BERRET LRI,

.Accounting English

A mE

RS A




3

N mOF
WK R

2004 % - Kib



B ERR B (CIP) & #E
S RBE/BARRE . —KY M RFE WL, 20047
ISBN 7 - 81053 - 844 - 6

I.m..

. O.B... H.€3—¥iEF N.H3

i H A E 48 CIP T (2004) 8 077528 &

21t 3E
Kuaiji Yingyu

E .
RERE:
#Hmigit:
HIR&T:
it bl
;2! &
& H:
B FopfE:
= e
24 £
B £ .

0 42

x #®

HMEAFHRH

M- kP - EEL 4 4. 410082

0731 - 8821691( % 17 #),8821593(% 4 £),8821006 (i A& %)
0731 - 8649312( R 47 #5),8822264( % % £)

press@hnu. net. cn

http://press. hnu. net. cn

MERRKFNRAREEASF

WEEHREFE

FA: 787X1092 16 F B3 18 FH. 260 F
RRR: 2004 £ 8 A% 1% Ei:2004 £ 8 A 1 KPR ED¥E: 1~3 000 #
H# 2. ISBN 7-~81053-779-844 ~6/F « 76

EH: 35.00

MU, SRR A 5
B RERE L AARRZE . HEROBKE



T

]

EEAMA#TEALE . FE2REFRESEPAXE L RFRELES
RBYEASRAAL, QM ARAM T ALFEBRSTHESBSH. L4545
HEBOT. R EBRAGZELSFTAFT . EAHRLHET.

BRBOS T FLEEZOHFERT MHHFRERLE,FHF LEER
NEFE-EHEEFLNL, 2 ETENRERXEESL T LR T
B,FHEEETHEANNEF EEFFT AXBHELETXAFL S Lo
R, RERFEOREERFHMER., ATHESRHLIIBELT LB F A
ABT RAHESINFAF IS X BEHRAN, FHEFEF LB F L
Ry, MBERIEFZ LT FLZAGERBERAEEIRBLEERTORELRIK
RXFLHBEMBETRE, GEAFNFIZETRLANHFRAARE FE554%
R EFREFT R ARZH AL TR EPEFEAEELEL T LEHY
1 I

ABETEZF, 68 TABLH MELHNAARRLEELSWEIEA
5o ATRTHEFAFHELZZ2A8FEITHANE ABEFTALCHR . 5T
AR EXRL AFLRE AR ABRBRRXRIGES4TH. T X
FPHEILRLEIZBRM TELEEGRFAHAHAB . AT HFRKFE5EEEF,
HBRERARAT RS, PERARXEGEALIER, sT— % LMWL RE
BT LA R 6 A

AFAZTFREMSFL2T MEFER FHETLFEAUARET AL T
HHLTAR MFZ2EBRLHREEFESE. LASZFE.ETHN4%. 4
BT HEFIEELFINRABE R A B EFILHEBETHFES
S Rt R —HRAEARG LW EEHA S LR AL M H LR
AR EHF R EHM,

REEBEHNIBPHRLECRTACRANAS . EHTFKEAR, 2
MR EE, P ARG E—BR R AL, RS KikEfE R
A= B IF 4R iE,

£ &
2004 4 7 A



CONTENTS

Chapter 1 Introduction

1.1 Accounting as Information System -1
1.2 Profession of Accounting «eceeececeeresecennens -2
1.3 The Accounting Entity Assumption - 4
1.4 The Historical Cost Principle -5
1.5 Assets, Liabilities, and Owner’s Equity «sseeeereeereesieecanianiecanens §
1.6 Financial Statements cesessessersesacencenss P -
Reading Material «ceeceeeeesereriontiitiiiiiiiiiiiiiiiiiiiiiiiitiaiies 10
Choose the Best Answer - 10
EXERCISES :ccrrececsetotsvsocscssvscocontananncncss <11
Chapter 2 Analyzing Transactions

2.1 Usefulness of an Account - 14
2.2 Charccteristics of an ACCOUﬂt L T T P R YT I
2.3 Analyzing and Summarizing Transaction in Accounts - 16
2.4 llustration of Analyzing and Summarizing Transactions — seceseee- 19
2.5 Trial Balance - 19
2.6 Discover of Errors - 19
AEmRE - 27
Reading Material «ecceceeeerecesteetianeiritiinaiiiiiioiieiiiisitiiscitioscaaes 28
Choose the Best Answer e 28
EXERCISES -ecvecvtcesentencentiossacensnsens . 29
Chapter 3 The Adjusting Process

3.1 The Matching Concept - 36
3.2 Nature of the Adjusting Process - 37



3.3 Adjusting Entries seseeeeees
AEmPE

Reading Material R R I mmr

Choose the Best Answer
EXERCISES 12511 seresetteostssecesssssesasconns

Chapter 4 Accounting Cycle

4.1 Balance Sheet Sections -+
4.2 Nature of the Closing Process
4.3 Fiscal Year

4.4 Accounting Cycle

RKE iR K

Reading Material «++«ocereeeeeceeeens
Choose the Best Answer

EXERCISES D S Y

Chapter S Accounting for Merchandising Businesses

5.1 Nature of Merchandising Businesses
5.2 Accounting for Purchases --
5.3 Accounting for Sales

AE R K

Reading Materia] @6 ese seenesece taa s au Ut Bas e0e tae P80 00 08 00E P00 00 PEe s SEs te0 eas tee

Choose the Best ANSwer sceccscctcecseccccssess

Chapter 6 Accounting for cash

6.1 Noture of COSh tessesssesec st sessassss e
6.2 Internal Control of Cash Receipts
6.3 Internal Control of Cash Payment
6.4 Business Bank Accounts
6.5 Bank Reconciliation

2

- 38
- 41
- 41
- 42
+ 43

- 47
vee 48
«ee 49

+ o1

« 51

« 52

- 53

- 53

- 56
«ee 57
- 58
5.4  Transportation COStS seseseesssssttittiinittiiiieisiiireinaiesnenranan

59

+ 64

65

+ 66

66

- 70
< 70
- 72
+ 73
+ 74



B IR B eeencerre ettt ittt e s st e st sessesenss s s sneen 76
Reading Material -+« ++eeessereeeteearntimetiiint it stn s seeeen 76

ChOOSe the Best Answer R R e R R R R TN TTY 78
EXERCISES 86 800 000040000 006 0000004000008000000000000080000 000000000000 ssscsssoccsscasans 78

Chapter 7 Receivables

7.1 Classification of ReceivabDIes seesteccctcostcccectstrtcssrarasarsessiscsaes 83
7.2 Uncollectible ReCeivabIes «teeeesstetersistttiiaratctticetsecserscasacaceses 84
7.3  Allowance Method cecesesercceetectitcicitircsscitottorsotcarctrssisssacanees 85
7.4 Direct Write — off Method of Accounting for Uncollectibles — +«+«-- 86
7.5 Characteristics of Notes Receivable ceseseceecceeciiniiiieniainianin. 87

iﬁ%ﬂ-}f\lﬁ R R LR L L R Ly T PRI 3¢
Reading Material ceccsoeeecescatceesescasetcrsasstrcscesssscsactcosessscssccronasnssacses 90

Choose the Best ATNSWEED *ev 200 0o seastectartartocrsocesetcsssacsssssssscasesssssssssns 91
EXERCISES ccoresescososecesoscvorsecseocasssssssssecssoesssossosssosnssssssenssssssnnss 91

Chapter 8 Inventories

8.1 Determining Actual Quantities in the Inventory  sseeseeecsiereniaies 98
8.2 Inventory Costing Methods — eeereserernrresttiiniiiniiiiiiiiniieniees 99
8.3 Comparing Inventory Costing Methods «ss-sseeeceerscraniaeaneiieaness 100
8.4 Estimating Inventory Cost «ssseseesresmnertocsectneuierienceietaennnens 102

Reading Material «cr-recrermeretaiii i ettt et eee e e 100

Choose the Best Answer T R R T T T T 109
EXERCISES ctceretectctctetttscsrstatestsencccctascassssossossssssesscsscasssssscnsoss 110

Chapter 9 Plant Assets and Intangible Assets

9.1 NQture of PIaNt ASSELS re+srestercenreetrrteetiierniecicresrnsensnesiesnnes 114
9.2  Accounting for Depreciation «tesserseveiiiiiiiiiiiia. 116
9.3 Capital and Revenue EXpenditures «ssesseeessreeesrcinioiie. 118
9.4 Disposal of Plant ASSEts «eeeeessreresresiiiietitiereieonernnricaneceeses 119
S B 1=Y o1 [=Y 1o 4 T N B0



9.6 [ntong|b|e ASSetS P R R I R R

AT AR eeee oo seeereseeiencenians
Reading Material

Choose the Best Answer
EXERCISES

Chapter 10 Current Liabilities

<+ 120
« 121
e 122
- 124
+ 125

10.1 Payroll and Payroll TAXEs s«eeeeereessressrrateninnniiietinaiiatnoneaennes 130
10.2 Accounting Systems for Payroll and Payroll Taxes «««-- 133
10.3 Employees’ Fringe Benefits «eseerceerereeemiiiiiiiiimiiinen. 136
10.4 Short— term Notes Payable - 138
10.5 Product Warranty Liability - 140
B AR eevererreiiiisiiiiiiiiiiiiiien, - 141
Reading Material « 142
Choose the Best Answer - 143
EXERCISES - 144
Chapter 11 Partnership
11.1 Characteristics of Partnerships - 149
11.2 Accounting for Partnerships --- - 151
11.3 D|V|d|ng Net Income or Net LOSS R R P T KoY
11.4 Partnership Dissolution + 155
11.5 Liquidating Partnerships + 156
ﬁ;p-‘b/qﬁ Se s eetece et ane e ansessactcuseseses sasses s st casaesnsan . 158
Reading Material + 159
Choose the Best Answer - 160
EXERCISES - 161
Chapter 12 Corporations
12.1 Nature of a Corporation «ss«s««-- - 165
12.2 Stockholders’ Equity - 167
12.3  Sources of Paid = in Capital «eseererrsemceciniiiiiiiiiiiniine. 168

4



12.4 Issuing Stock - 170
12.5 Treasury Stock Transactions - 171
12.6 Accounting for Dividends - 172
12.7 Appropriations of Retained Earnings « 173
Reading Material - 177
Choose the Best Answer - 179
EXERCISES - 180
Chapter 13 Financial Statement Analysis
13.1 Basic Analytical Procedures seceesesesecsareeneccenes - 186
13.2 Financial Statement Analyses - - 189
13.3 Solvency Analysis - 190
13.4 Profitability ANQIYSiS «eseeeereresrranettiitiiiiiiiiiiiiii . 193
13.5 Summary of Analytical Measures s«ssessesesseeecieniiecieiicnnieces 196
13.6 Corporations Annual Reports - 201
ARG eeeeeracnintiiiiiiiiiein, < 205
Reading Material - 206
Choose the Best Answer - 207
EXERCISES - 207
Vocabulary and Phrases ««ccccceceeeiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieiiiinen. 213
Appendix ) T T T 1
AR E S & (EXR
Accounting Law of The People’'s Republic of Ching «receecereeresceneiees 246
A b T U AR U (G XBD
Accounting Standard for Business Enterprises:Basic Standard ~ ++--+ 252
Appendix I1 - 262

ANl

Tax and Accounting Sites
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Chapter 1 Introduction

Chapter Topics

Accounting as an information system.
Profession of accounting.

Specialized accounting fields.
Business entity concept.

The cost principle.

D AW N

Transactions and the accounting equation,

Do you use accounting information? The answer to the questions is yes. We all use
accounting information in one form or another. For example, if you are thinking about
buying a new car, you use accounting information to determine whether you can afford
the monthly payments. Similarly, your decision to attend college implies that you con-
sidered the benefits (the ability to obtain a higher-paying or more desirable job). Most
likely, you also considered the related costs of attending college (the costs of tuition,
textbooks, and so on).

Managers of businesses make decisions similar to this everyday. For example, a
manager of a chain of pizza restaurants must decide whether to acquire delivery cars.
Accounting information about the pizza restaurants will be a major factor in determining
whether the cars should be acquired. Also this information will be used in determining

whether a loan can be obtained to finance the purchase of the cars.

1.1 Accounting as Information System

Accounting may be defined as an information system that provides reports to vari-
ous individuals or groups about economic activities of an organization or other entity.
You might think of accounting as the “language of business”, because it is the means by
which most business information is communicated. For example, companies distribute
accounting reports that summarize their financial performance to their owners, credi-

tors, government regulators, and potential investors.

The process of using accounting to provide information to users is illustrated in Ex-

hibit 1-1. First, accountants must identify user groups and their information needs.
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These needs determine which economic data activities are recorded by the accounting

system. Finally, accountants prepare reports that summarize this information for users.

" Investors, .~ bankers,  supplies,

- Identification ~ - jgovefnmemal agenciés, labor

" of Users

4

. User Information
Needs

g

Economic Data Accounting :> Reports - User
and Activities ‘:> System [:> . Decisions

VAR

. Investing, apbroving

. unions, employees, management
~

Financial i .
loans, assessing taxes,
Statements, .
negotiating  labor
tax returns, b L.
; ; contracts, establishing
' management .
: - budgets
; reports :

Exhibit -1 The Accounting as a Process of Providing Information to Users

1.2 Profession of Accounting

The demand for accounting services has increased with the increase in number,
size, and complexity of businesses. In addition, new laws and regulations have also cre-
ated an increased demand for accounting.

You may wonder whether there are career opportunities in accounting. The answer
is yes. Employment opportunities in the profession of accountancy are expected to con-
tinue to grow and expand. In a report prepared by the U. S. Department of Labor, the
accounting profession is projected to increase by 39. 8% between the late 1980s and the
year 2000,

Accountants are engaged in either (1) private accounting or (2) public accounting.
Accountants employed by a business firm or not-for-profit organization are said to be en-
gaged in private accounting. Accountants and their staff who provide services on a fee
basis are said to be engaged in public accounting.

Experience in private and public accounting has long been recognized as excellent
training for top management positions. Many positions in industry and in state and fed-
eral agencies are held by individuals with education and experience in accounting.

For example, in its 1990 Special Bonus Issue on “The Corporate Elite”, Business

Week reported that 31% of the chief executives of the 1,000 largest public corporations
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followed a finance-accounting career path. Merchandising-marketing was the career path

for 27%, and engineering-technical was the career path for 22% of the chief executives.

Private Accounting

The scope of activities and duties of private accountants varies widely. Private ac-
countants are frequently called management accountants. If they are employed by a man-
ufacturing firm, they may be called industrial or cost accountants. The chief accountant
in a business may be called the controller. Various state and federal agencies and other

not-for-profit agencies also employ accountants.
Public Accounting

In public accounting, an accountant may practice as an individual or as a member of
a public accounting firm. Public accountants who have met a state’s education, experi-
ence, and examination requirements may become Certified Public Accountants (CPAs).

The requirements for obtaining a CPA certificate differ among the various states.
All states require a college education in accounting, and most states now require 150 se-
mester hours of college credit. In addition, a candidate must pass a two-day examination
prepared by the American Institute of Certified Public Accountants (AICPA). How dif-
ficult is the CPA examination? Approximately 30% of the candidates pass each of the
four parts of the CPA examination. Only about 10% to 20% pass the entire examination

at one time.

Specialized Accounting Fields

You may think that all accounting is the same. However, you will find several spe-
cialized fields of accounting in practice. The two most common are financial accounting
and managerial accounting. Other fields include cost accounting, environmental account-
ing, international accounting, not-for-profit accounting, and social accounting.

Financial accounting is primarily concerned with the recording and reporting of eco- .
nomic data and activities for an entity, Although such reports provide useful information
for managers, they are the principal reports for owners, creditors, governmental agen-
cies, and the public. Financial accountants follow generally accepted accounting princi-
ples (GAAP) in preparing reports for stockholders and the investing public. These of
accounting ensure that reports for different companies can be compared. For example,
the ability to compare financial reports is essential for an investor who is deciding which
company to invest.

Managerial accounting, often called management accounting, uses both financial ac-
counting and estimated data to the management in running day-to-day operations and

planning future operations. Managerial accounting can provide managers with relevant



4 Western Accounting English

and timely information and reports. Unlike financial accountants management account-
ants are not restricted to using generally accepted accounting principles. Instead, man-
agement accountants use the basic principle of gathering and reporting information that
is useful to management. Thus, managerial reports can widely offer information and
content,

Management accountants are often concerned with identifying alternative courses of
action and preparing reports of evaluating the impact of each alternative. For example,
the president of a company might request an analysis of alternative plans for financing

the construction of a new office building.

1.3 The Accounting Entity Assumption

The business entity concept is based on identifying the individual economic units for
which economic data are needed. Once the entity is identified, the accountant can deter-
mine which economic data and activities should be analyzed, recorded, and summarized
in reports. The business entity could be an individual, a not-for-profit organization such
as a church, or a profit enterprise such as a real estate agency.

This textbook focuses on accounting concepts and principles for profit-making busi-
nesses. Such businesses are normally organized as sole proprietorships, partnerships, or
corporations. A sole proprietorship is owned by one individual. A partnership is owned
by two or more individuals. A corporation is organized under state or federal states as a
separate legal entity. The ownership of a corporation is divided into shares of stock.
The sole proprietorship is the most common business form. However, corporations re-
ceive 90% of the total dollars of business receipts. These facts are shown in Exhibit1-2.

Number of Businesses Dollars of Businesses Receipts

|

C: Corporation P. Partnership S: Sole Proprietorship
Exhibit 1-2  Profit-Making Businesses
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1.4 The Historical Cost Principle

The historical cost principle determines the amount entered into the accounting re-
cords for purchases of properties and services. For example, if a building is bought for
$ 150,000, that amount should be entered into the buyer’s accounting records. The
seller may have been asking $ 170,000 for the building up to the time of the sale. The
buyer may have initially offered $ 13,000 for the building. The building may have been
assessed at $ 125,000 for property tax purposes. The buyer has received an offer of
$ 175,000 for the building the day after it was acquired. These latter amounts have no
effect on the accounting records because they did not result in an exchange of the build-
ing from the seller to the buyer. The exchange price, or cost, of $ 150,000 is the a-
mount used in the accounting records for the building.

Continuing the illustration, the $ 175,000 offer received by the buyer the day after
the building was acquired indicates that it was a bargain purchase at $150,000. To use
$ 175,000 in the accounting records, however, would record an illusory or unrealized
profit. If, after buying the building, the buyer accepts the offer and sells the building
for $ 175,000, a profit of $ 25,000 is then realized and recorded. The new owner would
record $ 175,000 as the cost of the building.

In exchanges between buyer and seller, both try to get the best price. Only the fi-
nal amount agreed on is objective enough for accounting purposes. If the amounts for
which properties were recorded were constantly revised upward and downward based on

offers, appraisals, and opinions, reports would become unstable and unreliable.

1.5 Assets, Liabilities, and Owner’s Equity

The properties owned by a business are called assets. The rights or claims to the
properties are normally divided into two principal types: (1) the rights of creditors and
(2) the rights of owners. The rights of creditors represent debts of the business and are
called liabilities. The rights of the owners are called Owner’s equity. The relationship
may be stated in the form of an equation, as follows:

Assets = Liabilities + Owner’s Equity

The preceding equation is known as the accounting equation. It is usual to place lia-
bilities before owner’s equity in the accounting equation because creditors have prior
rights to the assets. The claim of the owners is sometimes given greater emphasis by
transposing liabilities to the other side of the equation yielding:

Assets— Liabilities=QOwner’s Equity

To illustrate, if the assets owned by a business amount to $ 100,000 and the liabil-
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ities amount to $ 30,000, the owner’s equity is equal to $ 70,000, as shown below:
Assets — Liabilities = Owner’s Equity
$100,000 — $ 30,000 = $ 70,000

1.6 Financial Statements

After transactions have been recorded and summarized, reports are prepared for us-
ers. The accounting reports that provide this information are called financial statements.
The principal financial statements of a sole proprietorship are the in come statement, the
statement of owner’s equity, the balance sheet, and the statement of cash flows. The
nature of the entity’s data presented in each statement is as follows:

Income statement: A summary of the revenue,expenses,and profit for a specific pe-
riod of time, such as a month or a year.

Statement of owner’s equity: A summary of the changes in the owner’s equity that
have occurred during a specific period of time, such as a month or a year.

Balance sheet: A list of the assets, liabilities, and owner’s equity as of a specific
date, usually at the close of the last day of a month or a year.

Statement of cash flows: A summary of the cash receipts and payments for a specif-

ic period of time, such as a month or a year.
Illustrative Problem

On July 1 of the current year, the assets and liabilities of Cecil Jameson, Attorney-
at -Law, are as follows: cash, $1, 000; accounts receivables, & 3, 200; supplies,
$850; land, $10,000; accounts payable, $1,530. Cecil Jameson, Attorney-at-Law,
is a sole proprietorship owned and operated by Cecil Jameson. Currently, office space
and office equipment are being rented, pending the construction of an office complex on
land purchased last year. Business transactions during July are summarized as follows:

a. Received cash from clients for services, $3, 929.

o

. Paid creditors in account, $1,055.
Received cash from Cecil Jameson as an additional investment, $ 3,700.
. Paid office rent for the month, $1,200.

a 0

Charged clients for legal services on account, $2,025.

Purchased office supplies on account, $ 245.

w > o

. Received cash from clients on account, § 3,000.

h. Received invoice for paralegal services from Legal Aid Inc. for July (to paid on
August 10), $1,635.

1. Paid the following. wages expense, $850; answering service expense, $250;

utilities expense, $ 325; and miscellaneous expense, § 75.
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j. Determined that the cost of office supplies on hand was $ 980; therefore, the
cost of supplies used during the month was § 115.

k. Jameson withdrew $ 1,000 in cash from the business for personal use.
Instructions

1. Determine the amount of owner’s equity (Cecil Jameson’s capital) as of July 1
of the current year.

2. State the assets, liabilities, and owner’s equity as of July 1 in equation form
similar to that shown in this chapter. In tabular form below the equation, indicate the
increases and decreases resulting from each transaction and the new balances after each
transaction. Explain the nature of each increase and decrease in owner’s equity by an
appropriate notation at the right of the amount.

3. Prepare an income statement for July, a statement of owner’s equity for July,
and a balance sheet as of July 31.

Solution

1. .

Assets — Liabilities = Owner’s Equity (Cecil Jameson, capital)
$15,050 — $1,530 = Owner’s Equity (Cecil Jameson, capital)
$ 13,520 = Owner’s Equity (Cecil Jameson, capital)

2.
Assets _ Liabilities + Owner’s Equity
Accounts Accounts + Cecil Jameson.,
Cash+ Receivable+ Supplies + Land = Payable + Capital

Bal. 1,000 3,200 850 10,000 1,530 13,520

a. +3,928 +3,928 Fees earned
Bal. 4,928 3,200 850 10,000 1,530 17,448

b. —1,055 —1,055
Bal. 3,873 3,200 850 10,000 475 17,448

c. +3,700 +3,700 Investment
Bal. 7,573 3,200 850 10,000 475 21,148

d. —1,200 —1,200 Rent expense
Bal. 6,373 3,200 850 10,000 475 19,948

e. +2,025 +2,025 Fees earned
Bal. 6,373 5,225 850 10,000 475 21,973

f. +245 +-245

Bal. 6,373 5,225 1,095 10,000 720 21,973
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g. +3v000 '—'37000

—1,635 Paralegal exp.

— 850 Wages exp.
— 250 Answ. Svc. exp.
— 325 Utilities exp
— 75 Misc. exp.

— 115 Supplies exp.

—1,000 Withdrawal

Bal. 9,373 2,225 1,095 10,000 720 21,973
h. +1,635
Bal. 9,373 2,225 1,095 10,000 2,355 20,388
i —1,500
Bal. 7,873 2,225 1,095 10,000 2,355 18,838
i — 115
Bal. 7,873 2,225 980 10,000 2,355 18,733
k. —1,000
6,873 2,225 980 10,000 2,355 17,723

Cecil Jameson, Attorney-at-Law
Income Statement
For the Month Ended July 31, 20-

Fees earned $5,953.00
Operating expenses;
Paralegal expense $1,635.00
Rent expense 1,200. 00
Wages expense 850. 00
Utilities expense 325.00
Answering service expense 250. 00
Supplies expense 115. 00
Miscellaneous expenses 75.00
Total operating expenses 4,450, 00
Net income $1,503.00
Cecil Jameson, Attorney-at-Law
Statement of Owner’s Equity
___For the Month Ended July 31,20-
Cecil Jameson, capital, July 1,20- $13,529.00
Additional investment by owner $ 3,700, 00
Net income for the month 1,503. 00
$5,203.00

Less withdrawals

1,000. 00



