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Chapter 1

An Introduction to Accounting

Accounting is a measurement system used to identify, record, and communicate relevant, reliable, and
comparable information about an organization’s business activities. Identifying business activities requires
selecting transactions and events that are relevant to the organization. Recording business activities requires
recording transactions and events in chronological order, measured in monetary units, and classified and
summarized in a useful format. Communication of business activities requires the preparation of accounting

reports, such as financial statements. It also needs to analyze and interpret such reports.

1.1 The Objective of Accounting

The ultimate goal of accounting is to provide useful financial information to users. Quality information
can help users make more informed decisions.

These decisions involve buying and selling, providing or settling loans and other forms of credit, or
holding equity and debt instruments. The decision of existing and potential investors to buy or sell stocks and
debt instruments depends on the expected return on their investment in these instruments, such as dividends,
principal and interest payments, or rising market prices. Similarly, existing and potential lenders and other
creditors’ decisions regarding the provision or settlement of loans and other forms of credit depend on their

expected principal and interest payments or other returns.

1.2 Accounting Information

Accounting information is an important part of a company’s daily decision-making process and is
designed to meet users’ needs. The users of accounting information can be divided into external users and
internal users. This means that accounting can also be divided into two categories: financial accounting and
management accounting. Financial accounting is an accounting area that aims to serve external users by

providing financial statements, while management accounting is an accounting area that provides information
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to internal users to meet their decision-making needs.

1.2.1 The Users of Accounting Information
1. Internal users of accounting information

Internal users of accounting information are those who are directly involved in the management and
operation of the organization, and they use this information to help improve the efficiency and effectiveness of
the organization. Examples of internal users are managers, senior managers, directors, internal auditors, sales
staff, budget officers and controllers. Business owners and senior managers need accounting information to
assist them in the initial management planning process and make business-related decisions. Budget personnel
needs accounting information to evaluate the performance and budget of an enterpris and judge its degree of
achievement in achieving the set goals.

2. External users of accounting information

External users of accounting information are not directly involved in the operation of the organization.
Examples of external users include shareholders, investors, potential investors, creditors, governments, external
auditors, and the general public. Investors need accounting information to assist in making decisions or capital
investment decisions. Customers need to understand the quality of the product and the company’s ability to
fulfill its obligations through accounting information. The government needs to check accounting information
to see if the business complies with government regulations. The public needs to know whether the company

has a sense of social responsibility through accounting information.

1.2.2 Financial Accounting and Management Accounting

With the different internal and external requirements for accounting information, accounting is divided
into two subsystems: financial accounting and management accounting.

1. Financial accounting

Financial accounting, also known as external reporting accounting, refers to the economic management
activities carried out through the comprehensive and systematic accounting and supervision of the capital
movement completed by the enterprise, so as to provide economic information such as the financial status and
profitability of the enterprise to investors, creditors and relevant government departments with economic
interests. Financial accounting is an important basic work of modern enterprises. Through a series of
accounting procedures, it provides useful information for decision-making, and actively participates in business
management decisions to improve the economic efficiency of enterprises and serve the healthy and orderly

development of the market economy.
2. Management accounting

Management accounting, also known as internal analysis report accounting, is a branch of corporate
accounting that is separated from the traditional accounting system and parallel to financial accounting,

focusing on making optimal decisions for enterprises, improving business management and improving
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Chapter 1 An Introduction to Accounting

economic benefits. To this end, management accounting needs to meet the demands of enterprise management
departments in preparing plans, making decisions, controlling economic activities, recording and analyzing
economic operations, “capturing” and reporting management information, and directly participating in the
decision-making process. The goal of management accounting is to realize the optimal allocation of resources
on the basis of reflecting the entrusted management of resources to resource providers, thereby improving the
production efficiency, economic effects and economic benefits of enterprises.

Tax accounting is a natural extension of financial accounting and management accounting. The
prerequisite for this natural extension is the increasing complexity of tax regulations. Tax accounting is a
management activity that reflects and supervises the formation, declaration, and payment of tax payables of
taxpayers, using the legal system of tax laws as the criterion and as the unit of measurement, and applying the

principles and methods of financial accounting.

1.3 Profession Fields of Accounting

The profession of accounting is divided into three areas: public accounting, private accounting, and

government and nonprofit accounting.
1. Public accounting

Public accounting is the field of accounting in which various accounting services are provided to the
public in accordance with prescribed fees. Public accountants work mainly in public accounting firms. Most
people engaged in public accounting are licensed certified public accountants. Almost all countries in the world
have laws on certified public accountants. Britain is the birthplace of professional accountants worldwide.
There are five groups of accountants recognized by the United Kingdom Department of Commerce: The
Institute of Certified Public Accountants of England and Wales, the Institute of Certified Public Accountants of
Scotland, the Institute of Certified Public Accountants of Ireland, the Institute of Certified Public Accountants,
and the Association of Chartered Certified Accountants. In the United States, certification exams are prepared
and administered by the American Institute of Certified Public Accountants (AICPA), and in China, the
Chinese Institute of Certified Public Accountants (CICPA) is responsible for management. The basic services
provided by public accountants are auditing and preparing tax reports, assisting in solving various tax issues
and advising on business decisions.

The main responsibility of a certified public accountant is auditing, which refers to an activity performed
by an accountant by analyzing the company’s accounting books and investigating and collecting evidence
related to each item in the financial report.

Management accountants help track product costs, prepare budgets and serve as a consultant to managers.

The field of taxation includes everything from the preparation of tax returns to consulting with clients

about estate and gift planning.
2. Private accounting

Private accounting happens when an accountant provides services to a single organization. A private
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accountant maintains accounting records and provides management with the financial data needed for business
decisions. Accountants serve all types of business organizations. A business is normally organized in one of
three different forms: proprietorship, partnership, or corporation.

One individual owns a proprietorship. The popularity of this form is due to the ease and low cost of
organizing. The primary disadvantage of proprietorship is that the financial resources available to the business
are limited to the individual owners’ resources. Small local businesses such as hardware stores, repair shops,
laundries and restaurants are often organized as proprietorship.

As a business grows and requires more financial and managerial resources, it may become a partnership.
A partnership is owned by two or more individuals. Like proprietorship, small local businesses such as
automotive repair shops, music stores, beauty shops, and men’s and women’s clothing stores can be organized
as partnerships.

Like proprietorship, a partnership can outgrow its ability to finance its operations. As a result, it can
become a corporation. A corporation is organized under state or federal statutes as a separate legal entity. The
ownership of a corporation is divided into shares of stocks. A corporation issues stocks to individuals or other
businesses who then become owners, or stockholders, of the corporation. A primary advantage of the corporate
form is the ability to obtain large amounts of resources by issuing stocks. For this reason, most companies that
require large investments in equipment and facilities are organized as corporations.

3. Government and nonprofit accounting

Some accountants undertake work in government departments or nonprofit organizations. These two areas
are commonly referred to as government accounting and nonprofit accounting. According to the International
Accounting Standards Board, government and non-profit accounting refers to the accounting system which is
used to confirm, measure, record and report the financial revenues and expenditure activities of the government

and public institutions and the performance of their fiduciary duties.

1.4 Ethics of Accounting

The professional ethics of accounting refers to the ethics of accounting and ethics formed on the basis of
common professional interests, hobbies, habits, and psychology of people engaged in accounting, such as
professional responsibilities and professional disciplines in accounting. Ethics is the basis for developing
professional ethical behavior. They also provide a framework for ethical practice.

Ethical behavior is the cornerstone of the accounting profession. Recently, we have seen many corporate
scandals involving individuals who acted in an unethical, and oftentimes illegal way. Ethics are beliefs that
distinguish right from wrong. They are accepted standards of good and bad behavior.

You have faced ethical situations in school and will face similar situations at work. We should be capable
of identifying ethical concerns and analyzing our options, that is, what is the right or wrong thing to do.
Making an ethical decision means we choose the best option available under the circumstances.

Whether the accounting work can provide objective and fair accounting information, and whether it can
monitor the legality, compliance, and authenticity of the economic activities of the unit, depends largely on
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whether the accounting staff complies with the professional ethics of accounting in the accounting work. In
accordance with the requirements of accounting laws and accounting standards, the professional ethics of
accounting runs through all areas and the entire process of accounting. The emphasis is on adjusting the
relationship between people and society in the field of accounting. Its realization depends on people’s internal
concepts, practices, traditions, and social education.

The basic ethical standards set out the obligations placed on all accountants, whether or not they are
in practice. Five ethical standards are set out below:

1. Integrity
Accountants shall be “straightforward and honest in all professional and business relationships™.
2. Objectivity

Accountants shall not allow bias, conflicts of interest or the undue influence of others to compromise their

professional or business judgments.
3. Professional competence and due care

Accountants have a continuing duty “to maintain professional knowledge and skill at a level required to
ensure that clients or employers receive competent professional services”. Accountants shall “act diligently in
accordance with applicable technical and professional standards when providing professional services”.

4. Confidentiality

Accountants shall respect the confidentiality of information “acquired as a result of professional and
business relationships”, and shall not disclose any such information to third parties “without proper and
specific authority or unless there is a legal or professional right or duty to disclose”. Similarly, confidential
information acquired as a result of professional and business relationships shall not be used for the personal
advantage of accountants or third parties.

5. Professional behavior

Accountants shall comply with relevant laws and regulations and shall avoid any action that may discredit
the profession.

Key Words and Expressions

conceptual framework MESHESL
accounting objective 21 HbR
accounting 21, &t
accountant 2t NG, 2t
enterprise Al

entity SN N
decision making Wk



=11 515 (B hR)

budget T
tax returns YR IR
external user ANERE B
internal user RS B
certified public accountant (CPA) M2 THIm
auditing Hit
owner F#
executive senior manager EmRE TR
creditor UN
stakeholder P e FHIGE
financial accounting 05521t
management accounting BT
taxation accounting Bt
public accounting A
private accounting FAN T2
governmental accounting BUff it
nonprofit organizations JEETIHL
professional ethics Bl
integrity WiE, EH
objectivity oy
professional competence and due care LV RE SR N A R
confidentiality ML
professional behavior POlkAT A
Exercises

Please select the best answer for the following questions or uncompleted sentences.
1. What is the objective of accounting? ( )
A. To realize the optimal allocation of resources on the basis of reflecting the entrusted management of
resources to resource providers.
B. To provide useful information to users of financial accounting information that can help users make
more informed decisions.
C. To improve the production efficiency, economic effects and economic benefits of enterprises.
D. To provide a company’s financial status.
2. Which are the external users of accounting information? ( )
A. Owners.
B. Executives senior manager.
C. Creditors.
D. Managers.
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3. Which is the accounting area that provides information to internal users to meet their decision-making

needs? ( )

A. Financial accounting.
B. Management accounting.
C. Taxation accounting.
D. Cost accounting.

4. Which are the professional areas of accounting? ( )
A. Public accounting.
B. Private accounting.
C. Government accounting.
D. Non-profit accounting.

5. Which are the basic professional ethics that accountants should have? (
A. Integrity.
B. Objectivity.
C. Professional competence and due care.
D. Confidentiality.
E. Professional behavior.
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