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Lesson One Financial Accounting

——A special information processing system

Accounting is a kind of special information processing system,in which
all the monetary business transactions (those business activities that can be
measured in monetary terms, and they are always be classified into three
kinds: financing activities, investing activities, and operating activities) of a
company occurred in certain operating period and their economic impacts on
that company (business entity) are identified,collected, recorded, classified,
summarized, and reported. The people who conduct such work are called
accountants. Since accounting system measures business activities, processes
that information into reports and communicates those results to decision
makers, people always call accounting as the “language of business”.

The users of accounting information may be divided into two major
categories: external users and internal users.

External users are those groups or individuals outside the company and
have not directly relation to the day-to-day operations of the business, but
they care about the financial situations and operating results of this company
for certain reasons. Among them are absentee owners, potential investors,
suppliers, creditors, potential creditors, customers or clients, labor union
representatives, related government agency and so on.

The things that the external users care about often are: s the company
earning satisfactory income? Will the company be able to pay its debts as
they come due? How does the company compare in size and profitability with
competitors? Is it the good time to invest money or lend money to this
company? They can get judgment from the financial reports of the company.

Internal users include all levels of management personnel of a business
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entity, such as: board of directors, chief executive officer, chief financial
officer, vice presidents, business unit managers, plant managers, store
managers, line supervisors. They are responsible for the planning and
controlling different levels of daily business operations. They can find some
important points or evidences from financial reports and control, adjust or
solve some problems occurred in time. The important points or evidences are
as follows: How much did we earn this month? Is cash sufficient to pay
bills? Can we afford to give employee salary raised this year? How is the unit
cost of our products? Which product is going to break-even point?

Several branches of accounting have evolved to meet the needs of
different external users and internal users. Three most important branches
have been identified as financial accounting, managerial accounting and cost
accounting.

Financial accounting is primarily designed to provide financial
statements to external users for their decision purpose, although internal
users also make good use of these financial statements in their decision
making process,

In view of the diverse range of external users of financial data, the
general-purpose. financial statements developed by the accounting profession
meet the needs of all the decision-makers. Generally, the financial
information of an entity is disclosed in four financial statements (sometimes
attached with accompanying notes) ;

1. The income statement.

2. Statement of owners’ equity.

3. Balance sheet.

4. Cash flow statement.

The function of the financial reports centers on a fair presentation of ;

First: The performance or profitability of a business company,to which
the most important data is net income.

Second: The financial condition (or position, or status) of a business
company. This means whether the entity has the ability to pay back its due
debts, along with the potential of generating future positive cash flows. If a

company is unable to meet its mature obligations, the firm'’s survival will be
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threatened.

Third: The effectiveness of using the economic resources invested in the
enterprise.

Managerial accounting is primarily designed to provide the more detail
financial information for internal users, such as top executives or department
heads. Some of the information is confidential and very important in
assisting them in reaching certain operating decisions. Managerial accounting
deals heavily in the areas of planning, controlling, and decision-making.

Cost accounting, as an important aspect of managerial accounting, deals
with the collection, allocation and interpretation of all the costs and
expenses incurred in business operation. Once cost is determined,
management can proceed with analysis of the following;

1. Anticipated costs for various planning purposes.

2. Budgeted versus actual costs when appraising cost controlling
system.

3. Relevant costs of different alternatives involved in decision-making.

4, Cc;sts of producing goods and services when pricing and inventory
evaluating. ke

There are also other classifications of accounting according to.cheir
working fields: public accounting, private accounting and government
accounting.

Public accounting are accounting services [ such as auditing, taxation

consulting, and management advisory services (MAS)]. provided by those
professional accountants who are often called certified public accountants
(CPAs). CPAs are individuals who, like licensed doctors, dentists, and
lawyers, are licensed to practice their accounting profession. The CPA
certificate is only granted to those people who have passed a rigorous two-
and-a-half-day examination and meet the requirements for certain accounting
experience and education,

CPAs render accounting services to any kinds of entities (e, g
supermarkets, hotels, publishers, equipment manufacturers, and
professional sports clubs even individuals), regardless their size, type,

nature or location. Some public accounting firms have many clients and have

“—o05

%




21PBEESEH S RN

{8 & € 4 ACCOUNTING

offices from coast to coast and even in offshore, while others operate on a
much smaller scale and are established on a regional or local basis. Most of
their services are in the fields of auditing, income tax consulting, and
management advisory services (MAS)

Private accounting: sometimes referred to as industrial accounting,

which is another major branch of the accounting profession. Rather than

performs accounting services for many different clients, a private accountant
is employed by one business and renders services exclusively for that

business.
Government accounting: in China,it is also called “budget accounting”.

It is conducted by those accountants employed by governmental agencies in
different level,such as local province (state),or central (federal) level.

Besides, several important concepts need to be mentioned:

1. Accounting information is always provided periodically, such as
monthly, quarterly or semi~annually or annually.

2. The information provided by accounting system are quantitative,and
always in monetary terms, and they are the true records of the past business
transactions, rather than qualitative, judgmental evaluations.

0.0 Accounting system is different from other information system for it
following its own unique working principles or standards, language, and
working process. These will be explained in later lessons.

4. Accounting system is also dynamic. As the needs of society and the
environmental conditions change, so the techniques, concepts, and to some
extent even the basic objectives of accounting must also be changed,

5. Accounting system must be suitable to the characteristic and
requirement of the entity, such as the nature of operations [ Generally, the
businesses are divided into three categorizes: (A) Sole Proprietorship:
business owned by one person. (B) Partnerships: business owned by two or
more persons. (C)Corporation; separate legal entity under state corporation
law having ownership divided into transferable shares of stock ], structure of
organization, management system, and the impacts of government policies,

laws and regulations,
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New Words, Phrases and Special Terms

accounting n. 23, &3

monetary ('manitari] adj. RHH,SRM

business ("biznis ] n R, A B B, AT, SR

transaction [treenzaekfan] 7. X5 W FE . LW

impact ['impeekt] n, BOR 0, W

terms Ctorm] n ARiE BB, &3,

loan [loun] n. WK, B

financial [fai'nznfal] adj. WSEH, Y, WEK,S
R

profitability [profitabiliti] =n. BAIRE S - KFURE N

due [dju] adj. B, B, NEH W

debt [det] n, % R EH

budget ['badsit] B

financial situation (or status) W55 R B

operating results LEBR

financial accounting % 4if

general purpose financial statement xF o1 4 5 45

the income statement FEE

statement of owners’ equity B HENRESIHR

balance sheet B M &

cash flow statement ReEmBER

management ['meenidgmant] n. BHE, the-)EHYF, &8
AR B

managerial accounting or management

accounting ¢ P

public accounting nIet, ok &3t

certified public accountant MU, Ik £ 3t Ui

private accounting et k&t
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