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abbreviations 274
absorption costing 119
definition 124
accelerated method of depreciation 136
definition 142
accounting conventions 256
accounting periods, assignment to 3
accounting policies 2, 258
accounting profit 34
accounting standards 1, 8, 275
accounts
construction of, exercises 15-16
form and content 277-81
notes to 7
preparation of 73
structure of 3
trend analysis 20, 256-9
accounts payable see creditors
accrual accounting 93-100
accounting adjustments 97-8, 100
adjusted trial balance 99
exercise 111-12, 114
entries in books of account 96
exercise 109, 110
accruals concept 2
accrued charges, definition 108
acid test ratio 44
definition 50
acquisitions, consolidation of accounts
175
acronyms 274
adjustments, year-end, exercise 109, 110
amortization see depreciation
analysis forms 283-90
analysis of company results 30-33
annual reports
contents of 7
disclosure in 7, 8
annuity method of depreciation 136
asset turnover ratios 24, 27-8
exercises 3740
associated companies 181
definition 184
attributable profit, definition 124

auditors’ reports 9
audits 9
authorized share capital 46, 150

average cost, flow of goods assumption

118

average rate method, foreign currency

conversion 232 .

bad debts 102
definition 108
exercise 113, 114
balance sheet 2
classification 5
exercises 13-14
columnar analysis 61-5
definition 12
exercises 77-80
formats 224
horizontal format, definition 232
link to profit and loss account 4
preparation, exercises 17-18
purpose of 4
US format 224
use of 34
bonus issues of shares 152
definition 160
exercise 161, 162
borrowing see debt
brands 176
Buffet, Warren 104

called up share capital 150
cancelled sales 101
capital allowances see writing-down
allowances
capital and reserves 5
definition 12
capital commitments 129
capital cover, exercise 168
capital employed 5, 21, 149, 252
definition 160
capital expenditure 129
capital gain, definition 50
capital gains tax 192

capitalizing borrowing costs 106
cash
and profits 203
sources of 6
use of 6
cash accounting 2
cash accounts 667
cash book 66-7, 68
definition 76
cash flow
free, definition 212
key aspects 207
cash flow statements 6, 204
definition 5, 212
derivation 208-9
exercises 213-22
formats 205
interpretation 206
cash payments, and expenses 95
cash receipts, and income 94
CCA see current cost accounting
chairman’s statement 7, 256
columnar analysis, balance sheet 61-5
common stock see ordinary shares
Companies Act (1985), form and content
of company accounts 277-81
company law 8
company results, analysis of 30-33
consistency concept 2
consolidated accounts 172-3
definition 184
exercises 185-90
consolidation of accounts 17980
on acquisition 175
constant dollar accounting see constant
purchasing power (CPP) accounting
constant purchasing power, unit of 248
constant purchasing power (CPP)
accounting 239, 240, 242-3
contracts, long-term 121-2
control accounts 69
debtors’, definition 76
convertible loans 153
definition 160

exercise 167
Corporation Tax 191-2
cost of sales, definition 124
costs, definition 240
CPP accounting see constant purchasing
power accounting
credit entry, definition 76
creditors
due after one year 5
definition 12
due within one year 5
creditors ledger 69
currency debasement 2, 241
current assets 5, 23
buying for cash 57
definition 5
current cost accounting (CCA) 239, 240,
244-6
definitions 248
current cost operating profit, definition
248
current liabilities 5
current ratio 44
definition 50

day books 70 .
days’ sales in debtors, definition 36
debits, definition 76
debt 153
capitalizing costs 106
and equity 149
short-term 21
treatment of 47
debt ratio 44
definition 50
exercise 163, 164
debtor turnover 28*
debtors’ control account, definition 76
debtors ledger 69
decision-usefulness model 34
declining balance method of depreciation
136
deferred tax 194-6
definition 198
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depreciation 1314
accelerated method 136
annuity method 136
declining balance method 136
definition 142, 212
exercises 143-8
machine hour method 135
methods 135-6
straight line method 135
sum of the years’ digits method of .

(SYD) 136
usage method 135
varying charges 137-8

different viewpoints 34

dilution of eps 153, 160

direct costing 120
definition 124

direct labour costs 119

direct material costs 119

directors’ reports 7

disclosure 8

disclosure conventions 256

discounting liabilities 106

discounts 101

distribution of profits 132

dividend cover 46
definition 50

dividend payout ratio 46

dividend yield 46
definition 50

dividends 5

double-entry bookkeeping 1, 67, 68—70
definition 76
exercises 81-90
tules of 72

double taxation relief 198

Earnings Before Interest and Tax (EBIT) 5
earnings per share (EPS) 46
definition 50
earnings yield, definition 50
economic profit 34
employee expenses 194
entity view of accounts 34
EPS see earnings per share
equity
and debt 149
investment in 171
equity method of accounting, definition
184
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expenditure, definition 108
expenses
and cash payments 95
definition 108
matching to revenues 3
treatment of 103
external financing 207

factory indirect costs 119
fair value of net assets 175
FIFO see First In First Out
finance leases, definition 142 |
financial analysis 254-71
forms 283-90
financial statements see accounts
financial status ratios 42-5
exercises 514
financing
activities, definition 212
external 207
requirements 207
definition 212
First In First Out (FIFO)
definition 124
flow of goods assumption 118
fixed asset turnover 28
definition 36
fixed assets 5, 23, 252
buying for cash 57
definition of 12
disclosure 130
improvements to, definition 142
leasing of 139
profit on sale, definition 142
residual value 1324
definition 142
revaluing 140
definition 142
revision of estimates 138
tangible
definition 142
purchase of 207
useful life of 1324
definition 142
flow of goods, assumptions 118
flow of materials, manufacturing
production processes 120

flow through method of tax accounting

194
definition 198

foreign currency 1, 228-9
conversion 232
average rate method 232
temporal method 232
translating
closing rate method 232
definition 232
foreseeable losses, definition 124
free cash flow, definition 212
full costing 119
definition 124
fully diluted earnings per share
definition 160
exercise 170
fundamental accounting concepts 2
funds flow, free 212

gearing 154-6
exercise 168
high, definition 160
general acceptance of accounting rules 226
Goethe 1
going concern concept 2
goodwill 176
capitalization 225
definition 184
negative 175
group accounts 172-3
definition 184
exercises 185-90
groups of companies, segmental analysis
172 )

hidden reserves 232

hire-purchase sales 101

historical money cost (HMC) accounting
225, 240, 241

horizontal balance sheet format 224, 232

IAS (International Accounting Standards)
1, 226, 275

impairment reviews 176, 225

improvement to a fixed asset, definition
142

income, and cash receipts 94

income-smoothing 105

income statement see profit and loss
account

income tax 192

inflation 1, 239-46

definition 248
exercises 249-50
measurement 241
inflation accounting 2
adjustments 194
inflation premium see return on -
investment
information flows in accounts 71
inheritance tax 192
instalment sales 101
intangible assets 176
disclosure 130
inter-company balances 174
inter-company profits, definition 184
inter-company transactions 174
interest cover 44
definition 50
exercise 168
interim accounts 3
international accounting 226
exercises 233-8
International Accounting Standards (IAS)
1,226,275
interpretation of accounts 34
inventories see stocks
investment activities, definition 212
investments
disclosure 130
in equity 171

joint ventures 182
journals 70
definition 76

large companies, disclosure 8

Last In First Out (LIFO)
flow of goods assumption 118
stock valuation 194, 225

leasing fixed assets 139

ledger accounts 667, 68
‘balance’ on, definition 76
division of 69

ledger posting 76

leverage see gearing

LIFO see Last In First Out

limited liability 1

liquidation of companies 150, 153

liquidity ratios 44

liquidity resources 207
definition 212
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loang. 153 see also debt
long-term assets see fixed assets
long-term contracts 121-2
long-term liabilities 5

definition 12

machine hour method of depreciation 135
made-to-order goods 101
maintaining capital 132, 241-2
manufacturing production processes, flow
of materials 120

manufacturing stock 119-20

absorption costing 119

direct costing 120

indirect costs, apportionment 119
margins of error in accounting 251
marginal costing 120

definition 124
market price of ordinary shares 41, 46, 48,

150

marketing costs 105
matching, definition 108
medium companies, disclosure 8
merger accounting, definition 184
mergers 178-80

exercise 189
minority interests 177

definition 184

exercise 185, 186
monetary assets, loss on 248
multinational companies 227

definition 232

national insurance 192
net asset turnover 28
definition 36
net assets 21
fair value 175
net book value (NBV), definition 142
net cash from operations 207
net current assets see working capital
net funds from operations 207
net income see profits
net monetary assets, definition 232
net realizable value (NRV) 115
definition 124
net worth 2
nominal ledger 69
non-consolidated subsidiaries 181

definition 184

exercise 189
non-monetary assets, definition 232
notes to accounts 7, 256
NRV (net realizable value) 115

on approval sales 101
on sale or return sales 101
operating activities, definition 212
Operating and Financial Review 7, 256
operating capability, definition 248
operating profit 3, 5, 207
operations
net cash from 207
net funds from 207
ordinary dividends 5
ordinary shareholders’ funds 150-52
definition 160
ordinary shares, issue of 151
for cash 56
overseas tax, definition 198
overview of performance 20
definition 36
owners’ equity see capital and reserves

P/E ratio (price/earning ratio) 46
definition 50
paid-in surplus 160
pension schemes 104
performance ratios see ratios
personnel costs 104
pooling of interests 178-80
exercise 189
pre-acquisition profits 175
definition 184
preference share capital 157
definition 160
prepayments
definition 108
exercise 109, 110
price/eaming (P/E) ratio 46
definition 50
price of risk 20
price of time see return on investment
private ledger 69
production overheads, definition 124
profit and loss account 253
classification 5
exercises 13-14
definition 12

link to balance sheet 4
preparation, exercises 17-18
purpose of 4
use of 34
Profit Before Interest and Tax (PBIT) 3, 5,
207
profit margin 26
definition 36
profit measurement 91-3
profitability ratios 24-6
exercises 37-40
profits
‘accounting’ and ‘economic’ 34
and cash 203
distribution of 132
inter-company
definition 184
unrealized 174
pre-acquisition 175
definition 184
proprietary view of accounts 34
provisions 105
definition 108
prudence concept 2
definition 108
purchase day book 70
pure time-preference see return on
investment
pyramid of ratios 22-3
exercise 37-8

qualification of accounts 9
quick ratio see acid test ratio

ratios
asset turnover 24, 27-8
exercises 3740
calculation 24
financial status 42-5
exercises 51-4
profitability 24-6
exercises 3740
pyramid of 22-3
exercise 37-8
standards for comparison 29
stock market 42, 45-6
exercises 514
use of 25, 27
related companies see associated
companies

relative price changes 240
required rate of return, definition 36
research and development costs 103, 225
reserves 5
definition 160
secret 1, 232
residual values of assets 132-4
definition 142
retail prices index (RPI) 276
Return on Capital Employed (ROCE) see
return on net assets
return on equity 21, 26
definition 36
Return on Funds Employed (ROFE) see
return on net assets
return on investment (ROI) 20-21, 23
return on net assets (RONA) 21, 26
definition 36
revaluation reserve 150
revaluing fixed assets 140
definition 142
exercise 161, 162
revenue investments, measurement of
103-5
revenues, matching to expenses 3
rights issues of shares 152
definition 160
exercises 165-7
risk premium 20
ROI (return on investment) 20-21, 23
RONA (return on net assets) 21, 26
definition 36
RPI (retail prices index) 276

sales day book 70
sales mix, definition 108
sales revenue
analysis 102
bad debts 102
definition 108
exercise 113, 114
definition 108
measurement 101-2
recognition 101-2
scrip issues of shares 152
definition 160
secret reserves 1, 232
segment analysis 259
groups of companies 172
selling goods
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“for cash at a profit 57
on credit 58
share premium, definition 160
share premium account 150
share splits 152
shareholders’ funds see capital and
reserves
shareholdings in other companies 171
shares
bonus issues 152
fully diluted earnings
definition 160
exercise 170
issues, exercises 163, 164, 168
ordinary, issue for cash 56
rights issues 152
exercises 165-7
splits 152
short-term borrowing 21
small companies, disclosure 8
Smaller Entities (Financial Reporting
Standard) 8
solvency ratios 44
stamp duty 192
statement of financial position see balance
sheet
stewardship of directors 34
stock market ratios 42, 45-6
exercises 51-4
stock options 104
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stock turnover 28
definition 36
stocks 115 see also manufacturing stock;
trading stock
buying 58
exercises 112, 114, 125-8
obsolescent 117
slow moving 117
valuation 116
straight line method of depreciation 135
subsidiaries
acquisition of 207 .
definition 184
non-consolidated 181
sum of the years’ digits method of
depreciation (SYD) 136
summaries of accounts 2
SYD (sum of the years’ digits method of
depreciation) 136

T-accounts see ledger accounts
tangible assets, disclosure 130
tangible fixed assets

definition 142

purchase of 207
tax 191-6

accounting for 192-3

flow through method 194, 198
company profits 191-2
deferred 194-6

definition 198
disallowed expenditure 194
definition 198
exercises 199-202
flow through method 194
definition 198
overseas 198
profit adjustments 1934
reconciliation 198
timing differences 194
definition 198
withholding 198
writing-down allowances 193
tax ratio 26
definition 36
taxable profits, definition 198
temporal method, foreign currency
conversion 232
trading stock 116-17
transactions
impact on accounts 56-60
inter-company 174
trend analysis of accounts 20, 256-9
trial balance 66-7
adjustments 99
exercise 111-12, 114
definition 76
true and fair view 2
definition 5
turnover see also sales revenue

definition 108

under-absorption, definition 124
United States
accounting practices 225
accounting terminology 225
balance sheet format 224
uniting of interests 178-80
exercise 189
unrealized inter-company profits 174, 184
usage method of depreciation 135
useful life of assets 1324

value added tax 192
volatility in reported results 105

WIP (Work-in-progress), definition 124
withholding taxes 198
work-in-progress (WIP), definition 124
working capital 5, 253
changes in 207
definition 5, 212
write-offs, definition 76
writing-down allowances 193, 194
definition 198

year-end adjustments, exercise 109, 110






