre-
quently require financial data. Labor unions, financial analysts,
and economists also expect a considerable amount of reliable
financial data. Many laws require that extensive financial
information be reported to the various levels of government,
Thus, a major function of accounting is to provide periodic re-

ports to managers, owners, and outsiders.
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a portion of
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data processing
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1.

Notes to the Text

Accounting is an information system necessitaled by the great complexity of
modern  business.

wf 424318 %18 necessitated by ... #7135 1% an information system,

. A large portion of the information that a business manager requires is derived

from accounting data.
52 B\ 4] that a business manager requires &% 4]t k1 a large portion
of the information 3t Z #:ii] that B M 4grb B850 requires fEE,

. The emergence of mechanized and electronic data processing has freed

accountants from the routine aspects of recording and classifying data,

enabling them to concentrate more on the analytical and interpretive

aspects of the accounting function.

( 1)Eh4 W E4E recording and classifying data JI4E4/138] of 895215,

( 2 )I7F 47354618 enabling them to concentrate ... L& HE £ AIATIRIE
(FoREER), 7 enabling M EHEES, FHERFE REHE to con-

centrate ...,

. The ability to analyze and we accounting data helps managers accomplish

their objectives.

(1)FERLEIE to analyze and use accounting data F&4R4Th 338
the ability f{% 18,

(2 )7E B helps Y H 55

accomplish their objectives
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Many laws require that extensive financial information be reported to the various

levels of government.

(1)F4)EESIA require (R %14 that J{B 1M A,

(2 )ix—EVE M AR YT ER) 1 be reported 1 #7154, H 4y should
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READING MATERIAL
Generally Accepted Accounting Principles

To be useful, financial accounting information must be assembled and report-
ed objectively. Those who must rely on such information have a right to be
assured that the data are free from bias and inconsistency — whether delibe-
rate or not.  For this reason, financial accounting relies on certain standards
(¢} or guides that have proved useful over the years in imparting economic
data. These standards are called generally accepted accounting principles (2N
2:7FEY.  They are closely related to experience and practice and may
change over time. Various terms, such as principle, standard, assumption
(fiR1%), convention ({Z #)), and concept (#%2), are often used to describe such
guides.

The most fundamental concepts underlying the accounting process
are:

Accounting Entity.(£xit3:{%) Each business venture ({>\)) is a
separate unit, accounted for separately,

Going Concern. (££%:48'#%) The assumption is made in accounting
that a business will continue indefinitely.

Measuring Unit. ({18 ¥fr) Conventional acerunting statements (f£4%
£- 114 #%) are not adjusted for changes in the value of the dollar.

Accounting Period. (£{{#if) Accounting reports are related to
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specific time periods, tvpically one vear.

Historical Cost. ([Fjif {740 Asscts arve reported at acquisition price
(B v i%) and are not adjusted upward.

Objectivity. (EUiPE) Whenever possible, accounting ciniries must
be based on objectively determined evidence.

Exercises

Answer the following questions:

(1) Define “accounting’.

(2) Explain why accounting is a necessitated information system in modern
business.

(3) Name some outside groups that may be interested in the financial data
of a company.

(4) What is the major function of accounting ?

(5) State the most fundamental concepts underlying the accounting process,



LESSON TWO

TWO BASIC FINANCIAL STATEMENTS

There are two basic financial statements: the balance sheet
and the income statement.

The balance sheet is a listing of a firm’s assets, liabilities,
and owners’ equity on a given date. It is designed to portray
the financial position of the organization at a particular point
of time. The income statement lists the revenues and expenses
and presents net income (or net loss) amount for a particular
period. It is designed to portray the operating results for a
period of time. Operating results summarized by the income
statement will be reflected in the owners’ equity on the balance
sheet at the end of that period. For yearly statements, the
complementary relationship might be shown graphically as fo-

llows:
Dec.31, 1981 Year 1982 Dec.31, 1982 Year 1983 Dec.31, 1983

Balance Income Balance
Sheet Statement Sheet

Income
Statement

Balance
Sheet

Financial statements are prepared at least yearly, but it
is also customary to prepare them quarterly or monthly.

A business firm incurs expenses in the process of earning
revenue. The expenses incurred should be matched with the
relative revenue earned to determine a meaningful net income

figure for a particular time period. This concept applies to
£ '
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firms that employ an accrual basis accountng system. The

financial statements illustrated in this text are all established

on the accrual basis of accounting.
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balance sheet
income statement
firm (n.)

asset  (n.)

liability (n.)
owners’ equity
design (v.t.,0.0.)
portray (v.f.)
financial position
revenue (n.)
expense {(n.)

net income

net loss

operating results
complementary (a.)
prepare (v.t.)

incur (u.t.)

match ... (with) (v.t.)
concept (n.)

accrual basis
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Notes to the Text

1. Operating results summarized by the income statement will be reflected in the

owners’ equity on the balance sheet at the end of that period.
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operating results.

2. Financial statements are prepared at least yearly, but it is also customary
fo prepare them gquarterly or monthly.
(1) bur EHHH T,
(2)fE it is also customary to prepare - X—434yd1, it fE51H, £

SN REE, HEXERCEREIE to prepare -

8. This concept applies to firms that employ an accrual basis accounting system.
Wi @& —ME G firms WRHIMEEEN D, REK that 78 W AhE
EiE,
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READING MATERIAL

Oganizations Concerned with the
Formulation of Accounting Principles

A number of oganizations cxist in U.S.A. that are concerned with the
formulation of accounting principles. The most prominent among these is
the Financial Accounting Standards Board (FASB [ %<3t #RER2). The
FASB, organized in 1973, is a nongovernmental body (IEBCHFHLYY) whose
pronouncements have the force of dictating authoritative rules for the general
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