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General View of Accounting

Learning Objectives .
1. Define accounting and describe its role in modern business.

2. Identify the many users of accounting information in society.

Accounting History

As one of the oldest professions, accounting is as old as the civilization of human.
It is essential to the phases of history. Accountants participated in the development of
nations, trade, finance, money and banking, and they invented double-entry bookkeep-
ing that fueled the Renaissance. They made many Industrial Revolution investors and
businessmen survive the bankruptcy. They play an important role in the information
revolution which is improving the global economy.

Since Luca Pacioli (1445-1517) published his treatise at Venice on bookkeeping—
Summa di Arithmetica , people have understood accounting on a scientific principle in Tt-
aly. The first known English book on accounting was published in London by John
Gouge in 1543. This book mentioned Debtor and Creditor for the first time.

In 1831, a Bankruptcy Act which mentioned accountants alongside merchants and bankers
as properly skilled to conduct audits was passed. It was the first public recognition of account-
ants.

World War One (1914-1918) brought an increase in accounting work and accountants gained
expertise in managing companies and banks, particularly those of enemy states. Accountants as-

sisted in the control of costs in relation to the production of ammunitions: bullets, bombs, explo-

Chapter 1 General View of Accounting = 1



sives, etc.. Management accounting was born. Wartime taxes increased the amount of taxation
work available to accountants.

After the Second World War(1939-1945), many accounting courses were given to
those returning servicemen. With the recovery of the economy, more and more people
attended this occupation. In order to restructure the profession, cooperation between
accounting bodies was established. For example, in 2003, Institute of Company Ac-
countants merged with the Association of International Accountants.

In March 2001, the non-profit organization IASC Foundation was founded in Dela-
ware. US was the parental body of the IASC. The IASC Foundation has two main
bodies, Standard Advisory Council and the International Financial Reporting Interpreta-
tions Committee. The International Accounting Standards Board (IASB) was founded
on April 1, 2001 as the successor of IASC based in London, UK. IASB is responsible

for setting International Accounting Standards.

Definition of Accounting

Some people often misunderstand accounting as bookkeeping, which is a process of
accounting, the means of recording transactions and keeping records. Bookkeeping is
the day-to-day record-keeping involved in the process of accounting. Bookkeeping is a
small, simple but important part of accounting. Accounting allows the creation of accu-
rate financial reports that are useful to managers, regulators, shareholders, creditors
and owners. The major goal of accounting is the analysis, interpretation and use of in-
formation.

Early definitions of accounting generally focused on the traditional record-keeping
functions of accountants. The American Institute of Certified Public Accountants (AIC-
PA) defined accounting as “the art of recording, classifying, and summarizing in a sig-
nificant manner and in terms of money, transactions and events which are, in part at
least, of a financial character, and interpreting the results thereof. ” The modern defini-
tion of accounting, however, is much broader. It is defined as“an information system
that measures, processes, and communicates financial information about an identifiable
economic entity”. The encyclopedia defines accounting as “the process of maintaining,
auditing and processing financial information for business purposes”.

The modern accountants, therefore, are responsible not only for record-keeping but also for
a whole range of activities involving planning, problem solving, evaluation, review, and au-
diting. Today's accountants focus on the ultimate needs of those who use accounting in-
formation, whether these users are inside or outside the business itself. In modern busi-

ness society, accounting is considered as a service activity, It is a link between business
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activities and decision makers. Accounting measures business activities by recording da-
ta about them for future use. Then, through data processing, the data are stored and
processed to become useful information. Last, the information is communicated,

through reports, to those who can use it in making decisions.

The Users of Accounting Information

Accounting and ‘accounting information are used dramatically commonly. The users
of accounting information can be divided roughly into two groups: 1. those who have a
direct interest in the business including management; 2. those who have indirect interest

in the business. .
@ Users with Direct Financial Interest

Present and Potential Investors ‘

They are interested in the past success of the business and its potential earnings in
the future. They are concerned about operating results of business and profit sharing
policy in order to make decisions whether to increase, or decrease the investments.

Present and Potential Creditors

Most companies must borrow money for operating purpose. The creditors use fi-
nancial information to determine whether the company will have the cash to pay the in-
terest or repay the debt at a fixed time. Banks, finance companies, mortgage compa-
nies, securities firms, insurance firms, suppliers and individuals expect to analyze a
company’s financial position before making a loan to the business.

Management

Management is the group in a business who has overall responsibility for operating
the business and for achieving the business goals. In a small business, management may
include the owners of the business. In a large business, management often consists of
hired managers. Managers must make the right decisions on the basis of timely and cor-
rect information, A major function of accounting is to provide management with relevant
and useful information such as: What was the company’s net income during the past
year? What products are most profitable? What is the cost of manufacturing each prod-
uct? At this point, management is one of the most important users of accounting infor-

mation.

@ Users with Indirect Financial Interest

Tax Authorities
Governments are financed through the collection of taxes, such as income taxes,

social security and payroll taxes, and sales taxes. Each tax requires special tax returns
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and often a complex set of records as well. Tax authorities don’t have direct financial in-
terest in the company, but they usually analyze the tax status undertaken by a business
to establish tax policy.

Other Groups

Those who advise investors and creditors have an indirect interest in the financial
performance of a business. Included are financial analysts, advisers, brokers, lawyers,
economists and the financial press. Customers and the general public are also concerned
about the operating results, the effects that corporations have on inflation, environ-

ment, social problems, and the quality of life.

Accounting Profession

Accountants design and maintain accounting systems and prepare financial state-
ments and reports for individuals, departments and organizations. They develop internal
control systems for businesses and prepare income tax return. They analyze financial da-
ta. They assist in the management of financial records and financial planning. Current-
ly, more accountants work for companies in a variety of industries than for accounting
firms specially.

Accountants really know how a business works because they spend a lot of time
studying the business. Most Chief Financial Officers of large corporations have a back-
ground in accounting and they probably have the best understanding of what drives busi-
ness and profits in a company.

The accounting profession is sorted into public accounting, government accbunting,

management accounting and internal auditing.

@ Public Accounting

Public accountants who usually are Certified Public Accountants work in their own
businesses or work for accounting firms that provide accounting services to individuals,
businesses and governments. Those services include accounting, auditing, taxing, and
consulting services, For example, public accountants analyze accounting and financial
records to ensure that they are accurate and comply with accounting procedures and rele-
vant legislation, They set up accounting systems for clients. They examine a company’s
books to certify that the accounts are true and fair. They provide financial services and
advice to businesses and individuals to help in areas such as taxation, computerization,
marketing and business strategies.

Some public accountants concentrate on tax matters, such as providing advice on
tax advantages and disadvantages of certain decisions and preparing individual income

tax returns. Some public accountants advise the companies of the compensation or em-
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ployee healthcare benefits. Others audit clients, financial statements, and reports to en-
sure those financial statements and reports are prepared and reported correctly.

Some public accountants specialize in forensic accounting, for example, investiga-
ting and interpreting securities fraud and embezzlement, contract dispute, bankruptcy
and money laundering by organized criminals. In order to finish their work successfully,
forensic accountants must combine their knowledge of accounting and finance with law
and investigative techniques, They often appear in the court as expert witnesses during

trials.

& Government Accounting

Government accountants may work for the local or state level. They keep and examine the
records of government units. Their main tasks are to administer and formulate budgets, to
track costs and to analyze programs. They must follow special procedures and regulations and
reports to government officials. Government accountants have good opportunity to be control-

lers or to be put in higher administrative positions.

% Management Accounting

Management accountants work in companies and help the management make deci-
sions. They provide the management advice about capital budgeting and business analy-
sis. Their work involves analyzing new contracts and expenses efficiently. It also in-
cludes the analysis of the organizations. In addition, management accountants create
budgets and manage costs and assets. They record and analyze the findncial accounting
information, market share, competition, and expansion opportunities of the company.
Management accountants must take a strategic view of organizations., Now, manage-
ment accountants often work side by side with marketing and finance to develop new
business.

Unlike financial accounting information, which in most cases is made publicly avail-
able, management accounting information is only used within an organization and is usu-

ally confidential.

4. Internal Auditing

Internal auditors check accounting ledgers and financial statements within compa-
nies. They also check whether the company’s financial records are correct. They check
up waste or fraud and find ways to prevent financial loss. They also make sure the
company’s operations are efficient,

The main tasks that auditors go in for are as the follows:

Take training to keep skills up to date.

Create and develop auditing systems for companies or agéncies.

Conduct research to learn auditing needs for companies or individuals.

Determine and record the value of real property.
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Analyze the financial data and records to ensure that they comply with legal and fi-

nancial standards.

Words and Terms

® & & @
accounting n. | [a'kavntiy] 21
finance n. | [ 'farneens] A B, 4 Bl
banking n. | ['beepkiy] AT
double-entry bookkeeping WAl
industrial revolution Tl A, 7 ol A
bankruptey n. | ['beegkrap(t)si] ToAE AT RE 77 . W = {3 1A
economic entity L2 Lk

encyclopedia n.

[ 1n;satkla'pi:dio |

LR e el A Nt

auditing n. | ['oditiy] it A, i
shareholder n. | ['feshavlda] &7
investment n. | [mn'vestmont | vy
creditor n. | [ 'kredrto] AN , ’f?‘fi
mortgage n. | [ 'mo:gids ] PRG3R 1%
income tax Fr iR A
social security 2 R
payroll tax T ¥t
tax return gy@lﬁﬁ EF' *ﬁ%ﬁ
consolidated accounts BIHMENLGHKE
financial statements It %5 e &
internal control system AR i &R 4
income tax return A% Bl R R
financial data %515 B
Chief Financial Officer ELIE A
auditor n. | [ 'odrta] H it 5
contract v. | [ koen'treekt | KA, 1T
legislation n. | [ledzis'lerfan | e, Lk
taxation n. | [taek'serfan ] TIE B, B Wi
forensic accounting Akt
fraud n. | [frod] VE Ui
contract dispute 4 7] i B
controller n. | [ kon'trovlas | HitE,F it i
ledger n. | ['ledzo | 2R K
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The users of accounting information can be divided roughly into two groups:
those who hawve a direct interest in the business (D) ; those who have indirect interest in
the business (I). Write down the correct letter D or I in the brackets.

( )management

)tax authorities

( Decreditors
( Dinvestors
( Dlawyers

(  )brokers

(

(

)financial press

Write down the missing words in the blanks according to the text.
1. Accounting is as old as the of human beings.
2. Accountants invented bookkeeping system that fueled the Renaissance.

3. Accountants play an important role in the information revolution that is improving

the economy.
4, AICPA defined accounting as “the art of 3 and in a sig-
nificant manner and in terms of , transactions and events which are, in part

at least, of a financial character, and interpreting the results thereof. ”

5. The modern definition of accounting is an information system that 5 :
and financial information about an identifiable
6. Encyclopedia defines accounting as the process of , and processing

financial information for business purposes.

7. In modern business society, accounting is seen as a activity. It is a link be-
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tween business activities and decision makers.

Match the professions in column A with the jobs in column B and write down the

numbers on the line.
Column A

Public Accountants

Government

Accountants

Management

Accountants

Internal Auditor

_ -

Column B

1. They work for local or state government.

2. They check accounting ledgers and financial statements
within companies.

3. They work in companies and help the management make decisions.

4. They check whether the company’s financial records are correct.

5. They provide the management advice about capital budge-
ting and business analysis.

6. They may check waster or fraud and find ways to prevent finan-
cial loss.
They analyze the expansion opportunities of the company.

8. They are usually Certified Public Accountants.

9. Their main tasks are to administer and formulate budgets,
to track cost and to analyze programs for governments,

10. They provide services to individuals, businesses, and govern-
ments,

11. They must follow special regulations to report for govern-

ment officials.

Discuss the following questions with your partners.

1. What are the differences between accounting and bookkeeping?

2. Why are investors and creditors interested in accounting information?
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Forms of Business Qrganization

Learning Objectives:
1. Distinguish the three basic forms of business organization.

2. Beaware of the advantages and limitations of the three basic forms.

Accountants need to understand the three basic forms of business organization: sole
proprietorships, partnerships, and corporations. Accountants should recognize each
form as an economic unit separate from its owners, although legally only the corporation

is considered separate from its owners.

Sole Proprietorships

A business owned by one person is called a sole proprietorship or a single proprie-
torship. The sole proprietorship is a popular and frequently used form of business or-
ganization. The sole proprietorship is prevalent in restaurants, street corner grocery
stores, florists, beauty saloons, drug stores, farms and similar businesses. When your
business is organized as a sole proprietorship, the business entity and your personal and
business affairs are merged together. From the viewpoint of all legal rights and respon-
sibilities, your sole proprietorship business and you are considered to be one and the
same,

The owner of a sole proprietorship directs business activities and may supply all

management and labor used by the business. Employees can supply management and la-

il
L
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