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Unit 1

The Introduction to Accounting

@ Learning Objectives
O To gain some knowledge about the history of accounting;
O To know the definition of accounting;

L]

To know the general divisions of accounting fields;

L

To know the professional ethics of accounting.

Dialogue

Wang Lei is a student majoring in accounting. He meets his accounting teacher, Liu

Fang, on his way to the classroom.

Wang Lei: Hello, Ms. Liu, I’m very glad that you
teach us Accounting English this term.
But what on earth is the importance of
Accounting English?

Liu Fang: Hello, Xiao Wang. Accounting English
belongs to ESP, that is, English for

Special Purpose. As its name implies,
Accounting English is more closely
related to your future career, especially in a worldwide market.

Wang Lei: You mean that Accounting English is helpful in having a desirable job?

Liu Fang: Definitely. It will ensure you an advantage over your competitors in the tight
job market.

Wang Lei: Now that it is so significant, how can I do it well?
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Liu Fang: Try hard to get as many “bricks” —professional terms as possible, then use your
English knowledge to analyze the sentences that involve complication.
Certainly it is amazing if you do it with your Fundamental Accounting Book as
reference.

Wang Lei: I'1l follow your advice. I hear that accounting has a really interesting history,
hasn’t it?

Liu Fang: Don’t you think it funny for a tiny abacus to be transformed into a giant
computer?

Wang Lei: I see what you mean. Look forward to more of your help later.

Liu Fang: You are always welcome.

Introduction

Accounting has a long history. It plays a significant role in making sound business
decisions in that it can serve people’s purpose to take part in an economic activity. The
primary purpose of accounting is to provide accounting information for managers and other
interest-related people by means of accounting practice, so that they can make a wise
decision or make a new choice. Influenced by the further development of modern science
and technology and affected by modern economy control theory and approach, accounting
is now one of the fastest growing fields in the modern business world, where the demand
for competent accountants is generally greater than the supply. Accounting provides a solid
basis for business experience. That is why there are so many people devoting themselves to

the career of accountants in today’s world.

Section I What’s Accounting?

The subject of accounting is accountancy. Accountancy is the financial report of the
business to the owners and the shareholders. The owners will want to know about the
business—how well the business is doing. The success of a business is measured by how

much profit the business makes. Nobody wants the business to go in a loss. Losing money
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is no one’s wish. And investment should be
done where the returns are greater than invested
amount. Who will want his investment to go in
vain? When it comes to the shareholders, they
would also want the business to flourish.' In
that case they would be able to earn greater

returns from the investments they have made.

All the information of the investments they
have done comes from the reports generated in the pages of accounting. Accountancy thus
helps in keeping the people—the owners and the shareholders well informed of their money
invested.

Accounting can be seen as the proper documenting, reporting and proper analysis of
all the financial transactions of a business. Now keeping such records and then analyzing
them require a specific set of rules and knowledge. Accounting requires a specific set of
rules and knowledge and reports are generated on the basis of such rules and knowledge.’
The definition of accounting might appear to be very simple but in essence the task is a very
complex one. Accounting requires severe number crunching ability and one has to be very
patient while generating such reports. A slight mistake in accounting might end up
generating a wrong report of the business.

As a matter of fact, the definition of accounting includes the following three layers of

meaning:
1. Accounting is the language of business

It has been said that accounting is the language of business. Because business people
often use accounting data in communicating about a firm’s activities. With the help of the
information from accountants, managers and other executives can understand the results of
business transactions and interpret the financial position of their organization. Then,
managers can make decisions in their daily operation such as production, marketing and

financing.
2. Accounting is an information system

Accounting is an information system necessitated by the great complexity of modern
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business. In developing information about the activities of a business, every accounting
system performs the following two basic functions:

1) The business accounting function

The business accounting function is to report the economic activities of every unit by
means of confirming, calculating, recording, reporting and so on, to provide economic
information for the relevant parties.

2) The supervision function

The supervision function of accounting means that accounting must adjust and control
activities according to a certain purpose and requirement. Accounting supervision is an
important aspect of economic superintendence.

With the development of economy, the functions of accounting are expanding. On the
basis of business accounting and supervision, accounting has to analyze economic state,

forecast economic prospects and participate in economic decisions.’

3. Accounting is the basis for decision-making

Accounting is the basis for decision-making. Its purpose is to provide useful
information for a variety of users so that they can make informed decisions, such as
individuals, businesses, investors and creditors, governmental agencies, tax authorities,
nonprofit organizations, etc.

To sum up, accounting is one part of the economic management, which regards
currency as the main measuring unit and adopts a series of specialized methods to
comprehensively, continually and systematically assess and supervise the economic
activities of enterprises, governments, groups, etc.* It analyzes, forecasts and controls
what has already been achieved, and provides information for the relevant parties to

improve their economic benefit.

@ Learning Tips

It is important to distinguish an accountant from a bookkeeper. Being an accountant
is much more difficult than being a bookkeeper. Accountants use the work done by
bookkeepers to produce and analyze financial reports. Although following the same

principle and rules as bookkeeping, the business of an accountant goes beyond just basic
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number-crunching. Bookkeeping is only a tiny part of an accountant’s daily work.
Bookkeeping involves keeping a record of all financial transactions and then preparing

financial statements such as balance sheets and income statements. It is only a small part

of accounting. Generally speaking, it is mechanical. A bookkeeper is referred to as a person

who is solely in charge of putting accounting information in writing.

@ Use Your Head

In what ways does an accounting system perform its functions?

Useful Terms and Expressions

1. imply v. P

2. career n. AN

3. transform v. MR B

4. accountancy 7. 2t S
5. in vain HE57 Hh,

6. flourish v. ZOOR T

7. generate V. 7R R

8. crunch v. ISR , R

9. necessitate V. fifieeee ARFRANEL
10. superintendence . FR¥E; 48 B
11. expand v. 71 QTS

12. prospect n. st fiv 2

13. to sum up V. gk

14. adopt v. KL RN
Notes

1. When it comes to the shareholders, they would also want the business to flourish.
X FARTF AR A B A REAS BRI
when it comes to “24iRF]------ Hf g Xof oo =57
@@» When it comes to accounting skills, plenty of practice is necessary.
YRl i, AR 2.
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2. Accounting requires a specific set of rules and knowledge and reports are generated on
the basis of such rules and knowledge.
SR B LT TN AR, ST S e Bl =2
on the basis of “ZE--+--- fyFEA 7
@@ A number of specialized accounting fields came on the basis of rapid development
of modern business.
TEIA A A e A 2R |, B T 24 1 a2t
3. On the basis of business accounting and supervision, accounting has to analyze
economic state, forecast economic prospects and participate in economic decisions.
TERSE AN LA b, SRR T A & 0PIRAL . B2 5 AT S A2 5 &5k ek
AIHRE .
participate in“Z i, = 5"
@@ He didn’t participate in the meeting of the investment last week because he had no
faith in the prospect of the business’ profitability.
fBA Z I E R 2, BRI 3 Al i LA i 5
4. To sum up, accounting is one part of the economic management, which regards
currency as the main measuring unit and adopts a series of specialized methods to
comprehensively, continually and systematically assess and supervise the economic
activities of enterprises, governments, groups, etc.
SR, STHREATFE TR —&R7r . BIER A FET R0, R—&
GV TT s, AT FREE RGP RN W A W) BUR R L A ) 2 5515 30
sum up “EANH 27
@@ To sum up, accounting is a process of analyzing, recording, classifying,

summarizing, reporting and interpreting of financial information.
BT 2, TR0 G0 026 LBES ARl AR 55 5 B id A

Section I Accounting Profession and Professional Ethics

Accounting practices generally fall into two major types—financial accounting and

managerial accounting.



Unit 1 The Introduction to Accounting

Financial accounting is usually public information. It is one branch of accounting and
historically has involved the processes by which financial information about a business is
recorded, classified, summarized, interpreted, and communicated. It is concerned with the
preparation of financial statements for external decision-makers. Financial accounting mainly
reports information on financial position and operating results of a business annually. Its
information is summarized and communicated to the interested users in the form of financial
reports which counts significantly in financial statements.' The fundamental need for financial
accounting is to reduce principal-agent problem by measuring and monitoring agents’
performance. The heart of modern financial accounting is double-entry bookkeeping system.
This system originated in the 13th century in Italy. Some accounting reform measures have
been taken in each generation in an attempt to keep bookkeeping relevant to capital assets or
production capacity.’ However, these have not changed the basic principles.

Unlike financial accountancy information, managerial accounting information is used
within an organization and is usually confidential. Managerial accounting is often called
internal reports in that it is concerned with the provisions and use of accounting information
to managers within organizations, to assist management in making decisions and managerial
control functions. According to CIMA, the Chartered Institute of Management Accountants
( B FEFS 251 IM /3 4s ), managerial accounting is “the process of identification,
measurement, accumulation, analysis, preparation, interpretation and communication of

information used by management to plan, evaluate and control within an entity and to assure

AN
/—&—\
[Bowzit]  [mweit] e EST)
/—/L—\
e S g5 %t % St E B E | | RSx4 A Hs 1%
4l N4 RBRARHR T oM AOFUAR : 254 Al 52
ANz = AR : i 22 ROBERSZS : Ak
it it PR FHE B . T RIESE
JFtbrofi ;AT A bR « A
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appropriate use of accountability for its resources” .> Emphasis on managerial accounting
has increased in recent years as a result of the utilization of computers and sophisticated
tools. As contrasted with financial accounting, managerial accounting is not governed by
the generally accepted accounting principles(GAAP) .*

Accountants can also be grouped on the basis of the kinds of organizations they work in.

Accountants

l )

Private accountants Public accountants Government accountants

Private accountants normally work for one employer and offer services. They are
internal accountants reporting to the managers of the entity. Private accounting involves
preparing financial reports, budgets, and a comprehensive analysis of financial operations
for a particular company.

Public accountants work for many clients, who may be corporations, governments,
nonprofits, or individuals, and offer auditing, management advisory, and tax services. The
public accountants should be designated.

Government accountants audit tax returns and accumulate financial information for
governmental agencies.

Whatever fields an accountant works in, it is a must for him to observe his ethics.
Accounting ethics are primarily a field of professional ethics, which can be defined as “a
set of distinct guidelines for a business to maintain clean balance sheets, account for their
profits, losses and expenses incurred and prevent it from mishandling financial reports and
statements” . In recent years, there has been widespread interest in accounting ethics, due
partly to media coverage of events involving many misdeeds, such as insider trading, tax
evasion, audit failure, and fraud.’ Reports of unethical behavior are a threat to public
confidence in the accounting profession. Basic ethical standards include the following:

Integrity

Accountants have a responsibility to report favorable as well as unfavorable
information. Integrity implies that accountants should not take unfair advantage of

information and should act in the interests not only of their clients but also other indirect
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users. Accountants should also disassociate themselves from misleading information.’

Competence

Accountants have a duty to perform their professional duties according to high
standards and to ensure that they stay current with changes in the profession. Accountants
have an ethical obligation to maintain both technical and moral competence.

Confidentiality

The work of the accountant regularly involves dealing with files about the personal and
business affairs of their clients. Accountants have a duty to refrain from disclosing
confidential information unless they are legally obligated to do so.

Objectivity

Accountants must fully disclose all relevant information that assists users to understand
financial reports. Accountants, therefore, are obligated to provide information that is
objective so that users can rely on its accuracy when making investment and credit
decisions.

The nature of the work carried out by accountants requires high level of ethics. In the
current business world, with more and more business fraud and corporate collapses coming
out, intensive attention has been drawn to ethical standards accepted within accounting

profession.

@ Learning Tips

A number of specialized fields of accounting have evolved in addition to financial
accounting and managerial accounting as a result of the growth of organizations,
changes in technology, government regulations, and the globalization of economy during
the twentieth century, such as auditing, cost accounting, tax accounting, budgetary accounting,
governmental and non-profit accounting, human resources accounting, environmental
accounting, social accounting, international accounting, etc. However, all forms of accounting,

in the end, are to provide information to related users and help them make decisions.

& Use Your Head

Wang Hong works as an accountant in the Financial Department of Chang Jiang

Household Appliance Company. She is devoted to her work and valued greatly by her fellow
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workers and the manager, Mr. Hu. In response to Hu’ s request, she recorded some

nonexistent transaction in the income statement to satisfy the annual inspection of the board

of the directors. What professional ethics did she violate?

Useful Terms and Expressions

1. ethics n. SEEL

2. annually adv. ERERY, —4E—U
3. principal-agent problem AL

4. identification n. Y],

5. appropriate adj. BIE Y, S

6. sophisticated adj. =Rl

7. as contrasted with Ejeeee e AHXTHR

8. generally accepted accounting principles PN TR

9. accumulate v. &

10. fraud n. VR, B

11. threat n. JE

12. integrity n. [ R

13. disassociate v. fifi------ I3

14. competent adj. B

15. confidential adj. LAY

16. obligate v. SRIE , SR

Notes

1. Its information is summarized and communicated to the interested users in the form of

10

financial reports which counts significantly in financial statements.
S B LA 55 445 1B X 25 R RN 25 BRI P o TR S5 4lde i, W 55- 4
HoE T EEN,
(1) in the form of “PA------(IER”
@3 All the employees want to get paid in the form of cash.
P 5 T Ay B LA A S 2 T %
(2) count 7] FES A, SRV “A EEM: A E” A2 T matter,
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@@ What counts is how we can apply what we learn in Accounting English to our future
post.

AR IRV EREA AR ST W27 BRI BRI TAR R
. Some accounting reform measures have been taken in each generation in an attempt to
keep bookkeeping relevant to capital assets or production capacity.

TEAF— IR, — S O R AT R B LIRS 2T RIS 57 5 A ™ e 7 1]
FRIAH
in an attempt to “4> &, AT
@8> Government has take measures in an attempt to keep the healthy and sustainable
development of the stock market.
UM E 28R IBEA TR PR A5 IR T 3 O SRR T 2 P i
...managerial accounting is “the process of identification, measurement, accumulation,
analysis, preparation, interpretation and communication of information used by management
to plan, evaluate and control within an entity and to assure appropriate use of
accountability for its resources” .
B /\Eﬁﬁ\ T LA 0T R SERERSS S B R R, T )
Pk S6f5 BAE TR AT SR PR AN , DL IR w ST A IR 1

(1 )“identification, measurement, accumulation, analysis, preparation, interpreta-
tion and communication” J2& -4 i E 24 RIVEA1A) of AY B2 .

(2)“used by management to plan, evaluate and control within an entity and to assure
appropriate use of accountability for its resources” &3t 2= M AVE G B 1 , 151 infor-
mation, H:H “to plan, evaluate and control within an entity and to assure appropriate
use of accountability for its resources” 52 H IR TE
. As contrasted with financial accounting, managerial accounting is not governed by the
generally accepted accounting principles(GAAP).

555 ST L, ST AN SZ 2SN ST HE N A 293
as contrasted with “5j------ %} 7"
@@ As contrasted with financial accounting, cost accounting is more specific.
5555 23 AR b, BUAS 253t ELAA
. In recent years, there has been widespread interest in accounting ethics, due partly to

media coverage of events involving many misdeeds, such as insider trading, tax

11
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evasion, audit failure, and fraud.
UEAER , 2O B EAS 3 2 ST , A3 I PR AR — 265 1 S A A
WHERE Ty L AT TR A2 B VE D
due to“lg T, [AH”
@@ The company closed down due fo the lack of accurate accounting information.
yNELeS ok SR T R g Y SNTTREI i

6. Integrity implies that accountants should not take unfair advantage of information and

%

T

should act in the interests not only of their clients but also other indirect users.
Accountants should also disassociate themselves from misleading information.
PR B 2T A USSR S5 A R AR RAAT 2 B 25
%ﬁﬁ%%ﬁﬂﬁ THE BRI E R . ST AR g iR s B
(1) take advantage of “F| "
@@ Some accountants take advantage of their managers’ ignorance of financial
knowledge to make crook accounts.
SR 2t A G RIS B X U 55 R TS ALK
(2) disassociate from “ffi 5------ HATE”
@@ Disassociated from accounting information, the owner of corporation has no

knowing about the current financial position of his business.

T AR B SIHHE R, AR B B ok 1l 878 55 IR0 o

Summary of the Unit

Accounting is now one of the fastest growing fields in today’s business world. Its
history of accounting can date back to the ancient civilizations of Roman, Egypt and
Greece. Many individuals and groups have interest in accounting. Accounting plays a key
role in business activities. It can be best understood as the language of business, an
information system and the basis for decision-making. Accounting enables decision-makers
to interpret financial information to plan for the future by gathering, summarizing, and
communicating financial information for a business firm, government, or other organizations.
There are two major fields in accounting profession, namely, financial accounting and

managerial accounting. The former is largely concerned with external decision-makers of

12



