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Unit 1
Accounting and Accounting Information

If a man empties his purse into his head, no one can take it from him.

Benjamin Franklin

WRER-ANMAHIRBTELTA, BLARLBERETALET LN,

i
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Learning Objectives

After studying this unit, you should be able to:

1. Begin to familiarize yourself with the concept of financial accounting and technical terms
of accounting in English.

2. Identify the two major groups of information users.

3. Explain the quality characteristics of accounting information.

Introduction to Accounting

Accounting is an information system that identifies, records, and communicates relevant,
reliable, and comparable information about an organization’ s business activities that can be

expressed in monetary terms. Identifying business activities requires selecting transactions and

events relevant to an organization. Recording business -
< as S T h Teeteal 1 f W5 Note: transactions
activities requires keeping a chronological log ot transac- and events

tions and events measured in monetary unit and classified X BEER, XHAELE I}
x . g bk
and summarized in a useful format. Communicating busi-| 2 3 k= e trs xssr%, BT

ness activities requires preparing accounting reports such| #&. #€H&¥F; FALKLLA
A £ Z MR A M AT
A, ek FEIARBRAMHE,

as financial statements. It also requires analyzing and

interpreting such reports. Careful analysis of these reports

and trends may suggest the ways in which the business may grow in the future. Expansion or
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reorganization should not be planned without the proper analysis of the accounting information ;
a new product and the campaign to advertise and sell them should not be launched without the
help of accounting expertise. Accounting information affects many aspects of our lives. When we
earn money, pay taxes, invest savings, budget earnings, and plan for the future, we are influ-

enced by accounting.

g Learning Check 1 -1

Indicate whether each of the following statements is true or false.

1. Recording business transactions is one of the functional procedures of financial accoun-
ting. { )

2. Accounting information is not relevant to the daily lives of common people. ( )

3. Preparing and distributing financial statements by management is a way of communica-

ting business activities with decision makers. ( )

Information Users

Accounting is often called the “language of

’ ” - =" Note: general-purpose
business because all organizations set up an financial stat nts

accounting information system to communicate data to A E M AL, A 8 B
help people make better decisions. Financial accoun-| 15 %  2pieng—4iz B 69302 4722 22 4] 44
ting is the area of accounting aimed at serving exter-| M#iR&. #rif—#4 B IR &454, 245
nal users by providing them with financial state-| *#R&£M 513584 A LFEEE
AR, LRIEAHSHENA

ments. These statements are known as general-pur-
g PUC s emanes,

pose financial statements, The term general-purpose
refers to the broad range of purposes for which external users rely on these statements.
External users of accounting information are not directly involved in running the organiza-
tion. Almost all of us are users of accounting information. They include shareholders (inves-
tors) , lenders, non-executive directors, customers, suppliers, regulators, lawyers, brokers,
and the press. Each external user has special information needs depending on the types of deci-
sions to be made. External users have limited access to an organization’ s information. Yet their
business decisions depend on information that is reliable, relevant, and comparable.
Accounting information is also useful to internal users. Company managers are the primary
internal users of accounting information. Managers need an information system that will identify
problems, such as possible cost overruns or a department’ s inability to implement a plan pro-
perly. The selection and implementation of solutions can occur only after problems have been
identified. Accounting information is used to pinpoint problems and to help select appropriate

solutions. Managers also use accounting information as they make business decisions.
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\% Learning Check 1 -2

1. Specify the major groups of accounting information users.

2. Identify the items from the following list that can be categorized into external or internal

information users ;
c. tnvestors

h. brokers

a. creditors b. management

[ regulators  g. lawyers

d. customers

e. suppliers

L. press

Quality Characteristics of Accounting Information

Quality characteristics are qualitative criteria which
are used to evaluate the possible measurement options and
choose the most appropriate accounting policies for the
given situation. The most widely recognized quality criteria
include relevance, reliability, understandability, and
comparability.

Relevance. Theoretically, relevance is the most
important qualitative characteristic. If accounting informa-
tion is to be of any use, it must be relevant for its intended
use. Relevance relates to the objectives of financial repor-
ting. The concept refers to the capacity of accounting
information to make a difference to the external decision-
makers who use financial reports.

Qualities relate to relevance include predict value,
feedback value and timeliness.

Predict value. Accounting information should be help-
ful to external decision-makers by increasing their ability

to make predictions about the outcome of future events.

H-=" Note: relevance

HMEM, RHEQIMZLAETY
—REEIE. AL LIHEE
B REARTFERME, AT
ERAATAN, ZEHRELIFRR
B (timeliness ) , &1 BA FUm 4
18 ( predictive value ) Fe RAFME ( feed—
back value ) ,

=" Note: reliability

THHE, A—~RELHLITEL
MENE, TERELTELATE
HEE, TEALSIHMZELFAARER
e g 25 7E 3 (cruthfulness )
LA ME % L F A4 RELAR &R
—ZF bR AHAER LR, B
5 8 THGES (verifiability ) ; 4243
58 L R T e 3, Bl
BwsHiED, P ik (neumlty) .

Decision-makers working from accounting information
that has little or no predictive value are merely specu-
lating intuitively.

Feedback value. Accounting information should be
helpful to external decision-makers who are confirming

past predictions or making updates, adjustments, or

corrections to predictions.

=" Note: understandability

TEHEE, RETEEH—TARER

B TERY, RAAAME, 2354502
R A B £ 3 L A M IR A8 S L T AL
BitREBAEE LB, K, RARA
F ARG LR —E AR 0P A8 & 13
M HR k.

Timeliness. Accounting information should be reported soon enough for it to be useful for

_ decision-making. Like the news of the world, stale financial information has less impact than

fresh information. Lack of timeliness reduces relevance.
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Reliability. A commonly stated criterion for accounting

=" Note: comparability

T, REHELG-AKE
. Al £K, TIHRIERF & LR
sure of what it is intended to measure. Reliability is close- | x4 5 A g xEg sy ©SE
ly related to the general concept of usefulness, but has| A LA TibH, XHEXRELL
additional sub-components, To ensure reliability, account-| #&ZFAX2H LA LEMHAAL L
i, BPRASH—M (uniformity) ,

. . ; — A Frik B ey Bt B R A A
fully represent what it claims to represent. It must not mis- A S A B IR T

measurements is that of reliability. Information is reliable

if users can depend on it as a sufficiently accurate mea-

ing information must be free from error and bias and faith-

lead or deceive. There are three components to reliability: { 4 ( consistency ) , BIEH SR
Truthfulness. This attribute is also sometimes called| B #HE L.
validity. Information must give a faithful picture of the

facts and circumstances involved, as a city map should accurately represent the layout of the
city that it represents.

In accounting, the balance sheet is considered to be a “statement of financial position”
but it represents the financial position of the organization faithfully only if it really does portray
all of the assets and liabilities of the business. If our accounting assumptions and measurement
models do not show all of the assets or liabilities, then the balance sheet does not represent
faithfully the financial position of the business.

Verifiability. If knowledgeable and independent observers can apply an accounting mea-
surement and obtain essentially the same result, the measurement is said to be verifiable. This
is considered a component of reliability. Verifiability of a measurement does not, however,
mean that the measurement was necessarily objective or non-arbitrary, but only that its compu-
tation can be reproduced or replicated.

Neutrality. The term neutrality indicates the characteristic of freedom from bias. Accoun-
ting information is biased if the measurements result in consistent overstatements or understate-
ments of the items being measured. Preparers of financial reports should not attempt to induce a
predetermined outcome or a particular mode of behaviour. However, the concept of neutrality is
sometimes taken to mean that reported accounting information should be neutral in its impact
and should not influence economic decisions. If accounting information has no impact on economic
decisions, then it is essentially useless.

Understandability. Information must be understandable to be useful to users in their deci-
sion-making process. Understandability does not mean that all information has to be reduced to
the lowest common level or simplified so that the least sophisticated users should understand it.
The assumption is that investors and creditors have a reasonable understanding of business and
economic activity, as well as some understanding of accounting. These users are expected to
study the information with reasonable diligence. The user groups have been defined to include
those who provide advice to investors and creditors; users who lack expertise are assumed to be

properly advised.
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Comparability. Comparability is a characteristic of the relationship between two pieces of
information rather than of a particular piece of information by itself. There are two aspects of
comparability—consistency, which entails using the same accounting policies from year to year
within a firm, and uniformity, which means that companies with similar transactions and similar
circumstances use the same accounting treatments.

Consistency. Consistency involves applying accounting concepts and principles from period
to period in the same manner. There is presumption that an accounting principle once used
should not be changed. The purpose of this concept is to allow meaningful inter-period compari-
sons of results of an entity. Without consistency in accounting procedures, management could
manipulate a firm’ s reported results merely by changes in accounting procedures. Under these
circumstances, inter-period comparisons would have to be treated with skepticism. However, if
consistency is carried too far, it adversely affects relevance. The consistency convention does
not mean that accounting methods cannot be changed. A change to a preferred accounting prin-
ciple is permitted, even though this would impair consistency. A change should be made where
a new procedure would result in financial statements with improved “truth and fairness”. If a
justifiable change is made, the fact and the effect of the change should be disclosed. The con-
vention only requires that capricious changes in procedure which cannot be justified by refe-

rence to a “true and fair” view should not be made.

Uniformity. Uniformity requires that companies in -
=" Note: truth and fairness

EEWAnit, REME, £ERY
, . . L FiRET, EMOTITFERMEFRRET
that is helpful in contrasting organizations. The pur- B AR T A ik — 9 ] 40 T,
pose of financial accounting is to communicate infor-| %42 EFREAALATREF
mation, and information is useful only if it can be| %o £XBEMEA “MMAR" X—Rik
X, B “present fairly” ,

the same industry use the same accounting policies

and procedures. This results in comparable information

used to make decisions. Accounting is often a matter

of making choices among possible accounting policies and accounting estimates. Every financial
reporting choice that an accountant makes has the potential power to influence someone’ s or
some group’ s behaviour. There is increased demand by external users for comparability in
accounting reports. Therefore accountants must follow accounting standards in preparing finan-
cial statements. Accounting standards aim to create more harmony among accounting practices of
different businesses. These standards represent the consensus at a particular time on how
accounting information should be recorded, what information should be disclosed, how it should

be disclosed, and which financial statements should be prepared.

Learning Check 1 -3

Indicate whether each of the following statements is true or false.

1. Information has the quality of relevance when it influences the economic decisions of users
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by helping them evaluate past, present or future evenis or confirming, or correcting, their past
evaluations. ( )

2. Information has the quality of reliability when it is free from material error and bias and
can be depended upon by users to represent faithfully that which it either purports to represent or
could reasonably be expected to represent. ( )

3. Information that gives a faithful picture of the financial position and operating result of a
business has the attribute of validity. ()

4, The concept of neutrality means that reported accounting information should be neutral in
its impact and should not influence economic decisions. ( )

5. Understandability means that anyone should be able to understand the financial state-

ments. ( )
6. Consistency and uniformity comprise the two aspects of comparability. ( )
7

Words and Expressions

. accounting n. 21t ( BE), &%

. identify v. R3], #IA

.record v. i0#, 0%, B0

. communicate v. £3k,38M

. transaction n. 35 ,2FW %

. chronological adj. &0 [a] BIHT 5 IFHEF /4

Jdogn. BHiE

. classify v. 433§

. summarize v. &35, 845 ,1L A

. format n. &R, B

. interpret v. UiBH, BB

. Teorganization n. Ef

. campaign n. {53,530

.launch n. %3, 7/, BA

. expertise n. | TR FRE

. supplier n. 443 FRFEH , HERIFY

.regulator n. FHE BEHE

. have access to... A PIIEfEZ]------ NEINDY ;- SO
.overrun n. 7,

. implement v. JBfT,3EfT, M- RS E(KFR)
. pinpoint v. HEBHIER H EUHR , BARRSE Y, oo HER E 0L
-criteria (B2 H0) n. (HIFFAWTHY) brde, MM, RE . BPOEAA criterion
. speculate v. B2, N, HEW

O 0~ AN BN
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