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On Introduction fo Accounting

Some people think of accounting as a highly technical field which is
practiced and understood only by professional accountants. Actually,
nearly everyone practices “accounting” in one form or another on almost
a daily basis. Whether you are paying your phone bill, balancing your
checkbook, preparing your income tax return,or managing an international
corporation, you are working with accounting concepts and accounting
information.

@k > What is Accounting?

When studying a new subject it is often helpful to begin with a
definition. The literature contains various definitions of accounting, but
the one we find most appealing is that provided by the American
Accounting Association which defines accounting as:the process of
identifying, measuring and communicating information to permit informed
judgements and decisions by users of the information.'

This rather broad definition is appealing because it highlights the fact that
accounting exists for a particular purposeThat purpose is to help users of
accounting information to make more informed decisionslf accounting
information is not capable of helping to make better decisions then it is a waste
of time and money to produce. Sometimes, the impression is given that
the purpose of accounting is simply to prepare financial reports on a
regular basis.Whilst it is true that accountants undertake this kind of
work, it does not represent an end in itself. The ultimate purpose of the
accountants’ work is to influence the decisions of wusers of the
information produced.
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@& > Accounting as a Service Function
One way of viewing accounting is as a form of service. Accountants

provide economic information to their ‘clients’ who are the various users.
The quality of the service provided will be determined by the extent to
which the information needs of the various user groups have been met. It
can be argued that, to be useful, accounting information should possess
certain key ‘qualitative’ characteristics. These are:
® Relevance  Accounting information must have the ability to
influence decisions. Unless this characteristic is present, there
really is not any point in producing the information. The
information may be relevant to the prediction of future events or

relevant in helping confirm past events.

® Reliability =~ Accounting information should be free from any
material error or bias. It should be capable of being relied on by
users to represent what it is supposed to represent.

® Comparability Items which are basically the same should be

treated in the same manner for measurement and presentation
purposes.

®  Understandability = Accounting reports should be expressed as

clearly as possible and should be understood by those for whom
the information is aimed.

® Timeliness Accounting information should be available at reason-

ably frequent intervals and the time which elapses between the
end of the financial period and the production of the accounting
reports should not be too long.

The first two characteristics-relevance and reliability-are really what
makes accounting information useful. The last three characteristics—
comparability, understandability and timeliness—will limit the usefulness of
accounting information to the extent that they are missing. So, for
example, information which is relevant to a particular decision may cease
to be relevant if the information is not produced in a timely fashion.

The characteristics listed above are sometimes in conflict and so, in
practice, it may be necessary to “trade-off” one characteristic against another.

2 ©O Finance
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@& » Accounting as an Information System

Another way of viewing accounting is as part of the total
information system within a business. Users, both inside and outside the
business, have to make decisions concerning the allocation of scarce
economic resources. To ensure that these resources are allocated in an
efficient and effective manner, users require economic information on
which to base decisions. It is the role of the accounting system to
provide that information and this will involve information-gathering and
communication.

The accounting information system is depicted in Figure 1.1. It has
certain features which are common to all information systems within a
business. These are:

® |dentifying and capturing relevant information (in this case

economic information).

® Recording the information collected in a systematic manner.

® Analyzing and interpreting the information collected.

® Reporting the information in a manner which suits the needs of

users.

!Information identification‘ - ]Information recording‘ —

[Information analysis‘—>|llformation reporting‘ :

Figure 1.1 The accounting information system

@& - Financial and Management Accounting
Accounting is usually seen as having two distinct strands:
® Management accounting, which seeks to meet the needs of
managers.
® Financial accounting, which seeks to meet the accounting needs
of all of the other users.

@y > The Changing Nature of Accounting
We are currently witnessing radical changes to both financial and

MhexiEgz O 3
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management accounting. In the past, financial accounting has been
criticised for lacking rules based on a clear theoretical framework. In
addition, the accounting rules developed have been criticized for being too
loose, for lacking consistency and for failing to portray economic reality.
These weaknesses have been highlighted by a number of financial scandals
over the years. The accounting profession has responded by developing a
framework which provides a clearer rationale for the subject and of the
way in which accounting information is prepared and presented. This
framework tries to address fundamental questions such as: What is the
nature and purpose of accounting? Who are the users of financial reports?
What kinds of financial report should be prepared and what should they
contain?  Although much work has still to be done, by answering these
questions we will have the foundations necessary to develop accounting
rules and practices in a more logical and consistent manner.

Management accounting has also been confronted with radical
change. The environment in which businesses operate has become
increasingly turbulent and competitive and there have been rapid
advances in production technology. These developments have, in turn,
resulted in radical changes to the way in which businesses are organised
and to the marketing and manufacturing strategies employed.
Increasingly, successful businesses are distinguished by their ability to
secure and maintain competitive advantage. In the face of such changes,
management accounting has had to develop new approaches. In order to
provide relevant information to managers, it has had to become more
outward-looking. In the past, information provided to mangers has been
largely restricted to that collected within the business. Increasingly,
however, information relating to market share, innovations, customer
evaluation of services provided, and costs of production compared with
those of competitors is provided to managers in many businesses.
Changes in the environment have also created a need to develop more
sophisticated methods of measuring and controlling costs. Businesses can
no longer risk the damage to competitive advantage that might occur
where decisions are based on inaccurate and misleading information,
particularly when information technology can now help provide

4 © Finance
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sophisticated costing system at relatively low cost.

Nowadays, we have a more questioning attitude to conventional
rules and methods and the result is that the boundaries of accounting are
being redrawn. The changes which have taken place in recent years,
and those which are currently taking place, are largely in response to
changes in the external environment in which accounting exists. ~Given
the increasing rate of change in the external environment, accounting is
likely to change at an even faster pace in the future.

= Notes

1. 2EHS%¥S (AAA)  7E << &t EAMEIE/A4 >> (A Statement of Basic Accounting
Theory, 1996) HfirE X &1t

=g [N]@w W@Qf@ﬂ@ @m@ﬂ lEzg[p)nv@gsﬁ@[ms

balance /'belons/ v. (accounts) to compare debits and credits and

record the sum needed to make them equal

i, 4tk

income tax return iR BIRE

literature /'litratfa(r)/ n. books dealing with a special subject Z 4k, Sk

American Accounting Association EXEHEIT¥4S

identify /ai'dentifai/ v. to say, show, prove, who or what somebody or
something is #A ,iR 5

highlight /‘hai'lait/ v. to give prominence or emphasis to 2, {# 5 %

whilst /wailst/ conj. = while [&]A}

ultimate /'Altimat/ a. last, furthest, basic FZA&H, LWH

qualitative /'kwolitotiv/ a. relating to quality P& F#, BN

relevance /'relorons/ n. the quality of being connected to a certain
subject S I, Rt

bias /'baigs/ n. leaning of the mind towards or away from

something 1 I,

timeliness /'taimlinis/ n. the instance or quality of occurring at just the
right time & B4

elapse /i'leps/ v. (of time) to pass (Bt [8])xt 3, Fiik

trade-off /'treidof/ v. to give up for the sake of something else
i ESERIRVE.3: 81k 7

incur /in'kai(r)/ v. to bring upon 3| %, BEH

WAexiEHE O 5
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impose /im'pauz/ v.
allocation /=lo'keifn/ n.

scarce /skeds/ a.

depict /di'pikt/ v.

capture /'keept[a/ v.
strand /streend/ n.
witness /'witnis/ v.
radical /'redikl/ a.

consistency /kon'sistonsi/ n.

rationale /rafo'nail/ n.
address /d'dres/ v.
turbulent /'tarbjulont/ a.
competitive /kam'petativ/ a.
secure /si'kju(r)/ v.
approach /o'proutf/ n.
innovation /in3'vefan/ n.

sophisticated /s9'fistikeitid/ a.

risk /risk/ v.
conventional /kn'venfonl/ a.

in response to

~on to lay or place on &I F

giving as a share or for a purpose; distributing
i

not available in sufficient quantity; not equal to
the demand # /0 H,FERA

to describe in words; show in the form of a
picture iR ,#E

to take or obtain by force, skill, etc. FREX, 3K
a simple piece or thread —ff,—

to be present at and see Hifi, BLiE

(of changes) thorough and complete 524, #JiE
B (2 1E)

keeping to the same principles; the state of
always being the  same in thought, behavior,
ete. —E(#),ER ()

fundamental reason, logical basis Ft7s ¥

to put (oneself) to work at Xf{t, 43, FF
disorderly; uncontrolled %% #), 1B &L &

in or for which there is competition 3% 4+ Y

to succeed in getting 3k758 , BU{8

way Jrik 1%

introduction of new things (4§l )8|&H

with the latest improvements and refinements;
subtle; complex RLEAK), B i, M489, IR RKY
to take the chances of §-:---- B, fEK
based on general consent M%), B, {51
Xif oo M HY SROBE, (9 07

B3 1. Understanding the Text

1. Give your own definition of accounting and then compare it with

the one provided by the American Accounting Association.

2. Name the characteristics of accounting information mentioned in

this text and discuss their priorities.
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3. lllustrate certain features common to the accounting information system.

4. How can we classify accounting?

5. One possible conflict is between relevance and reliability. Let us
assume that a manager is charged with selling a custom-built
machine owned by the business and has recently received a bid.
What information would be relevant to the manager when deciding
whether to accept the bid? How reliable would that information be?

6. Suppose an item of information is capable of being provided. It is
relevant to a particular decision; it is also reliable, comparable,
understandable by the decision-maker concerned and can be
produced in a timely manner. Can you think of a reason why, in
practice, you might choose not to produce the information?

B 1. Vocabulary
1. Fill the blanks with an appropriate word selected from those listed
in the following brackets.
(1) The final rewards will more than compensate for any loss you may
__. (occur, incur)
(2) They are experiencing a worse time that their exports are becoming

less . (competent, competitive)

(3) To emancipate the people for good, they would like to __ a war.
(risk, risk in)

(4) The government decided to adopt emergency measure to __ the

oil supply of the state. (protect, secure)
(5) The ___ of researches to practices has been reinforced in the recent

years. (relativity, relevance)
2. Supply a synonym for each of the following words.

(1) to recognize i (2) to stress h_
(3) pertinence r (4) to go by e
(5) to work at a_ (6) to force i
(7) subdivision s ~ (8) disorderly t

K2 111. Translation
1. Translate the following from Chinese into English.
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