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Unit 1

Accounting: an Information System

Accounting is an information system necessitated by the great complexity of modern
business. Accounting systems are designed to provide information that managers and outsid-
ers can use in decision making. They also serve other purposes: to produce operating docu-
ments, to protect the company’s assets, to provide data for company tax returns, and, in
some cases, to provide the basis for reimbursement of costs by clients or customers. The ac-
counting organization is responsible for preparing employee payrolls. It also must prepare
documents that serve what might be called private information purposes, such as the employ-
ees’ own records of their salaries and wages. Many of these documents also serve other ac-
counting purposes, but they would have to be prepared even if no information reports were
necessary. Measured by the number of people involved and the amount of time required,
document preparation is one of accounting’s biggest jobs.

Accounting systems must provide means of reducing the chance of losses of assets due
to carelessness or dishonesty on the part of employees, suppliers, and customers. Asset pro-
tection devices are often very simple; for example, many restaurants use numbered meal
checks so that waiters will not be able to submit one check to the customer and another, with
a lower total, to the cashier. Other devices entail a partial duplication of effort or a division
of tasks between two individuals to reduce the opportunity for unobserved thefts .

These are all parts of the company’s system of internal ‘controls. Another important ele-
ment in the internal control system is internal anditing. The task of internal auditors is to see
whether prescribed data handling and asset protection procedures are being followed . To ac-
complish this, they usually observe some of the work as it is being performed and examine a
sample of past transactions for accuracy and fidelity to the syétem. They may insert a set of
fictitious data into the system to see whether the resulting output meets a predetermined stan-
dard. This technique is particularly useful in testing the validity of the programs that are
used to process data through electronic computers.

Accounting systems in some companies must provide cost data in the forms required for
submission to customers who have agreed to reimburse the companies for the costs they have
incurred on the customers’ behalf .

The accounting system must also provide data for use in the completion of the compa-



ny’s tax returns. This function is the concern of tax accounting. In some countries financial

accounting must obey rules laid down for tax accounting by national tax laws and regula-

tions, but no such requirement is imposed in the United States, and tabulations prepared for

tax purposes often diverge from those submitted to shareholders and others. “Taxable in-

come” is a legal concept rather than an accounting concept. Tax laws include incentives to

encourage companies to do certain things and discourage them from doing others. According-

ly, what is “income” or “capital” to a tax agency may be far different from the accountant’s

measures of these same concepts.

New Words, Phrases and Special Terms

reimbursement n.
entail v,

auditing =n.
predetermine v .
payroll n.
supplier =n.
tabulation n.
corporate a.
administrative a.
serve a (the) purpose
meet a standard

lay down

tax return

taxable income

cost accounting
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Answer the following questions according to the passage.

1. Why is it said that document preparation is one of accounting’s biggest jobs?

2. What’s the main purpose of the accounting system?

3. What other purposes do accounting systems serve?

4. How could the accounting system serve the purpose of internal control?

5. Give an example to describe how the accounting system protects the assets of an en-

terprise.



EXERCISE 2

Match the following abbreviations with the corresponding full names and then translate them

into Chinese.

1. AAA A. Certificate in Management Accounting
2. AICPA B. Generally Accepted Accounting Principles
3. APB C. American Institute of Certified Public Accountants
4. CIA D. Financial Accounting Standard Board
5. CPA E. Statements of Financial Accounting Standards
6. CMA F. American Accounting Association
7. FASB G. Certified Internal Auditor
8. GAAP H. Accounting Principles Board
9. IMA I. Institute of Management Accounting
10. SFAS J. Certified Public Accountants
EXERCISE 3

Translate the following sentences into English.
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EXERCISE 4

Translate the following passages into Chinese.

1. Accounting is a system of gathering, summarizing, and communicating financial in-
formation for a business firm, government, or other organization. Accounting, also called
accountancy, enables decision makers to interpret financial information and use the results in
planning for the future. For example, such data tell executives which products or depart-
ments are doing well and which poorly.

Business people often call accounting the “language of business” because they use ac-
counting data in communicating about a firm’s activities . Information provided by accounta-

nts helps managers and other executives understand the results of business transactions and
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interpret the financial status of their organization. With this knowledge, managers can make
decisions about such matters as production, marketing, and financing. Charities, churches,
colleges, government agencies, and other nonprofit organizations also use accounting to keep
track of their financial situation.

2. Persons with little knowledge of accounting may fail to understand the difference be-
tween accounting and bookkeeping. Bookkeeping means the recording of transactions, the
record-making phase of accounting. The recording of transactions tends to be mechanical and
repetitive, it is only a small part of the field of accounting and probably the simplest part.
Accounting includes not only the maintenance of accounting records, but also the design of
efficient accounting systems, the performance of audits, the development of forecasts. A
person might become a reasonably proficient bookkeeper in a few weeks or months: however,
to become a professional accountant requires several years of study and experience .

3.1t has been said that accounting is the language of business. Every part of business
is affected by accounting. Management of a business depends on financial information in
making sound operational decisions. Stockholders must have financial information in order to
measure management’ s performance and to evaluate their own holdings . Potential investors
need financial data in order to compare prospective investments. Creditors must consider the
financial strength of a business before permitting it to borrow funds. Also, many laws require
that extensive financial information be reported to the various governmental agencies at least

annually .
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Additional Reading Material
The Work of an Accountant

Accountants are employed in three broad fields: (1) in public accounting, (2) in pri-
vate accounting, or (3) in govement. In this text, our concems focus on the first two fields.

1. Public accounting

The principal service offered by certified public accountants is auditing. Banks com-
monly require an audit of the financial statements of companies that apply for a sizable loan.
Such audits are performed by %(‘D who are not employees of a fee. Also, Companies
whose securities? are offered for sale 1o the public generally must be audited before their se-
curities may he sold. Thereafter, additional audits must be made periodically if the securi-
ties are to continue being traded.

The purpose of an audit is to lend credibility to a company’s financial statements. In
making the audit, the auditors carefully examine the company’s statements and the account-
ing records from which they were prepared. In the examination, the auditors seek to deter-
mine whether the statements fairly reflect the company’s financial position and operating re-
sults, in accordance with generally accepted accounting principles. Based on® their exami-
nation, the auditors prepare a report that expresses their opinion about the financial state-
ments. The auditors’ financial statements are fairly presented® . The audit gives these fi-
nancial statement users the confidence to use financial statement information in making
loans, in granting credlt » and in buying and selling securities.

In addition 1t0® auditing, public accountants commonly offer management advisory
services” . An accountant gains from an audit an intimate knowledge of the audited compa-

ny's accounting and operating procedures. Thus, the accountant is in an excellent position



to offer constructive suggestions for improving the company’ s methods of operation. Clients
expect these suggestions as a useful audit by-product. They also commonly engage CPAs to
conduct additional investigations for the purpose of determining ways in which their opera-
tions may be improved . Such investigations and the suggestions growing from them are known
as management advisory services.

Management advisory services include the design, installation, and improvement of a
client’s general accounting system and any related information systems it may have for man-
aging the company . This may involve selecting appropriate computers, developing software,
and installing the procedures necessary to bring an information system into effective operating
use. Management advisory services may also include financial planning, budgeting, foreca-
sting, and inventory control.

In this day of highly complex tax laws and high tax rates, few important business deci-
sions are made without consideration being given to their tax effect. A CPA, through training

and experience, is well qualified to render® important service in this area. Tax services in-

clude not only the preparation and filing of tax returns but also advice as to how transactions
may be completed so as to incur the smallest tax.

2. Private accounting

Accountants employed by a single enterprise are said to be in private accounting. A
small business may employ only one accountant or it may depend on the services of a public
accountant and employ none. A large business, on the other hand, may have more than 100
employees in its accournting department .

The one accountant of the small business and the accounting department of a large bus-
iness do a variety of work, including general accounting, cost accounting, budgeting, and
internal auditing.

The task of recording transactions, processing the recorded data, and preparing finani-
cal reprots for the use of management, owners, creditors, and governmental agencies is
called general accounting. Private accountant employees may design a company’s CPAs.

The phase of accounting that has to do with® determining and controlling costs and as-
sessing the performance of managers who are responsible for, costs is called cost account-
i_ngtID . This may involve accounting for the costs of producing a given product or service, or
the costs of performing some other specific function . .

The process of developing formal plans for future business activities is called budget-
ing. The objective of budgeting is to provide management with a clear understanding of all
the activities that must be undertaken and completed in order to accomplish their objectives

for the company. Then, after the budget plan has been put into effect® ,- it provides abasis



for evaluating actual accomplishments.

In addition to an annual audit by an independent firm of CPAs, many companies main-
tain a staff of internal auditors® . These employees move from one department of the company
to another, checking the records and operating procedures of each department. It is the re-
sponsibility of internal auditiné to make sure that established accounting procedures and
management directives are being followed throughout the company. Also, internal auditors

are often asked to evaluate the operating efficiency of each department .
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Listening and Speaking
Sample Dialogue

A: Accounting is a highly technical field, isn’t it?

B: In a sense, it is. However, everyone of us uses accounting knowledge or practices
accounting activities on an almost daily basis. Simply put, accounting is a widely used
means by which we describe and measure the results of economic activities . Nearly all the
people in the business world use accounting terms to describe economic activities and use ac-
counting knowledge to manage their businesses. Therefore, accounting is referred o as the
“language of business.”

A: What’s the difference between bookkeeping and accounting?

B: Bookkeeping is only a small part of accounting, and probably the simplest part, for
it is simply the recording of transactions, and generally it is mechanical . On the other hand ,

accounting includes not only the recording of economic data, but also the design of account-



ing systems, interpretation of accounting information, auditing, tax planning, accounting
analysis, forecasting, etc.

A: That means being an accountant is much more difficult than being a bookkeeper,
right?

B: Right. One can become a proficient bookkeeper in a few months and even in a few
weeks while it takes quite a few years’ efforts to become a qualified accountant.

A: It’s not an easy job for accountants to provide correct and useful financial informa-
tion.

B: It’s not easy. Accountants should provide financial information not only to internal
managers of the enterprise, but also to stockholders, suppliers, purchasers, government and
other stakeholders. When you want to decide which stock to buy, you refer to such financial
statements as the balance sheet and the income statement, which are the results of accounta-
nts’ efforts.

A: The accounting system must be very complex, right?

B: Perhaps it is complex to beginners, but its fundamental principles are simple. Gen-
erally, the accounting system consists of three basic steps, namely data recording, data
classifying and data summarizing.

A: Does data recording refer to bookkeeping we talked about just now?

B: Yes. Modern enterprises often have frequent business transactions, and thus abun-
dant and complex data. In general, unclassified or unprocessed data are useless to economic
and management decision makers.

A: Sometimes economic data of the individual have to be processed, not to mention

those of the enterprise .



Unit 2

The Conventions of Accounting

Accounting conventions are concepts and rules which have been generally accepted in
performing bookkeeping and accounting. It came from a careful observation of accounting
practice which revealed patterns of consistent behavior. The existence of conventions was not
generally recognized by accountants until the 20" century. They were developed to aid ac-
countants in exercising judgment and estimation in order to limit likely differences in record-
ing similar events by different accountants. The principal conventions of contemporary ac-
counting will be discussed.

In China, accountants rely on four fundamental accounting assumptions in recording
business transactions: business entity concept, going concern concept, periodicity assump-
tion, stable monetary unit assumption.

An accounting entity is an organization or a section of an organization that stands apart
from other organizations and individuals as a separate economic unit. The entity concept
requires that the transactions of each entity are accounted for separately from the transactions
of all other organizations and persons. Under the going-concem (or continuity) concept, ac-
countants assume that the business will continue operating for the foreseeable future. For ac-
counting information to be useful, it must be made available at regular intervals, and the
time-period concept ensures that accounting information is reported at regular intervals. Ac-
counting periods may be a fiscal year, a quarter, or a month. The stable-monetary-unit con-
cept is the accountant’s basis for ignoring the effect of inflation and making on restatements
for the changing value of the money.

The most important accounting principles include the accrual principle, the historical
principle, the realization principle, the matching principle, the prudence principle, the ob-
jectivity principle, the full-disclosure principle, the consistency principle and the materiality
principle. In all business firms, revenues and expenses may be measured either on cash ba-
sis or accrual basis. Under cash basis of accounting, which in accordance to realization
principle, revenues are recorded in the period in which cash is received; expenses are
recorded in the period in which cash is paid. Under the accrual principle, revenues are rec-
ognized in the period in which they are eamed when goods are sold or services are rendered,
rather than when cash is received ; expenses are recognized when they are incurred. The val-

ues of all assets are to be recorded at historical costs at the time of acquisition. The amount
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recorded in books of account shall not be adjusted even though a fluctuation in their value
may occur, except when state laws or regulations require specific treatment or adjustments.
The matching principle governs the recording and reporting of expenses, which goes hand in
hand with the revenue principle to govern income recognition in accounting. Principle of
prudence should be followed in reasonably determining the possible loss and expense.

The objectivity principle holds that the accounting records and financial reports must be
based on financial and economic transactions as they actually take place, in order to objec-
tively reflect the financial position and operating results of an enterprise. The disclosure
principle holds that a company’ s financial statements should report enough information for
outsiders to make knowledgeable decisions about the company. In short, the company should
report relevant, reliable, and comparable information about its economic affairs. Accounting
information must be designed to meet the requirements of national macro-economy control,
the needs of all concemned external users to understand an enterprise’ s financial position and
operating results and the needs of management of enterprises to strengthen their financial
management and administration .

According to the consistency 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 . 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 statements. The materiality
concept stales that a company must perform strictly proper accounting only for items and

transactions that are significant to the business’s financial statements .

New Words, Phrases and Special Terms

convention n. BH, %R
change in accounting estimate Kbt EE
comparability principle AJ b
conservatism HHAE

control (controlling) account ¥ i ik P
consistency principle — B R
historical cost principle ik d %N
data due BHA

balance brought forward REHET
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balance carried down b CEoE g
capital-gains treatment B A I 2% F Ak 7
disclosure principle Fe 445 7% SR )
dividend coupon BAF, B8
documentary bill (draft) PR
reliability principle R
stable-monetary-unit concept MERERE
entity concept FEHhEE
going-concemn concept REZLEHME
liability for endorsement HHIHE
operation funds Bl %4
EXERCISE 1

Answer the following question according to the passage .
1. How to identify an accounting entify?
2. How do accountants treat revenue and expense in general?
3. Why do accountants prefer objective measures?
4. How do accountants apply materiality?
5

. Explain the accounting period convention what problem does it lead?

EXERCISE 2
Translate the following sentences into English.
1. B ESHEMNRRHSREMY, ANEE—REELY,
2. BT ol B O A T B8 PR AT LA SR S BB BRAR B R A T B ALK
3. 2 RB N YA ARRENEHFERHER,
4. I ET BB AR Y -, FEMETE,

EXERCISE 3
Translat the following passages into Chinese .

1. A company that sells its stock through a foreign stock exchange must follow the ac-
counting principles of the foreign country. For example, British Petroleum ( BP) stock is
available through the New York Stock Exchange, so BP financial statements issued in the
United States follow American GAAP. .

2. A significant difference among countries is the extent to which the financial state-

ments account for inflation. In the 1980s the FASB experimented with requiring supplemen-



