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Unit One Accounting Profession

Unit One

Accounting Profession

INTRODUCTION OF ACCOUNTING . Accounting is a process of recording,
classfying, summarizing, and interpreting of those business activities that can be
expresxd in monetary terms . A person who specializes in this field is known as
an accountant .

Accounting frequently offers the qualified person an opportunity to move
ahead quickly in today’ s budness world . Indeed, many of the heads of large cor-
porations throughout the world have advanced to their postions from the account-
Ing department . Accounting is a basic and vital element in every modern busi-
ness . It records the past gromh or decline of the busness . Careful analyss of
these results and trends may suggest the ways in which the business may grow in
the future . Expangon or reorganization should not be planned without the proper
analyss of the accounting information; and new products and the campaign to ad-
vertise and sell them should not be launched without the help of accounting exper-
tise .

Accounting is one of the fagest groning profession in the modern business
world . Every new store, school, restaurant, or filling staion—indeed, any new
enterprise of any kind—increases the demand for accountants . Consequently, the
demand for competent accountants is generally much greater than the supply .
Government officials often have a legal background; amilarly, the men or women
In management often have a background on accounting . They are usually familiar
with the methodology of finance and the fundamentals of fiscal and business ad-
ministration .

DISTINCTION BETWEEN BOOKKEEPING AND ACCOUNTING . Earlier
- 1 —



ENGLISH LANGUAGE IN ACCOUNTING

acocounting procedures were ample in comparison with modern methods . The sim-
ple bookkeeping procedures of a hundred years ago have been replaced in many
cases by the data- processing computer . The control of the fiscal affairs of an orga
nization must be as scientific as posshble in order to be effective .

In the past, abookkeeper kept the books of accounts for an organization; the
present-day accountants' job developed from the bookkeeper’ s job . Today, a
sharp distinction is made between the relatively unchanged work performed by a
bookkeeper and the more sophidicated duties of the accountants . The bookkeeper
simply enters data in financial record books; the accountant must understand the
entire sysem of records s that he or she can analyze and interpret business trans-
actions . To explain the difference briefly, the accountant sets up a bookkeeping
sysdem and interprets the data in it, whereas the bookkeeper performs the routine
work of recording figures in books . Because interpretation of the figures is such
an important part of the accountant’ s function, accounting has often been de-
scribed as an art .

DIVISIONS OF ACCOUNTING . The field of accounting is divided into
three broad divisions: public, private, and governmental . A certified public ac-
countant or a CPA, as the term is usually abbreviated, mug pass a series of ex-
aminations, after which he or she receives a certificate . In the United States, the
certification examinations are prepared and administered by the American Institute
of Certified Public Accountants . The various states or other major governmental
jurisdictions set additional qualifications for residence, experience, and so on .
The British equivalent for a CPA is caled a chartered accountant .

CPAss can offer their services to the public on an individual consultant bass
for which they recelve afee . In this respect and many others, they are similar to
doctors or lawyers . Like them, CPAs may be self-employed or partners in a firm;
or they may be employed by an accounting firm .

Many accountants work in government offices or for nonprofit organizations .
These two areas are often joined together under the term governmental and institu-

tional accounting . The two are dmilar because of legal restrictions in the way in
— 2 —



Unit One Accounting Profession

which they receive and spend funds . Therefore, a legal background is sometimes
necessary for this type of accounting practice .

All branches of governments employ accountants . In addition, government-
owned corporations have accountants on their staffs . All of these accountants, like
those in private indudry, work on a salary bass . They tend to become speciaids
in limited fields like transportation or public utilities .

Nonprofit organizations are, of course, in busness for some purpose other
than making money . They include cultural organizations like symphony orchestras
or gpera societies, charitable organizations, religious groups, or corporate-owvned
research organizations . Although they are limited in the manner in which they can
raise and spend their funds, they usually benefit from specia provisions in the tax
laws .

Private accountants, a0 called executive or administrative accountants,
handle the financial records of a business . Like those who work for the govern-
ment or nonprofit organizations, they are salaried rather than paid a fee . Those
who work for manufacturing concerns are sometimes called industrial accountants .
Some large corporations employ hundreds of employees in their accounting offices .

The chief accounting officer of a company is the controller, or comptraller,
as he or she is sometimes called . Contrallers are responsble for maintaining the
records of the company’ s operations . On the bags of the data that have been
recorded, they measure the company’ s performance; they interpret the results of
the operations; and they plan and recommend future actions . This podtion is very
close to the top of management . Indeed, a controller is often just a step away
from being the executive officer of a corporation .

Many people have chosen accounting as a profession because of its many ad-
vantages . Many jobs are usually available, primarily because the education and
training for accounting careers have not kept pace with the demand for accounting
services. Once on the job, private or governmental accountants have security,
and they are usually given the chance to move upward in the company—some-
times, as we have noted, to the top . Salaries for people with accounting training

are usually good, even on the lower levels, and for those who rise to the top of
— 3 —



ENGLISH LANGUAGE IN ACCOUNTING

the professon, they are correspondingly high . Certified public accountants now
enjoy professional gatus similar to that of doctors or lawyers .

Review and Discussion Questions

1 What does accounting frequently offer the qualified persons ?

2 Why is accounting one of the fastest growving fields in the modern business
world ?

3 How does the job of a bookkeeper differ from that of an accountant ?

4 What are the three broad divisions in the field of accounting ?

5 .In what respect is a CPA amilar to a doctor or a lawer ?

Words and Expressions

accounting n. ( ),
record v. : :
classify v. :
summarize V. : :
campaign n. , ,
launch v . ,

filing staton n .( )
competent a.

© 00 N O O~ WO N P

methodology n .

10 fiscal a. ,

11 bookkeeping n. :

12 transaction a. : :

13 data processing :

14 enter v. , ,

15 equivalent n. :

16 abbreviate v.

17 jurisdiction n. ,

18 chartered accountant : ( )

19 partner n.
— 4 —
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20
21
22
23
24
25
26
27
28
29
30
31

nonprofit organization

government and institutional accounting
sophisticated a. :

public utilites n .

charitable organization

executive a. :

manufacturing concern :
maintain v .

keep pace with :
correspondingly ad .

professional status ( ) (
books of accounts :

Special Terms

1 Certified Public Accountant( CPA)

(1)

(2)  (3)

tered Accountant .

2 .American Institute of Certified Public Accountants

: AICPA,

3 .controller, comptroller : :

rant

CA, Char-

chief accoun-
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Unit Two

The Conventions of
Contemporary Accounting (1)

Accounting cornventions are concepts and rules which have been generally
accepted in peforming bookkeeping and accounting . It came from a careful ob-
servation of accounting practice which revealed patterns of consigent behavior .

The existence of conventionswas not generally recognized by accountants un-
til the 20th century . They were developed to aid accountants in exercising judg-
ment and egimation in order to limit likely differences in recording similar events
by different accountants . The principal conventions of contemporary accounting
will be discussed .

THE ENTITY CONVENTION . Contemporary accounting divides the commu-
nity into separate units called” accounting entities’ . For each accounting entity a
self-contained, double-entry accounting sysem is employed . Transactions be-
tween accounting entities are recorded in the accounts of both entities . Each ac-
counting entity interprets transactions from its ovn viewpoint . For example, the
same transaction may be recorded as a sale by one accounting entity and as pur-
chase by another . Smilarly, one accounting entity may record a transaction as an
investment, whil¢ the other accounting entity may record it as a capital contribu-
tion .

In any paticular case the identification of the accounting entity may be diffi-
cult . Consider, for example, the case of a large chain of retail sores . Isthe ac-
counting entity the whole busness, aregional gperation, asingle store or a sngle
department in that gore ? The ansver can be found only by looking at the organi-
zation of the bugness . If a department has its own accounting sysem and records

— 6 —



Unit Two The Conventions of Contemporary Accounting (1)

transactions with other departments, then it is an entity for accounting purposes .
If it has no such records, then it is not an accounting entity . The accounting enti-
ty is, therefore, identified as the smallest unit of activity with a seif-contained ac-
counting system .

THE' GOING CONCERN” QGONVENTION . Contemporary accounting as-
sumes that the entity will remain in operation for the foreseeable future . This as-
sumption is known as thé going concern” or the continuity” convention . The as-
sumption does not refer simply to its continued existence . It also assumes that it
will continue in the same lines of business as those in which it is currently in-
volved .

The assumption of continuity is made in the absence of evidence to the cont-
rary . In other words, when it is clear that an assumption of continued exisence
would result in misleading financial reports, then the assumption is not made . A
major problem facing the accounting profession is in identifying the circumstances
under which the continuity assumption should be abandoned . Sometimes company
failures occur with the accounting reports continuing to be based upon the going
concern convention . These accounting reports are subsequently criticized as ms-
leading . And premeture abandonment of the continuity assumption by accountants
may cause liquidation if it results in demands by creditors for repayment of amou-
nts outstanding . Authoritative guidelines are needed in this area if continuity is to
remain a basic assumption of contemporary accounting .

THE MONETARY CONVENTION . In contemporary accounting, an entity’ s
transactions are recorded in the accounts in the monetary unit of the country in
which it is operating . Honvever, in general, financial statements are presented in
the currency of the country where the reports are published .

The use of money as the unit of account is accepted today without question,
but this has not always been the case . For example, such commodities as cattle,
sat, shells and tobacco are said to be employed as a unit of account .

The use of money as a unit of account does create some difficulties . In the
- 7 —
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fird place, transactions must be expressed in money terms before they can be
recorded in the accounts . In some cases transactions or events may not have an
obvious money amount . Transactions and events of this type are either ignored or
assgned a subjective or arbitrary money amount .

The second difficulty associated with the monetary convention is that the val-
ue of money is not constant over time . Its purchasng power changes as a result of
either inflation or deflation . Accountants conventionally choose to ignore the
changes in the purchasng power of money in the accounts . And this will cause
some deficiencies in accounting reports .

THE CONSISTENCY CONVENTION . Contemporary accounting assumes
that accountants conssently apply accounting procedures from one period to the
next . As a coollary, if acocounting procedures are changed, the fact of the
change and its effect on reported results are suppased to be disclosed in the finan-
cia gatements . The purpose of this convention is to allow meaningful inter-period
comparisons of results of an entity . Without consgency in accounting proce-
dures, management could manipulate a firm' s reported results merely by changes
in accounting procedures . Under these circumstances inter-period comparisons
would have to be treated with skeptician .

This convention differs from the others in an important respect . The others
describe conventional practices actually used by accountants . The consigency
convention, however, involves prescription . This convention is one that accounta
nts ought to follow rather than that is necessarily folloved .

The consistency convention does not mean that accounting methods cannot be
changed . A change should be made if a new procedure would result in financial
statements with improved truth and faimess . If a justifiable change is made,
the fact and the effect of the change should be disclosed . The convention only
requires that capricious changes in procedure which can not be judified by refer-
ence tod trueand fair view should not be made .

The convention does not require a inter-firm consistency in accounting proce-

dures . Two similar firms in the same industry may record a similar transaction in
— 8 —



Unit Two The Conventions of Contemporary Accounting (1)

different ways and still comply with the consistency convention . The convention
goplies only to the accounting practices of a particular entity from period to peri-
od The lack of inter-firm condsency means that an analyst needs to exercise a
great deal of care in making inter-firm comparisons .

Even more, the convention does not mean that there must be a internal con-
gstency in the use of accounting procedures . For example, the convention does
not imply that a busness depreciates al its assets on the same basis or that all
discounts aloned are treated as expenses . Consistency would allow, for example,
that plant and equipment be depreciated on a straight time basis and that motor
vehicles be depreciated on an accelerated basis . All that consistency implies that
the accounting procedures for a particular type of transactions are the same from
one periad to the next .

Review and Discussion Questions

1 How have the accounting conventions come into existence ?

2 How to identify an accounting entity ?

3 What does thé going concern” convention imply ?

“ Premature abandonment of the continuity assumption may cause liquida

tion” , Why ?

4 Briefly outline the monetary convention . Discuss why*  the use of money
as the unit of account creates some difficulties’ .

5 Explairf the consgency convention involves prescription” .

Words and Expressions

1 convention n. ,

2 community n. , ,
3 purchase v n. ( ),
4 capital contribution

5 going concern

6 lines of business

7 misleading financial reports
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8 abandon v.

9 company failure :

10 premature a. :

11 liquidation n .( ) :

12 creditor n. :

13 .outstanding a. ( ), ( ),
C )

14 financial statement

15 commodity n . : :

16 arbitrary a.

17 purchasing power

18 .inflation n. ( )

19 deflation n . ( )

20 deficiency n . : :

21 consistency n.

22 corollary n. :

23 Iinter-period comparison

24 manipulate v . : :

25 skepticism n . :

26 prescription n . :

27 truth and fairness ( )

28 depreciate v .

29 capricious a. :

30 .comply with :

31 straight-line method

32 accelerated method

Special Terms

1 double-entry accounting system
, 1300

. 1494 L .Pacioli
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