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To the Student

The Structure of This Book

Your textbook contains 29 chapters that are logically organized in six units. Each chapter consists of
two or three sections. This structure presents your accounting lessons clearly and simply. Your book also
contains a wide variety of features to clarify the lessons and tie them to real-life situations.

Units

Each unit introduces a major aspect of accounting. The photo and
features in the unit opener are organized around a common theme
that indicates how people in the real world use accounting.

Tz Hagie ‘
Neeqguning Cyela

WebQuest
PRI (et Projec Internet Project
holenewpallGame introduces an
i Internet activity that
M!;wyww?wr q will perform
e throughout the
s e LT unit. It sends you
m to the Glencoe
R Accounting Online
personal Finance Q& A : - Learning Center for
L I . ] _ instructions.
R s, 9
1 Q Whats b i ASHINGTON REDSKINS. N1

ﬁtalmdard 8:1 Pott_)r’shPersonal Flt!‘ance ? &f\ | The BusinessWeek feature presents “The Big
elps you iden ify ow accounting material | s Picture” that graphically illustrates WebQuest
presented in the unit relates to your life in e e e

the real world. .

Chapters

Reading strategies throughout the chapter guide you before you read each chapter, as you read
it, and after you have read it. They highlight the most important concepts in the chapter before
you read. As you read, these strategies prompt you to identify how accounting concepts affect
your daily life right now, recognize similarities and differences in concepts, recall previously
introduced ideas and apply them to new material, identify key concepts, and restate concepts in
your own words. After You Read strategies suggest activities to organize what you have learned.

Recording Transactions

What You'll Learn introduces in a General Journal

the chapter topics.

Why It's Important sets the
stage and shows how chapter
materials are relevant to the
business world.

Exploring the Real World
of Business spotlights a
successful, well-known
company to illustrate an

Predict o
1. What doesthe chapter e el yo —
 know about this subject from per
2. What do you already atonyere

3

. \What gaps st inyour knowledge o tis suBiec?

8 \What You'll Learn
Explain the first (hrlee stepsin

Give and describe several
examplesof source
documents.

Explain the purpose of
journalizing.

ploring
A RMATIO

B pply information from T ) o

source documens.

B Describe the steps to make

a general journal entry.

P ke general journal entries.

Pl Correct enrors in general

journal entries.

PO Dcine the accounting terms

~ Working in the Real World
‘ntroduced i this chapter.

tion
- - - - I" it ve APPLYING YOUR ACCOUNTING KNOWLEDGE Ppersonal (n““f::“:mm“mwnamm "
accounting topic discussed in  jgg Vs e I e
== e 0 ., s A
the chapter. ST
records of transactions.

ddik
equipment, s o

ter Click on Working in the

foumal s 27 ‘Real World and select Chapter 6.

‘.:v‘.’)‘, !_‘\‘!’\‘u’.
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CHAPTER &

Complete problems using;

Peachtree’

Step-by-Step Instructions:
Problem 6-1

Prok

Key Concepts

1. The accounti
st

1. Selectthe problerm set
for Widemess Rentals

| Goboa) 101 Cash in Bank. 301 Ronald Hicks, Capital
and set the system cate.

3. Enteral ofthe general
joural transactions.

4. Print a General Journal

e Computers 525 Utilties Expense
make any needed 205 Accts. Pay—Greg Mollaro
conec

To the Student

Summary

The Chapter Summary organizes the chapter’s key
concepts to help you review the main ideas.

e highlighted:
ured below. The first three steps a%¢ highlight

s pict
mg cycle i+ P jocuments.

fep 1: Collect and verfy soutce &

Step 2: Analyze each transaction.

Step 3: Journalize each transaction
Analyze each
transaction

Joumalize
ansaction

each t

postto
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Cottce documents

prepare s
et

Prepare
ial balance

Prepare @
post-closing
§ial balance

Journalize and post

o
prepare fnanci
osing enties "
ce documents are
our examples of soUTCe
c evidence of usiness ansactions.Four XY
nts are evide
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150 Chapter6 Summary

HITATNN  Review and Act vities

Ve READ

Check Y
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1. Accounting cycle “tanding
2. Listthe first three ste,
What would happen
2. Source Documents
a. Listfour s
b Explain
3. Journalizi
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unting cycle
you skipped step 77
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© a General Journa Parts of a joumnal entry
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The Chapter Review
and Activities test your
understanding of the
main points and key
terms in the chapter.

Apply Key Terms
o SSmE o s
€Cps financial recor

Wi e gupe e

accountant who

s
T that you might
lescribing the
records. Use eacly
in your newslette

of the terms below o

accounting cycle

calendar y, journal
ar yeay

check stuly fournaizng
fiscalyear memorandum

seneral journa oo
invoice source document

Problems

Maamsi Glencoe ~ Peacires Complets Quiciesks
Working Papers " Acowmating Software °* Templates

(Problem 6-4 Recor g General Journal A

Ronald Hicks owns and operates Wilderness Rentals. The following
accounts are needed to journalize the month's transactions,

General Ledger

105 Accts. Rec.—Helen Katz 305 Ronald Hicks, Withdrawals
110 Accts. Rec.—Polk and Co. 310 Income Summary

using the General 125 Camping Equipment 501 Advertising Expense
Journal Entry option in 201 Accts. Pay—Adventure 505 Maintenance Expense
e Equipment Inc. 5 Rent Ex,

The Chapter Problems
provide exercises so you

can actively apply what you
have learned by performing
actual accounting functions.

203 Accts. Pay—Digital Tech 520 Salaries Expense

5
actviy
7. End the session.

Record the
journal in your working papers. For each transaction:
1. Enter the date. Use the current year.

page 1 of the general

QuickBooks
PROBLEM GUIDE
Step-by-Step Instructior

Problem 6-4

1. Restore the Problem
Q88 fe.

2. Enter the name of the account debited.

3. Enter the amount of the debit.

4. Enter the name of the account credited.
Enter the amount of the credit.

er a source document reference.

Datc Transactions

act

joumal transactions Jan. 1| Wrote Check 310 for the part-time secretary's salary, $270.
et s :;:"‘ 3 | Bought $2,000 of camping equipment on account from
hhec . Adventure Equipment Inc, Invoice 320.
3. PintaJournal report. 5 | Received $500 from a client for equipment rental, Receipt 150,
4. Proof your work and 7 | Wrote Check 311 to pay the electricity bill of $110.
el e Billed a client, Polk and Co., $1,700 for rental equipment, Sales

orrections.
Complete the Analyze

.
6. Back up your work.

Invoice 262
Ronald Hicks withdrew $800 for personal use, Check 312.
Bought a $300 scanner for the office computer from Digi

154

Tech Computers, on account, Invoice 270.
Wrote Check 313 for $1,000 as an installment payment
the amount owed to Adventure Equipment Inc.

Received $1,700 from Polk and Co. in payment on their
account, Receipt 151

Check 314,

Calculate the amount of cash deducted from the Cash i
Bank account in January.

CRITICAL
Think'&
.

Chapter6 Problems

Practice your test-taking skills! The
from national organizations:

* Future Business Leaders of America

* Business Professionals of America
Use a separate sheet of paper to record your answets.

questions on this page are reprinted with permission

Future Business Leaders of America
TiPLE CoicE

FBJA

1. Recording account information in chronological order is called
a. posting
b. journalizing,
<. analyzing.
d. processing,
2. Every journal consists of four parts:
4. account title, date, post reference, amount,
b. date, debit, credi, source document.
. date, page number, debit, credit,
. date, post reference, debit, credit.
3- The amount of each asset in an opening entry is recorded in a journal in the
a. General Debit column.
b. General Credit column.
<. both aand b,
d. neither a nor b,
4. An example of a business document that indicates a transaction has occurred is
a. ajournal
b. a ledger.
< amemo.
d. a balance sheet.

s Professionals of America
MurrieiE Croice.
5. :az;(:.;ic] :nzuﬂmem used when a customer makes a payment on his/her account
a. sales invoice.
b. check.
<. receipt,
d. memorandum.

Professionals of America.

Winning Competitive Events gives you the

opportunity to practice your test-taking skills with
questions provided by two national organizations,
Future Business Leaders of America and Business

Need More Helj
o gleincueaccountl

click on Student Center. Click on Winning

Competitive Events and select Chapter
«Practice Questions and Test-Taking Tips
»Concept Capsules and Terminology

Chapter 6 Winning Competitive Events

159

Paid Digital Tech Computers $300 for the amount owed, CHAPTER B Real-World Applications and Connections

General Journal Entries

1. What term describes any accounting period of 12 months?

2. How is the general journal entry for a cash purchase different from the entry
fora purchase on account?

3. Itis your first day on a new job. Your task is to journalize transactions. You
Just sat at your desk, which is covered with papers. What do you do next?

4. Compare a general journal entry to a transaction recorded in T accounts.

Real-World Applications and
Connections apply and extend

the chapter concepts to enrich
your accounting knowledge. They
include critical thinking questions,
case studies, and activities to
develop skills in communicating
accounting information, ethical
decision making, financial

statement analysis, personal finance,

international accounting and more.

it similar? How is it different?
ot items do you need to complete each of the first three steps of
ccounting cycle? Include office supplies and forms as well as any.
rmation that will be needed.

at i the value of keeping the record of business transactions in
mological order?

Business: Exercise and Fitness
odriguez started a business offering an exercise facility and personal
1 training, Flena has hired you as a financial consultant to help her set up
ounting system. She has rented a space for her business, purchased several

machines, and hired a part-time exercise instructor. Flena’s clients can
or purchase a membership.

lpay a fee for each v

i for Elena Rodriguez explaining the types of financial
she needs to record. Describe the source documents that might

I her business. For example, should Elena send invoices to her
-membership clients or ask them to pay at each visit? Describe why itis
artant for Elena to record both the cost of doing business and the income
7 the business

st a chart of accounts for Elena’s business.

in the Workplace
e that you are an accounting clerk for a large insurance company like
s Insurance. Your boss introduces you to the newest hire, and you
i7e her as a former classmate from high school named Sally. You remember
lly had been suspended of locker thefts. During
jou consider telling other co-workers about Sally’s history. You also wonder
hoss knows

1 DECISION MAKING

at are the ethical issues?

L are the alteratives?
 are the affected parties?

from school for a seri

4. How do the alteratives affect the
parties?
5. What would you do?

160 Chapter6 Real-World Applications and Connections

Real-World Applications and Connections [HIV\d 11§}

heck stubs,

Describing Source Documents

and receipts. Explain how to verify and analyze these source documents before an

2
AccouNTING
entry in the journal is made.

an Bevoup | Creative Thinking
NUMBERS Congratulations! You've been chosen as the local Business Owner of the Year!

Write  one-page press release describing your business and why you've been
successful. Be sure to include a brief description of your business, the skills
You use in running a successful business, and how you plan to continue being.
successful in the future.

Dating Documents

Imtmmg*
ACCOUNTING

United States

November 1, 2

11/1/08

MM/D/YY,

AS you can see in this example, writing out the month prevents conf
Organization (150) promotes

of a single format: YYYY-MM-DD.

InstRucTIONs Wiite the date November 1, 2008, using the recommended

international format.

Australia
Date written out 1 November 2008
Abbreviation

Format

Your Personal Finance Records
Your day-to-day source documents are personal financial records. Personal
financial records also include documents that are not related to everyday
transactions. Vehicle titles, birth certificates, and tax returns are all personal
financial documents. You can store your financial documents in home files, a
me safe, or a safe-deposit box. You can also keep some financial records on a
home computer.
PERSONAL FINANCE AcTIVITY Imagine a person
your age who drives to a part-time job and has
a credit card. Make a list of the types of records
and documents such a person would probably
have. Create a plan that describes which records
and documents o store and where to store
them.
PERSONAL FINANGE ONLINE Log on to
ing.glenc

Transactions in Sports
The generaljounal can b used
torecordllypes o ransacions.
Vst glencoeaccounting
glencoe.com and ik

on Student Cente.Cickon

and click

on Student Center. Click on Making It conine yourntmnt prject

Personal and select Chapter 6.

Chapter 6 Real-World A d Connections 161

" CONTENTS




To the Student

Sections
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ANALYSIS

/-

Reinforce the Main Idea
Think of e different YPeS
of business ransactions
youmight havein the next
Tnonth. Use atable smiar

Yo this oneto descrbe e
general journal ety for
each transaction-

First Line of General Second Line of General | Third Line of General
Journal Entry Journal Entry Journal Entry.

The section A
_ ssessmen
)I:u_ re;mforce the sectior::'sh elps
" ain !dea by creating a visual
hrglanlzer. After You Read
0e pls you or_ganize materials
)[l, out Ii:arlr‘;led in the section. A
e Math activity sh :
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ath

Hania Dance Company pought a computer system on account from Tech World. The
ice for the system 1% 3,000, but Tech ‘World reduced the price by 20 percent for
s about the journal €ntry for this transaction:

1. Which accoun’ i ed and for what amount?
2. Which account is credited and for what amount?

0 Pproblem 6-2 Recording Business Transactions
Instructions The siX steps for recording a business {ransaction in the general journal are
shown below, outof order. In your working papers or on & ‘lank sheet of papet: indicate the

roper order of these StePS C

"\, Amount of the credit . Date of the transaction h k

B, Name of the account credited E. Amount of the debit ec YO ur un d e rSt o

. source document reference F. Name of the account debited an d N g of th e

o problem 6-3 Analyzing Transactions
Glenda Hohn recently started a day-care center She uses the following accounts.

materials i
seac:fenals introduced. Answers to
ion assesment problems are

General Ledger P d d =

Cash in Bank Glenda Hohn, Capital rovided in AP Pe n d &

oats, Rec—Timy Tots Nursery Clonda Hobn, Withdrawals ixH

Office Furniture Day-Care Fees -
Passenger Van Utilities Expense

oets. bay.—Acme Bus Service Van Expense

Instructions In your working papers or on @ separte sheet of paper, for €l transaction:
Determine which accounts 8¢ affected. Classify each count. Determine whether the
accounts are being increased or decreased Indicate which account i debited and which
account is credited.

Transactions: ‘1' "'
1. Bought a passenger van for cash.

2. Paid the telephone pill for the month.

3. Received cash from customers for day-care services.

Section 2 Recording Tansackion 1 the Generat Journal 149




Features

Connect to...

In accounting capital

The Connect to... feature links accounting
concepts to other subjects, such as history,
science, and language arts.

refers to money used to
start up or grow a new
business. The term comes
from the Latin word for
head—caput. In ancient
times nomadic herdsmen
measured their wealth by
the number of animals
they had. They got this
number by counting
heads.

To the Student

Using Algebra The

The Math Hints feature with savvy
tips and instructions will help you

related to accounting activities.

understand and perform math functions

_ qsnc accounting equation
Isinthe formg = p C
* Tofind b, rewrite the

equationas p = g — C

* Tofind ¢ rewrite the

'

CULTURAL

Diversity

Business Practices
Giving business gifts
internationally can be
tricky. Some cultures

The Cultural Diversity feature
gives you information about
practices and customs in other
countries and cultures.

attach meaning to
certain gifts and
colors. For example,
in Japan, white

enT, FINANCE
‘3’55552%, Cr;rlsbud, California

Trish Lady
Q: What does 3£ Company do?

and
esses meet their environmental, health,

- We help businesses
" ‘:’;e\yxesponsibnmes.

?
nting career®
hematics but | didn't k:\‘:"‘
ily,| had an algebra te2c
Lucklly.d P e applicton

thatinto a career:
ol ahosteeed me oWt
; .
ills: accounting- o your
“v'\lyhmz'h :el some factors that have been key to Y
: What al
¢ success?
A: Beingopen
example, | W
firm. | then to0K &
i rea
helping companies
experience gave Me 2 beter e
What do you fike most about your. :
’ o 2
o ke the variety of responsibilities andthe i
A: llikethe e

your focus from d2y
Y Smpany achieve its

chrysanthemums
are used only for
funerals.

Recording

entries

The individuals featured in the
Accounting Careers in Focus
introduce you to a wide range of
interesting and attainable career

choices in the field of accounting.

Peachtree?
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How do I enter ge,

QuickBooks?
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Thinking Critica

The Computerized Accounting feature helps
you move from a manual accounting system to
a computerized system using the Peachtree and
QuickBooks accounting software programs.

Maki .
laking the Transition from a Manual to a Computerized System

general journal

Peachtree Question

How do T enter ge,

. neral | 1. From
DT ey om the Tasks men,

QuickBooKs o,

! neral | 1. From
journal entries in the Company

€quationasc = g — p

Computerized Accounting

CHAPTER &

General Journal Entries

Manual Methods

Computerized Methods

he source document to

Wwhich accounts are affected,

* Analyze the source document o
deter

journal form, enter the

ansaction

L nts are affected
o transaction details in the
lity of debits and credits,

e will sl he e
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2. Enter the date of the transaction, Joumal L
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To the Student

Glencoe’s Reading Strategies

Use this menu for strategies to get the most from your reading.

Before You Read

Set a Purpose
» How does the subject of the section relate to your life?
 How could you use what you learn in your own life?

Preview

* Read the chapter and section titles to preview the topics.

* Read the headings and questions related to them to learn
more about the topic being introduced.

« Skim the figures, photos, forms, charts, and graphs. How do
they support the topic?

* Look for key terms that are boldfaced. How are they defined?

Draw from Your Background

» What have you read or heard concerning new information
on the topic?

e How is the new information different from what you already
know?

 How will the information that you already know help you
understand the new information?

As You Read

Predict

* Predict events or outcomes by using clues and information
that you already know.

* Change your predictions as you read and gather new
information.

Connect

* Think about people, places, and events in your own life. Do
you see any similarities with those in your textbook?

* (an you relate the textbook information to other areas of
your life?

Question

 What is the main idea?

* How do the figures, photos, forms, charts, and graphs
support the main idea?

Visualize

* Pay careful attention to details and descriptions.

* Create graphic organizers to show relationships that you find
in the information.

Summarize
* Describe the main idea and how the details support it.
 Use your own words to explain what you have read.

Assess
e What was the main idea?
* Did the text clearly support the main idea?

Notice Compare and Contrast Sentences

* Look for clue words and phrases that signal comparison,
such as similarly, just as, both, in common, also, and too.

* Look for clue words and phrases that signal contrast, such as
on the other hand, in contrast to, however, different, instead
of, rather than, but, and unlike.

Notice Cause-and-Effect Sentences

* Look for clue words and phrases, such as because, as a
result, therefore, that is why, since, so, for this reason, and
consequently.

Notice Chronological Sentences
* Look for clue words and phrases, such as after, before, first,
next, last, during, finally, earlier, later, since, and then.

After You Read

* Did you learn anything new from the material?

* Can you use this new information in other school subjects or
in your personal life?

 What other sources could you use to find more information
about the topic?
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To the Student

Be an Active Reader!

Glencoe’s Top 10 Reasons to Become a Better Reader

10. Give yourself more choices in life. Reading well opens the door to a
wider variety of interesting career options.

9. Empower yourself through the written word. Teach yourself sailing,
computer skills, the latest techniques in skateboarding. Discover how to
create your own Web site.

8. Improve your chances of getting into and graduating from an
institution of higher learning. On the average, a person who gets a
postsecondary education makes three times more money than a high-
school dropout!

7. Increase your chances of getting a job when you look for one.
That's important, considering that the average person will hold
11 different jobs over his or her lifetime.

6. Advance more quickly in your chosen career. In many positions,
people with strong reading skills are 10 times as likely to receive training
from their employer as those with limited reading skills.

5. Make the country economically stronger. More people reading well
means more people contributing to the progress and prosperity of the
country.

4. Save money and gain confidence. For example, you'll be able to pass
your driver's test and read the lease for your first apartment.

3. Be more civic minded. People who read well are more likely to vote
and to participate in democratic elections and in civic life.

2. Once learned, never forgotten. Reading is a lifelong skill, like riding a
bicycle—once you learn, you'll never forget!

1. Enjoy life more! Reading not only helps you get ahead and stay ahead
in life—but also, it's fun!
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Personal Finance Q & A

Q: Why is accounting important to me?

A: Learning accounting can help you to
keep track of your personal finances
or to start your own business. You
may even find that an accounting
career is a good fit for your talents
and personal interests.

: What do I need to know if I go into

business for myself?
You will need to know procedures
and standards. Accounting
procedures help you keep track of
your money. Accounting standards
provide rules for preparing financial
reports. You need financial reports
to get bank loans or to get other
people to invest in your business.

THINK IT OVER

Have you ever seen financial informa-
tion about a company? Where have you
seen it? Did you understand what it
reported?

2
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Risks and Rewards

An entrepreneur takes an idea and turns it into a business. This
involves risks, but those risks can turn into big rewards. The chart
shows the trend of risk-takers’ confidence over nine quarters.
You may wonder what chance you have to become a successful
entrepreneur. After you complete this project, you may have

the answer.

i Log on to glencoeaccounting.glencoe.com and
- click on Student Center. Click on WebQuest and
o select Unit 1. Begin your WebQuest by reading

the Task.
(O EICE 1 | 2
Page 251 45

Continue working on your WebQuest
as you study Unit 1.

X
(~

N2

glencoeaccounting.glencoe.com I

" CONTENTS

BINNGENIGESY THE Bic PICTURE

HAPPY DAYS Entrepreneurs] confidence in the economy
over time.

Confidence

Q1 Q2

Q3

Q4 Q5 Q6 Q7 Q8

Data: vFinance Investments Inc. ~ Source: Reprinted by permission from BusinessWeek.
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CHAPTER |

You and the World

of Accounting

What You'll Learn

Describe how personal skills,
values, and lifestyle goals
affect career decisions.

Find information about a
variety of careers.

Set career goals.

Identify career opportunities
in the accounting field.

Describe the types of
businesses and organizations
that hire accountants.

Compare for-profit
businesses and not-for-profit
organizations.

Define the accounting terms
introduced in this chapter.

Why It's Important

To find out if an accounting
career might be right for
you, you need to get to know
yourself and learn about
different opportunities.

NATIONAL
GEOGRAPHIC

BEFORE
EFORE. READ

Predict

1. What does the chapter title tell you?

2. What do you already know about this subject from personal experience?
3. What gaps exist in your knowledge of this subject?

Exploring the Real World of Business

THINKING ABOUT A CAREER

National Geographic Society

Have you ever dreamed about hiking to a remote village in
Costa Rica or boating to an untouched tropical island? Writers
and photographers from National Geographic magazine may
have done it. Millions worldwide read National Geographic for
images and stories of cultures, nature, science, and technology.
It is the jewel of the National Geographic Society—the world’s
largest nonprofit scientific and educational organization.

The National Geographic Society makes films, books,
maps, and radio programs in addition to running a cable TV
channel and an award-winning Web site. In any given week,
you might find the organization sponsoring a fossil dig in
Africa or a study of sharks off the California coast. Producers
and accountants work together to fund these projects. The
Society employs more than 1,300 people who have a common

interest in expanding our vision of the world.

What Do You Think?

What type of job opportunities do you think exist at the
National Geographic Society?

Chapter 1 You and the World of AcTunting .
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4" Working in the Real World
APPLYING YOUR ACCOUNTING KNOWLEDGE .
Personal Connection

It's tough to figure out what you want to do 1. What type job do you have now or have
with the rest of your life! Career counselors say you had in the past? Is it in a field you might
that most people will have six to seven different continue to work in?
careers throughout their lives. Some of us change
careers entirely—from archeologist to teacher, or
from freelance writer to photographer. Others
stay within the same industry, but change
specialties—from book designer to Web site Online Connection
designer, or from pediatrician to emergency care  Go to glencoeaccounting.glencoe.com and click
physician. on Student Center. Click on Working in the
Real World and select Chapter 1.

. Imagine yourself in five years. What type of
job do you have? Where are you living? What
skills are you using?

g’)
(~
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SECTION |

BEFORE
EFORE. READ

Main Idea

A successful career choice
begins with learning about
yourself.

Read to Learn...
» the importance of
choosing a career. (p. 6)
» how to assess yourself in
terms of a career. (p. 7)
» the resources that are
available to help you
make career decisions.

(p-10)

Key Terms
skills

values

lifestyle

personality

personal interest tests
networking
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Exploring Careers

Film producer? Animator? Web site designer? History teacher? Pedia-
trician? Financial analyst? Environmental consultant? Who—me?

Choosing a Career
What Do You Want to Do?

Let’s face it: Not many of us know what we want to do with the rest
of our lives, especially when we're still in high school. You may be think-
ing, “I'll just take some liberal arts courses in college and something will
come up” or “I'll just work for a while to make some money and then fall
into a career.” You know what? Something may come up, and you may
just fall into a career; but if you ask people who really love what they
do, odds are that they took some time to really get to know themselves
and what turned them on.

Danielle and Steve have been friends since their freshman year. Like
most students, they’ve been too wrapped up with classes, homework, and
activities to think about what their lives will be like after high school.
This all changed at the start of their senior year. Steve sees it as the end of
a long haul, but Danielle sees it as the beginning of a whole new life.

Closing his locker door with his elbow, Steve turns to see Danielle
smiling at him.

“Hey Dani! How’s it going?”

“Great,” says Danielle, holding up her class schedule. “They say
the last year in high school is always the best.”

“What are you taking?”

“Let’s see. I have chemistry, literature, algebra, speech, and
accounting.”

“Ouch, tough schedule! Did you say
accounting? I would have never guessed
you to be a number cruncher.”

“I don’t think I want to just ‘crunch
numbers.” I've always aced math,
so 1 figured if I take accounting
now, I'll know if I really like it
enough to study it as a career.
Besides, there are tons of ads
in the paper for accounting
jobs. If you're good at it, you
can write your own ticket.
Think about it: Companies

Q " CONTENTS 1}



need employees who know how to run their businesses. Plus
it’s not just sitting at a desk crunching numbers. My aunt is
a financial advisor. She loves her job and travels all over the
world.”

“Slow down, Dani, it’s only your senior year in high school. Don’t
you think it’s a bit too soon to be playing career woman?”

“The sooner the better, Steve!”

“Maybe you're onto something here.”

Unlike a job, which is simply work for pay, a career is built on a founda-

tion of interest, knowledge, training, and experience. Have you thought of
what you may want your career to be? If not, you are not alone.

Assess Yourself in Terms of a

Career Vision
Who Are You?

Before choosing a career, you'll want to do a little soul-searching. The

more you know about yourself, the easier it will be to make career choices.

What are your personal interests and skills?

What are your values, and how will they affect your career?
What lifestyle interests you?

How will your personality affect a career choice?

You have the answers to the questions but just don’t know it yet!

SKILLS & TRAITS CAREER EXAMPLE

Creative thinking Fln.e arts and ‘h}lmamtles careers, such as actor,
artist, or musician

Knowing how to Training or teaching careers, such as business

learn consultant or training coordinator
Health-related careers, such as surgeon, dental

Responsibilit
P Y hygienist, or home health aide

Hospitality and recreation careers, including
cruise director, hotel manager, or park ranger

Friendliness

Child-care workers, veterinarians, and other

Honesty
family and consumer science workers

Financial planners, accountants, and other

Decision making . -
business and office careers

Construction careers, including surveyors,

Analytical
general contractors, or electricians

Adaptability Any of the public service careers, such as teaching,
fire fighting, or serving in the armed forces

Self-control Entrepreneur or manager

Sl ieEa Communications and media occupations, such as

"a

computer artist or book editor

Section 1 Exploring Careers
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In Your Experience

Achieving Success
Describe a time when
you made a special effort
to achieve a goal. How
might this experience
help you be successful in
your career?

8

Your Interests, Skills, and Traits

You're more likely to enjoy a career that uses your interests, skills, and
traits. Skills are activities that you do well. Consider John King. When John
was a kid, he built an elaborate fort in his yard. As a teen he studied major
metropolitan architecture. When he finished high school, he worked at a
graphics company making calendars. The pay was good, but John lost inter-
est and enrolled in school to study his true passion, architecture. Today John
is a partner in a successful Los Angeles architecture firm and loves his job.

Are you good at math? Do you write well? Are you creative? Do you
like to meet lots of new people, or like John, do you enjoy building things?
Everyone has different skills and abilities—it’s the combination that gives
you a unique selling point. The chart on page 7 lists some skills and traits
that employers have identified as being valuable. Although these skills and
traits are useful in various situations, the chart shows examples of careers
that require them.

How many of these traits do you have? Make a list. It will come in handy
when you begin to consider careers that interest you.

Values

One way to get to know yourself better is to examine your values.
Values are the principles you live by and the beliefs that are important to
you. Values are really about actions, not words. If you like to spend your
free time volunteering at a local hospital or senior center, one of your values
might be helping others.

What you value and believe may change as you get older. Most people,
though, have a basic set of values that they follow throughout their life.
As you read this section, think about your personal beliefs.
Remember, values are actions, not aspirations. Which values
are important to you? Can you think of careers that would
benefit from these values?

Responsibility. Being responsible means being
dependable and taking positive actions, such as showing up
on time to take a friend to an appointment or honoring a
commitment. If you value responsibility, you might think
about a career as a supervisor or manager.

Achievement. You value achievement if you try to be
successful in whatever you do. I know, you're thinking, “Who
doesn’t want to be a success?” The truth is that wanting and
achieving are two different things. For example, if you take
action to train outside of regular practices to make first string
on the basketball team, you value achieving goals.

Relationships. If you especially value interacting
with your friends and family, relationships are important
to you. After all, sharing the joy of your accomplishments
is half the fun. Those who value these types of connections
might avoid occupations that require a lot of travel and
might base their career decisions on the ability to live close
to family and friends.

Chapter 1 You and the World of Accourting .
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Compassion. Do you care deeply about people, animals, or spe-
cial causes? For you, a career that allows you to show your compassion
may outweigh all the money in the world. For example, if you love being
around animals, you might enjoy a career in veterinary medicine or the
marine sciences.

Courage. Courage is not just being brave in the face of physical
danger. Courage is also about overcoming other fears. For example, it takes
courage to make a speech to the whole school, even if you are fearful or
nervous. If you can put your beliefs on the line, you may be headed for a
career in politics or law.

Recognition. If receiving acknowledgement and appreciation of
your work is important to you, then you value recognition. You might con-
sider a career as a novelist or a television news reporter.

Many people share the same values, but how they apply them is unique
to each person. To some, courage may be accepting the challenge of a job
they know little about. To others, it may be turning down the big money to
do something they really love. Think about your values. What can you learn
from your values that will help you narrow your career choices?

Lifestyle Goals

Your lifestyle is the way you use your time, energy, and resources. For
example, many people devote themselves to work, earn lots of money, and
put off the benefits of free time until they’re older. Others accept smaller
paychecks and work fewer hours to spend more time with family and
friends now. If you want to work as a business manager or accountant for a
professional sports team, you'll have to live in a city that has such a team,
even if the weather’s bad! If you want to be an actor, get ready for life on
the road.

e What's really important to you?

e Do you want to go for the big bucks?

e Do you want to live in a big city with endless activities or a small town
where everyone knows your name?

e Do you want to collaborate with a group of people or to work solo?

Make a list of how you'd like to spend your time, energy, and resources.
These are your lifestyle goals. Try to focus on careers that closely match
them.

Personality Traits

Imagine what it would be like if all your friends had the same per-
sonality. What if they were all shy or serious? Even worse, what if they
all had the same sense of humor? It’s a good thing we each have our own
personality —a set of unique qualities that makes us different from all
other people.

What is your personality? Are you confident, dependable, funny, friendly,
sympathetic? Be honest. Do you prefer being with people or spending your
time with things, such as reading books or working with computers? You
probably wonder what this has to do with accounting. Well, your personal-
ity affects your preferences for working with data, people, or things.

CULTURAL \

Diversity

Local Dialog
Although English is
the official language
of business in
numerous non-
English speaking
countries, it is
generally appreciated
if you make an
attempt to learn the

local tongue. Learning

polite phrases such
as “hello” and “thank
you” shows that you
respect the local
culture.

Section 1 Exploring Careers
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Figure 1-1 Personal
Career Profile Form

As you collect information about yourself, you'll want to complete a per-
sonal career profile such as the one shown in Figure 1-1. Use this profile to
help you evaluate whether the careers you're considering match your skills,
interests, values, and personality.

Making Career Decisions
Where Do You Go from Here?

Once you have a clear vision of yourself and how you want to live, you
are ready to research careers and set goals.

Research the Possibilities

How do you find the right career for you? Here are some places to start:

Guidance Counselors. School counselors do a lot more than just
show you the quickest way to get from your homeroom to the cafeteria.
They can help you identify the things you like to do. One way they accom-
plish this is through testing, called personal interest tests , which help you
identity your preferences.

| R PERSONAL CAREER PROFILE FORM » »

Name Date Career .

Darla Johnson December 12 Marketing Manager, Music Industry "

Your Values Career Values -

I believe in equal opportunities for all people. I like All kinds of people work in the music industry. As a

to be creative.

marketing manager, I would be able to use my
creativity, as well as work with other creative people.

Your Interests

Career Duties and Responsibilities

I have a large collection of jazz and blues CDs and As a marketing manager, I would make contacts with
keep up with up-and-coming artists that are featured | music stores and distributors, labels, and artists. I might
on independent labels. I love getting together with send out press releases, arrange for artist appearances,

friends and having parties.

and map out company marketing strategies to increase
profits.

Your Personality

Personality Type Needed

I am very outgoing and get bored with sitting in A marketing manager must work well with people.
class or reading. I have a great imagination and love | Sharp communications skills and attention to details

group discussions.

are important.

Skills and Aptitudes

Skills and Aptitudes Required

My best subject is history, and I am president of my Good verbal communication skills are essential for a
school’s debate team. I am not big on writing letters marketing professional. Although history may not be
or grammar but love to communicate in person. particularly important, good perceptions of what works

and what doesn’t work might be important.

Education/Training Acceptable Education/Training Required

I would be interested in learning more about getting | Isuppose a degree in marketing might open a lot of
a business degree, but also believe that if I could get doors for me. A knowledge of how marketing and
in on the ground level in the music industry and accounting fits into the big picture of a music

learn the ropes, I could be successful as well. corporation would definitely help.

10 Chapter 1 You and the World of Accouynting




Contacts. Networking is making contacts with people to share infor-
mation and advice. Find out about specific careers through networking.

Library. Print materials on every career imaginable can be found in
your public library. Try books on careers or magazines that focus on your
interests like House & Garden, Metropolitan Home, or Business Week.

Internet. The Internet is a great source of educational and career
information. Check out ideas for putting together the perfect résumé or
browse through job opportunities at Paramount Pictures!

Organizations. Professional organizations are groups of people
who have common career interests. You can learn about interesting careers
by getting to know the American Institute of Certified Public Accountants
(AICPA) and the Institute of Management Accountants (IMA).

Set Career Goals

Once you have a clear vision of your interests and the types of careers
you want to pursue, it’s time to put a plan into action.

Map Out a Plan. For starters you'll need to make a list of the careers
you've researched and compare possibilities. The easiest way to do this is to
make a chart. List the careers you're interested in along the top and list your
personal information along one side. Where they meet, X marks the spot.

After selecting the career choices that look the most promising, decide
which one you'll pursue. Reaching your ultimate career goal is not going to
happen overnight. There are many intermediate goals to achieve along the
way. Here are some steps to help you achieve your career goals:

1. Decide on a long-term goal. Learn as much as you can about careers
that interest you. Visit job fairs to obtain information.

2. Identify actions that will lead to the long-term goal. What skills,
education, or training will you need? Make plans early.

3. Take action! Make your plans and put them to work.

Diversify your skills. Experience different work environments.

5. Realize your long-term goal. Setting and implementing these steps
will help you achieve a career that you desire.

»

Education. Most careers require some education or training beyond
high school. Unfortunately, deciding to further your education and finding
the cash to pay for it are two different things. For ideas on help in paying
tuition, you can turn to many of the same places you turned to for career
information: books, the Internet, and your friend, the guidance counselor.

On-the-Job Training. Imagine taking only your favorite school
subject and getting paid for it! That’s how on-the-job training works. Sup-
pose you're thinking about eventually opening your own accounting firm.
While in school, you might work as an office assistant at a local accounting
firm to learn how accounting services are provided. It’s a great way to find
out if accounting is the career for you, and you’ll be paid for your efforts.

Internships. Another way to obtain career experience is to work as
an intern. Many companies offer summer or longer internships to students.
Some offer modest pay. Successful interns are often offered positions in the
company once their internships are completed. The key is to become so
valuable that they miss you when you're gone!

=5 READ

You

It's Not What It
Seems

Network A television
network is a group of
linked stations. In your
personal life, a network
is the people you know
or can get to know.

Section 1 Exploring Careers
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AFTER
You

Reinforce the Main Idea
Draw a diagram like the

one shown here. Show

how people your age may
benefit in their careers by first
learning about themselves.
Add answer circles as needed.

READ

SECTION | Assessment

Benefits of
Self-Knowledge

Do the Math

Congratulations! The good news is that you've decided to attend a local community

college after high school. The bad news is that tuition for an 18-week semester is $1,820.

You estimate travel expenses of $20 per week and $300 for books and supplies. You plan

to work 20 hours a week, earning $6.75 per hour, and you will apply all your paychecks

toward college expenses. Social Security and income taxes will take about 15 percent of your

earnings.

1. What is the total cost for a semester?

2. Assume that you have already saved $300 toward your first semester’s costs.
Approximately how long will it take to save enough to cover your tuition and books for
one semester?

Problem 1-1 Studying Yourself h

Instructions Think about the things you like to do and your particular skills. Make a list of
at least five personal interests or skills. After you complete your list, use the career resource
materials described in this section to identify one or more careers that match each interest
or skill. Choose one career and write a one-page description of how your skills and interests
fit this career.

\—
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Problem 1-2 Gathering Career Resources )

Instructions Use the personal career profile form in Figure 1-1 as a guide, and compare
three careers that you find interesting. Use the resources mentioned in this section to
gather information: guidance counselors, networking, print materials, the Internet, and
professional organizations. You may find other references in your school or local public
library. After completing your comparison, write a briet summary; identify which of your
choices you prefer and explain why.
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SECTION 2

Accounting Careers: The
Possibilities Are Endless!

Some people believe accounting is boring. There, we said it. It’s a
pretty safe bet that you didn’t enroll in an accounting course because
you thought it would lead to a career in the spotlight. How often do you
see Brad Pitt starring in an action thriller about a jet-setting accountant? Main Idea
Exactly. However, who do you think develops and approves the budget
for his films to go into production? Who do you think advises Mr. Pitt
how to invest the hefty salary he makes? You got it—someone just like

BEFORE
You

READ

If you learn accounting, you
can choose from a wide

variety of careers.
you, who is good with accounting concepts and knows how to handle
money. Read to Learn...

The point is: Accounting can be a lot of things you would never have » how accounting careers
imagined. So, if an accounting career matches up with some of your can b'e exating. (P-_B)_
interests and goals, hang in there. We promise there is a lot more to it > the d'fferent organizations
than crunching numbers! that hire accountants.
(p-13)

The Changing Horizon Key Terms
Is Accounting More Than Arithmetic? accountant

accounting clerk

Sure, some careers in accounting can be a little dry, but there are
many more that are dynamic and exciting. Think of any business—War-
ner Music, Nike, the Hard Rock Cafe. They all look to accountants to
help run their businesses. Think of your favorite celebrities—maybe Will audit
SI‘mth or Natalie Portman. Most h‘ave financial a.dV1sors. Movie Producers certified public accountant
hire accountants to track production costs. Publishers of magazines, such (CPA)
as PC World and Sports Illustrated, depend on accountants to work with
national advertisers to keep things running smoothly. In this chapter you
will identify career opportunities in the accounting field.

Accounting is not just adding and subtracting. An accountant handles
a broad range of responsibilities, makes business decisions, and prepares and
interprets financial reports. These are skills that successful businesses cannot
do without. If you are good, the sky is the limit.

for-profit business
not-for-profit organization
public accounting firm

Types of Organizations
What Career Opportunities Exist in Accounting?

If you still picture accountants huddled over pages of numbers in back
offices, the following scenarios should set you straight.
For-Profit Businesses

“Okay, everybody. Show time in five minutes.” The announcement
comes as the members of the band adjust guitar straps and prepare to go out
on stage. A crowd of 30,000 fans, dropping thirty-five bucks a head, waits

Section 2 Accounting Careers: The Possibilities Are Endless! 13
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Key Point

Where Accountants

Work

* For-profit businesses

* Not-for-profit
organizations

* Public accounting firms

for their entrance. Drew Taylor jokes with the band just offstage and then
watches as they head out to the fans’ applause.

Drew gets a rush being backstage amid all the excitement of a live show.
As the financial assistant to the band’s business manager, he often spends
time at the performances. For Drew, working with numbers came as natu-
rally as his love for music. He studied accounting throughout high school
and college, and in his spare time he dabbled with the guitar and hung
around recording studios with friends who were in the music business.

It wasn'’t long before Drew started working as an accounting clerk at a
studio. An accounting clerk is an entry-level job that can vary from spe-
cializing in one part of the system to doing a wide range of tasks. Drew’s
accounting clerk experience and networking efforts landed him a position
with one of the music industry’s top business managers. Drew still dreams
of recording his own music one day, but for now, he’s quite content helping
orchestrate the financial security of his music idols.

Entertainers perform to earn a profit. For-profit businesses operate to
earn money for their owners. The majority of businesses in the United States
are for-profit businesses.

Today, computers handle much of the basic accounting work, freeing
accountants to do more planning for future operations. Computer tech-
nology means that accountants are no longer tied to a desk or an office. If
you worked for artists such as Alicia Keys, MaroonS5, or Modest Mouse, you
would probably spend part of your time traveling. Laptop computers and
modems can connect you to your work as you travel to other cities and
countries.

In order to explore accounting career opportunities, you need to compare
the various types of business organizations. Not all organizations are for-
profit businesses.

Not-For-Profit Organizations

“Listen up, folks! Here’s the draft of the news release we're sending out
tomorrow,” shouts Darin Korman, waving a stack of papers in the air. “We
need to get our position before the public while Congress is
still considering the environmental legislation. Questions?”

“What else are we doing to alert voters to the potential
value of this legislation?” a team member asks from the back
of the room.

Darin, the team leader, opens a folder. “Here’s our total
plan. We begin filming a TV spot tomorrow. Next week, the
art for our magazine ads will be finished, and they’ll run
in six different magazines. We’ll also post a call-to-action
on our Web site asking visitors for their support. We can
all thank Maya for putting together a budget for the media
campaign.”

Maya Cruz beams as her boss Darin describes a typical
campaign put together for a group—Ilike Sierra Club or Audu-
bon Society—that works to protect and preserve the environ-
ment. Such groups operate as not-for-profit organizations,
also known as nonprofit organizations. These organizations

14 Chapter 1 You and the World of Accouynting
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operate for purposes other than making a profit. When Maya was very
young, her parents founded a similar group dedicated to cleaning up the
local waterways. Maya helped her parents in the difficult task of soliciting
donations within their community. As she grew older, Maya pursued the
study of accounting with the sole purpose of continuing her involvement
in environmental causes.

It is important to identify the various accounting functions involved
with each type of business organization. Most not-for-profit organizations
have the goal of balancing their income with expenses rather than earning a
profit for owners or investors. Some not-for-profit organizations, like United
Way or Boy Scouts of America, get their income from donations. Other
organizations get income through tax dollars. Government agencies, such
as your school or a federal agency, fall under this category.

There are thousands of opportunities in the not-for-profit arena. Like
Maya did, you may prefer to combine your interest in accounting with a
cause that you hold close to your heart.

Public Accounting Firms

“It seems like all the ducks are in a row.” Jana Passeno takes another look
at the Whitley Company accounting reports on her desk.

“Yes, we have identified the last few questions we need to go over with
Whitley’s accounting manager,” Greg Hally says as he finalizes a short list.

Jana and Greg work for the public accounting firm Radcliff & Pratt.
Public accounting firms provide clients a variety of accounting services
including the independent audit. An audit is the review of a company’s
accounting systems and financial statements to confirm that they follow
generally accepted accounting principles.

An independent audit is not done by company employees. For example,
the accountants who work at Whitley cannot do an independent audit.
Instead, it is done by certified public accountants who work for public
accounting firms. A certified public accountant (CPA) is an accountant
who has met certain education and experience requirements and passed a
national test. Like doctors and lawyers, CPAs are licensed by the states.

Radcliff & Pratt is a small firm, but many certified public accountants
work for the four largest accounting firms known as “The Big Four”: Ernst
& Young, Deloitte & Touche, KPMG, and PricewaterhouseCoopers.

Jana feels pride in her job. When companies such as Coca-Cola or
General Electric sell their stock on a U.S. stock exchange, potential buyers
depend on audited financial statements to make decisions. Once Jana signs
off on the financial statements of a company, the public has greater assur-
ance that the information is correct.

Public accounting firms have many job opportunities besides audit-
ing. Possibilities include financial planning and preparing tax returns. You
might be interested in a job as a forensic accountant. Forensic accountants
take cases that involve issues like fraud or employee theft. Did you know
that since 9/11, forensic accountants have played a major role in tracking
down suspected terrorists?

From entertainment to health care, conservation to entrepreneurship,
the career possibilities in accounting are endless!

<
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You

Compare and
Contrast

For-Profits and Not-
for-Profits What are the
similarities in the work
done by accountants

at a for-profit business
and those employed

by a not-for-profit
organization? How are
their tasks different?

=4 READ

You

In Your Own Words

Certified Explain the
significance of being
a “certified” public
accountant.
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SECTION 2 Assessment

AFTER

Reinforce the Main Idea

Create an organizer like the Career Opportunities

one shown hgre. List at least For-Profit Businesses Not-for-Profit Organizations Public Accounting Firms
three accounting career

opportunities in each type of

organization.

y

@ Do the Math

== Assume that the federal government pays new accountants without a master’s degree an
annual salary of approximately $23,500. The starting salary for new accountants with a
master’s degree is approximately $35,500. If you spent $21,000 to attend graduate school,
how many months would you work at a new job in the federal government before the
difference in salary pays for your graduate school expenses?

0 Problem 1-3 Checking Out Accounting Careers A

Instructions Using the resources described in Section 1, research possible careers for
people with accounting degrees. List at least five different careers and the formal training
and work experience needed for each. Choose one career as your preference and write a
L paragraph describing why this career appeals to you.

~N

o Problem 1-4 Matching Interests and Careers h

Instructions Using the three career examples described in this section, make a list of
the personal interests and skills of the accountants described in each situation. Compare
the list to your own interests and skills. Then think of three types of businesses (or actual
companies) for which you might want to work. How would you learn about accounting
career opportunities in those companies? Aside from pursuing needed training or education,
\__ what else would you do to prepare to work in that career? Share your ideas in class.

~N

0 Problem 1-5 Researching Public Accounting Firms h
Instructions Surf the Internet or conduct research in your library to find information
about “The Big Four” accounting firms. Create a table of information about each firm and
\__ the services the firm provides.

a Problem 1-6 Interviewing Accountants h
Instructions Interview members of the accounting field to investigate entry-level job
requirements, career tracks for the profession, and projected trends for the future. Write a
\__ short report about your findings.

_ CONTENTS |} 2
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Accounting Careers in Focus

A
ACCOUNTING MIANAGER

Keytroller, Inc., Tampa, Florida
Mandy Martensen

Tips from .- -

R i il sl T

In business, success 1

ateam effort. Help the

Q: Why did you choose an accounting career?
A: In college, | was majoring in a different subject and had to

take an accounting class as one of my requirements. | fell in usually 4 by lending
love with accounting as soon as | took that first course. | enjoy group get ahea JYou will
math and problem solving. co-worker‘i a h;:‘:ﬂé\t'\ve but
ow
Q: What are some factors that have been key to your “?‘ °“;\i’nsa“-‘es who are likely
SO
T io pr%v'\de assistance when
A: I'm a quick learner and willing to try anything at least once. I'm you need it.

not afraid to ask questions or to try my hand at something new.
If you want to go far in the accounting field, you must be open
to new things.

What do you find most challenging about your job?
Working in a team-based environment is especially stimulating. In today’s
world you can’t work alone. You usually work with others as a group, especially

on large projects. But you also need to learn how to step in and be a leader
when necessary.

Q: What advice do you have for accounting students just
beginning their careers?
A: You have to like what you do or you won't get very far. If you aren’t sure what

path you want to follow, consider earning a degree in business; you'll take at
least one class in every area and something you really enjoy will stand out.

>R

CAREER FACTS

Nature of the Work: Review the accounting information to make sure that everything

is recorded correctly; organize the budget process; hire, train, and supervise

accounting staff.

Training or Education Needed: A bachelor’s degree in accounting or finance, a master's
degree in business administration, and at least five years of experience. Some companies
require an accounting manager to have a CPA license.

Aptitudes, Abilities, and Skills: Communication skills, technology skills, and
analytical skills.

Salary Range: $45,000 to $85,000 depending on location, level of responsibility, and
company revenues.

Career Path: Start by working as an accounting clerk, and then move into positions of
increasing responsibility.

LD AT A - Why is it important to be willing to ask for help?

<
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Key Concepts

1. A successful career begins with insight into your own personal skills, interests, goals, and
lifestyle preferences. Get to know yourself. What you value plays a vital role in deciding what
you want to pursue as a career.

Responsibility Compassion
Achievement Courage
Relationships Recognition

As you decide on a career, consider lifestyle goals and personality traits.

Length of Work Week Work in Teams or Independently
% Work with People or Things

Size of Paycheck

Work Environment ot Skill Strengths
Growth Potential g Personality Traits

Lo

Geographic Location

[

2. Researching career possibilities can include meeting with a guidance counselor, networking with
friends and family, reading books and magazines, doing research on the Internet, and seeking
information from professional organizations. Do your homework. Research jobs, salaries,
geographic locations, work environments, and growth potentials. You want to know what you

are getting into, don’t you?
55

Library Magazine
Internet Work Experiences
Networking Professional and

Student Organizations

18 Chapter 1 Summary
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3. Use these strategies to set and accomplish career goals:

e Map out a plan.

e Consider the education required.

e Find a part-time job to get some on-the-job training.

e Check into internships available in your field of interest.

. Accounting career opportunities vary from the entry-level accounting clerk to the accountant
who handles a wide range of responsibilities. Some accountants work for public accounting
firms and are certified public accountants. A certified public accountant (CPA) is licensed by the
state to perform independent audits of corporations. Public accounting firms provide many job
opportunities including

e auditing,

e financial planning,

® preparing tax returns, and
e forensic accounting.

. Accountants work for almost any organization you can think of. Find a company you are
interested in, and you can bet there is an accountant in the picture planning for next year’s
budget, chasing down an expense report from the owner, or advising managers on financial
issues. For-profit businesses, not-for-profit organizations, and public accounting firms all hire
accountants.

. For-profit businesses operate to earn money for their owners. Not-for-profit organizations
operate for other reasons such as charitable or educational purposes. Most not-for-profit
organizations have the goal of balancing their income with expenses rather than earning a
profit.

Key Terms

accountant (p- 13) not-for-profit organization (p. 14)
accounting clerk (p- 14) personal interest tests (p- 10)
audit (p- 15) personality (p-9)
certified public accountant (CPA) (p. 15) public accounting firm (p- 15)
for-profit business (p- 14) skills (p- 8)
lifestyle (p-9) values (p- 8)
networking (p- 11)

Chapter 1 Summary 19
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You

CHAPTER | Review and Activities

Check Your Understanding

1.

Personal Skills, Values, and Lifestyle Goals

a. Explain how your interests, skills, and values will affect your career choice.

b. What are six common values that people have?

Career Information

a. Describe at least three categories of career information resources.

b. Describe how networking is beneficial to career planning.

Career Goals

a. What is meant by mapping out a career plan?

b. Describe five steps that are helpful in achieving career goals.

Accounting Career Opportunities

a. What does an accountant do?

b. Name “The Big Four” accounting firms from which you could likely obtain information about
current career opportunities.

Organizations That Hire Accountants

a. List and describe three types of organizations that offer accounting career opportunities.

b. What task can be performed only by certified public accountants employed by public
accounting firms?

For-Profit Businesses and Not-for-Profit Organizations

a. What type of organization exists to earn money for the owners?

b. Why would a not-for-profit organization need an accounting professional?

20

Apply Key Terms

a person who works in the accounting field.
On a separate sheet of paper, write a list of
questions that you will ask in the interview.
Incorporate each of the following terms in
your questions:

Suppose you are preparing to interview

accountant not-for-profit

accounting clerk organization

audit personal interest tests

certified public personality
accountant (CPA) public accounting

for-profit business firm

lifestyle skills

networking values

Chapter 1 Review and Activities

Q( " CONTENTS




CHAPTER |

( Problem 1-7 Researching Careers in h
Your Library

It is never too early to begin researching careers.
Instructions Complete your research project using these steps.

1. Using a reference book (such as the Occupational Outlook Handbook),
choose a career area that interests you.

2. Research the skills, education, and experience you would need to work
in that career area. Your research can utilize any number of resources
including books, magazines, and the Internet.

3. Write a brief profile of your chosen career, including a description
of jobs in the field, education or training requirements, potential
earnings, and working conditions.

L4. Present your profile to the class.

( Problem 1-8 Researching Careers in Your \
Local Newspaper

Instructions Follow these steps to organize employment information.

1. Review the employment ads in a local or regional newspaper.

2. Collect information on at least 10 job titles plus the skills and
education required for each. Include at least two job titles related to the
accounting field.

3. Present your information in table format. If you have access to a word

\_ processing program, use it to create and print your table.

( Problem 1-9 Assessing Your Skills h
and Interests

Instructions Complete an assessment of your personal skills and interests
by answering the questions in your working papers. Use the survey
included in the working papers, or you can ask your guidance counselor
to administer a personal interest test. Using the results of the test, find
Lat least three careers that match your skills and interests.

( Problem 1-10 Working with Others h

Instructions As an accountant for a large business, you might be put in
charge of training new hires in the accounting department. Or you might
be asked to discuss project cost overruns with a department manager or to
present operating results to senior managers. In these situations you need
skills other than just your accounting knowledge. For each situation make
a list of the skills needed; then decide whether you have those skills and,
Lifnot, how you plan to acquire them.

Chapter 1 Problems
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Chapter 1 Problems

Problems

-
Problem 1-11 Summarizing Personal Traits )

Instructions Sometimes you can learn about yourself by asking other
people how they see you. Ask at least 10 people to name three words they
think describe you. Ask them to give you descriptive words such as these:

e Dependable

e Fun

¢ Quick-thinking

e Decisive

Do not just choose friends. Ask teachers, co-workers, relatives, and
others who are willing to give you an honest opinion. Make a list of each
person’s descriptions; then summarize your findings by identifying the
five characteristics or traits that were mentioned most often. Do these
Ldescriptions match your self-perception? Why or why not?

( Problem 1-12 Gathering Career Information h

Instructions Arrange to interview someone who currently works in a
career area that interests you. Before the interview prepare a list of the
questions you want to ask. You may wish to cover the following topics:

e What are the major tasks that you perform?

e What do you enjoy most about your job?

e Isthere much variety in your work?

e What specific skills are involved?

After the interview write two or three paragraphs describing your interview
and the information you learned. Explain how this information will help
Lyou choose a career.

( Problem 1-13 Exploring Careers in Accounting A

Instructions Choose a local company that interests you, and find out
who works as an accountant for the company. Call and ask whether you
can observe the person at work for part of a day. Write a summary of your
Lobservations, and share the information with the class.

(chALNGE Problem 1-14 Exploring Global )

PROBLEM Careers

Instructions Many U.S. businesses operate in the global economy, which
means they need accountants who understand international business. Find
a local company that imports or exports products to or from one or more
countries. Interview the accounting manager, and find out the skills, formal
study, and personal traits he or she looks for in an accountant who works in

international accounting. Write a short report about your findings.

. [ contents B2
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Winning Competitive Events CHAPTER |

Practice your test-taking skills! The questions on this page are reprinted with permission
from national organizations:

e Future Business Leaders of America

e Business Professionals of America
Use a separate sheet of paper to record your answers.

Future Business Leaders of America
MuLTIPLE CHOICE
1. Persons who plan, summarize, analyze, and interpret accounting information
are called
a. accountants.
b. audit supervisors.
c. bookkeepers.
d. accounting clerks.
e. none of these answers.

Business Professionals of America
MUuLTIPLE CHOICE
2.Solve: 23/8 —11/2
(Reduce to lowest terms.)
a. 7/8
b. 14/16
c. 12/6
d.11/8
3. An employee earns $2,300 each pay period. He is paid on the first and fifteenth of
each month. How much does he earn in one year?

a. $55,200

b. $59,800

c. $27,600

d. $55,220

4. Solve: 150% of $84

a. $42

b. $72

c. $126

d. $168

5. What is $580 increased by 1/5 of itself?

a. $116

b. $145

c. $696 Need More Help?

d. $725 Go to glencoeaccounting.glencoe.com and
click on Student Center. Click on Winning
Competitive Events and select Chapter 1.

e Practice Questions and Test-Taking Tips
¢ Concept Capsules and Terminology
é glencoeaccounting.glencoe.t[o ~ Chapter1 Winning Competitive Events 23
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CRITICAL
Thirikgs

y

CASERINY

Real-World Applications and Connections

Career Possibilities

1. What term describes the way you use your time, energy, and resources?

2. Compare and contrast the tasks of an accounting clerk and a certified public
accountant. How are they similar? How are they different?

3. You have just graduated from high school and have found out about an
opening for a summer job as an accounting clerk for a popular family-owned
restaurant. Using the six components of personal values, predict whether this
entry-level accounting job would be fulfilling.

4. What new issues would an accountant face in moving from a job at a for-
profit business to a job at a not-for-profit organization?

5. A friend with an interest in an accounting career asked you for advice about
the type of job to pursue. You know she has helped organize fund-raising
events at school for diabetes research, and that she loves helping children.
Recommend an accounting career that you think your friend would find
fulfilling.

6. Make a list of the different ways discussed in this chapter to research careers.
Create a table that compares advantages and disadvantages of each of these
research options. Which one works best for you? Why?

Career Advice

Sean Smith is a senior in high school. He is taking an accounting course this year

because he wants to be an accountant. Sean likes working with numbers, but he

also likes working with people. He plans to go to college but doesn’t know which

ones offer accounting programs and what costs are involved.

INSTRUCTIONS

Take the role of Sean’s career counselor. Write a one-page report advising Sean.

Include the following in your report:

e Information on how to find the resources he needs to choose a college.

e Details on how to set education and career goals.

e Steps Sean needs to take over the next several months.

e A list of resources Sean might use to learn more about accounting careers,
colleges, and financial help.

Padding a Résumé

Part of landing a great job is putting together a résumé that effectively represents
your skills and background. Imagine that BMW has just opened a new regional
headquarters in your area. You would like to work for BMW as a payroll clerk, but
you're afraid you don’t have the right qualifications. A friend suggests that you
“change” your résumé to make yourself look better.

ETHICAL DECISION MAKING

1. What are the ethical issues? 4. How do the alternatives affect the
2. What are the alternatives? parties?
3. Who are the affected parties? 5. What would you do?

24 Chapter 1 Real-World Applications and Connections




Real-World Applications and Connections CHAPTER |

N - .

3) M Writing an Article

COMMUNICATING , : : : :
ACCOUNTING Write a one-page article for a career newsletter. Describe the field of accounting

and the types of businesses and organizations where accountants might work.

TéKILLS BevonD | Acquiring and Evaluating Information
N”MBERS To make a decision, whether personal or business-related, you must be able to

acquire and analyze information.

ON THE JoB

You have graduated and are ready for a job to match your skills and interests!

INSTRUCTIONS

1. List the businesses that advertise in a local or regional newspaper. You may
want to use a Sunday issue since it is usually packed with ads.

2. Separate the businesses into for-profit and not-for-profit categories.

3. Write a summary of your findings, and describe the accounting career
opportunities you think these businesses and organizations might offer.

|NTERNAT An International Accounting Career

ACCOUNTING If you want to explore the world, the field of accounting can take you there. To
land a job with an international accounting firm, knowledge of international
trade laws and country-specific accounting standards will help. Experience with
local business customs and a familiarity with the language is also a bonus.
INsTRUCTIONS Go to the global Web site of PricewaterhouseCoopers and list five
countries in which the firm operates. In the Careers section, select a country from
your list and name two career opportunities in that country.

Making It Your Career
; Personal In this chapter you considered how interests, values, and lifestyle affect your

career goals. You can learn more about what you want in a career from personal
assessment tests. Meet with your guidance counselor or try an Internet search
engine to learn more about these tests.

PERSONAL FINANCE ACTIVITY Imagine you have

two job offers to work as an accountant. One is

for a for-profit business. The work is not very WUEH

exciting, but the company pays a high salary.

Be Your Own Boss

The other job is at a not-for-profit organization .

. .. How would you like to be your own
dedicated to a cause that is important to you, boss? Visit glencoeaccounting
but it pays about one-half as much. Based on .glencoe.com and dlick
what you discovered in your self-assessment, on Student Center. Click on
which job fits your goals? Why? WebQuest and select Unit 1 to
PERSONAL FINANCE ONLINE Log on to continue your Internet project.

glencoeaccounting.glencoe.com and click
on Student Center. Click on Making It
Personal and select Chapter 1.

<2
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The World of Business

and Accounting

What You'll Learn

Describe profit, risk-taking,
and entrepreneurs.

Describe service,
merchandising, and
manufacturing businesses.

Compare the sole
proprietorship, partnership,
and corporate forms of
business.

List the advantages and
disadvantages of each form of
business organization.

Describe the purpose of
accounting.

Explain financial and
management accounting.

Describe three basic
accounting assumptions.

Define the accounting terms
introduced in this chapter.

Why It's Important

The U.S. free enterprise
system offers many different
opportunities.

AVEDA

1h# 5 ared sem @ of prar o grd plan] eveme g

BEFORE
EFORE. READ

Predict

1. What does the chapter title tell you?

2. What do you already know about this subject from personal experience?
3. What have you learned about this in the earlier chapters?

4. What gaps exist in your knowledge of this subject?

. Exploring the Real World of Business

BECOMING AN ENTREPRENEUR

Aveda Corporation

Rosemary, peppermint, and almond bark—ingredients for
a pot of tea? No, it’s shampoo. Aveda Corporation founder
Horst M. Rechelbacher believes that beauty begins with natural
ingredients and treating the environment kindly.

At 14, Rechelbacher became an apprentice in the beauty and
salon business in Europe. Interest in the powers of plants led
him to launch Aveda in 1978 with one shampoo.

When creating products, the company considers the impact
on the environment and on native communities. For example,
Aveda stopped using an oil that could be poached from sacred
trees in India. The company uses recyclable packaging in most
of its products and does not test on animals.

Today, Aveda products are found in more than 10,000
salons and spas around the world.

What Do You Think?
What risks do you think Horst Rechelbacher faced when he
launched the Aveda product line?

Chapter 2 The World of Business and Accounting .
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’ Working in the Real World
APPLYING YOUR ACCOUNTING KNOWLEDGE

Entrepreneurs wear many business hats. They
need to know how to sell products or services,
what the competition is doing, how to provide
good customer service, and how to manage a
business as well as understand the finances of
the business.

Personal Connection
1. At your workplace, or the workplace of family
or friends, who owns the business?
. If you owned this business, how would you
use your accounting knowledge to manage
the business?

Online Connection

Go to glencoeaccounting.glencoe.com and dlick
on Student Center. Click on Working in the
Real World and select Chapter 2.
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BEFORE READ

You

Main Idea

The United States has a
free enterprise system with
various kinds of businesses.

Read to Learn...

» about the environment
of business. (p. 28)

» the three types of
business operations.
(p-29)

» the three forms of
business organization.

(p-29)

Key Terms

free enterprise system
profit

loss

entrepreneur

capital

service business
merchandising business
manufacturing business
sole proprietorship
partnership
corporation

charter

28 Chapter 2 The World of Business and

Exploring the World
of Business

In this chapter you will learn about different types of businesses and
how they are organized. All businesses need information that is gener-
ated by accounting systems in the form of reports. You will learn about
the different types of accounting and accounting reports.

The Environment of Business

What Makes Up the Business Environment?

When you hear the word business, what do you think of? Nike, Micro-
soft, General Motors, IBM, Coca-Cola, or Tower Records? Large busi-
nesses like these are certainly players in the world of business today. Your
neighborhood convenience store, clothing boutique, video rental store,
and grocer are also important contributors in our free enterprise system.
In a free enterprise system , people are free to produce the goods and
services they choose. Individuals are free to use their money as they wish:
spend it, invest it, save it, or donate it. Business owners in this system
must compete to attract the customers they need to continue operating.

One measure of success in a business operation is the amount of
profit it earns. The amount of money earned over and above the amount
spent to keep the business operating is called profit. Businesses that
spend more money than they earn operate at a loss . Whatever its size,
a business must do two things to survive. It must operate at a profit, and
it must attract and keep an individual willing to take the risk to run it.

The Need for Profit

Continued operation and success of a business require profit. Your
local pizza parlor must pay for raw materials (flour, sauce, cheese, top-
pings), equipment (mixers, ovens, freezers), employees, utilities, and
rent. The selling price of the pizza must be high enough to cover all costs.
Once the owner pays these costs, the money left over is profit.

The Need for a Risk-Taker

In a business many people play different roles in daily operations, plan-
ning, and management. Inventors create ideas for new products or services.
Investors provide money to help businesses get started. Employees supply
the labor needed to operate the business. Managers supervise and plan.

Role of Entreprenuers. An entrepreneur is a person who trans-
forms ideas for products or services into real-world businesses. Owning a
business can offer flexible schedules, self-direction, and financial gain. Yet
business ownership is not free from risk. See Figure 2-1 for some pros and
cons of entrepreneurship.

Accounting .
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Pros Cons
* You are your own boss. * You probably need to work long hours.
e You create opportunities for earning money. e You lose the security of steady wages and medical
* You create and control your work schedule. benefits an employer provides.
* You choose the people you serve. ¢ You market your own services or products.
* You select the people who work with you. * You pay for your own operating expenses.
e You benefit from the rewards of your own hard work. | ® You must be motivated and energetic each day.
¢ You choose your own work hours. ¢ You face the possibility of losing money.
Traits of Entrepreneurs. Most entrepreneurs share certain behav- Eigure -1 .
ntrepreneurship: Pros
iors and attitudes. They are motivated self-starters willing to take necessary and Cons

risks to create profitable and useful businesses. Strong organizational skills,
marketing knowledge, and accounting skills are three areas of expertise that
contribute to successful business ownership.

Entrepreneur—Who, Me? Have you ever considered owning a
business? If so, you must first inventory your skills and interests. Do you
have good writing and speaking skills? Are you creative? Mechanical? A self-
starter? Do you have accounting or marketing skills? If you have vision, great
energy, and imagination, you may have the makings of an entrepreneur! See
Figure 2-2 on pages 30-31 for the types of decisions entrepreneurs face.

Types and Forms of Businesses
What Do Businesses Do, and How Are They Organized?

Our free enterprise system allows an entrepreneur to choose the kind of
business to operate as well as its organizational form.

Types of Business Operations

The three types of business operations are service, merchandising, and
manufacturing. They are alike in many ways. Each sells products or services
to customers and incurs expenses. They differ, however, in some basic ways.
Each type needs money to begin and maintain operations; buy or make
products; and cover operating costs like rent, utilities, and wages. Money
that investors, banks, or business owners supply is called capital .

Service Businesses. A service business provides a needed service
for a fee. Service businesses include travel agencies, salons like Fantastic
Sam’s, repair shops, real estate offices like Century 21, and medical centers.

Merchandising Businesses. A merchandising business buys fin-
ished products and resells them to individuals or other businesses. Examples are
department stores, car dealers, supermarkets, drugstores, and hobby shops.

Manufacturing Businesses. A manufacturing business buys
raw materials, uses labor and machinery to transform them into finished
products, and sells the finished products to individuals or other businesses.
Examples are shipbuilders, bakeries, and tire factories.

Forms of Business Organization

To start a business, a potential owner must have a sufficient amount
of capital and must choose an appropriate form of business organization.

Connect to...
LANG UA
LRTS

In accounting, capital
refers to money used to
start up or grow a new
business. The term comes
from the Latin word for
head—caput. In ancient
times nomadic herdsmen
measured their wealth by
the number of animals
they had. They got this
number by counting
heads.

Section 1 Exploring the World of Business 29



Traits of the Entrepreneur

1. BEFOR[ e No luthier (A luthier is a?
a maker and repairer of /
Entrepreneurs are stringed instruments.) (/ Entrepreneurs
aware of their e Does the community ;"' evaluate alternatives.
environment. want one? -

Customer preferences
Accountant’s guidance
New tools are
expensive. Use tools
from home and buy
new ones only when
necessary.

Figure 2-2

With a few exceptions, U.S. businesses are organized in one of three basic
ways: sole proprietorship, partnership, or corporation, illustrated in Figure
2-3. Notice that each of the different types of operations can use any form
of organization.

Type of Form of Business Organization
Business Sole
Operation | Proprietorship
Service X X X
Merchandising X X X
Manufacturing X X X

Partnership Corporation

Figure 2-3
Forms of Business
Organization

Sole Proprietorship. Sole means “single” or “one.” Proprietor means
“owner.” A sole proprietorship, therefore, is a business owned by one
person. It is sometimes simply called a proprietorship. Being a sole proprietor
does not mean working alone. Based on the operation’s size and scope, a
sole proprietorship may have many managers and employees. The oldest
and most common form of business organization, the sole proprietorship
is the easiest business form to start. Little or no legal paperwork (forms and
documents) is required. The success or failure of the business depends heav-
ily on the efforts and talent of the owner.

The advantages and disadvantages of organizing as a sole proprietorship
are shown in Figure 2-4.

Advantages Disadvantages

e TFasy to set up e Limited expertise

e All profits go to owner e Hard to raise money

e Owner has total control e Owner has all the risks

e Few regulations to follow e Hard to attract talented employees

Figure 24
Advantages and
Disadvantages of a Sole
Proprietorship

Partnership. A partnership is a business owned by two or more per-
sons, called partners, who agree to operate the business as co-owners. Busi-
ness partners usually enter into a written, legal agreement. This agreement
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Traits of the Entrepreneur (continued)
oy

Entrepreneurs seek
the best solution.

¢ Find commercial
space for rent near
a music school
and concert
hall. Distribute
fliers promoting
business at classes
and concerts.

RETAIL SPACE
FOR RENT

T30 5T Crvmaad i
1 s Bmms
Aemacrshiv Frice

Entrepreneurs
turn ideas into
actions. N7

Second Life Instrument
Repair Shop quickly
becomes the community’s
top option for making
musical instruments sound

Call Damie .
S st i their best.

specifies each partner’s investment in money or property, responsibilities,
and percent of profits and losses. Partnerships are often formed when a
business needs more capital than one person can invest. Partnerships are
not always small. For example, partnerships like the large accounting firm
KPMG may have as many as 1,600 partners and more than 18,000 employ-
ees. Figure 2-5 lists some partnership advantages and disadvantages.

Advantages Disadvantages

e Easy startup e Risk of partner conflict
e Pooled skills and talents e Shared profits
e More money available e Shared risks

Corporation. A corporation is a business recognized by law to have
a life of its own. Unlike a sole proprietorship and a partnership, a corpora-
tion must get permission from the state to operate. This legal permission,
called a charter, gives a corporation certain rights and privileges. It also
spells out the rules under which the corporation is to operate.

Corporations often start as sole proprietorships or partnerships. The
business owner(s) may “incorporate” to obtain money needed to expand.
To raise this money, organizers sell shares of stock to hundreds or even
thousands of people. These shareholders, or stockholders, are the corporation’s
legal owners. Figure 2-6 outlines a few advantages and disadvantages of the
corporate form of organization.

Advantages Disadvantages
e Fasier to raise money e More costs to start
e Easy to expand e More complex to organize
e Easy to transfer ownership e More regulations
e Losses limited to investment e Higher taxes

Regardless of their form as a sole proprietorship, partnership, or corpora-

tion, all businesses share common financial characteristics and methods for

recording and reporting financial changes.

Figure 2-5
Advantages and
Disadvantages of a
Partnership

»8 READ

You

In Your Own Words

Corporation

A corporation is
recognized by law “to
have a life of its own.”
What does this mean?

Figure 2-6
Advantages and
Disadvantages of a
Corporation
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SECTION | Assessment

AFTER

Reinforce the Main Idea
Use a diagram like this one
to show dgtalls that.support Main Idea
the following main idea:
The United States has a
free enterprise system with . . . .
various kinds of businesses. = = = =

a a a a

— — — J

@ Do the Math

Suppose that you bought 500 shares of Pinewood Dairy Corporation for $39 per share
several months ago. Yesterday you sold 200 of the shares at the current price of $45 per
share. How much money did you gain or lose on the shares that you sold? What was the
gain or loss per share? Based on the price of $45 per share, what was the market value of
your remaining shares yesterday?

[ a Problem 2-1 Assess Your Entrepreneurship Potential h
Instructions The characteristics or traits needed to set up an owner-operated business and
to run it successfully are listed below. Rank yourself, indicating whether this trait is most
like you or least like you. Use the form provided in your working papers.

Most Like Me Least Like Me

Persistent 5 4 3 2 1
Creative 5 4 3 2

Responsible 5 4 3 2 1
Inquisitive 5 4 3 2 1
Goal-oriented 5 4 3 2 1
Independent 5 4 3 2 1
Demanding 5 4 3 2 1
Self-confident 5 4 3 2 1
Risk-taking 5 4 3 2 1
Restless 5 4 3 2 1

List the categories in which you ranked 3 or lower. Identify experiences, activities, and ways
L in which you could improve your entrepreneurial potential.
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SECTION 2

Have you ever wondered how the band U2 determines which venues
they will play, the cost of a tour, how profitable CD sales have been, or
how much ticket prices should be? All these issues are probably tackled by
the band’s financial team: accountants, clerks, and financial advisors.

The Accounting System
What Does the Accounting System Do?

Whether you are the accountant for a band or the financial
manager for a chain of mountain bike stores, accounting methods
are universal. The accounting system is designed to collect, docu-
ment, and report on financial transactions affecting the business. In a
manual accounting system , the accounting information is processed
by hand. In a computerized accounting system , the financial infor-
mation is recorded by entering it into a computer. Owners and investors
who risk their money depend on accountants to report the results of
operations and the financial condition of the businesses in which they
invest. Figure 2-7 outlines the inputs, processes, and outputs of an
accounting system.

All accountants follow the same set of rules to prepare financial
reports. The Financial Accounting Standards Board (FASB) issues these
rules. The rules are referred to as generally accepted accounting principles
or GAAP (pronounced “gap”).

Accounting principles provide a way to communicate financial infor-
mation in a form understood by those interested in the operations and
financial condition of a business.

Because it is so fundamental to the communication of financial
information, accounting is often called the “language of business.”
Financial reports are summarized information about the financial
status of a business.

Accounting: The Universal
Language of Business

BEFORE
You

READ

Main Idea

The accounting system
produces information used
to make decisions.

Read to Learn...

» how the accounting
system works. (p. 33)

» how decision makers
use accounting reports.
(p-34)

» three important
accounting assumptions.

(p-35)

Key Terms

accounting system

manual accounting system

computerized accounting
system

GAAP

financial reports

financial accounting

management accounting

business entity

accounting period

going concern

Inputs 9' Processing 9' Outputs
Source Documents Tasks Financial and
e Checks e Analyzing Management
e Invoices e Classifying Accounting Reports
e Sales Slips e Recording e Financial condition
e Receipts e Results of operations
e Investments by and
distributions to owners

Figure 2-7 How the Accounting System Works
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=5 READ

You

Instant Recall

Audits Many people
outside a business
depend on certified
public accountants to
audit the company’s
financial statements.

»# READ

You

Compare and
Contrast

Accounting Reports
How is financial
accounting similar

to management
accounting? How is it
different?

34
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Using Accounting Reports for Making

Business Decisions
Who Uses Accounting Reports?

The purpose of accounting is to provide financial information about
a business or a not-for-profit organization. Individuals also need financial
information in order to make decisions.

The information found in accounting reports has a wide audience. In
general there are two groups that use accounting reports:

e individuals outside the business who have an interest in the business
e individuals inside the business

Financial Accounting

Financial accounting focuses on reporting information to external
users. Financial accounting reports are prepared for individuals not directly
involved in the day-to-day operations of the business.

Who uses financial accounting reports? The following examples describe
just a few situations in which people use financial accounting reports.

e Suppose you wanted to invest in a business, such as Trek Mountain
Bikes Inc. You would analyze financial accounting reports to estimate if
an investment in the business would be profitable.

e Individuals or institutions, like banks that loan money to a business,
use financial accounting reports to determine whether or not the
business will be able to repay loans.

e Local, state, and federal governments review financial accounting
reports. For example, the Internal Revenue Service may compare the
tax return and financial reports of a business to determine whether the
business is paying the proper amount of taxes.

e Workers, consumers, union leaders, and competitors are interested in the
performance of businesses as presented in financial accounting reports.

Management
Accounting

Management accounting,
which focuses on reporting informa-
tion to management, is often referred
to as accounting for internal users of
accounting information. Manage-
ment accounting reports are prepared
for managers involved in making the
day-to-day operating decisions like
purchasing, hiring, production, pay-
ments, sales, and collections.

Managers need accounting infor-
mation so they can decide what to
do, how to do it, when to do it, and
whether or not the results match the

Accounting .
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plans for the future. Figure 2-8 describes Owners and managers use accounting
some of these decisions. reports to make decisions.

e Can we purchase a
new delivery van?

Accounting e Which flowers are

. the best sellers?
Assumptions

What Are Three Accounting
Assumptions? pe

An assumption is something taken
for granted as true. When you attend a
movie, you assume the volume will be at
a reasonable level, there will be a place
to sit, and the film will be in focus. If
these assumptions are wrong, the movie
will be a disappointing experience.

Each business sets up an account-
ing system for its specific needs, but all
businesses follow GAAP. These generally

e Should we hire

more designers?
e Can we afford to

attend floral
conventions in
Amsterdam?

accepted accounting principles include Figure 2-8
Managerial Decisions

three important assumptions:

e business entity
e accounting period
e going concern

Recall that the corporation is the only form of business that is a separate
legal entity. For accounting purposes, however, all businesses are separate
entities from their owners. A business entity exists independently of its
owner’s personal holdings. The accounting records and reports are main-
tained separately and contain financial information related only to the
business. The owner’s personal financial activities or other investments are
not included in the reports of the business.

For example, the personal residence of a flower shop owner, valued
at $100,000, is not reported in the accounting records of the flower shop.
Buildings owned by the business, however, are included in the financial
records and reports of the flower shop.

For reporting purposes, the life of a business is divided into specific
periods of time. An accounting period is a period of time covered by an
accounting report. The accounting period can cover one month or three As READ
months (quarterly), but the most common period is one year. This assump- You
tion is necessary when accountants assign the cost of buildings and equip- In Your Experience
ment over the estimated period of time they will be used. Comparison
of reports from one period to the next also makes the accounting period
concept necessary.

Unless there is evidence to the contrary, accountants assume that a
business has the ability to survive and operate indefinitely. In other words a
business is expected to continue as a going concern . Although many busi-
nesses fail within the first five years, the accountant assumes the business
will continue to operate unless it is clear that it cannot survive.

Periodic Reports What
kinds of reports have you
used to make important
decisions?
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SECTION 2 Assessment

AFTER

Reinforce the Main Idea
List at least three ways people Uses of Accounting Reports

use each type of accounting
report. Use an organizer like
the one shown here.

Financial Management
Accounting Reports Accounting Reports

A

@ Do the Math

Suppose that you are opening a 1,000-square-foot baseball card store in a shopping center.
You have signed a lease that requires you to pay a monthly rent of $1.75 per square foot,
plus 5 percent of your gross annual sales. What is the total amount of rent you will pay in
one year if you have sales of $85,000?

0 Problem 2-2 Using Financial Information h

Instructions Imagine that you are the manager of Valley Skateboard Shop. The accountant
for the business has delivered the news that sales are down by 15 percent compared to last
month. She also reports that the rent on the building will be increasing next month by $100.
You believe the shop needs a more experienced salesperson and that the building needs
new paint and awnings. How might the information delivered by the accountant affect
\_ your decisions and course of action?

~N

0 Problem 2-3 Identifying Accounting Assumptions h
Suppose you work for a company called Greenwood Sky Divers as a sky-diving instructor.

Since you have your pilot’s license, you also give flying lessons on the side. You and the
owner of Greenwood Sky Divers both belong to a local club, the Greenwood Eagles,
whose members get together for sky dives on weekends. Greenwood Sky Divers is a sole
proprietorship that has been in business for six years. The owner of the company regularly
reviews financial reports, and the company’s accountant prepares end-of-the-year reports to
compare results from one year to the next.
Instructions Decide what information in this paragraph is relevant to accounting for
Greenwood Sky Divers. Identify the accounting assumptions for Greenwood, and give an

\_ example of each assumption from the information given here.
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Accounting Careers in Focus

S ——
Vice PRESIDENT, FINANCE

3E Company, Carlsbad, California
Trish Lady

Tips from - - -

jomal Ioc.
Q: What does 3E Company do? M}HW;‘;
A: We help businesses meet their environmental, health, and on aver_agE. cg{:]\gtes for
safety responsibilities. interview six Ci;:g Distinguish
g . i ening. ”
Q: Why did you choose an accounting career? ei‘)ﬂ‘,ﬂ ggm the competition
A: 1knew | had a strong aptitude in mathematics but | didn’t know by rehearsing your answers
how to turn that into a career. Luckily, | had an algebra teacher tZ potenfla\ questions with
in high school who steered me toward a practical application for afriend of family member.
my math skills: accounting. During the meeting you :ti\n\\
Q: What are some factors that have been key to your come across as mfo'r:]“?\t'
success? prepared, and confidert
A: Being open to opportunities has definitely helped me. For
example, | was working as a chief financial officer for a real estate
firm. | then took a different career path to focus on business development,
helping companies reach their long-term goals. The skills | learned from that
experience gave me a better background to draw from in my current role.
Q: What do you like most about your job?
A: 1like the variety of responsibilities and the intellectual challenge it presents.
Q: What skills are needed to become a vice president of finance?
A: You need a strong background in accounting. It's also important to know
how to allocate time, money, and other resources. You must be able to shift
your focus from day-to-day accounting procedures to ways you can help your
company achieve its long-term goals.
L
CAREER FACTS N

Nature of the Work: Ensure that the company follows state and federal laws, research
and recommend investment opportunities, organize and manage the budget process.
Training or Education Needed: A master’s degree in finance or business administration;
at least 10 years of experience in a public accounting firm or in finance. Many companies
require a CPA license.

Aptitudes, Abilities, and Skills: Long-term planning skills, negotiation skills,
communication skills, and management skills. Management is the process of deciding
how best to use the resources of a business.

Salary Range: $70,000 and up, depending on experience, location, and company
revenues.

Career Path: Gain experience in a public accounting firm, and gradually assume roles of
increasing responsibility.

L PA O TET A What attributes can make a company exciting to work for?
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LHAPTER 2

Key Concepts

1. Profit, which is the money left after the owner pays all operating costs, is required so that a
business can continue to operate and be successful. Entrepreneurs play an important role in
business by taking ideas for products and services and turning them into actual businesses. Most
entrepreneurs are willing to take risks, often by providing capital, to create profitable and useful

businesses.
Money Earned > Money Spent to = Profit
from Sales Operate Business

2. The three types of business operations follow:
* Service businesses provide needed services, such as medical, legal, hair styling, and lawn
mowing, for a fee.
* Merchandising businesses buy products and resell them.
e Manufacturing businesses use labor and machinery to transform raw materials into finished
products.
3. The three forms of business organization follow:
e A sole proprietorship is owned by one person.
o A partnership is owned by two or more persons. Partners usually enter into a written, legal
agreement.
* A corporation is owned by its shareholders. It is recognized by law to have a life of its own.
4. Each of the three business forms has certain advantages and disadvantages as summarized here.

Advantages Disadvantages

Sole Proprietorship | ¢ Easy to set up e Limited expertise

e All profits go to owner e Hard to raise money

e Owner has total control e Owner has all the risks

e Few regulations to follow e Hard to attract talented

employees

Partnership e Easy to start e Conflicts between partners

e Skills and talents are pooled e Profits must be shared

e More money available e Owners share all risks

38 Chapter 2 Summary
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Advantages Disadvantages
Corporation e FEasy to raise money e Costs more to start
e Easy to expand e Complex to organize
¢ Easy to transfer ownership * More regulations
e Losses limited to investment e Higher taxes

5. Accounting provides financial information that is used to make decisions. To ensure that all
financial information is presented in a consistent manner, accountants apply generally accepted
accounting principles (GAAP).

6. Financial accounting provides information to external users, people outside the business.
Management accounting provides information to internal users, people inside the business.

7. Three basic accounting assumptions follow:

e Business entity is the assumption that for accounting purposes, a business exists separately
from the personal holdings of its owner. The owner’s personal financial activities are not
included in the reports of the business.

e Accounting period is the assumption that the life of a business is divided into specific periods
of time that are covered by accounting reports. Examples of accounting periods are a
month, a quarter, and a year.

e Going concern is the assumption that a business has the ability to survive and operate
indefinitely unless evidence supports the fact that it cannot.

Key Terms

accounting period (p- 395) GAAP (p- 33)
accounting system (p- 33) going concern (p- 35)
business entity (p- 395) loss (p- 28)
capital (p- 29) management accounting (p- 34)
charter (p- 31) manual accounting system (p-33)
computerized accounting system (p- 33) manufacturing business (p- 29)
corporation (p- 31) merchandising business (p- 29)
entrepreneur (p- 28) partnership (p- 30)
financial accounting (p- 34) profit (p. 28)
financial reports (p- 33) service business (p- 29)
free enterprise system (p- 28) sole proprietorship (p- 30)

Chapter 2 Summary 39
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CHAPTER 2 Review and Activities

AFTER RE AD

You

Check Your Understanding
1. Profit, Risk-Taking, and Entrepreneurs
a. What is one measure of the success of a business?
b. What is an entrepreneur? List two characteristics of an entrepreneur.
2. Types of Business Operations
a. Name and describe the three types of business operations.
b. What is the major difference between a merchandising business and a manufacturing business?
3. Forms of Business Organization
a. Describe each of the three forms of business organization.
b. What is the purpose of a partnership agreement?
4. Advantages and Disadvantages of Forms of Business Organization
a. List two advantages and two disadvantages of each business form.
b. What disadvantage do a sole proprietorship and partnership share?
5. Purpose of Accounting
a. Describe the purpose of accounting.
b. What does the accounting system do?
6. Financial and Management Accounting
a. What is the major difference between financial accounting and management accounting?
b. Explain how managers use the information in accounting reports.
7. Basic Accounting Assumptions
a. What is meant by the term assumption?
b. What are three important assumptions of accounting, and what does each mean?

Apply Key Terms

On a separate sheet of paper, write a brief
definition for each of the following terms:

accounting period going concern
accounting system management
business entity accounting
charter manual accounting
computerized system
accounting system manufacturing
corporation business
entrepreneur merchandising
financial accounting business
financial reports partnership
free enterprise system | service business
GAAP sole proprietorship

40 Chapter 2 Review and Activities
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( Problem 2-4 Identifying Types of Businesses )
Instructions In your working papers, indicate whether each of the
following businesses is a service business, a merchandising business, or a
manufacturing business.

—

International Business Machines (IBM)
Gap

Glendale Memorial Hospital
Avis Rent A Car System

Ford Motor Company

Bank of America

Ace Hardware Stores

Michigan City Animal Hospital
Office Depot

Wal-Mart Stores

. Allstate Insurance

le' U.S. Steel

RNk WD

[ —
- O

( Problem 2-5 Understanding Accounting )

Assumptions

Instructions In your working papers, indicate the assumption from the
list below that best matches each numbered statement.

Accounting Period
Business Entity

Going Concern

1. Accounting reports may cover a month, a quarter, or a year.
2. Accountants expect a business to last indefinitely.
3. The personal property of a business owner is not included in the
accounting records of the business.
4. The business has been in operation for several years and is expected to
continue.
5. An owner’s personal activities or properties are not mixed with the
business activities or properties.
. The accountant’s report shows how much profit the business earned
for one month.

.

( Problem 2-6 Understanding Business \
Operations

Mary Torres owns and operates a bakery. During the past week, she sold
500 loaves of bread at $2.25 per loaf. The raw materials for each loaf cost

kMS' Torres $1.80. :

Chapter 2 Problems
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42 Chapter 2 Problems

Problems

Instructions In your working papers, write the answers to the following
questions:

1. What type of business does Ms. Torres operate?
2. What was the profit on bread sales for the week?
3. Aside from the costs for raw materials, what other costs will Ms. Torres

\_ use to calculate her profit for the week?

(

£

Problem 2-7 Categorizing Forms of Business )

Organizations

Instructions Match the letter next to each form of business with the
appropriate items in the following list of advantages and disadvantages.
You may use a letter more than once. Use the form provided in your
working papers.

A. Sole Proprietorship B. Partnership C. Corporation

Easier to raise money

Limited expertise

Higher start-up costs

Owner has total control

Shared profits

Higher taxes

Fewer regulations to follow
Easy transfer of ownership

Risk of conflict between owners
. Easy to expand

XN W=

r.\'.c’\?’r“.w.l\’l"

(chALNGE Problem 2-8 Working as an B

EEm Entrepreneur

Instructions Using the form in your working papers, identify each of the
following as an advantage or disadvantage of being an entrepreneur. For
each item you label a disadvantage, decide what actions you would take to
overcome that disadvantage. Analyze and describe how your actions might
affect the profit your business earns.

Risking the loss of your savings

Deciding what you and everyone else needs to do each day
Lacking steady wages and employee benefits

Choosing when and where to work

Keeping the financial benefits of your hard work
Choosing the people you want to work with

Paying all the expenses of a new business
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Winning Competitive Events

Practice your test-taking skills! The questions on this page are reprinted with permission

LHAPTER 2

from national organizations:
e Future Business Leaders of America
e Business Professionals of America
Use a separate sheet of paper to record your answers.

Future Business Leaders of A