English for the Students of Accounting
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Understqndable Information: To be understandable, the financial
information must be comparable. Any item on the Balance Sheet that an
accountant labels as an Asset or Liability, users of the financial statements
should also call Assets and Liabilities. Statement users must compare financial
statements of various firms with one another, and they must compare statements
of an individual firm with prior years’ statements of that same firm in order
to make valid decisions. Thus, the accounting practices that a firm uses for
a particular transaction should be the same as what other firms use for the
identical transaction. This practice should also be the same practice the firm used
in previous periods. This concept is called consistency. Together, information
that is comparable and consistent becomes understandable to the users of the

financial information.

Quantifiable Information: Information is easier to understand and use
if it is quantified. Most information that accountants and users of financial
information use is represented by numbers. The information that is presented
in the financial statements is presented in a_numerical form; however, where
it is impossible, the information (if it is relevant, reliable, understandable, and

practicably obtainable) will be presented in a narrative form, usually in a




footnote to the statements. Accountants include narrative information along with

the quantifiable information because of the need for adequate or full disclosure.

Obtainable Information: To be useful, information must be reasonably
easy to obtain. This fits into the concept of cost vs. benefit. The information
must be worth more than what it will cost to obtain. Financial statements must
be prepared at least once a year (in many cases, quarterly or monthly) and
attempting to incorporate unobtainable information could seriously delay these
schedules. An example of obtainable information is the number of shares sold
by the corporation during the year. Another example would be the amount of
sales by the business during the year. An example of information that might not
be considered obtainable would be the details of the pension plan systems used

in each of the subsidiaries of a multinational corporation.
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4. Timely preparation of financial statements needs mcIusron of obtamable
information. ' e

True() False(O

4. The information which is edsy .t.f:"—-"sc'ﬁll.IECfe_d] is called
information. ' T T

B Generally Accepted Accounting Principles

The Entity Concept: Financial statements must present information
about each entity separately. In other words, the transactions of each business
or person are kept separate from those of other organizations or individuals.
Therefore, the transactions of the subsidiaries of a multinational corporation
must all be kept separate from each other. Even though at the end of the year,
the records of all of the subsidiaries might be consolidated into one set of
financial statements, the records and transactions of each subsidiary are kept

separate during the year.

The Going Concern: It is normally assumed that a company will continue

in business into the future. This concept is called the Going Concern Principle.



There are several estimates that we make in order to complete the financial
statement presentations (for example, depreciation of an Asset over its life), and
if we did not assume that the company was going to remain in business in the

indefinite future, we could not use this sort of information.

The alternative to the Going Concern Principle is to assume that
management plans to liguidate the business. When this is known for sure about
a business, a different set of accounting principles and rules are used. In general,
when a company liquidates, the Assets of the company will be listed at what
they can be sold at rapidly. This amount will usually be below their values

stated on the Balance Sheet, since they will be sold at “fire sale” prices.

Historical Cost Principle: According to Historical Cost Principle, most
Assets and Liabilities should be represented on the Balance Sheet at the amount

that was paid to acquire the Asset, or for the Liabilities, at the amount that was

contracted to be paid in the future. No account is taken for either inflation or
changing value of Assets over time. For example, if a company has a building

which was bought $100,000 but due to inflation is today worth $120,000, this

Asset should be written down and shown on the Balance Sheet at $100,000.
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3

2 The going concern principle makes the estimation of depreaa tion poss:ble |

True )  False )

True O False O

2. Depreciation is a(n)...............
principle.

4. Fair market value is the oppomte of .'

Realizable Value Principle: This indicates that Assets should normally

not be shown on the Balance Sheet at a value greater than they can bring to the

company if they are sold. For example, if the original historical cost is $5,000,
and the maximum that the company can sell that Asset for today is $4,000, this
Asset should be shown on the Balance Sheet at the lower amount because of

this principle.
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Materiality: Financial statements’ data must be as simple and concise as

possible. An item is considered material when its inclusion or exclusion in the

financial staternents would change the decision of a statement user. A rule of
thumb in accounting is that any item worth 10 percent of the business’ Net
Income is considered material and should be reported in financial statements;

there is no firm dollar amount to be followed here.

The important factor to remember is whether the amount in question will
change the user’s decision. This concept is called the Materiality Principle.
Items that are not material should not be included on the statements separately.
If these items were included in the financial statements, they would hide the
important items of interest to the reader. Thus, in some cases, many immaterial
items should be grouped together and called “miscellaneous” or the items could

be added to other items, so that the total becomes material.

Conservatism: Another traditional practice that accountants use {0 guide
them in preparing financial statements is called Conservatism. Whenever two or
more accounting practices appear to be equally suitable to record the transaction
under consideration, the accountant should choose the practice which results
in the lower or lowest Asset figure on the Balance Sheet and the higher or
highest Expense on the Income Statement. This principle of accounting is

highly controversial since while being conservative, we may be violating other

generally accepted accounting principles like consistency.
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B Exercises

1. Translate the following technical terms into Persian.




éffquire Io' k;}véxar/
fo get somethmg by buymg

sderrmoniiianes

slternative /ol’ t3 natv/
a different from of something

ruennssans

eve

R S P

amount Ie'mavnt/
a quant.'ty of somethmg

el

assugn fe'sain/
to give someone a job
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consohdate Ikan sa: ia detl
fo combme thmgs

H
.

sanasazass

cost/ ka: st/
the amount of money _that you have to pay

asrarrrsieastesTaryrTribssbnsaan
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entity /' entati/
a compan y or firm

smbatssnsan

reasane

i evaluate /1’ vaaiju etl
to judge how good something is

Fmanc:al Aécount:hg Standards Board |

N i

¥
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by
b
.
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CesrsabRierLabaan

htstoncal cost / hI sto: rIk! ka: st/

the amount paid for somethmg at the tlme of purchase

mflatlon [/ m ﬂexjn/
a continuing increase in prices

life of asset /'laifov ‘e set/
useful period of an asset
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 fong-term /'lo:n'tam/
i peing for a long period of time

e
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miscellaneous /‘mxse'lemlesl
different things not connected with each other

w4bsasisumnrrne veasnnn .

monetary /'ma:na ten/
relatmg to money

EEPTTY

narrative /' neratv/
a description of events

aamzsmvesmnan

srearsrenvsan

+
.

wadvey rerenae
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reliable /ra'lazabl/
someone or something that can be trusted

T e T T L T TP T R R T T TN

ruling /'ruidmy/
en offi c:al dec:s.'on

......-----u.n.....u.-a...-----....u..n.-n-.n-u.-u..."u

SEC / esi:'s1/
the Securities and Exchange Commission

S LTI TR TR PR Y IY TS )

securities /sT’ ijl’etIZ/
stocks or sharesin a company

wrasnaren

sredasrnninnr

mismammatevinn

dsssaaserdetiausrETANUNEARERERErd s sonL

shareholder /' feshoulda/
someone who has shares m a. company

FETITETRNS

avarmrarpadEaBLARTIIETIREONES

standarmze / staender dale :
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sub5|d|ary /seb s:dx en/
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the gomg concern /69 gomr] ken'sa_n/

transfer /' treensfs-rl
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understandable l Ander staendebll

ceereasersanessribizasiseaen

user I_ jU zerl

value I vaelju
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verifiable /' vers farebl/
being able to be prcven
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2. Match the items in column A with the items in column B. There is

one extra item in column B.

1) alternative ( )

2) benefit ( )

3) entity ( )

4) inflation ( )

5) liquidate ( )
6) narrative ( )
7) quantifiable ( )
8) reliable ( )

9) subsidiary ( )

10) verifiable ( )

a. a company or firm

b. to close a business or company
¢. a second choice

d. in descriptive form

e. a continuing increase in prices
f. money from investing

g. a branch of a big company

h. what can be proved

i. something formal

j. what can be stated in numbers

k. what you can trust in

3. Fill in the blanks with the given words. There is one extra word in

each set.

2. Make sure that the files are organized in .................. order.

information from a wide range of sources.




T

4. The president received a/an ............... invitation to visit Spain.
5.Weneedto............... the success of the company.

6. The cardboard box contained anumberof .........ccoviein.. .. items.

1. We make full ..................... of the arrangement in the financial statements.
2. Weneed .......... PR facts to accept your idea.

3. What experience do you have thatis .............c.....ooeee. to this position?
4, The house doubled in ...................... over two years.

5. Would you please................. $500 to my checking account.

6. Underthenew ................... , all staff must have safety training.
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 In this unit you'will

the 1ements of Balance Sheet

= components of Balance Sheet

= Balance Sheet in detail




B Elements of Balance Sheet

Imagine that you make a list of everything that is important to you. Along

with this list, you attach values to all of these items. Then you make a list of

everything that you owe to others, and again you attach values to these items.

Then you subtract the total value 6f the second list from the total value of the

first. Now you have just created the basic components of a balance sheet.

In a business, the first list of items is called assets. Assets are valuable
resources owned by the business and can be either short- or long-term in nature.
Your second list of items is called liabilities. Liabilities are what you owe to
others for resources that were furnished to the business. The parties to whom
the company owes money are normally called creditors. The creditors are said
to have a claim against the assets. Your third list can be labeled ewner’s equity.
Owner’s equity reflects the amount the owner has invested in the firm. There
are two sources of owner’s equity: a) the amount of money provided directly
by the owner or other investors, called ewner’s investment; and, b) the amount

retained from profits, called retained earnings.

There is a great deal of disagreement as to how accountants arrive at the
values that are shown on the balance sheet. Of most concern are the values
attached to the assets, and consequently to the owner’s equity or net worth
of the business. The balance sheet represents a “snapshot” of the financial
position of the business on that specific date. The numbers that are represented

in a balance sheet only represent the financial position of the business at the




exact point in time for which the balance sheet was prepared and no other.

Often the relationships between Assets (A), Liabilities (L), and Owner’s

Equity (OE) are shown in terms of a formula:
Assets (A) = Liabilities (L) + Owner’s Equity (OE).

The total assets of the company equal the sum of the liabilities and the
owner’s equity. The formula depicts the relationships of the various elements of
the balance sheet. Balance sheets are often set up with the assets on one side (the
left side) and the liabilities and owner’s equity on the other (the right side). If

you subtract the liabilities from the assets, you are left with the owner’s equity

of the business. The same formula can be stated this way:

Assets — Liabilities = Owner’s Equity

mpany owns. .




4. If you subtract the owner’s equity ffohr'the' assets;

remain.

Components of the Balance Sheet

Assets: Assets are items that are of value and are owned by the entity
for which you are accounting. For an asset to be listed on a balance sheet of
a company, the item must pass three, tests. Firstly, the company must control
the item which usually means ownership. A traditional balance sheet does
not list the employees of a company, even though we may refer to them as
“assets” in a_non-accounting sense. Second, the item must have some value to
the company. An old truck that does not work any longer or an old version of
computer software is an asset which is no longer valuable. Third, the item must

have value that can be measured. Let’s assume that a company has built up a
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thriving business, and some of the reasons for this growth are the reputation of

the owner and the location of the company. None of them can be defined as an

asset because they cannot be measured.

Assets on the balance sheet are normally subdivided into two categories

of short-term_assets (current assets) and long-term asset (non-current assets).

Short-term assets are those items which will be used or converted into cash

within a period of one year or less while long-term assets are not expected to be
converted to cash or totally “used up” in a year or less. Long-term assets include

equipment, land, and buildings.

Assets are also classified into tangible and intangible assets. Tangible
assets are those assets which have a physical reality. Intangible assets are assets

that cannot be physically touched. They must still meet the three tests mentioned

earlier in order to be listed on the balance sheet as an asset. Some examples of
intangible Assets include trademarks, copyrights, and patents as long as they

have been purchased from the prior owner of the business.
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True ()  False O

2. Reputation of the owner is not an asset because

4 Trademarks and 'copyrzghts are examples o) SN zf'

[ Y T R T L LN A R R R PR Rl R L]

Liabilities: Similar to assets, Habilities are classified into short-term and
long-term. Short-term liabilities will be paid off in a period not to exceed one

year. The Long-term liabilities will remain as debt to the company for longer

than one year. With this or any long-term debt, a pertion of it becomes due
and payable each year. Thus, most companies’ balance sheets show the current

portion of all long-term debt separately in the short-term labilities section.

Owner’s Equity: Equity of a company comes from two sources. The
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owner’s_investment which represents the amount invested in the business by
the owner through the purchase of various assets or as money in the bank that

is meant for the business. The retained earnings which represent the amount

of profit eamed by the business since its inception minus any money that the

owner may have taken out for his or her personal use.

It should be noted that the retained earnings in a business are not equal to
cash, that is, money in the bank. Just because a company has kept profits in the
business over the years does not mean that all of these profits have been retained
in the form of cash. For instance, after the company earns a profit, it may take
that cash and purchase assets or pay off some of its liabilities. Business owners

often assume that they are doing well because they are making profits without

taking into account the amount of cash they have at their disposal.

...........

2. If adebtis due, it must be pald at a paracular tlme

'True O ‘False’
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4. It’s enough to check the owner’s bank account to measure a company's

retained earnings.

- has.

4. The amounts of retained earnings is always ............... than the available

cash.

Balance Sheet in Detail

As stated before, the Balance Sheet lists the assets, liabilities, and ownet’s

equity accounts of the company. The Balance Sheet is prepared as on a particular

day, and the accounts reflect the balances that existed at the close of business
on that day. The Balance Sheet is prepared on the last day that the income
statement covers, so if the income statement is for the period ending December

31, 2013, the balance sheet would be as on December 31, 2013.

The following table shows the typical accounts that are classified as assets,

liabilities, and owner’s equity accounts. These accounts are defined in the
following settion.




speese

® Accounts payable ® Common stock

® Accounts receivable

®Salaries payable ®Paid-in capital

®Prepaid expenses ®Retained earnings-

XY EEIREEERTE R NN
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® Taxes payable

P O N Y Y L A LSS LI R R Y x.x ¥
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0u_.'oc--ooao.c.ooao-ononannnaoonaonn-noneeoog
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"Invento_ry-‘ _ ®Uneamed _revgnue .
-.Lé,n.d | ‘NOtés_payable -,::
.Bulldmg - L ".Bo_ndé payable - |
eEquipment | |
-!Ve_hicléé ! L

The first list is the list of assets. Assets are the items owned by the company
or expenses that have been paid for but have not been used up. It includes the
following items: a) cash, the amounts held in currency and coin and amounts
in bank accounts, b) accounts receivable, the amounts owed to the company
generally for sales that it has made, ¢) prepaid expenses, the expenses such as
prepaid insurance and prepaid rent that have been paid for but have not yet
been used up, d) inventory , the goods that a company has available for resale,
&) land and building, the properties owned by the company, and f) equipment
and vehicles, the machines owned by the company for manufacturing and

transportation.

Liabilities as the second list are the amounts owed by the company. It
includes a) accounts payable, the amounts owed by the company for goods
and services that have been received, but have not yet been paid for, b) salaries

pavable and taxes payable, the amounts that are owed but have not been paid
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at the end of a period, ¢) unearned revenue, the money that has been paid

by customers for goods or services which should be provided, and d) notes
pavable and bends payable, the amounts owed by the company that have been

formalized by a note and a bond.

Equity as the third party is the amounts contributed to the company by the

owners (contributed capital) plus the residual earnings of the business (retained

earnings). In this list, you can find: a) common stock, shares of ownership sold

to the public, b) paid-in capital, capital contributed to a corporation by investors

through purchase of stock from the corporation and c) retained earnings, the

residual earnings of the company.
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e 4. Salaries payable are the accounts which should be paid off before the
| beginning of a period. :
True C )

2. Some examples of tangible assets are

COER X AFIEAN RSN RIS AR TASRANE &

B Fxercises

1. Translate the following technical terms into Persian.

building /' bxldIr]l
a structure such as a house or factory

N
H
.

H
H
b
.

contribute lken trijU t
to give money, help, ideas etc

n.-4..v.;u-ug-.u-n--.......nu..-nn-._-n

........u.................-......u-.---................-....u.---.-.-...-.............o-...
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PEPTTS Lbesadbraratateuany

copyr:ghi I ka:pi rart/ :
the legal right to a book, play, or film

andurne

sEasasumEnsenanatau

+ TR

e

.curreﬁcy/fka‘;tansi/ PSRRI
- the.type of money that a country uses

draraserrend

euere

X

customer / kastemar/
someone who buys goods or services

o a -S_un?._l:Of money tﬁa"t d pers

didisaeribacraatr

growth /grou8/
an increase in amount, number, or size

W

intangifale / 1in'teendzabl/ « s
valuable things that do not exist physically -

Crana

land /'leend
an area of ground used for building

Fediidevsacsusarasrtdvnae




...........................-..................-..----....................................-.--.................-‘....

pon-current / na:n’'karrent/
not happening or existing now

dabpaisane

note /nout! | -
an official letter or document

[ T FY Y PR T T P LT P PP PPN

aestvaredervadsasaLssinsisetnaranannertnudarfrbiiaisdy

owner's equity /' ounarz ‘ekwatif
the ownership capital base of a business

ssumen

ownershlp /'ounar [ip/
the fact of having something

T T R L]

patent { paetantf

apsasessinan PRF A

H
.
.
.

pé} off /peI off . S
to give somebody all money you have

prepald {pri pe1d/ .
paid for bg—:fore_it is used

rece:vable fra’ SI vebll
needing to_be paid

remdual /re 21d3u ol
remaining after a process

weanvaes

T L
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retained earnings /re'teind '3:ninz/
one of two basic sources of the owners’ equity

o U U U RSO

: salary /'seelori/
i money that you receive as payment .

subtract/sebtraakt/ .
i to take a number from a larger

: sum /'sam/
an amount of money

 tangible /'teend3ebl/
: something you can touch or feef

: total /' tout)/
. complete .

...................................................................................

 trademarks /' treId ma: rks/
. a special name, sign, or word that is marked ona product

T Ly T R Ly L S LX)

§.uneamed Innznd!
: the money that you own bu

2. Match the items in column A with the items in column B. There is

one extra item in column B.

1) copyright ( ) a. the tools you need to do a particular activity
2) currency { ) b. an official letter or document

3) equipment ( ) | c. the legal right to be the only owner of something

4) inventory () il. a document that gives you the right of an invention
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5) notes { ) e. the type of money that a country uses

6) patents ( ) f. a list of all things in a place

7) properties ( ) g. the act of selling goods that you have bought
8) resale ( ) h. selling goods you have bought from someone
9) customer { ) i. someone who buys goods from a shop

10) resources ( ) j. all things you have available for use

k. a building, a piece of land, or both together

3. Fill in the blanks with the given words. There is one extra word in

each set.

1. Whoownsthe ................. of this book?

2. City employees cannot ................... to political campaigns.

3. Some banks offer a poorlevelof ................ service.

4. We can see a period of rapid ................ in the economy.

5. Companies .........co.e.-ee that their products are environmentally friendly.
6.Doyouhaveany............... on your house and car?

1. The company was returned to private .................. in mid-1987.

2 Mr. Jackson has a lot of cash at hi§ ..................... )
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3. He angrily ordered us to getoffhis ................ceveeel.

4. Heownsalarge ......................... of the company.

5. The stocks can be easily ................ to cash.

6. Customer goodwill is an example of ..................... asset.









