HAn Introduction to Aecounting
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1. To know that accounting is an information system.

2. To understand generally accepted accounting principles applied to financial statements.

3. To use the accounting equation to present accounting elements and their increases and

decreases.

S: Accounting is an information system (P2)

L: Forms of organization (P2)

L: Financial reporting standards and convergence in China (P3)
S: Accounting elements and using the accounting equation (P3)
R: The accounting profession (P4)

R: Professional ethics in accounting (P6)
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@ y Starter— Accounting is an information system

A. Look at the illustration of the accounting system and match the numbers with
the letters.

The
accounting

process A. Actions (decisions)

B. Accounting information

(€9 B
E C. Economic activities

D. Decision makers

3) @

B. Tick off the primary users of accounting information.

( ) investors ( ) clients

( ) government ( ) labor unions
( ) the general public ( ) nation

( ) citizens ( ) creditors

Q&J Forms of organization

David and Amy have just come back after class and

are discussing the presentation for the next class.

Listen to the conversation and fill in the blanks.

Amy: How do we prepare the presentation on forms of business

organization?
David: Firstly, I think we can point out there are three types of organization.

Amy:  Yes. They are (1) ,(2) ,and (3)

David: And then we can show the differences among them.
Amy:  Sure.
David: Ownership can be the point.

Amy:  Certainly. It’s the main difference. A sole proprietorship means (4) ,a

. =




David:

Amy:
David:
Amy:
David:

Unit

partnership means (5) , and a corporation is a business owned by (6)

Yes, we can find some examples to make it easier. A sole proprietorship could be a
small retail store, and many professional organizations of attorneys and accountants are
partnerships.

That’s right! And many famous large companies are corporations.

Look! You can become a shareholder by buying their shares.

Interesting, isn’t it?

Definitely.

M Financial reporting standards and convergence in China

Listen to the passage and decide whether the following statements are true (T) or

false (F).

() 1. Different countries have different accounting models because of legal and economic
conditions.

() 2. The International Accounting Standards Committee (IASC) was founded in 2001.

() 3. A global accounting language for the communication of financial information is needed
for harmonization.

() 4. The first Chinese Accounting Standards were issued in 1985.

( )5. OnApril 1,2001, the IASC was restructured into the [ASB.

@ ‘4J Accounting elements and using the accounting equation

Ann is

talking about her new book with Bill. Work in pairs to complete the

dialogue with the right sentences given below and role-play it.

a

=2

= 0

. Total assets should be equal to the sum of liabilities and equity.
. Of course not!
. Sounds unbelievable!
. How was your weekend?
. Accounting equation in balance?
It was a birthday present.

. Fundamental Accounting?
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Bill: Hi, Ann. (1)

7 Hi, Bill! I spent a nice day reading my new book. (2)

ﬁ

Here it is.

Bill: 3) A little bit boring?

4 You know it’s fantastic to find that

:

every transaction affects at least two items in the accounting equation, and
the equation remains in balance after each transaction.

Bill: Transaction? (5)

7 It’s true! (6)

:

Bill: Every time? (7)

7 There are so many unbelievable truths inside! Let me show you more.

i

{*.6) The accounting profession

Read the following passage and do the exercises.

Accounting practices are in three main fields—financial accounting, managerial accounting,
and tax accounting. Please notice that this does not include not-for-profit accounting.

Financial accounting is used to prepare financial statements for people outside the
organization. It is the process of summarizing financial data taken from an organization’s
accounting records and publishing it in the form of annual reports for the outside users. Managerial
accounting is concerned with giving accounting information to managers within organizations,
to provide them with the basis to make business decisions. Cost accounting is a central element
of managerial accounting and budgeting is essential for management. Tax accounting is used to
prepare tax returns and tax planning.

Accountants can also be categorized based on the kinds of organizations they work in:
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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 accountant
should be designated.

Government accountants audit tax returns and accumulate financial information for

government agencies.

A. Complete the following graph according to the passage.

Activities performed by accountants

(6] 2 3)
- statement preparation - cost accounting - tax return preparation
- statement analysis - budgeting - tax planning

B. Different positions have different responsibilities. Complete the table

according to the passage.

Positions Responsibilities

private accountants

public accountants

government accountants
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™ 6) Professional ethics in accounting

Read the following passage and do the exercises.

Professional ethics provide a framework for practice. In recent
years, there has been widespread interest in accounting ethics, due
partly to media coverage of events involving a host of 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.

Some basic ethical standards include:

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 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 competence and moral competence.

Confidentiality

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

A. Match the English expressions with their Chinese versions.

() 1. insider trading a. RFHEE
( )2. tax evasion b. B IE A
() 3. audit failure c. HLEESCHF
() 4. professional ethics d. NS
() 5. misleading information e. HiThRIK
() 6. confidential files f. RERL



|
Unit

B. Read the following example and find out what professional ethics Zhao Li

violated.

Zhao Li is an accountant and works for Xuedong Electric Corporation. She is considered
an excellent worker for her hard work and professional skills. Her husband is CEO of a private
electronics company. At her husband’s request, she gave him copies of her company’s new product

development plan and related accounting materials, which led to a big loss for her company.

/ JJ Project

Analyze these transactions by using the accounting equation.

1. The owner invested $30,000 to start a consulting firm.
2. She purchased $26,000 of furniture, $20,000 with cash, and the remainder by issuing a note.
3. She purchased supplies on account, $3,600.
4. She provided consulting services for $3,800 in total, collected $3,000 in cash, and billed the balance.
5. Collected cash from transaction 4.
6. Provided rental service for $300 cash.
7.  Paid rent expense of $1,000 cash.
8.  Paid salary of $700 cash.
9.  Withdrew $600 cash for personal use.
10.  Paid $3,400 cash for transaction 3.

Hints: The headlines and model are provided below.

Cash AR Supplies | Furniture | = AP NP Capital

1 +30,000 +30,000
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\*)(8) Further reading

Read the passage. Decide the data flows following the model statements.

Financial statements are the final product of the accounting process. They should be presented
in a good manner and be used to fulfill the objective of accounting—to provide information for
decision making.

Four financial statements are prepared by a proprietorship:

- Income statement (also known as the profit and loss account),

- Statement of changes in equity (also known as the capital statement, statement of retained

earnings will be used for simplification),

- Balance sheet,

- Statement of cash flows.

The income statement lists income and expenses and shows net profit or net loss for a period
of time, such as a month or a year. It can be determined by the following formula:

Net profit = Income — Expenses

Income is increases in economic benefits during the accounting period in the form of inflows or
enhancements of assets or decreases of liabilities that result in increases in equity, other than those
relating to contributions from equity participants. The definition of income encompasses both
revenue and gains, and revenue arises in the course of ordinary activities of an enterprise.

Expenses are decreases in economic benefits during an accounting period in the form of
outflows or depletions of assets or incurrence of liabilities that result in decreases in equity, other
than those relating to distributions to equity participants.

The statement of changes in equity shows the changes take place in the owner’s equity during
a period of time from net profit or net loss, withdrawals/dividends, and owner’s investment for a
business.

For corporation net profit is added to the opening accumulated profits balance to obtain the
closing balance. This closing balance is then used in the shareholders’ equity section on a corporate
balance sheet.

The balance sheet lists all assets, liabilities, and owner’s equity as of a specific date of a business
entity. The balance sheet shows that assets equal the sum of liabilities and owner’s equity.

Assets are probable future economic benefits obtained or controlled by a particular entity as a
result of past transactions or events. Examples of tangible assets include cash, accounts receivable,

merchandise inventory, supplies, equipment, buildings, and machines. Examples of intangible
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assets are patents, trademarks, and copyrights.

There are two sources of assets. One source is liabilities and the other is equity. Liabilities
are probable future sacrifices of economic benefits arising from present obligations of a particular
entity to transfer assets or provide services to other entities in the future as a result of past
transactions or events. Examples of liabilities include accounts payable, notes payable, salaries
payable, taxes payable, interest payable, and bonds payable.

Equity (or Owner’s equity for a sole proprietorship and also simply capital, Partners’ equity
for a partnership, Shareholders’ equity for a corporation) is a residual amount. Equity is the
residual interest in the assets that remains after deducting its liabilities. In a business enterprise, the
equity is the ownership interest.

Owner’s equity represents the claims of owner(s) after creditors make claims from total
assets. Owner’s equity is sometimes referred to as net assets.

The statement of cash flows reports cash receipts and payments as well as cash inflows and

outflows in three groups: operating activities, investing activities, and financing activities.

Amy Schneider, Accountant
Income Statement

For the month ended December 31, 20 X X

Operating revenue:

Consulting revenue $3,800
Rental revenue 300
Total revenues $4,100

Operating expenses:

Rental expense $1,000

Salaries expense 700

Total operating expenses 1,700
Net profit 2.400

Amy Schneider, Accountant
Statement of changes in equity

For the month ended December 31, 20 X X

Amy Schneider, capital December 1, 20 X X $0

Investment during the month $30,000
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Add: net profit 2,400 32.400
Less: withdrawals $600
Amy Schneider, capital December 31, 20 X X $31,800
Amy Schneider, Accountant
Balance Sheet
December 31, 20X X
Assets Liabilities
Cash $8,400 | Accounts payable $200
Supplies 3,600 | Notes payable 6,000
Furniture 26.000 | Total liabilities $6,200
Owner’s equity
Amy Schneider, capital 31.800
Total assets $38.000 | Total liabilities and capital 38.000

&a (9) Surfing the Internet

Accountancy is one of the fastest growing professions in the modern business

world. Search the Internet to find information about the requirements and

responsibilities of a staff accountant.

10



& Enjoying yourself

nit

Enjoy the following picture with your partners.

"Wait a minute! Aren’t you the

accountant I fired last year?"
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Vocabulary

decision /dr'sizn/ n. YL

Our leaders made a sound decision for our company’s

future. L
investor /m'vesta(r)/ n. ¥ 95 # An investor of capital has a major financial interest in .
an important business.
creditor /'kredrta(r)/ n. fHIAUN The main creditor of the company is demanding .
payment.
proprietorship /pra'prarotofip/ n. |In the United States, it often takes just a few minutes 15
BT AL to set up a new sole proprietorship. ’
partnership /'pa:tnafip/ n. A1k 4> | She worked in partnership with her sister. s
A IR F '
corporation / ka:pa'rerfn/ n. A | He works for a large American corporation. 1o
Al, Ak '
ownership /'aunafip/ n. AL The office building is under new ownership. 1.2
shareholder /'feahoulda(r)/ n. It %< | Shareholders will be voting on the development of the 1o
company.
attorney /o'tsmy/ n. £ The attorney will give us legal advice for our business. | 1.2
accountant /o'kauntont/ n. 231|'Jifi | He is a trained accountant. 1.2
financial /far'naenfl/ a. I 45 11 The company was in deep financial difficulties. 1.3
convergence /kpn'vadzens/ n. % |Member states were to make significant progress 13
Al FLiE towards economic policy convergence. ’
harmonization / ha:menar'zeifn/ n. | The harmonization of tax policy and economic 12
Prif, EA, A conditions is very important. '
restructure / ri:'straktfo(r)/ v. % | If your company restructures, you will just have to 13
M, HEg survive. '
underlying / ando'lany/ a. %Efifi| All these elements play a part, but the underlying 15
(1), ARA problem is deeper. '
framework /'frermws:k/ n. #£22 | The government establishes a national policy 13
framework.
entity /entot/ n. 47, 4MA, SZ{K | The company has been an independent economic 10
entity since it was established.
cost /kpst/ n. J{A We must reduce the production cost. 1.3
state-owned / Istelt'sund/ a. [¥145 |He is convinced that the bank is a good investment 13
i, EEm because it is state-owned. ’
fundamental / fando'mentl/ a. % | In three days, she had learned the fundamentals of
fili ey, ARARTH accounting. 1.4

12
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fantastic /faen'testik/ a. M 4F1r), |Nobody believed the fantastic story he made up. 4
ANA] SR '
transaction /treen'zakfn/ n. A | A record is kept of all the firm’s transactions. .
Gy, W55 '
asset /'eset/ n. %wre, Wre The bank has assets of more than $1 billion. 1.4
liability / lata'biloty/ n. 47113t Heavy liabilities forced the company into bankruptcy. | 1.4
equity /'ekwoty/ n. f 4 Equity is the ownership interest in the business entity. | 1.4
unbelievable / anbi'lizvobl/ a. #E | It seems unbelievable that he has climbed so high in L4
CLEAF twenty-two years. '
managerial / mana'dzioriol/ a. & | She was promoted into a managerial job. 15
B '
summarize /'samaraiz/ v. Lk Please summarize and report on the monthly s
production situation.
budgeting /'badzitm/ n. LT The Chairperson addressed the principle of cost 15
control and budgeting.
comprehensive / kompri'hensiv/ | They have made a comprehensive budgeting. s
a. GRE, AR '
auditing /'oiditm/ n. Hi vt I have ten years of experience in auditing. 1.5
designate /'dezignert/ v. TAiIE, AE | The town has been designated a development area. 1.5
accumulate /o'kjurmjulert/ v. | By investing wisely she accumulated a fortune. 15
£, B '
ethics /'eO1ks/ n. 1E !, &8 The ethics of his profession do not permit him to do L6
that.
misdeed / mis'di:d/ n. ANui47 A | Corporate misdeeds often hit the headlines. 1.6
evasion /1'verzon/ n. BEiEE, BHEE | He and his partners were accused of tax evasion. 1.6
fraud /fro:d/ n. X%, VEYwW The three most common forms of crime are theft, L6
fraud, and murder.
threat /Qret/ n. By The financial crisis is a threat to our business. 1.6
integrity /m'tegratt/ n. W5 Integrity is the foundation of the accounting L6
profession.
disassociate /disa'soufiert/ v. 4| The accountant can’t disassociate himself from the L6
B, JooRHK material misleading information. '
competence /'kompitons/ n. JE4T | The young CFO showed exceptional competence. 1.6
confidential / konfi'denfl/ a. HL# K] | Our budget is confidential. 1.6
objectivity / pbdzek'tivotr/ n. %5 | Objectivity is a principle in accounting. P
M, ZE '
relevant /'relovont/ a. #HC[1) These facts are relevant to the management decision. | 1.6
accuracy /'ekjorost/ n. fEffit, |He can predict operating performance with great "
YA accuracy. '

13
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accounting information 25 R 1.1
economic activities BT )] 1.1
point out e H 1.2
sole (single) proprietorship | Ak 1.2
make it easier K5 1.2
professional organization BN 4144 1.2
accounting standard S UIHAEN) 1.3
engage in N, 25, T 1.3
economic entity KV FAR, KUK 1.3
matching (principle) e 1.3
going concern Free el 1.3
materiality (principle) LR ) 1.3
prudence (principle) LR 1.3
accounting equation St 1.4
spend... doing sth. yEALELE CISFTR]) Al 5+ 1.4
remain in balance AR F -1 1.4
show sb. sth. NI 1.4
be concerned with HrE 1.5
be essential for AT 1.5
internal auditing SR 1.5
management advisory (eS| 1.5
tax return Tt e 1.5
professional ethics HR Y 3 7t 1.6
insider trading RES 1.6
a host of... KE 1.6
as well as Flleeeees —F 1.6
refrain from TR 1.6
be obligated to Xf e TR, AT X5 1.6
rely on K5 1.6

14
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International Accounting Standards | [F frasil- il ZE 5145 15
Committee (IASC)

International Accounting Standards Board | [F 521 I BE 55 2% 13
(IASB)

International Financial Reporting Standards | [ f 14 454 45 v ) 15
(IFRSs)

Chinese Accounting Standards (CAS) Hp [ 25 - ) 1.3
Chinese Accounting Standards System for | /1 [E 4 \b 2 11| & 13
Business Enterprises
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