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Chapter 1  An Introduction to Accounting
会计导论
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
Understand accounting and accountants 了解会计学和会计人员 

Identify the main users of accounting information识别会计信息使用者

Discuss the underlying assumptions of financial accounting讨论会计假设

Discuss accounting recognition and measurement principles讨论会计认证和会计衡量标准

Use the accounting elements and the accounting equation 学会使用会计要素和会计等式
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听力练习

第1章听写原文翻译和答案的音频见右侧二维码。
Dictation: Listen and complete the passage with the words or phrases according to what you’ve heard from the speaker.
Accounting is a special     1     of business. The purpose is to provide useful information for different users in order to make their decisions. These users may include owners, managers,     2    , government agencies, customers, labor unions, and competitors. There are three basic accounting elements on the balance sheet: assets, liabilities, and owner’s     3    . The relationship between the three basic accounting elements is expressed in the accounting equation. This accounting equation shows that assets are equal to equities. Equities are divided into liabilities and owner’s equity. When any two of the elements are known, the third can be 
    4    , under the business entity principle, the accounting elements are affected by each other. At all times, the accounting equation must be in     5    .
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至理名言
Financial statements are like fine perfume; to be sniffed but not swallowed. 
财务报表就像上等的香水；闻而不咽。
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微型案例

Rosa Scarlett opened a bar. She deposited $14,000 into a bank account opened specially for her business—Scarlett’s Bar. She bought equipment, supplies, inventories, sustained debt and paid expenses. After the first month’s operation, she summarized her transactions occurred. The total sales revenue was $15,000, and the expenses paid was $4,745. However, she was wondering about the issues as follows:

(  How come that her net income reaches $10,255?

(  What are the total assets of her bar at the end of the month?

(  How much debt did she sustain during the month?

(  How does her accountant present all the financial information?
1.1  Accounting and Accountants
会计学和会计人员

A conversation between A—an accountant and S—a freshman majoring in accounting. 

S: Accounting is sometimes described as the language of business. What is meant by this description?

A: The purpose of any language is to convey information. Accounting uses its own special words and symbols to communicate financial information that is intended to be useful for economic decision making by managers, shareholders, creditors and many others. 
S: What’s the difference between bookkeeping and accounting?

A: Bookkeeping is only a small part of accounting, and probably the simplest part, for it is only the recording of transactions, and generally it is mechanical. Generally speaking, accounting includes not only the recording of economic data, but also interpretation of accounting information, financial management, auditing, tax planning, accounting analysis, forecasting and so on.

S: That means being an accountant is much more difficult than being a bookkeeper, right?
A: Right. One can become a skilled bookkeeper in a few months and even in a few weeks, while it takes quite a few years of efforts to become a qualified accountant.
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 What is Accounting

Accounting is a system that identifies, measures, records, and communicates relevant, reliable, and comparable information about an organization’s business activities. [1] The accounting process consists of:

(1) Identification—the observation of activity and the selection of particular events that are evidence of economic activities to an entity;

(2) Measurement—the quantification of the events in monetary terms;

(3) Recording—the keeping of a chronological diary of the measured events [2];

(4) Communication—the preparation and distribution of financial statements to users.

Accounting is therefore, also considered as a method of figuratively recording business transactions which make possible portrayal of the operating results and state of affairs of an organization.
We must guard against a narrow view of accounting. The most common contact with accounting is through credit approvals, checking accounts, tax forms, and payroll[3]. These experiences are limited and tend to focus on the bookkeeping parts of accounting. Bookkeeping is the recording of transactions and events, either manually or electronically. This is just one part of accounting. Accounting also identifies and communicates information on transactions and events, and it includes the crucial processes of analysis and interpretation.

Technology is a key part of modern business and plays a major role in accounting. Technology reduces the time, effort, and cost of bookkeeping while improving clerical accuracy. Some small organizations continue to perform various accounting tasks manually, but even they are impacted by technology. As technology has changed the way we store, process, and summarize masses of data, accounting has been freed to expand. [4] Consulting, planning, and other financial services are now closely linked to accounting. These services require sorting through data, interpreting their meanings, identifying key factors, and analyzing their implications.
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 Who are Accountants

An accountant is a practitioner of accounting, and they can be categorized based on the kinds of organizations they work in.

Private accountants are the accountants employed by a particular business firm, perhaps as a chief accountant, controller, or financial vice president. The scope of activities and responsibilities of private accountants varies widely. They offer services such as general accounting, cost accounting, budgeting and internal auditing. Private accountants are frequently referred to as administrative or management accountants, or, if they are employed by a manufacturing concern, as industrial accountants. [5] 
Public accountants are the accountants who render accounting services on a fee basis, and staff accountants employed by them. In public accounting, an accountant may practice as an individual or as a member of a public accounting firm. Because of the complexity of today’s business structure and increasing regulations by governmental agencies, members of public accounting firms tend to specialize in one of the three general services: auditing, taxation, and management advisory services. And public accountants who have met a state’s education, experience, and examination requirements may become certified public accountants, which are commonly abbreviated as CPAs. 
Government accountants work in the public sector, maintaining and examining the records of governmental agencies and auditing private businesses and individuals whose activities are subject to government regulations or taxation.[6] In China, all branches of government, as well as non-profit organizations, employ accountants, and all these accountants, like those in private industry, work on a salary basis rather than pay/paying a fee. 
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 Vocabulary

	accounting
	n. 会计；会计学

	identify
	vt. & vi. 确认；识别，认出 

	measure
	vt. & vi. & n. 计量；测量

	record
	vt. & vi. & n. 记录

	communicate
	vt. & vi. 传达，表达；沟通，交流

	business activity
	经营活动，业务活动

	financial statement
	财务报表

	figuratively
	adv. 形象地，比喻地

	bookkeeping
	n. 记账，簿记，管账

	data(复数datum)
	n. 资料，材料，数据

	accountant
	n. 会计人员，会计师

	controller
	n. 管理者；财务总管

	cost accounting
	成本会计

	budgeting
	n. 预算

	auditing
	n. 查账；审计；审计学

	administrative or management accountant
	管理会计师

	governmental agency
	政府机构

	certified public accountants (CPA)
	注册会计师
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 Notes

[1] Accounting is a system that identifies, measures, records, and communicates relevant, reliable, and comparable information about an organization’s business activities. 会计是用来确认、计量、记录和传递有关组织的经营活动信息的相关性、可靠性、可比性的系统。

[2] the keeping of a chronological diary of the measured events 被计量事项按时间顺序予以记录

[3] credit approvals, checking accounts, tax forms, and payroll  信贷(信用)审批，支票账户，纳税申报表格以及工资单
[4] As technology has changed the way we store, process, and summarize masses of data, accounting has been freed to expand.  由于技术已经改变了我们储存、处理、汇总大量数据的方法，会计得以自由发展。

[5] Private accountants are frequently referred to as administrative or management accountants, or, if they are employed by a manufacturing concern, as industrial accountants.  企业(专用)会计师通常被称为管理会计师，如果受雇于制造业企业，就被称为工业会计师。

[6] Government accountants work in the public sector, maintaining and examining the records of governmental agencies and auditing private businesses and individuals whose activities are subject to government regulations or taxation.  在公共部门工作的政府会计，负责记录和检查政府机构账务，审计其活动受政府管制或具有纳税义务的企业和个体。

1.2  Users of Accounting Information
会计信息使用者

A conversation between A—an accountant and S—a freshman majoring in accounting. 

S: Who are the external users of accounting information?

A: They could be various individuals and institutions, such as lenders, shareholders, directors, customers, suppliers, governmental agencies.

S: It’s not an easy job for accountants to provide useful financial information to all these groups and individuals, because their needs will vary according to their purposes.
A: It’s not easy. They are usually interested in the financial position and the operating results of a business. The gathering and presentation of this information for external financial reporting is known as financial accounting.

S: What about internal users?
A: They are often referred to as “management”, who need various types of accounting information for the day-to-day operations of the business, for evaluating current operations and for planning the future operations. 

People receiving accounting reports are termed as the users of accounting information. The type of information that a specific user will require depends upon the kinds of decisions that the user must make. Users of financial information are generally divided into two groups: external users and internal users.
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 External Information Users 

External users of accounting information are not directly involved in running the organization. They include shareholders (stockholders), lenders, directors, customers, suppliers, regulators, lawyers, brokers, and the press.[1] External users have limited access to an organization’s information. Yet their business decisions depend on information that is reliable, relevant and comparable.

Financial accounting is the area of accounting aimed at serving external users by providing them with general-purpose financial statements. The term “general-purpose” refers to the broad range of purposes for which external users rely on these statements.

Each external user has special information needs depending on the types of decisions to be made. Lenders loan money or other resources to an organization. Lenders look for information to help them assess whether an organization is likely to repay its loans with interest. Shareholders are the owners of a corporation. They use accounting reports in deciding whether to buy, hold, or sell stock. Shareholders typically select a board of directors to oversee their interests in an organization. Since directors are responsible to shareholders, their information needs are similar. External auditors examine financial statements to verify that they are prepared according to accounting principles. Employees and labor unions use financial statements to judge the fairness of wages, appraise job prospects, and bargain for better wages. Regulators often have legal authority over certain activities of organizations. For example, tax authorities require organizations to file accounting reports in computing taxes. Securities regulators require reports for companies that sell their stock to the public. 
Accounting serves the needs of many other external users. Voters, legislators, and government officials use accounting information to monitor and evaluate government receipts and expenses. [2] Contributors to nonprofit organizations use accounting information to evaluate the use and impact of their donations. Suppliers use accounting information to judge the soundness of a customer before making sales on credit, and customers use financial reports to assess the staying power of potential suppliers.
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 Internal Information Users   

Internal users of accounting information are those directly involved in managing and operating an organization. They utilize the information to help improve the efficiency and effectiveness of an organization. Management accounting is the area of accounting that serves the decision-making needs of internal users. Internal reports are not subject to the same rules as external reports and instead are designed with the special needs of internal users. [3]
There are several types of internal users, and many are managers of key operating activities. For example, research and development managers need information about projected costs and revenues of any proposed changes in products and services; purchasing managers need to know what, when, and how much to purchase; human resource managers need information about employees’ payroll, benefits, performance, and compensation; production managers depend on information to monitor costs and ensure quality; marketing managers use reports about sales and costs to target consumers, set prices, and monitor consumer needs, tastes, and price concerns. 
Both internal and external users rely on internal controls to monitor and control company activities. Internal controls are procedures set up to protect company property and equipment, ensure reliable accounting reports, promote efficiency, and encourage adherence to company policies. [4] Examples are good records, physical controls, and independent reviews.
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 Vocabulary

	shareholder
	n. 股东；股票持有者

	stockholder
	n. 股东；股票持有者

	broker
	n. (股票、外币等)经纪人

	general-purpose
	adj. 多方面的，多种用途的；通用的

	assess
	vt. 评定；估价

	repay
	vt. & vi. 偿还

	interest
	n. 利益；利息

	corporation
	n. 公司；法人；社团，团体

	stock
	n. 股份，股票

	board of directors
	n. 董事会

	auditor
	n. 审计员

	employee
	n. 雇工，雇员，职工

	labor union
	n. 工会

	bargain
	vi. 讨价还价；达成协议

	tax authorities
	税务机关

	securities
	n. 有价证券

	on credit
	赊欠，赊账

	operate
	vt. & vi. 经营；管理

	management accounting
	管理会计

	manager
	n. 经理；管理人
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 Notes

[1] They include shareholders (stockholders), lenders, directors, customers, suppliers, regulators, lawyers, brokers, and the press.  他们(外部信息使用者)包括股东、出借方、董事、客户、供货商、监管者、律师、经纪人以及传媒。

[2] Voters, legislators, and government officials use accounting information to monitor and evaluate government receipts and expenses.  投票者、立法者以及政府官员使用会计信息来监督和评价政府的收入及费用。

[3] Internal reports are not subject to the same rules as external reports and instead are designed with the special needs of internal users.  内部报告不需遵守外部报告的规则，而是根据内部使用者的特定需要来设计。

[4] Internal controls are procedures set up to protect company property and equipment, ensure reliable accounting reports, promote efficiency, and encourage adherence to company policies.  内部控制是为了保护公司财产和设备、确保会计报告的可靠性、提高效率、鼓励遵守公司政策而设立的程序。

1.3  Accounting Assumptions
会计假设
A conversation between A—an accountant and S—a freshman majoring in accounting. 

S: How many accounting assumptions are there? 

A: There are four fundamental assumptions: economic entity assumption, going concern assumption, monetary unit assumption, and time period assumption.

S: Does the accounting entity refer to an organization accounting serves?

A: Yes. Accounting for every entity should be independent.

S: I guess the time period refers to a time period like a year or a month, right?

A: Right. We divide the life of a business into time periods of equal length, like a year, a quarter or a month. 

S: Then what does monetary unit assumption refer to?

A: It requires that money be used as the basic measuring unit for financial reporting.

S: Does the going concern assumption mean the business won’t be closed for ever?

A: Yes. It assumes that the business will continue in operation indefinitely.
The most fundamental concepts or assumptions underlying the accounting structure are (1) economic entity assumption, (2) going concern assumption, (3) monetary unit assumption, and (4) time period assumption.
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 Economic Entity Assumption
Financial records must be separately maintained for each economic entity. Economic entities include businesses, governments, schools, and other social organizations. The economic entity can be identified with a particular unit of accountability. Although accounting information from many different entities may be combined for financial reporting purposes, every economic event must be associated with and recorded by a specific entity. [1] In addition, the business is separate and distinct from its owners. Entity’s assets and other financial elements are not commingled with those of the owners. The economic entity assumption is an accounting concept, and not a legal construct.
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 Going Concern Assumption
Unless otherwise noted, the business is assumed to continue indefinitely unless terminated by owners. And financial statements are prepared under the assumption that the company will remain in business indefinitely. Therefore, it is assumed that the entity will realize its assets and settle its obligations in the normal course of the business.
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 Monetary Unit Assumption
An economic entity’s accounting records include only quantifiable transactions. Certain economic events that affect a company, such as hiring a new chief executive officer (CEO) or introducing a new product, cannot be easily quantified in monetary units and, therefore, do not appear in the company’s accounting records. Transactions are recorded based on a common currency and not adjusted for changes in value.
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 Time Period Assumption
The time period assumption presumes that the life of a company can be divided into time periods, such as a year, and that useful reports can be prepared for those periods. Although businesses intend to continue in long term, it is always helpful to account for their performance and position based on certain time periods because it provides timely feedback and helps in making timely decisions. [2]
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 Vocabulary

	economic entity assumption
	会计主体假设；经济主体假设

	going concern assumption
	持续经营假设

	monetary unit assumption
	货币计量假设；货币单位假设

	time period assumption
	会计分期假设；会计期间假设

	accountability
	n. 会计责任

	commingle
	vt. & vi. 混合，掺和，合并

	indefinitely
	adv. 无限期地；不定期地；不明确地

	terminate
	vt. & vi. 结束；使终结；解雇；到达终点站

	chief executive officer (CEO)
	执行长，首席执行官

	currency 
	n. 货币

	feedback
	n. 反馈
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 Notes

[1] Although accounting information from many different entities may be combined for financial reporting purposes, every economic event must be associated with and recorded by a specific entity.  尽管为了财务报告目的可以把许多不同主体的会计信息合并，但是每一个经济事项必须被相应记录到一个特定主体。

[2] Although businesses intend to continue in long term, it is always helpful to account for their performance and position based on certain time periods because it provides timely feedback and helps in making timely decisions.  虽然企业打算长期经营下去，但是根据特定的时间期限簿记企业的经营绩效和经营状况总是有益的，因为这提供了及时的反馈，并有助于做出及时的决策。

1.4  Qualitative Characteristics of Accounting Information
会计信息质量特征

A conversation between A—an accountant and S—a freshman majoring in accounting. 

S: Have you ever heard of the abbreviation of GAAP? 

A: Yes, GAAP are the initials of “generally accepted accounting principles”. We can translate GAAP into Chinese as “公认会计准则”. When we say GAAP, we usually mean the US GAAP. Many countries have their own GAAP, like Australia GAAP, India GAAP and so on, but the US GAAP remains the most influential. 

S: If only all countries could follow the same rules.
A: An organization named International Accounting Standards Board (国际会计准则委员会) has established International Financial Reporting Standards, which have been accepted by many countries. The Chinese Accounting Standards, which have been implemented since 2007, are substantially in line with the international standards, though a few exceptions are noted. 

S: Are there any qualitative characteristics of accounting information in the US GAAP?

A: Of course. Such as relevance, reliability, timeliness, comparability and materiality. Accounting fundamentals are similar all over the world.

In China, on 15 February 2006, the Ministry of Finance of the People’s Republic of China announced that it had adopted a new basic standard and 38 new Chinese Accounting Standards. In the second chapter of the basic standard, it indicates 8 qualitative characteristics (requirements) of accounting information, including reliability, relevance, understandability, comparability, substance over form, materiality, conservatism and timeliness.
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 Reliability

Information is reliable if a user can depend upon it to be materially accurate and if it faithfully represents the information that it purports to present [1]. To be useful, information must be reliable as well as relevant. Degrees of reliability must be recognized. It is hardly ever a question of black or white, but rather of more reliability or less. Reliability rests upon the extent to which the accounting description or measurement is verifiable and representationally faithful. Neutrality of information also interacts with those two components of reliability to affect the usefulness of the information.
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 Relevance
Information is relevant if it helps users of the financial statements in predicting future trends of the business or confirming or correcting any past predictions they have made. Information can make a difference to decisions by improving decision makers’ capacities to predict or by providing feedback on earlier expectations. [2] Usually, information does both at once, because knowledge about the outcomes of actions already taken will generally improve decision makers’ abilities to predict the results of similar future actions. Without knowledge of the past, the basis for a prediction will usually be lacking. Without an interest in the future, knowledge of the past is sterile.
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 Understandability

Transactions and events must be accounted for and presented in the financial statements in a manner that is easily understandable by a user who possesses a reasonable level of knowledge of the business, economic activities and accounting in general. Understandability of the information contained in financial statements is essential for its relevance to the users.
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 Comparability

Information about a particular enterprise gains greatly in usefulness if it can be compared with similar information about other enterprises and with similar information about the same enterprise for some other period or some other point in time. Comparability between enterprises and consistency in the application of methods over time increases the informational value of comparisons of relative economic opportunities or performance.[3] The significance of information, especially quantitative information, depends to a great extent on the user’s ability to relate it to some benchmark.
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 Substance over Form
Substance over form is an accounting principle used to ensure that financial statements give a complete, relevant, and accurate picture of transactions and events [4]. If an entity practices the substance over form concept, then the financial statements will show the overall financial reality of the entity (substance), rather than the legal form of transactions (form). In accounting for business transactions and other events, the measurement and reporting is for the economic impact of an event, instead of its legal form. Substance over form is critical for reliable financial reporting. It is particularly relevant in the case of revenue recognition, sale and purchase agreements, etc.
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 Materiality

Materiality is a pervasive concept that relates to the qualitative characteristics, especially relevance and reliability. Materiality and relevance are both defined in terms of what influences or makes a difference to a decision maker, but the two terms can be distinguished. A decision not to disclose certain information may be made, because investors have no need for that kind of information (it is not relevant) or because the amounts involved are too small to make a difference (they are not material). 
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 Conservatism
Conservatism is the general concept of recognizing expenses and liabilities as soon as possible when there is uncertainty about the outcome, but only to recognize revenues and assets when they are assured of being received. Thus, when given a choice between several outcomes where the probabilities of occurrence are equally likely, the accountant should recognize that transaction resulting in the lower amount of profit, or at least the deferral of a profit. Similarly, if a choice of outcomes with similar probabilities of occurrence will impact the value of an asset, recognize the transaction resulting in a lower recorded asset valuation.
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 Timeliness 
Timeliness, that is, having information available to decision makers before it loses its capacity to influence decisions, is an ancillary aspect of relevance[5]. If information is not available when it is needed or becomes available so long after the reported events that it has no value for future action, it lacks relevance and is of little or no use. Timeliness alone cannot make information relevant, but a lack of timeliness can rob information of relevance it might otherwise have had.
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 Vocabulary

	reliability
	n. 可靠性

	relevance
	n. 相关性

	understandability
	n. 可理解性

	comparability
	n. 可比性

	substance over form
	实质重于形式

	materiality
	n. 重要性

	conservatism
	n. 谨慎性；保守主义

	timeliness
	n. 及时性

	measurement
	n. 计量；量度

	verifiable 
	adj. 能作证的，能证实的

	neutrality
	n. 中立，中立地位

	prediction
	n. 预测，预报

	sterile
	adj. 不毛的，贫瘠的；无效果的

	consistency
	n. 一贯性；一致性

	deferral
	n. 递延，延期
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 Notes

[1] if it faithfully represents the information that it purports to present  如果它忠实地表述了它意图要陈述的信息

[2] Information can make a difference to decisions by improving decision makers’ capacities to predict or by providing feedback on earlier expectations.  通过提高决策者的预测能力或对早期的预期提供反馈，信息就可以影响决策。

[3] Comparability between enterprises and consistency in the application of methods over time increases the informational value of comparisons of relative economic opportunities or performance.  企业之间的可比性和一段时间内方法应用的一致性，增加了对于相关经济机会或绩效比较的信息价值。

[4] a complete, relevant, and accurate picture of transactions and events  关于交易和事项的完整的、相关的和准确的图片

[5] an ancillary aspect of relevance 相关性的补充方面

1.5  Accounting Elements  
会计要素

A conversation between A—an accountant and S—a freshman majoring in accounting. 

S: Every time I see financial statements, I get confused, for there always seem to be too many items in the statement.

A: I believe you won’t find them difficult as long as you understand their major elements.

S: What are the elements then?
A: Elements can be categorized into six groups according to Chinese Accounting Standards, and they are assets, liabilities, owner’s equity, revenues, expenses, and profits. Assets are economic resources that are owned by the business. Liabilities represent the debts owed to others. Owners’ equity represents the portion of the assets that belongs to the owner of the business.

S: Sorry, I’m still confused. 

In China, it is said that the basics of accounting involve six fundamental elements: assets, liabilities, owner’s equity, revenues, expenses, and profits. The first three are the basic accounting elements that describe the amounts of resources and claims to resources at a specific time, which make up the basic accounting equation. The last three accounting elements describe events that affect a business’ gains and losses during a period of time and make up the expanded accounting equation. We will discuss the accounting equation later in detail. 
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 Assets

Assets are probable future economic benefits obtained or controlled by a particular entity as a result of past transactions or events.[1] An asset has three essential characteristics: (1) it embodies a probable future benefit that involves a capacity, singly or in combination with other assets, to contribute directly or indirectly to future net cash inflows; (2) a particular entity can obtain the benefit and control others’ access to it; and (3) the transactions or other events giving rise to the entity’s right to or control of the benefit have already occurred.
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 Liabilities

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.[2] A liability has three essential characteristics: (1) it embodies a present duty or responsibility to one or more other entities that entails settlement by probable future transfer or use of assets at a specified or determinable date, on occurrence of a specified event, or on demand; (2) the duty or responsibility obligates a particular entity, leaving it little or no discretion to avoid the future sacrifice; and (3) the transactions or other events obligating the entity have already happened.
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 Owner’s Equity

Owner’s equity is the residual interest in the assets of an entity that remains after deducting its liabilities. A major distinguishing characteristic of the equity of a business enterprise is that it may be increased through investments of assets by owners who also may, from time to time, receive distributions of assets from the entity. Owners invest in a business enterprise with the expectation of obtaining a return on their investment as a result of the enterprise’s providing goods or services to customers at a profit. [3] Owners benefit if the enterprise is profitable but bear the risk that it may be unprofitable.

[image: image31.png]


 Revenues

Revenues are inflows of cash or other properties in exchange for goods or services provided to customers as part of central operations of the business. [4] Revenues represent actual or expected cash inflows (or the equivalent) that have occurred or will eventuate as a result of the entity’s ongoing major or central operations. The assets increased by revenues may be of various kinds—for example, cash, claims against customers or clients, other goods or services received, or increased value of a product resulting from production. 
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 Expenses

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 owners[5]. Expenses represent actual or expected cash outflows (or the equivalent) that have occurred or will eventuate as a result of the entity’s ongoing major or central operations. The assets that flow out or are used or the liabilities that are incurred may be of various kinds—for example, units of product delivered or produced, employees’ services used, kilowatt hours of electricity used to light an office building, or taxes on current income. 
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 Profits

Profit, sometimes called comprehensive income, is the residual amount that remains after expenses have been deducted from revenues [6]. If revenues exceed expenses, there is a net income and the amount is a positive figure; if expenses exceed revenues, there is a net loss and the amount is a negative figure. It is important to note that profit (comprehensive income) is the change in equity of a business enterprise during a period from transactions and other events and circumstances from non-owner sources. It includes all changes in equity during a period except those resulting from investments by owners and distributions to owners.
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 Vocabulary

	asset
	n. 资产，财产

	liability
	n. 负债

	owner’s equity
	所有者权益，业主权益

	revenue
	n. 收入，收益

	expense
	n. 费用

	profit
	n. 利润

	accounting equation
	会计等式

	embody
	vt. 表现，体现

	distribution
	n. 分配

	cash
	n. 现金；支付金额 & vt. 支付现款；兑现 & adj. 现金的 

	claim
	n. (根据权利而提出的)要求 

	exceed
	vt. 超过；超越 
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 Notes

[1] Assets are probable future economic benefits obtained or controlled by a particular entity as a result of past transactions or events.  资产是指由过去的交易或事项形成的，并由特定主体企业拥有或控制的资源，该资源预期未来可能带来经济利益。

[2] 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.  负债是指过去的交易或事项形成的现实义务，履行该义务预期会导致经济利益流出企业。现实义务是指企业在现行条件下已承担的义务。

[3] Owners invest in a business enterprise with the expectation of obtaining a return on their investment as a result of the enterprise’s providing goods or services to customers at a profit.  所有者向企业投资期望获得投资回报，而回报来自企业为客户提供商品或服务所得的获利。

[4] Revenues are inflows of cash or other properties in exchange for goods or services provided to customers as part of central operations of the business.  收入是企业在日常(重要经营)活动中向客户提供商品或服务交换来的现金或其他资产的流入。

[5] other than those relating to distributions to owners  而不是与所有者分配相关的那些

[6] the residual amount that remains after expenses have been deducted from revenues  从收入中扣除费用后留下的余额

1.6  Accounting Equation  
会计等式

A conversation between A—an accountant and S—a freshman majoring in accounting. 

A: Do you know anything about the accounting equation?

S: Yes. The amount of assets is equal to the sum of liabilities and owners’ equity. 
A: Very good. In fact, they are two sides of the same business resources. Assets tell us what resources the business owns and how much it owns. Liabilities and owners’ equity tell us who supplied these resources and how much they supplied. 

S: In other words, everything the business owns has been supplied by the creditors and the owners, hasn’t it?

A: Yes. According to the law, if the business goes bankrupt, liabilities should be given priority over owners’ equity.
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 What is Accounting Equation

The basic accounting equation, also called the balance sheet equation[1], represents the relationship between the above first three accounting elements. It can be expressed as:

Assets = Liabilities + Owner’s Equity

A business transaction is an exchange of goods or services that affects this equation. It is essential to understand the effects of transactions on the accounting equation in order to understand the accounting function.

We have learned the relationship between revenue and expense:

                     Net income (Net loss) = Revenues - Expenses

Next net income or net loss will be closed to owner’s equity. And we can have the following presentation of accounting equation:
         Assets = Liabilities + [Owner’s equity + (Revenues - Expenses)]     
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 Effects of Transactions on the Accounting Equation

All business transactions, from the simplest to the most complex, can be stated in terms of the resulting change in the five basic elements of the accounting equation. The accounting equation applies to all economic and legal entities—from sole proprietorship to large corporations.[2] Various transactions that affect the accounting equation are introduced in the following Table 1-1.  

Table 1-1  Accounting Equation Affected by Various Transactions

	Explanation
	Assets
	Expenses
	Liabilities
	Owner’s equity
	Revenues

	
	
	
	
	
	

	Cash or other assets from owner’s investment
	+
	6,000
	
	
	
	
	+
	6,000
	
	

	Selling assets on credit
	+
	900
	+
	1,100
	
	
	
	
	+
	2,000

	Buying assets on credit
	+
	1,000
	
	
	+
	1,000
	
	
	
	

	Paying expenses (e.g. rent or professional fees) or dividends
	−
	200
	+
	200
	
	
	
	
	
	

	Recording expenses, but not paying them at the moment
	
	
	+
	100
	+
	100
	
	
	
	

	Paying a debt that you owe
	−
	500
	
	
	−
	500
	
	
	
	

	Receiving cash for sale of an asset: one asset is exchanged for another; no change in assets or liabilities
	
	0
	
	0
	
	0
	
	0
	
	0


One of the direct effects of the accounting equation illustrated above is the double-entry system of recording, which simply means that both sides of a business transaction are recorded. And when you record both sides of a business transaction, you are keeping the books in balance. For example, if supplies were purchased for $1,000 from a supplier on credit, a business would own supplies costing $1,000 and owe the creditor $1,000 for the purchase on account. Both sides of the transaction would be recorded, and that results in an increase in the supplies (asset) and an increase in the accounts payable (liability) for the purchase, and eventually a balance in books.
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 Vocabulary

	accounting equation
	会计等式

	close
	vt. 结转，结清

	state
	vt. 规定；陈述，声明

	apply
	vt. 应用，运用

	sole proprietorship
	独资企业；独资(经营)

	double-entry system
	复式会计制度
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 Notes

[1] the balance sheet equation  资产负债表等式

[2] The accounting equation applies to all economic and legal entities—from sole proprietorship to large corporations.  会计等式适用于所有的经济和法律个体，不管是独资企业还是大型公司。

Exercises
I. Discuss the following questions in English.

1.
What is the relationship between accounting and bookkeeping?

2.
What is the purpose of accounting?

3.
Describe various career opportunities in accounting. 

4.
Who are the internal and external users of accounting information?

5.
What are the basic assumptions of accounting?

6.
Identify the qualitative characteristics of accounting information. 

7.
Choose two principal qualitative characteristics of accounting information and explain why.

8.
Describe the elements of accounting. 

9.
What is the difference between revenue and profit?

10.
What is the accounting equation? What is the expanded accounting equation?

11.
What are the advantages of double-entry system of accounting?

II. Choose the best word or phrase that fits the sentence.

1.
Accounting also identifies and communicates information on transactions and events, and it includes the        processes of analysis and interpretation.
A. essential                    
B. important     

C. crucial                      
D. necessary   

2.
Public accountants work for many clients and offer auditing, tax and         services.

A. management advisory          
B. internal control      

C. regulation                   
D. financing

3.
       is the area of accounting aimed at serving external users by providing them with general-purpose financial statements.
A. Managerial accounting         
B. Financial accounting        

C. Social accounting              
D. Budget accounting
4.
       managers depend on information to monitor costs and ensure quality.
A. Research and development       
B. Marketing

C. Purchasing                    
D. Production
5.
The assumption that holds that an entity will remain in operation for the foreseeable future is the      .

A. economic entity assumption     
B. going concern assumption 

C. monetary unit assumption       
D. time period assumption

6.
An economic entity’s accounting records include only        transactions.
A. valuable                      
B. marketable        

C. quantifiable                   
D. serviceable
7.
Relevant accounting information is capable of making a        in a decision.

A. choice                        
B. difference         

C. selection                      
D. point

8.
Timeliness is an ancillary aspect of       .

A. relevance                    
B. reliability         

C. comparability                 
D. materiality

9.
       are probable future economic benefits obtained or controlled by a particular entity as a result of past transactions or events.

A. Properties                    
B. Capital          

C. Assets                       
D. Wealth

10.
       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.
A. Liabilities                    
B. Debts          

C. Obligations                   
D. Responsibilities

11.
One of the direct effects of the accounting equation is       .

A. the actual accounting      

B. the double-entry system of recording

C. the cash accounting            
D. the budget accounting

III. Match each word on the left with its corresponding meaning on the right.

	A
	B

	1. essential
	(a) including all or everything

	2. entity
	(b) the quality of nearness to the truth or the true value

	3. crucial
	(c) spread throughout

	4. categorize
	(d) something that exists as a single and complete unit 

	5. accuracy
	(e) of extreme importance

	6. possess
	(f) absolutely necessary; vitally necessary

	7. distribution
	(g) place into or assign to a group

	8. pervasive
	(h) something that results

	9. comprehensive
	(i) the act of distributing or spreading

	10. outcome
	(j) to own or have something


IV. Fill in the blanks with words or phrases from the list below.


	A.
	casting
	B.
	continuing
	C.
	trusted
	D.
	direct

	E.
	donations
	F.
	ethical 
	G.
	figures
	H.
	beliefs

	I.
	senior
	J.
	success
	K.
	wages
	L.
	prepare

	M.
	refers to
	N.
	suppliers
	O.
	pay
	P.
	large


The goal of accounting is to provide useful information for decisions. For information to be useful, it must be (1)   . This demands ethics in accounting. Ethics are (2)    that distinguish right from wrong. They are accepted standards of good and bad behavior.
Identifying the (3)    path is sometimes difficult. The preferred path is a course of action that avoids (4)    doubt on one’s decisions. For example, accounting users are less likely to trust an audit report if the auditor’s (5)    depends on the success of the client’s business. To avoid such concerns, ethics rules are often set. For example, auditors are banned from (6)     
investment in their clients and cannot accept pay that depends on (7)    in the clients’ reports.

Providers of accounting information often face ethical choices as they (8)    financial reports. These choices can affect the price a buyer pays and the (9)    paid to workers. They can even affect the (10)    of products and services. Misleading information can lead to a wrongful closing of a division that harms workers, customers, and (11)   . There is an old saying: Good ethics are good businesses.

Some people extend ethics to social responsibility, which (12)    a concern for the impact of actions on society. An organization’s social responsibility can include (13)    to hospitals, colleges, community programs, and law enforcement. It can also include programs to reduce pollution, increase product safety, improve worker conditions, and support (14)    education. These programs are not limited to (15)    companies. For example, many small businesses offer discounts to students and (16)    citizens. Still others help sponsor events such as the Special Olympics and summer reading programs.
V. Translate the following sentences into Chinese. 

1.
Accounting provides the techniques for accumulating and the language for communicating economic data to various individuals and institutions.

2.
Accounting has evolved through time, changing with the needs of the society.

3.
Accountants use numbers to portray the reality of an entity in financial terms.
4.
Businesses all over the world need to keep records of their finances in order to satisfy investors and legislators.
5.
An asset is anything of value that is owned by a business or an individual, the value of which is determined by the acquisition price, or historical cost of the item.

6.
Expenses are often referred to as “the cost of doing business”, which decrease the net asset in the business.

VI. Translate the following sentences into English.

1.
会计是以货币为主要计量单位，反映和监督一个单位经济活动的一种经济管理工作。
2.
会计信息的价值在于帮助所有者或其他利益相关方作出合理的经济决策。

3.
会计为了满足不同用户的信息需要，形成了财务会计和管理会计两大分支。

4.
会计要素是根据交易或者事项的经济特征所确定的财务会计对象的基本分类。

5.
企业收入的来源渠道多种多样，例如销售商品、提供劳务、让渡资产使用权等。

6.
会计等式是建立各种会计核算专门方法的理论基础。

Reading Material 1

Accounting Evolution

People in all civilizations have maintained various types of records of business activities. The oldest known are clay tablet records of the payment of wages in Babylonia around 3600 B.C. There are numerous evidences of record keeping and systems of accounting control in ancient Egypt and in the Greek city-states.

The evolution of the system of record keeping which came to be called “double entry” was strongly influenced by Venetian merchants. The first known description of the system was published in Italy in 1494. The author, a Franciscan monk by the name of Luca Pacioli, was a mathematician who taught in various universities in Perugia, Naples, Pisa, and Florence. Goethe, a German poet, novelist, scientist, and universal genius, wrote about double entry as follows: “It is one of the most beautiful inventions of the human spirit, and every good businessman should use it in his economic undertakings.” In spite of the tremendous development of business operations since 1494, and the ever increasing complexities of business and governmental organizations, the basic elements of the double-entry system have continued virtually unchanged. 

The Industrial Revolution, which occurred in England from the mid-eighteenth to mid-nineteenth century, brought many social and economic changes, notably a change from the handicraft method of producing marketable goods to the factory system. The use of machinery in turning out many identical products gave rise to the need to determine the cost of a large volume of machine-made products instead of the cost of a relatively small number of individually hand-crafted products. The specialized field of cost accounting emerged to meet the need for the analysis of various costs and for recording techniques.

In the early days of manufacturing operations, when business enterprises were relatively small and often isolated geographically, competition was frequently not very keen. Cost accounting was primitive and focused primarily on providing management with records of reports on past operations. As manufacturing enterprises became larger and more complex and as competition among manufacturers increased, the “scientific management concept” evolved. This concept emphasized a systematic approach to the solution of management problems. Paralleling this trend was the development of more sophisticated cost accounting concepts to supply management with analytical techniques for measuring the efficiency of current operations and in planning for future operations. This trend was accelerated in the twentieth century by the advent of the electronic computer with its capacity for manipulating large masses of data and its ability to determine the potential effect of alternative courses of action.

The expanded business operations initiated by the Industrial Revolution required increasingly large amounts of money to build factories and purchase machinery. This need for large amounts of capital resulted in the development of the corporate form of organization, which was first legally established in England in 1845. The Industrial Revolution spread rapidly to the United States, which became one of the world’s leading industrial nations shortly after the Civil War. The accumulation of large amounts of capital was essential for establishment of new businesses in industries such as manufacturing, transportation, mining, electronic power, and communications. In the United States, as in England, the corporation was the form of organization that facilitated the accumulation of the substantial amounts of capital needed.

Almost all large American business enterprises, and many small ones, are organized as corporations largely because ownership is evidenced by readily transferable shares of stock. The shareholders of a corporation control the management of corporate affairs only indirectly. They elect a board of directors, which establishes general policies and selects officers who actively manage the corporation. The development of a class of owners far removed from active participation in the management of the business created an additional dimension for accounting. Accounting information was needed not only by management in directing the affairs of the corporation but also by the shareholders, who required periodic financial statements in order to appraise management’s performance.

Nowadays, a number of specialized fields in accounting, apart from financial accounting and managerial accounting, have evolved as a result of rapid technological advances and accelerated economic growth. These specialized accounting areas include cost accounting, taxation accounting, budgetary accounting, auditing, social accounting, international accounting, human resource accounting, environmental accounting and so forth.

Answers:

	II.
	1
	C
	2
	A
	3
	B
	4
	D
	5
	B
	6
	C
	7
	B
	8
	A

	
	9
	C
	10
	A
	11
	B
	
	
	
	
	
	
	
	
	
	

	III.
	1
	f
	2
	d
	3
	e
	4
	g
	5
	b
	6
	j
	7
	i
	8
	c

	
	9
	a
	10
	h
	
	
	
	
	
	
	
	
	
	
	
	

	IV. 
	1
	C
	2
	H
	3
	F
	4
	A
	5
	O
	6
	D
	7
	G
	8
	L

	
	9
	K
	10
	J
	11
	N
	12
	M
	13
	E
	14
	B
	15
	P
	16
	I
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知识扩展

1. 一般公认会计原则

一般公认会计原则(GAAP)是指被会计职业界采纳的用于指导报告企业经济活动的原则，包含一般原则(broad principles)和特定原则(specific principles)。一般原则来自长期采纳的会计实务，特定原则主要由规则制定者建立和发布。会计准则是GAAP的主要组成部分。

2. 会计信息的局限性

虽然会计信息为内外部使用者提供了大量对决策有用的信息，但是使用者仍然需要其他方面的信息。例如，潜在投资者除了研究公司的财务报告以外，还需要其他来源的信息，例如该公司的市场份额、上市时间、公司未来发展战略、行业信息等。会计信息的局限性还表现在：(1)一般只提供财务信息，即那些可以用货币量化的信息；(2)披露时间滞后，会计年度结束到年度报告对外公布一般需要2~4个月；(3)财务信息主要基于历史信息，而使用者的决策主要面向未来；(4)会计信息制作过程有很多主观判断因素，例如固定资产使用年限、残值等，并且存在会计政策选择问题，例如存货发出的计价可以采用先进先出法或者加权平均法。

3. 中国会计准则

中国会计准则(China’s Accounting Standards, CAS)是由中华人民共和国财政部基于中国的国情并广泛征求意见，于1997年开始陆续出台的具体准则。至2017年，中国的企业会计准则增加到43项，其中基本准则1项，具体准则42项，是我国会计人员从事会计工作必须遵循的基本原则，是会计核算工作的规范。它大致包括三个层次：(1)基本会计准则，明确了财务报告的目标是向财务报告使用者提供决策有用的信息，并反映企业管理层受托责任的履行情况，强调了企业会计确认、计量和报告应该以会计主体、持续经营、会计分期和货币计量为会计基础假设；(2)具体准则，是在基本准则的指导下，处理具体业务标准的规范，具体内容可以分为一般业务准则、特殊行业和特殊业务准则、财务报告准则三大类；(3)应用指南，是从不同角度对企业具体准则进行强化，解决实务操作，包括具体准则解释部分、会计科目和财务报表部分。

Chapter 2  Accounting Cycle
会计循环

· Understand the basic phases of accounting cycle 理解会计循环的基本阶段
· Understand economic transactions and source documents理解交易和原始凭证
· Understand T-accounts and the rules of debit and credit 理解T账户以及借方和贷方的规则
· Understand the preparation of entries and posting to the ledger, and know the practices in China 了解分录的准备和分类账的过账，以及其在中国的做法
· Understand the preparation of trial balance 理解试算表的编制
· Understand accrual basis of accounting 理解会计权责发生制
· Understand adjusting accounts 理解账项调整
· Understand the use of worksheet 理解如何使用工作表
· Know the preparation of the financial statements 知道如何编制财务报表
· Understand the closing procedures 理解如何结账
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听力练习

第2章听写原文翻译和答案的音频见右侧二维码。

Dictation: Listen and complete the passage with the words or phrases according to what you’ve heard from the speaker.    
Generally speaking, the accounting process is composed of     1     major phases: analyzing, recording, classifying, summarizing,     2    and interpreting. It is highly necessary for us to know that accounting is more than just    3     in the accounting reports. It is quite important to understand the     4     concepts behind the numbers. Without them to provide some meanings, the    5     numbers would make no sense.
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至理名言
From eyeball economy to experience economy to fan economy, whoever masters the use of tools can win the future！ 从眼球经济到体验经济再到粉丝经济，谁掌握工具的运用，谁就可以赢得未来！
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微型案例

For one year and a half Scarlett has gained every success in her operations of the bar. Figures looked good all the time. One day at the end of July 2008, she talked with her accountant over the business operations. Her accountant showed her the operational diary and source documents that evidenced as follows (partial):

July 1 Sold to Peter Clark $750 invoice number 262, terms 2/10, n/30.


2 Bought for cash 10 cases of whisky costing $2,600 from Timor, Check No. 112.

4 Collected $1,300 from Paul Roth, Invoice No. 245.


5 Sold to Jason Henry $500 invoice number 263, terms 2/10, n/30.


7 Purchased coffee beans from Aloez Co. on account/on credit, $430.


8 Sold to Maxwell Moore $355 invoice number 264, terms 2/10, n/30.

…

2.1  Analyzing Transactions 分析交易

A conversation between A—an accountant and S—a freshman majoring in accounting. 

S: When a transaction occurs, how should we make an accounting record of it?

A: First, you should analyze the transaction, and decide which ledger account to debit and which ledger account to credit. Then you can record the transaction in the accounting voucher.

S: Does debit always mean increase and credit always mean decrease?
A: No. Debit and credit both can mean increase or decrease. The particular meaning in a circumstance depends on the nature of the accounts. A debit increases the balance of asset and expense accounts, but it decreases the balance of liabilities, owners’ equity and revenue accounts.

S: For example, a retailer purchases $5,000 of goods on credit. We should record it like this: Debit the Inventory account for $5,000, credit the Accounts Payable for $5,000. Is that right?

A: Right. You’ve got it.
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 Transactions and Business Documents

Some activities or the day-to-day events of a business are known as transactions. Every business will usually have financial transactions as well as non-financial ones. From an accounting standpoint, we are only concerned with the financial transactions of the business, which involve the performance of a service or the sale of a product to a customer, or the acquisition of service or materials from a creditor. [1] However, not all events that have an effect on the organization are recorded as transactions. For example, changes in market interest rate [2]. 

Source documents, also known as business papers, identify and describe transactions and events entering the accounting process. Some types of source documents, such as a sales invoice, purchase order, or check, is prepared for every transaction entered into by a business.

[image: image45.png]


 The Account and Its Analysis

Each transaction recorded results in an increase or decrease in one or more asset, liability, owner’s equity, revenue, or expense items. A part of the accounting function is to classify the effects of transactions into meaningful categories and to summarize the results in the firm’s financial statements. [3] To facilitate accumulating financial statement data, transactions are recorded in accounts. An account is a business document used to record and retain monetary information about a company’s transaction. Separate accounts are used for each type of asset, liability and owner’s equity. The company’s full set of accounts are kept in a general ledger and accounts are sometimes called general ledger accounts. The general ledger, or simply ledger, is a record containing all accounts used by a company.

An account may have different forms, but in every case the account will have a left side and a right side which are called debit side and credit side respectively. One simplified format, called a T-account because of its similarity to the letter T, is shown in Figure 2-1.
Account Title

	Left side or debit side

(Abbreviation-Dr.)
	Right side or credit side

(Abbreviation-Cr.)


Figure 2-1  T-Account

A debit entry is an amount recorded in the left side of the account; a credit entry is an amount recorded in the right side of the account. It can be called “debited to” and “credited to” respectively. The debit and credit rules state that:

(1) Accounts on the left side of the accounting equation (asset accounts) are increased by debit entries and decreased by credit entries;
(2) Accounts on the right side of the accounting equation (liability and capital accounts) are         increased by credit entries and decreased by debit entries.

The balance of an account is the difference between the total increases and decreases recorded in the account. [4] An asset account normally has a debit balance. Liability and owners’ equity accounts normally have credit balances. The double entry rule requires that when a transaction is recorded in the accounts, the total amount of the debit entries must always be equal to the total amount of the credit entries. 
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 Vocabulary

	creditor
	n. 债权人，债主

	source document
	原始凭证

	invoice
	n. 发票；发货单

	purchase order
	n. 定单

	check
	n. <美>支票

	facilitate
	vt. 促进，助长；使容易；帮助

	account
	n. 账，账目，账户

	general ledger
	总分类账

	debit
	n. 借方；借方账目 & vt. 记入借方

	credit
	n. 贷方；贷方账目，信用 & vt. 记入贷方

	entry
	n. 分录；进入；登记

	balance
	n. 余额；平衡
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 Notes

[1] From an accounting standpoint, we are only concerned with the financial transactions of the business, which involve the performance of a service or the sale of a product to a customer, or the acquisition of service or materials from a creditor.  从会计的角度看，我们仅仅关注企业的财务性交易，包括向顾客提供服务或销售产品，或者从债权人那里获得服务或材料。

[2] Changes in market interest rate  市场利率的变化

[3] A part of the accounting function is to classify the effects of transactions into meaningful categories and to summarize the results in the firm’s financial statements.  会计职能的一个组成部分是将各项交易的影响按有意义的类别进行归类，并在公司财务报表中总结成果。

[4] The balance of an account is the difference between the total increases and decreases recorded in the account.  账户余额是记录在账户中总增加与总减少的差额。

2.2  Recording Transactions and Posting  
记录交易并过账

A conversation between A—an accountant and S—a freshman majoring in accounting. 

S: What does posting mean?

A: Posting is the process of transferring the debit and credit information recorded in each journal entry to the proper accounts in the ledger.
S: It’s a piece of cake, since we have decided which account to be debited for what amount and which account to be credited for what amount.
A: But we are more likely to make mistakes with easy things. The ledger consists of many accounts, which are created on the basis of the items of financial statements. So careful accountants follow certain rules in posting. 

S: How to test the accuracy of the posting?

A: We can prepare a trial balance to see whether the debit and credit balances of all the accounts are equal in the ledger. But you shouldn’t believe in the trial balance completely, because it can’t reveal all problems.
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 Journalizing Transactions

The first step of accounting procedures is analyzing transactions, and the next step is recording the transactions by a journal entry. The journal, or the book of original entry, is a chronological record, showing for each transaction the debit and credit changes in specific ledger accounts.[1] While companies can use various journals, every company uses a general journal. 
In China, journal entries are first made in vouchers. There are three types of vouchers — receipt voucher, payment voucher and transfer voucher—their formats shown in Figure 2-2. If we receive cash or cash in bank, receipt vouchers are used. We have the fixed debit account, so only credit account title and amount will be entered. If we pay cash or cash in bank, payment vouchers are used. We have the fixed credit account, so only debit account title and amount will be entered. Cash journal and cash in bank journal are recorded by the receipt vouchers and payment vouchers. Transactions excluded receipts and payments will be entered in the transfer voucher. 

Receipt Voucher

Debit Account:                       Date                            No.

	Explanation
	Credit Account
	PR
	Amount

	
	General Ledger Account
	Subsidiary Ledger Account
	
	

	
	
	
	
	

	
	
	
	
	

	Total
	
	
	
	


Payment Voucher

Credit Account:                        Date                            No.

	Explanation
	Debit Account
	PR
	Amount

	
	General Ledger Account
	Subsidiary Ledger Account
	
	

	
	
	
	
	

	
	
	
	
	

	Total
	
	
	
	


Transfer Voucher

                                     Date                            No.

	Explanation
	General Ledger Account
	Subsidiary Ledger Account
	PR
	Debit

Amount
	Credit

Amount

	
	
	
	
	
	

	
	
	
	
	
	

	Total
	
	
	
	
	


Figure 2-2  Chinese Format of Vouchers

The process of recording transactions in the voucher usually follows these five steps:
(1) Identify the transactions from source documents;   

(2) Specify each account affected by the transaction;
(3) Determine whether each account is increased or decreased by the transaction;

(4) Use the rules of debit and credit, determine whether to debit or credit the account to record its increase or decrease; [2]
(5) Enter the transaction based on the double-entry accounting including a brief explanation for the journal entry.
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 Posting

Posting is the process of transferring the debit and credit information recorded in each journal entry to the proper accounts in the ledger. [3] The updated ledger accounts will serve as a basis from which the balance sheet and other financial statements are prepared. To help in posting, each account is assigned a number. The list of all the accounts and their numbers is called a chart of accounts. 

In International Accounting Standards (IAS) and Generally Accepted Accounting Principles (GAAP), there is no specific regulation as to how a chart of accounts is established. Nevertheless, in the Application Guidelines of Chinese Accounting Standards for Business Enterprises 2006, there is a uniform chart of 156 accounts. Table 2-1 is partial chart of accounts of Chinese Accounting Standards and their reference translations.

Table 2-1  Chart of Accounts of Chinese Accounting Standards (Partial)

	Account Number
	会计科目名称
	Account Title

	Ⅰ. Assets

	1001
	库存现金
	Cash on Hand

	1002
	银行存款
	Cash in Bank

	1101
	交易性金融资产
	Marketable Financial Assets

	1121
	应收票据
	Notes Receivable

	1122
	应收账款
	Accounts Receivable

	1123
	预付账款
	Advance to Suppliers

	1131
	应收股利
	Dividends Receivable

	1231
	其他应收款
	Other Receivables

	1241
	坏账准备
	Allowance for Doubtful Accounts

	1406
	库存商品
	Commodity Stocks

	1461
	存货跌价准备
	Provision for Decline in Value of Inventory

	1501
	待摊费用
	Prepaid Expenses

	1521
	持有至到期投资
	Held-to-Maturity Investment


Table 2-1(Continued)

	Account Number
	会计科目名称
	Account Title

	1523
	可供出售金融资产
	Available-for-Sale Financial Assets

	1524
	长期股权投资
	Long-Term Equity Investments

	1526
	投资性房地产
	Investment Real Estate

	1531
	长期应收款
	Long-Term Receivables

	1601
	固定资产
	Fixed Assets

	1602
	累计折旧
	Accumulative Depreciation

	1603
	固定资产减值准备
	Provision for Fixed Assets Impairment

	1604
	在建工程
	Construction in Progress

	1606
	固定资产清理
	Fixed Assets Pending Disposal

	1701
	无形资产
	Intangible Assets

	1702
	累计摊销
	Accumulated Amortization

	1703
	无形资产减值准备
	Provision for Intangible Assets Impairment

	1811
	递延所得税资产
	Deferred Income Tax Assets

	1901
	待处理财产损溢
	Unsettled Assets Profit and Loss

	Ⅱ. Liabilities

	2001
	短期借款
	Short-Term Loans

	2101
	交易性金融负债
	Marketable Financial Liabilities

	2201
	应付票据
	Notes Payable

	2202
	应付账款
	Accounts Payable

	2205
	预收客户款
	Advance from Customers

	2211
	应付职工薪酬
	Payroll Payable

	2221
	应交税费
	Taxes Payable

	2231
	应付股利
	Dividends Payable

	2232
	应付利息
	Interest Payable

	2241
	其他应付款
	Other Payables

	2601
	长期借款
	Long-Term Loans

	2602
	长期债券
	Long-Term Bonds

	2801
	长期应付款
	Long-Term Payable

	2802
	未确认融资费用
	Unrecognized Financing Charges

	Ⅲ. Common Classes

	3101
	衍生工具
	Derivative Instruments

	3201
	套期工具
	Arbitrage Instruments

	3202
	被套期项目
	Arbitraged Items


Table 2-1(Continued)

	Account Number
	会计科目名称
	Account Title

	Ⅳ. Owner’s Equity

	4001
	实收资本
	Paid-in Capital

	4002
	资本公积
	Capital Surplus

	4101
	盈余公积
	Earnings Surplus

	4103
	本年利润
	Current Profit

	4104
	利润分配
	Profit Distribution

	4201
	库存股
	Treasury Stock

	Ⅴ. Costs

	5001
	生产成本
	Production Costs

	5101
	制造费用
	Manufacturing Expenses

	Ⅵ. Profit and Loss

	6001
	主营业务收入
	Prime Operating Revenues

	6051
	其他业务收入
	Other Operating Revenues

	6101
	公允价值变动损益
	Profit and Loss from Fair Value Changes

	6111
	投资收益
	Income from Investments

	6301
	营业外收入
	Non-Operating Revenues

	6401
	主营业务成本
	Prime Operating Costs

	6402
	其他业务成本
	Other Operational Costs

	6405
	营业税金及附加
	Sales Tax and Extra Charges

	6601
	销售费用
	Selling Expenses

	6602
	管理费用
	Administrative Expenses

	6603
	财务费用
	Financial Expenses

	6711
	营业外支出
	Non-Operating Expenses

	6801
	所得税
	Income Tax

	6901
	以前年度损益调整
	Profit and Loss Adjustment of Prior Years


At appropriate intervals, the debit and credit entries recorded in the vouchers are transferred to the accounts in the ledger. When a transaction is first recorded, the posting reference (PR) column is left blank (in a manual system). Later, when posting entries, the identification numbers of the individual ledger accounts are entered in the PR column. Notice that there is also a PR column in the ledger that is used to indicate which the posted entries came from.

There is a common format for the general ledger in Figure 2-3.

The posting of journal entry to ledger can be performed in the following steps:

(1) Record the date and the amount of the entry in the account;

(2) Insert the number of the voucher in the PR column of the account;

(3) Insert the ledger account number in the PR column of the voucher.    
   Account Title                                          Account No.

	Date
	PR
	Explanation
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


Figure 2-3  The Common Format of a General Ledger
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 Trial Balance

In a manual accounting system, a trial balance may be prepared at any time to test the equality of debits and credits in the ledger. A trial balance is a list of all accounts with their balances. It provides a check on accuracy by showing whether the total debits equal the total credits. 

The trial balance is prepared using the following procedures:

(1) Determine the balance of each account in the ledger;

(2) List each account and place its balance beside it;

(3) Compute the total of debit balances and credit balances;

(4) Verify total debit balances equal total credit balances.

Some errors may not be revealed by the trial balance. For example, one of the columns of the trial balance was incorrectly added, or an erroneous amount was posted to the account. [4] If the trial balance is in balance, there are some indications of recording accuracy. However, errors can still be made. 

Do not confuse the trial balance with the balance sheet. Accountants prepare a trial balance for their internal records. The company reports its financial position—both inside and outside the business—on the balance sheet, a formal financial statement.
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 Vocabulary

	journal
	n. 日记账

	receipt voucher
	收款凭证

	payment voucher
	付款凭证

	transfer voucher
	转账凭证

	enter
	vt. & vi. 登记；进入

	subsidiary ledger
	明细分类账

	PR (posting reference)
	过账索引

	post
	vt. 过账

	prepare
	vt. 编制；准备

	International Accounting Standards (IAS)
	国际会计准则

	Generally Accepted Accounting Principles (GAAP)
	(美国)公认会计准则

	trial balance
	试算表
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 Notes

[1] The journal, or the book of original entry, is a chronological record, showing for each transaction the debit and credit changes in specific ledger accounts.  日记账(原始分录账簿)是在特定分类账户内按借贷交易时间先后顺序逐日逐笔进行登记的账簿，又称序时账。

[2] Use the rules of debit and credit, determine whether to debit or credit the account to record its increase or decrease.  根据借贷规则，确定该账户借贷往来记录的增加或减少。
[3] Posting is the process of transferring the debit and credit information recorded in each journal entry to the proper accounts in the ledger.  过账是把每一个记录在日记账分录中的借贷信息过入适当的分类账户的过程。

[4] For example, one of the columns of the trial balance was incorrectly added, or an erroneous amount was posted to the account.  例如，试算表的一列加总错误，或过账金额错误。
2.3  Adjusting Accounts  
账项调整

A conversation between A—an accountant and S—a freshman majoring in accounting. 

A: Adjusting entries are usually made at the end of the accounting period.
S: Why should adjusting entries be made?
A: Some revenues and expenses affect more than one accounting period, and according to the accrual basis of accounting we should adjust them.

S: Do you mean to say that only revenues and expenses are adjusted?

A: Yes. But adjusting revenue and expense usually leads to the change of owners’ equity. Therefore, every adjusting entry affects both an income statement account and a balance sheet account.

S: Would you please detail how the adjustment is made?

A: For instance, a business prepays $6,000 for one-year magazine subscriptions, so every month $500 should be apportioned. One should debit an expense account and credit an asset account for $500.

S: An expense increases, and an asset decreases. Is that right?

A: Right. The depreciation of a fixed asset is a typical example of the end-of-period adjustment.
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 Accrual Basis of Accounting 

The easiest way to keep a record of business transactions is to record them when there is an exchange of cash. This is the cash system, or the cash basis of accounting. For example, when a business performs services to customers, the revenue earned would be recorded when cash is actually received. Therefore, only cash sales would be recorded as the revenue earned for a period, whereas sales on account or charge sales would not be recognized until the customers paid the account. [1]
A more meaningful method used by most businesses is called the accrual system, or the accrual basis of accounting, which recognizesa revenues earned regardless of whether the cash is received. A sale on account is recorded as a revenue earned though the cash has not been received. Expenses for the period are recognized when they are incurred even if they have not been paid.

The accounting principles require that a business must use the accrual basis. This is because accrual basis of accounting provides more complete information than cash basis, which is very important for decision-makers.

In accrual accounting, the revenue recognition principle states that revenues are recorded when earned, and the matching principle states that expenses should be recorded during the period in which they are incurred, regardless of when the transfer of cash occurs. Since many of the business transactions affect the net income of more than one period, all revenues earned during the period and all expenses incurred must be fully presented if a realistic net income figure is to be portrayed. [2] Therefore, it is often necessary to adjust some account balances at the end of each accounting period to achieve a proper matching of costs and expenses with revenues. 
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 Which Accounts Need to Be Adjusted

The trial balance lists the accounts and their balances after the periods transactions have been recorded. These trial balance amounts are incomplete because they do not reflect certain revenue and expense transactions that affect more than one accounting period. Adjustments are necessary to record internal economic events such as the expiration of costs. These transactions are typically not evidenced by any source documents. Note that adjustments are not corrections of errors.

Before financial statements are prepared at the end of an accounting period, it is necessary to adjust the account balances that are not up-to-date. The purpose of making adjustments is to ensure that the information on accounting statements is comparable from period to period.

Accounting adjustments fall into three basic categories: deferrals, depreciation, and accruals.
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 Deferrals

A deferral is an adjustment for an item that the business paid or received cash in advance. It can be further divided into deferred (prepaid) expenses and deferred (unearned) revenues. 

Prepaid expense is an expense paid in advance, such as the prepaid rent. Therefore, prepaid expenses are assets because they provide a future benefit for the owner. When these assets are used, their costs become expenses. Adjusting entries involve increasing an expenses and decreasing assets, as follows:

      Expense

          Asset

Unearned revenue refers to cash received in advance of providing products and services.  Therefore, unearned revenues are liabilities because the business owes the customer products or services. As products or services are provided, the unearned revenues become earned revenue. Adjusting entries for unearned revenues involve increasing revenue and decrease liabilities, as follows:

      Liability

          Revenue
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 Depreciation

Fixed assets are long-lived tangible assets, such as buildings, furniture, and equipment. Sometimes you may see them referred to as property, plant and equipment (PPE) or plant assets. All fixed assets decline in usefulness and this decline is an expense. Accountants allocate the cost to expense for fixed assets. The general format of the entry to record depreciation expense of a fixed asset is shown as follows:

      Expense

          Accumulated Depreciation

The accumulated depreciation account is a contra asset account on the balance sheet. A contra account has two distinguishing characteristics:

(1) It always has an associated account;

(2) Its normal balance is opposite that of the associated account.
The contra fixed asset account, accumulated depreciation, is used to reflect the total decline in usefulness of the asset. The balance in a contra account is subtracted from the balance of its associated account when preparing financial statements. [3] The net amount of a fixed asset (cost minus accumulated depreciation) is called that asset’s book value, or carrying amount. The purpose of accumulated depreciation in a contra asset account is to keep track of the original cost of an asset separately from the amount of depreciation that has been charged to expense.
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 Accrual

An accrual is the opposite of a deferral. Businesses incur expenses before they pay cash. The term accrued expense refers to a liability that arises from an expense that has yet been paid. Some businesses collect cash from customers before earning the revenue. A revenue that has been earned but not yet collected is called an accrued revenue.

Accrued expenses refer to costs that are incurred in a period but are both unpaid and unrecorded. [4] Accrued expenses must be reported on the income statement of the period when incurred. Consider an employee’s salary and interest expense to a note payable. Adjusting entries for accrued expenses involve increasing expenses and increasing liabilities, as follows:

      Expense

          Liability

Accrued revenues refer to revenues earned in a period that are both unrecorded and not yet received in cash. Accrued revenues are not recorded until adjusting entries are made at the end of the accounting period. An example is a technician who bills customers only when the job is done. Adjusting entries for accrued revenues involve increasing assets and increasing revenues, as follows:

      Asset

          Revenue
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 Vocabulary

	cash basis of accounting
	收付实现制会计

	accrual basis of accounting
	权责发生制会计

	revenue recognition principle
	收入确认原则

	matching principle
	配比原则

	adjust
	vt. & vi. 调整；(改变……以)适应

	up-to-date
	adj. 现代的，最新的；最近的

	depreciation
	n. (资产等)折旧

	accrual
	n. 应计项目

	in advance
	预先，事先；提前

	prepaid expense
	预付费用；待摊费用

	unearned revenue
	预收收入

	fixed asset
	固定资产

	property, plant and equipment (PPE)
	固定资产；财产、厂房和设备

	plant asset
	固定资产，厂房资产

	allocate
	vt. 分配，分派；把……拨给

	accumulated depreciation
	累积折旧

	contra asset 
	备抵账户

	book value
	账面价值

	carrying amount
	账面金额

	accrued expense
	应计费用，预提费用

	accrued revenue
	应计收入
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 Notes

[1] Therefore, only cash sales would be recorded as the revenue earned for a period, whereas sales on account or charge sales would not be recognized until the customers paid the account.  因此，只有现销才可记作某一期间赚取的收入，而赊销则要等到顾客付清账款时方予确认。

[2] Since many of the business transactions affect the net income of more than one period, all revenues earned during the period and all expenses incurred must be fully presented if a realistic net income figure is to be portrayed.  由于许多企业交易会对一个以上期间的净收益产生影响，如果要展示真实的净收益数字，就必须全面地表述某一期间赚取的所有收入和发生的所有费用。

[3] The balance in a contra account is subtracted from the balance of its associated account when preparing financial statements.  当编制财务报表时，从相关账户余额中减去备抵账户余额。
[4] Accrued expenses refer to costs that are incurred in a period but are both unpaid and unrecorded.  应计费用是指在某一会计期间内已经发生，但仍未支付和记录的成本。

2.4  Preparation of Financial Statements 
编制财务报表

A conversation between A—an accountant and S—a freshman majoring in accounting. 

S: I find the preparation of financial statements is not an easy job. Do accountants prepare the statements every month?
A: Not necessarily. Some businesses require that the accountants prepare a complete set of financial statements every month, but some businesses require a set every quarter, and the usual accounting period is one year.

S: Do you have any method that can facilitate the preparation?

A: You can use a worksheet, which is a working paper used to organize accounting information for preparing the financial statements and adjusting entries.

S: A worksheet? Please tell me more about it.

A: It’s an informal document for the accountant’s use only, and enables the accountants to see the entire accounting process from the beginning to the end. On the worksheet, account titles are listed in the first column, followed by five sets of money columns provided for (1) unadjusted trial balance, (2) adjusting entries, (3) adjusted trial balance, (4) income statement, and (5) balance sheet.
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 Adjusted Trial Balance and Worksheet

With the adjusting entries having been journalized and posted, adjusted trial balance is usually taken to verify the equality of debits and credits in the accounts. It lists all the accounts and their final balances in a single place. 

Once the appropriate adjusting entries have been made and posted to the ledger accounts, an income statement and a balance sheet can be prepared directly from the account balances. In a manual system, however, many accountants find that drawing up a worksheet first facilitates the preparation of the financial statements.

A worksheet is a form designed to bring together in one place the information needed to prepare formal financial statements and to record the adjusting and closing entries. [1] It replaces neither the financial statements nor the necessity to journalize and post the adjusting and closing entries; it is simply a tool used to gather and organize the information needed to complete these steps of the accounting cycle. The worksheet as is presented in Table 2-2 is prepared after all transactions for 2013 have been recorded in vouchers and posted to the ledger accounts of a grocery store owned by John.
Table 2-2  The Worksheet of John’s Grocery Store
John’s Grocery Store
Worksheet 

For the Month of December 2013

	Title
	Trial Balance
	Adjustments
	Adjusted Trial Balance
	Balance Sheet
	Income Statement

	
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	Cash
	3,267
	
	
	
	3,267
	
	3,267
	
	
	

	Accounts receivable
	200
	
	
	
	200
	
	200
	
	
	

	Goods available for sale
	14,257
	
	
	
	14,257
	
	14,257
	
	
	

	Fixed assets
	8,000
	
	
	
	8,000
	
	8,000
	
	
	

	Accumulated depreciation
	
	
	
	300
	
	300
	
	300
	
	

	Accounts payable
	
	4,300
	
	
	
	4,300
	
	4,300
	
	

	Payroll payable
	
	
	
	1,500
	
	1,500
	
	1,500
	
	

	Capital
	
	15,300
	
	
	
	15,300
	
	15,300
	
	

	Withdrawals
	3,200
	
	
	
	3,200
	
	3,200
	
	
	

	Sales revenue
	
	28,724
	
	
	
	28,724
	
	
	
	28,724

	Cost of goods sold
	17,000
	
	
	
	17,000
	
	
	
	17,000
	

	Utilities expense
	400
	
	
	
	400
	
	
	
	400
	

	Salary expense 
	
	
	1,500
	
	1,500
	
	
	
	1,500
	

	Depreciation expense
	
	
	300
	
	300
	
	
	
	300
	

	Rent expense
	2,000
	
	
	
	2,000
	
	
	
	2,000
	

	Total 
	48,324
	48,324
	
	
	50,124
	50,124
	28,924
	21,400
	21,200
	28,724

	Net income
	
	
	
	
	
	
	
	7,524
	7,524
	

	
	
	
	
	
	
	
	
	28,924
	28,724
	


The worksheet does not eliminate the need to journalize and post the adjusting journal entries. 
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 Preparation of Financial Statements

If the worksheet is not used, we should prepare the income statement first, followed by the balance sheet. The heading of the statement includes: the name of the entity, the title of the statement, and the date or period covered by the statement.

The income statement for the month then ended and the balance sheet of John’s Grocery Store on December 31, 2013 are shown respectively in Table 2-3 and Table 2-4.

Table 2-3  The Income Statement of John’s Grocery Store
	John’s Grocery Store

	Income Statement

	For the month ended December 31, 2013

	Sales revenue
	
	$28,724

	Cost of goods sold
	$17,000
	

	Utilities expense
	400
	

	Salary expense
	1,500
	

	Depreciation expense
	300
	

	Rent expense
	2,000
	

	Total expenses
	
	21,200

	Net income
	
	$7,524


Table 2-4  The Balance Sheet of John’s Grocery Store
	John’s Grocery Store

	Balance Sheet

	December 31, 2013

	Assets
	
	Liabilities
	

	Cash
	$3,267
	Accounts payable
	$4,300

	Accounts receivable
	200
	Payroll payable
	1,500

	Goods available for sale
	14,257
	Total liabilities
	5,800

	Fixed assets
	8,000
	
	

	Less: accumulated depreciation
	(300)
	Capital
	19,624

	Total assets
	$25,424
	Total liabilities and capital
	$25,424


The basic financial statements of an enterprise include balance sheet, income statement, statement of cash flows and statement of changes in owners’ equity. We will discuss all of them in detail in the next chapter.
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 Vocabulary

	worksheet
	n. 工作底稿；工作表

	income statement
	损益表；利润表

	balance sheet
	资产负债表

	statement of cash flows
	现金流量表

	statement of changes in owners’ equity
	所有者权益变动表
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 Notes

A worksheet is a form designed to bring together in one place the information needed to prepare formal financial statements and to record the adjusting and closing entries.  工作表是把用来编制正式财务报表所需的资料集中于一处，并登记调整及结账分录的一种表格。

2.5  Closing Procedures  
结账

A conversation between A—an accountant and S—a freshman majoring in accounting. 

S: Why are income statement accounts called temporary accounts? 

A: Because revenue and expense accounts are closed at the end of the accounting period. The accounts for each accounting period begin with a zero balance.

S: Oh, I see. But what is the purpose?

A: The purpose of closing the accounts is to know whether the company has gained a profit or incurred a loss for the current year. 

S: How should the revenue account be closed?

A: The revenue account usually has a credit balance, and you can close it by transferring the balance into the income summary account.

S: How should the relative entry be made?

A: Debit the revenue account and credit the income summary account for an amount equal to the credit balance of the revenue account. Now, maybe you can tell me how to close the expense account.
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 Temporary Accounts and Permanent Accounts

Revenues and expenses are accumulated and reported by a period, either monthly, quarterly, or yearly. To prevent them not being added to or comingled with revenues and expenses of another period, they need to be closed out—that is, given zero balances—at the end of each period. Their net balances, which represent the income or loss for the period, are transferred into owners’ equity. Because these account’s balances relate to a particular accounting period and are therefore closed at the end of the period, the revenue and expense accounts are called temporary (nominal) accounts. [1]
Once revenue and expense accounts are closed, the only accounts that have balances are the asset, liability, and owners’ equity accounts. The permanent (real) accounts are continuous accounts, and their balances are carried forward to the next period. Consider cash, supplies, buildings, accounts payable, notes payable, and capital. These accounts do not represent which relate increases and decreases for a single period as do revenues and expenses, which related only to one accounting period. Instead the permanent accounts represent assets, liabilities, and capital that are on hand at a specific time.

Accounts are either temporary (nominal) or permanent (real). The income statement accounts are temporary accounts, and while the balance sheet accounts are permanent accounts.
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 Closing Entries

When interim (monthly or quarterly) financial statements are being prepared, the adjustments are only made on the worksheet directly and will not be recorded in the journals and posted to the ledger accounts. Then, the adjusted balances are extended into the income statement and balance sheet columns, providing the necessary data for formal financial statements. At the close of the fiscal year, however, the necessary adjusting entries must be recorded in the general journal and posted to the ledger accounts in order to accomplish the proper closing procedures.

Once the income statement has been prepared for the current year, their balances are closed or cleared (reduced to a zero balance) by transferring their balances to another account. This step in the accounting cycle is referred to as closing entries, where a new temporary account called the income summary [2] account is established to summarize the balances in the revenue and expense accounts.

Closing entries are generally made in the following sequence:

(1) Closing the Revenue Accounts

To achieve this, a revenue account must be debited for an amount equal to its credit balances. The offsetting credit is made to the income summary account. The journal entry to close the revenue account is:

        Sales revenue                   28,724

        Income summary                 28,724

(2) Closing the Expense Accounts

Since expense accounts normally have debit balances, each expense account is therefore credited for an amount equal to its balance, and the income summary account is debited for the sum of the individual balances. [3] The compound journal entry is:

        Income Summary                 21,200

             Cost of goods sold               17,000

Utilities expense                   400

Salary expense                   1,500

Depreciation expense               300

Rent expense                    2,000

(3) Closing the Income Summary Account

After the first two closing entries are posted, the balances formerly reported in the individual revenue and expense accounts are summarized in the income summary account. A net income is earned and the income summary account will contain a credit balance if revenues exceed expenses, whereas a net loss is indicated and the account will have a debit balance if expenses exceed revenues. [4] In our John Grocery Store illustration, a net income earned, the credit balance of $7,524 in the income summary account, is closed as follows:

        Income summary                 7,524

             Capital                        7,524

(4) Closing the Withdrawal Account

The debit balance in the withdrawal account of a sole proprietorship or a partnership reflects the decrease in the owner’s interest during the period from the withdrawal of cash and/or other assets for personal use. The balance in the account is transferred directly to the owner’s capital account by the following entry:

Capital                         3,200

Withdrawals                   3,200

After the closing entries have been posted, all the revenue, expense, and withdrawal accounts have zero balances and are ready for recording transactions of next period. The balances in the balance sheet accounts, the only accounts which have a balance, are carried forward to the next period and the equality of their debits and credits can be verified by preparing a post-closing trial balance. [5]
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 Vocabulary

	temporary (nominal)  accounts
	临时(虚)账户

	permanent (real)  accounts
	永久(实)账户

	fiscal year
	财务年度，财政年度

	current year
	本年，当年

	closing entry
	结账分录

	compound journal entry
	复合分录；贷借方多项分录；复合日记账分录

	withdrawal
	n. 提款，撤资

	partnership
	n. 合伙企业；合作关系
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 Notes

[1] Because these account’s balances relate to a particular accounting period and are therefore closed at the end of the period, the revenue and expense accounts are called temporary (nominal) accounts.  由于收入和费用账户只在特定会计期间内有效且在期末结清，所以这些账户被称为临时(虚)账户。

[2] income summary  收益汇总，在中国，收入和费用被汇总至“本年利润”账户，参考翻译为“current year profit”或“current profit”。

[3] Since expense accounts normally have debit balances, each expense account is therefore credited for an amount equal to its balance, and the income summary account is debited for the sum of the individual balances.  由于费用账户通常有借方余额，因此要贷记各费用账户余额相等金额，同时把各个余额的合计数借记“收益汇总”账户。

[4] A net income is earned and the income summary account will contain a credit balance if revenues exceed expenses, whereas a net loss is indicated and the account will have a debit balance if expenses exceed revenues.  如果收入超出费用，便赚得净收益，“收益汇总”账户会有贷方余额；如果费用超过收入，则显示为净亏损，“收益汇总”账户会有借方余额。

[5] The balances in the balance sheet accounts, the only accounts which have a balance, are carried forward to the next period and the equality of their debits and credits can be verified by preparing a post-closing trial balance.  资产负债账户的余额(仅仅这类账户会有余额)将转入下一期间，同时，可以通过编制一张结账后的试算平衡表来验证其借项和贷项是否相等。

Exercises
I. Discuss the following questions in English.

1.
What kinds of transactions can be recorded in the accounting system?

2.
If assets are valuable resources and asset accounts have debit balances, why do expense accounts also have debit balances?

3.
What is an account? What is a ledger?

4.
Why is a trial balance prepared?

5.
What are the differences between accrual basis of accounting and cash basis?

6.
What is the purpose of making adjustments?

7.
What is a contra account? Explain its purpose.

8.
Why is a prepaid expense an asset? Give some examples.

9.
Why are revenue and expense accounts called temporary?

10.
What accounts are listed on the post-closing trial balance?

11.
Why do companies prepare interim financial statements?

12.
What are the major steps in preparing closing entries?

II. Choose the best word or phrase that fits the sentence.

1.
To         accumulating financial statement data, transactions are recorded in accounts.

A. promote                     
B. facilitate     

C. assist                        
D. help

2.
Accounts on the left side of the accounting equation are increased by         entries. 
A. negative                    
B. positive      

C. credit                       
D. debit 

3.
There are three types of vouchers —         voucher, payment voucher and transfer voucher.

A. collection                    
B. receiving     

C. receipt                     
D. acquisition
4.
A trial balance may be prepared at any time to test the equality of debits and credits in the        .

A. ledger                      
B. journal       

C. accounts                    
D. vouchers

5.
In accrual accounting,          states that revenues are recorded when earned.

A. the matching principle         
B. the revenue recognition principle

C. historical cost principle         
D. time period assumption

6.
        refers to cash received in advance of providing products and services.

A. Unearned revenue              
B. Prepaid expense        

C. Accrued revenue               
D. Accrued expense

7.
Accountants         the cost to expense for fixed assets.

A. distribute                     
B. allocate         

C. appropriate                  
D. apportion
8.
The term         refers to a liability that arises from an expense that has yet been paid.

A. deferred revenue              
B. deferred expense        

C. accrued revenue               
D. accrued expense

9.
Preparing a(n)         is an optional procedure in the accounting cycle.       

A. balance sheet     



B. income statement     
C. worksheet    




D. cash flow statement

10.
The net balances of temporary accounts are finally transferred into        .
A. assets                      
B. owners’ equity       

C. liabilities                    
D. profits

11.
A         journal entry is an entry that includes debits or credits to more than one account, and it is an easy and time-saving method of closing the accounts.

A. mixture                      
B. compound         

C. combination                  
D. multiple
III. Match each word on the left with its corresponding meaning on the right.

	A
	B

	1. firm
	(a) involving using the hands or physical strength

	2. associate
	(b) writing that provides information

	3. accrue
	(c) a book which commercial accounts are recorded

	4. illustrate
	(d) decide upon or fix definitely

	5. match
	(e) a company business or company, especially a small one

	6. ledger
	(f) to increase over a period of time

	7. interval

	(g) to make the meaning of sth. clearer by using examples, pictures, etc.

	8. specify
	(h) make correspond or harmonize

	9. document
	(i) make a connection

	10. manual
	(j) a period of time between two events


IV. Fill in the blanks with words or phrases from the list below.

	A.
	partner
	B.
	consists of
	C.
	high-quality
	D.
	centralized

	E.
	spot
	F.
	tightly
	G.
	worldwide
	H.
	chain

	I.
	supervisors
	J.
	INTERNET
	K.
	appropriately
	L.
	accounting

	M.
	staff
	N.
	globalization
	O.
	accounts receivable
	P.
	forces


An (1)   accounting system, where transactions are entered on the (2)   and business data created by transactions are distributed to appropriate (3)   of the company, becomes more important for companies operating (4)   . The Internet accounting system (5)   a three-level structure: Web, application and database servers. The accounting system provides complete accounting functions including general ledger, accounts payable, (6)   , purchase order, sales order, inventory management, fixed assets, temporary payment, multi-users, multi-currencies, multi-companies and multi-languages allowing customer relation management, (7)   relation management, supply (8)   management and performance analysis. A prototype system has been completed and a full-scale system is now under development. Globalization (9)   every level of companies to operate worldwide. The traditional (10)   accounting system, where officers of the accounting department mainly operate the system at the head office, does not (11)   function in the globalization environment. An Internet accounting system is strongly required in worldwide operating companies, while providing (12)   enterprise resource planning (ERP) and customer relation management (CRM). Transactions occurring at each branch office (13)   related to customers are entered on-site into the system through a website. Transactions sent to the main office are used to provide ERP and CRM information for top executives and (14)   .
V. Translate the following sentences into Chinese. 

1.
Transactions are analyzed on the basis of the business documents known as source documents and are recorded in the vouchers.

2.
An account is debited when an amount is entered on the left-hand side, and credited when an amount is entered on the right-hand side.

3.
A chart of accounts is a list of all accounts used in a company.

4.
When more than two accounts are affected, it is called a compound journal entry.

5.
Depreciation is a method of cost allocation, not asset valuation.

6.
An accrued liability may exist for interest, wages, taxes, or other expenses that have been incurred in the accounting period but have not been paid by the period end.

7.
Temporary or nominal accounts are maintained to facilitate the preparation of income statement.

VI. Translate the following sentences into English.

1.
原始凭证是在经济业务发生时取得或填制的，记录经济业务的执行和完成情况，明确经济责任的凭证。

2.
根据复式记账法的要求，每一笔交易至少会对两个账户产生影响，因此需要在两个账户中分别记录。

3.
会计分录是分析和描述各种经济业务对企业影响的工具。

4.
总分类账户是指对会计要素的具体内容进行总括反映的账户。
5.
由于每笔经济业务都用相等的借贷金额记录，因此分类账中借方合计数等于贷方合计数。

6.
对于跨期进行的交易和事项，账项调整是必不可少的一个步骤。
7.
资产负债表是根据资产、负债与权益资本的余额来编制的。

8.
完成结账过程以后，收入和费用账户余额为零。

Reading Material 2

Computerized Accounting Systems

In today’s rapid development of information technology, the network and computer have applied to all areas of society, work and life. The reform of corporate accounting system is a necessary and inevitable step in the development of economy. Computerized accounting systems have become more widely used as the cost of computer hardware and software has declined. In a computerized system all the multiple steps of a manual system are collapsed into one entry. For example, when you create a check there is an automatic and simultaneous posting to a register and to the general ledger accounts. Financial statements can be created at any time and as often as needed.  
There are three main advantages about the computerized accounting system. First, computerized accounting systems simplify the record-keeping process. The transactions are simultaneously recorded in journals and posted electronically to general and subsidiary ledger accounts in a computerized accounting system. The posting process is done, since the original transitions include the required information for posting to the ledger. Second, computerized accounting systems will not make common mistakes, such as math errors, posting errors, and journal recording errors. Third, computerized systems provide the management current account balance information, since account balances are posted as the transitions occur. Thus, a computerized accounting system provides management more current information to support design making.

Despite their many advantages, computer-based systems are not without their problems. Firstly, if the initial input to the computer is made by a person, an error made by that person may not be detected. For example, if a check is supposed to be for $897 and the bookkeeper keys in $879, the computer may not detect the error. Secondly, although a small company can purchase “of-the-shelf” software and have its system set up and run in a few days, system development and installation in a larger, more complex organization may take many months and cost miuions of dollars. Such systems usually require an outside consultant for their design and implementation. Moreover, technological advances make existing systems obsolete within a few years, and much time and money must be spent to update them. Thirdly, unlike a manual system, a computer-based system does not leave a paper trail that can be readily audited. In a few spectacular instances the lack of internal controls has resulted in business frauds and resultant failure. Finally, a computer-based system will not be fully effective until its developers learn to design reports that the system’s users need and can understand. If it is not done properly the system will spew out reports that no one uses, and the potential users will not appreciate the information that they could receive if only they know how to ask for it.
Answers:

	II.
	1
	B
	2
	D
	3
	C
	4
	A
	5
	B
	6
	A
	7
	B
	8
	D

	
	9
	C
	10
	B
	11
	B
	
	
	
	
	
	
	
	
	
	

	III.
	1
	e
	2
	i
	3
	f
	4
	g
	5
	h
	6
	c
	7
	j
	8
	d

	
	9
	b
	10
	a
	
	
	
	
	
	
	
	
	
	
	
	

	IV. 
	1
	J
	2
	E
	3
	M
	4
	G
	5
	B
	6
	O
	7
	A
	8
	H

	
	9
	P
	10
	D
	11
	K
	12
	C
	13
	F
	14
	I
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知识扩展

我国常用的账务处理程序

我国常用的账务处理程序主要有：记账凭证账务处理程序、汇总记账凭证账务处理程序、科目汇总表账务处理程序等。

1. 记账凭证账务处理程序
记账凭证账务处理程序是指对发生的经济业务事项，都要根据原始凭证或汇总原始凭证编制记账凭证，然后直接根据记账凭证逐笔登记总分类账的一种账务处理程序。它是基本的账务处理程序，其一般程序是：

①根据原始凭证编制汇总原始凭证；②根据原始凭证或汇总原始凭证，编制记账凭证；③根据收款凭证、付款凭证逐笔登记现金日记账和银行存款日记账；④根据原始凭证、汇总原始凭证和记账凭证，登记各种明细分类账；⑤根据记账凭证逐笔登记总分类账；⑥期末，现金日记账、银行存款日记账和明细分类账的余额同有关总分类账的余额核对相符；⑦期末，根据总分类账和明细分类账的记录，编制会计报表。

记账凭证账务处理程序简单明了，易于理解，总分类账可以较详细地反映经济业务的发生情况。其缺点是：登记总分类账的工作量较大。该财务处理程序适用于规模较小、经济业务量较少的单位。

2. 汇总记账凭证账务处理程序

汇总记账凭证账务处理程序是根据原始凭证或汇总原始凭证编制记账凭证，定期根据记账凭证分类编制汇总收款凭证、汇总付款凭证和汇总转账凭证，再根据汇总记账凭证登记总分类账的一种账务处理程序。其一般程序是：①根据原始凭证编制汇总原始凭证；②根据原始凭证或汇总原始凭证，编制记账凭证；③根据收款凭证、付款凭证逐笔登记现金日记账和银行存款日记账；④根据原始凭证、汇总原始凭证和记账凭证，登记各种明细分类账；⑤根据各种记账凭证编制有关汇总记账凭证；⑥根据各种汇总记账凭证登记总分类账；⑦期末，现金日记账、银行存款日记账和明细分类账的余额同有关总分类账的余额核对相符；⑧期末，根据总分类账和明细分类账的记录，编制会计报表。

汇总记账凭证账务处理程序减轻了登记总分类账的工作量，便于了解账户之间的对应关系。其缺点是：按每一贷方科目编制汇总转账凭证，不利于会计核算的日常分工，当转账凭证较多时，编制汇总转账凭证的工作量较大。该财务处理程序适用于规模较大、经济业务较多的单位。

3. 科目汇总表账务处理程序

科目汇总表账务处理程序又称记账凭证汇总表账务处理程序，它是根据记账凭证定期编制科目汇总表，再根据科目汇总表登记总分类账的一种账务处理程序。其一般程序是：①根据原始凭证编制汇总原始凭证；②根据原始凭证或汇总原始凭证编制记账凭证；③根据收款凭证、付款凭证逐笔登记现金日记账和银行存款日记账；④根据原始凭证、汇总原始凭证和记账凭证登记各种明细分类账；⑤根据各种记账凭证编制科目汇总表；⑥根据科目汇总表登记总分类账；⑦期末，现金日记账、银行存款日记账和明细分类账的余额同有关总分类账的余额核对相符；⑧期末，根据总分类账和明细分类账的记录，编制会计报表。

科目汇总表账务处理程序减轻了登记总分类账的工作量，并可做到试算平衡，简明易懂，方便易学。其缺点是：科目汇总表不能反映账户对应关系，不便于查对账目。它适用于经济业务较多的单位。
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