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abandonment decisions 544, 546–7
abbreviated financial statements 185
absorption 478–9, G11

overhead costs into products 480–1,
481–4, 487

absorption costing 517–21, G11
arguments in favour 521
profit compared with marginal

costing 519–20
accompanying information 165, 166
accountancy firms 6, G1
Accountancy Investigation and

Discipline Board (AIDB) 87, 89
accountancy profession 7, G1
accountant’s view 534–6
accounting 5–6, 424, G1, G11
accounting department 566
accounting equation 26–49, G1

assets 28, 29–35
defining 29–30
examples of 31–3
recognition 33–5

expressing 28
financial statements from 50–72
international variation 29
job costing 512–17
liabilities 28, 35–8

defining 35–6
examples of 36–7
recognition 37–8

national preferences and form of
equation 28–9

ownership interest 28, 39–41
balance sheet and focus on 53–4
changes in 39–41
defining 39
recognition 39

use in bookkeeping 47–9
users of financial statements 41–2
using to analyse transactions 66–72

accounting period 52–3, G1
accounting policies G1, A5

current assets 242–3
disclosure of 77–9, 292
statement of 204, 287

accounting rate of return 658–60, G11
calculation method 658–9
usefulness and limitations 659–60

Accounting Regulatory Committee 161

accounting standards 52, 87, 382–3, G1
standard setting 387

Accounting Standards Board (ASB) 7,
52, 84, 87–8, 161, G1

ASB system 52, 78, 79, 163, G10
off-balance-sheet finance 376–7
OFR 363–4, 364–5
prudence 81, 82
qualitative characteristics of financial

information 78, 79
reconciliation of movements in

shareholders’ funds 315, 
319, A3

Statement of Principles 7, 162–3, G9
statement of total recognised gains

and losses 307, 314, 318, G9
Accounting Standards Committee

(ASC) 87
accounting systems 52
accounts payable 15, 24, 35, 38, 61, 68,

G1, G9, A7
cash flow statement 398, 402, 411
measurement and recording 270–1
working capital cycle 237–8
see also creditors; trade creditors

(suppliers)
accounts receivable 24, 30, 32, 68, 240,

G1, G9, A7
cash flow statement 398, 401, 411
measurement and recording 249–51
working capital cycle 347–8
see also debtors; trade debtors

accruals 25, 38, 80–1, 271–4
bookkeeping entries 279–81
cash flow statement 402
distinction between expense of the

period and cash paid 272–3
estimates 273–4
where no invoice has been received

273
accruals basis 271, G1
accrued expenses see accruals 
accumulated depreciation 207, 226, 

230, 232, G1
acid test 341, 352, G1
acquiree 178, G1
acquirer 178, G1
acquisition method (purchase method)

178, 180, G1, G8
acquisitions 178, G1, A11

goodwill on 180–2
group financial statements 179–82

activities 449–50, G11
cost behaviour in relation to activity

level 532–6
nature of an activity 489

activity-based costing (ABC) 449, 461,
487, 488–96, G11

benefits claimed for 497–8
case study 491–6

cost driver rates 493–5
creating cost pools 492
demand for each activity 492–3
identifying cost drivers 491–2
product costs 496
tracing costs through to products

495–6
comparing with traditional approach

496–8
examples 489–91
reasons for development of 488–9
role of management accountant 491

activity cost pool see cost pools
actual overhead cost 485, G11
administration expense budget 583
administrative expenses 172, G1
advanced manufacturing technologies

(AMTs) 672–3, G11
capital investment appraisal of AMT

projects 673
types of new technology 672

adverse variances 602, 603, 608–9, G11
agency 17, G1
agency theory 17–18, G1
aggregate depreciation see accumulated

depreciation
allocation 207, 219, 398, 478–9, 479–80,

481–4, 487, G1, G11
allowances to emit 379
Altman Z-score 370
amortisation 201, 202, G1

adding back 400
annual report 18–19, 91, 164–6, 182–3,

G1, G11
accompanying information 367–71
sections 92–3

apportionment 471–2, 478–9, 487, 517,
G11

indirect costs to cost centres 479–80,
481–4

service department costs over
production cost centres 480,
481–4

appraisal costs 687
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articles of association 11, G1
articulation G2
assets 424, G2, G11

accounting equation 28, 29–35
balancing assets and claims on

assets 55
control by the entity 29–30, 31–2
current assets see current assets
definition 29–30, 198, 236
examples 31–3
future economic benefits 30, 31–2
net assets 39, 40, 115, 306, 316, G7
non-current assets see non-current

assets
past events 30, 31–2
purchase in a foreign country 

312–13
recognition of 33–5

current assets 238–41
evidence 34
non-current assets 200–2
non-recognition 34–5
reliability of measurement 34

associated companies 182, G2
audit managers 6, 18, G2
Auditing Practices Board (APB) 87, 88,

91
auditors 41–2, 89–91

responsibilities
and OFR 366–7
true and fair view 383

audits 86, 89–91, G2
post-completion audit 671–2

automated guided vehicles (AGVs) 672
automated storage and retrieval

systems (ASRS) 672
average annual profit 658–9, G11
average cost 247–8, 248–9, 475
avoidable costs 633, G11

BAA 50
bad debts 249, 260–1, G2
balance sheet 28, 52, 53–7, 75, 163–4,

166–71, 191–3, G2, G11
balancing assets and claims on assets

55
budgeted 586
current assets 169, 170, 242
current liabilities 169, 170, 268
descriptions in 168
end-of-period adjustments 331
example of presentation 55–7
formats 54, 167, 192–3
group 169–71, 179, 180, A1
items to be reported 166, 191
non-current assets 169, 170, 203
non-current liabilities 169, 170, 285
notes to 203–4, 242–3, 268, 285–7,

316–18
ownership interest 315–16

focus on 53–4
parent company 178, 179, 372
reviewing published statements 

94–6

service businesses 115–16, 128–9
subtotals 168
trading businesses 145–6

balanced scorecard 640–2, 684, G11
bank facility 293, G2
bank loans and overdrafts 38, A7, A8
bank overdraft finance 270
barter 690
basic standard 601, G11
batch-related activities 489, G11
behaviour

aspects of budgeting 572–5
aspects of performance evaluation

633–4
benchmarking 461, 637–8, 642–3, G11
benefit and cost 79
blanket overhead cost rates 487
Body Shop 4
bond 293, G2
bonus issues 321–2
bookkeeping see ledger accounts
borage crop growing 447
bottom line 166

triple bottom line 379
bottom-up budget (participative

budget) 567–8, G11
BP 282–3
brand names 201
breakeven analysis 537–43, G11–12

beyond the breakeven point 541–2
change in fixed costs 542
change in selling price 542
change in variable cost 542
covering fixed costs and making a

profit 541
limitations of 543
margin of safety 536, 542, G14
profit–volume chart 539–40, G16

breakeven chart 535, 536, 538–9, G12
breakeven point 535, 536, 542, G12

calculating 537–8
breakeven sales see breakeven point
broker (stockbroker) 94, G2
broker’s report 94, G2
budget committee 565–6, 568–9, G12
budget manual 566, G12
budget slack 574
budgetary planning and control 563,

G12
budgetary system G12

purpose and nature of 562–5
budgets 563–5
long-range planning 562–3
strategy 563

budgeted fixed overhead cost rate
484–5, 487, G12, G15

budgeting 560–97
administration of budgetary process

565–9
approaches to 575–7

input-based budget systems 575
output-based budget systems

576–7
behavioural aspects 572–5

benefits of 569–72
basis for performance evaluation

572
communication and co-ordination

571–2
control 570–1
planning 570

development of a budget 577–87
agreed details after negotiations

578–9
master budget 584–6
mission statement and objectives

578
preparation of individual budgets

579–84
sequence of budgetary process 566–9

accepting budgets in final form 
569

communicating objectives and
strategy 566

communicating procedures 566
co-ordination and review 568–9
determining limiting factor 

566–7
negotiation with line managers

567–8
ongoing review 569
preparing initial set of budgets 567

shorter budget periods 587–90
variance analysis and 619

budgets 563–5, G12
flexible see flexible budgets

buildings 31, 33, 203–4, A5
analysis at cost or valuation 203–4
analysis of net book value 204
sale and leaseback 376 

business combination 178, G2
business cycle 32–3, G2
business entities 8–12, G2
business failures 92, 377
business process re-engineering 688–9
business segments 371–5
business strategic planning 427, G12
business strategy see strategy
buy-or-make decisions 438–9, 544,

548–9

Cadbury Committee 364, 380
Cadbury Schweppes 234–5
called up (share capital) 316, G2
capital 40, 654, G2

balance sheet 168, 169, 170
capital amount (principal sum) 267, 

285, 293, G7
capital budget plans 579
capital budgeting G12
capital expenditure 175, 204, 428, 463,

G2, G12, A13
controlling 671

capital instruments 297–8
interest rate swaps 297
of a listed company 298

capital investment see capital
expenditure

FAM_Z06.qxd  12/4/06  14:07  Page I2



 

Index I3

capital investment appraisal 437,
652–81, 690, G12

accounting rate of return 658–60, 
G11

advanced manufacturing
technologies 672–3

control of investment projects 671–2
internal rate of return 665–8, 668–9,

670, G14
methods used in practice 670–1
mutually exclusive projects 668–70
net present value method 660–5,

668–9, 671, G14
payback method 656–8, 670–1
purpose of 654–6

assumptions adopted 654–5
making a decision 655
role of management accountant 

654
selecting acceptable projects 655–6

table of discount factors 680–1
capital investment appraisal committee

671
capital rationing 665, G12
capitalisation issues 321–2, G2
carbon trading 379
Carphone Warehouse 263
cartels 551
cash 173, 237–8, 395, G2, A11

assets 32
changes in cash in balance sheet 398
distinction between expense of the

period and cash paid 272–3
drawings of 114, 211, 285, G4
recognition 241
retaining in the business 211

cash budget 590
quarterly 589

cash equivalents 173, 395, G2, A11
cash flow statement 52, 59–62, 75,

163–4, 173–6, 393–417, G2, A4
budgeted 584–5
cash and cash equivalents 395, 407
choice of method 398
direct method 354, 395, 396–7, 398,

G3
illustration 412
using to prepare cash flow

statement 407–8
example of presentation 60
indirect method 354, 395, 397–8, G6

illustration 409–11
using to prepare cash flow

statement 399–407
interpretation of cash flow

information 408
items to be reported 173
linking ratios to 354–7

analyst’s commentary 356
EBITDA 356
explanation of cash flow statement

354–6
free cash flow 356–7

reviewing published statements 96–7

service businesses 113–14
trading businesses 144

cash flows 285, 662, G12, A13
e-business 689–90

cash inflow 689–90
cash outflow 690

free cash flow 356–7
inflows from customers 396–7, 408,

412
outflows to employees 408
outflows to suppliers 397, 408
patterns assumed by NPV

calculations 663–4
projections 15, G2, G12

cash purchases 24
cash refunds 25
cash sales 24
CEAVOP 42
chairman G2

chairman’s statement 287, 367–8
charge 287, G2
Chartered Institute of Management

Accountants (CIMA) 422, 440–1
chief executive G2

review of operations A12–13
chocolate confectionery industry 682
close season 19, G2
closing revenue and expense accounts

227–9
Combined Code on Corporate

Governance 89, 380–1
commercial paper 293, G2
Committee on Corporate Governance

89
communication

benefits of budgeting 571–2
financial statements as a means of

113–16
Companies Act 10, 53, 84, 85–6, 162,

163, 166, 284, G2
balance sheet format 166, 167, 192–3
measurement principles 80–1
profit and loss account formats 171,

195
prudence 81, 82
small and medium-sized companies

185
true and fair view 382–3

Companies (Audit, Investigations 
and Community Enterprise) 
Act 2004 85

Company Law Reform Bill 2005 183,
367

Company Law Review 86, 183, 184, 
185, 186, 364, 366–7

comparability 77, 78, G2
completeness 77, G2
complex capital instruments 297–8
computer-aided design (CAD) 672
computer-aided engineering (CAE) 672
computer-aided process planning

(CAPP) 672
computer-integrated manufacturing

(CIM) 672

conceptual framework 7, G2
see also Framework for the Preparation

and Presentation of Financial
Statements; Statement of Principles

conservatism 289, G2
see also prudence

consistency 77, 81, G2
consolidated financial statements 177,

179–82, G2
balance sheet 169–71, 179, 180, A1
income statement 171–3, 179–80, A2

consolidation 177, G2
construction contracts 240, 252–3
contingency theory 425–6, G12

cost classification to meet changing
circumstances 460–1

contingent liabilities 37, 266–7, 286–7,
288, G3, A11

contract revenue 252–3
contribution 537, 551, 552, G12

calculating 537–8
contribution per unit 537, G12
contribution per unit of limiting factor

544, 548, G12
control 520–1, 629–30, G3, G12

assets and control by the entity 
29–30, 31–2

benefits of budgeting 570–1
capital investment decisions 655
cost classification for 460
e-business 691
feed forward 630, G13
feedback 630, G13
group structures 169, 177, 178
of investment projects 671–2
management function 428–9, 431–2
materials control procedures 472–4
planning and control techniques 672
standard costs and 602–3, 619

controllable costs 462–3, 632–3, G12
convertible loans 294–5, G3
co-ordination

benefits of budgeting 571–2
budgets 568–9

corporate governance 380–1, G3
corporate objectives 562–3, 566, 578
corporate performance 361–92

analysts’ and auditors’ views 369–71
chairman’s statement 367–8
directors’ report 368
finance director’s review 369
highlights statement 368
historical summaries and trend

analysis 368
measurement of value 384–6
off-balance-sheet finance 376–7
operating and financial review 

363–7
presenting fairly 381–2
segmental information 371–5
true and fair view 381–3
validity of stakeholder model 387

corporate recovery department 18, G3
Corporate Report, The 7
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corporate social responsibility 377–80,
G3

Global Reporting Initiative 379
Kyoto Protocol 379
need for measurement 378–9
types of disclosure 378

corporate strategic planning 427, G12
corporation tax 91, 172, 274–5, G3
Corus Group Plc 393
cost per activity unit 493–4
cost of capital 662, G12
cost centres 462–3, 630, 631, G12

allocation and apportionment of
indirect costs to 479–80

need to have overhead cost rate for
each 487

cost code 461–2, G12
cost coding 461–2, G12
cost driver rate 488, 493–5, G12
cost drivers 487, 488, 490, G12

identifying 491–2
cost of goods sold 134, 172, 342, 517, G3
cost leadership 684
cost-plus pricing (full cost pricing)

550–1, G12
limitations 551

cost pools 488, G11, G13
creating 492, 493

cost of quality 461, 687, G12
cost of sales see cost of goods sold
cost–volume–profit analysis 537, G13

abandonment decisions 544, 546–7
applications 543–4
cases in short-term decision making

545–9
existence of a limiting factor 544,

547–8
in-house vs bought-in 544, 548–9
special orders to use up spare

capacity 544, 545–6
costs 424, 439–40, G3, G13

average cost 247–8, 248–9, 475
avoidable costs 633, G11
behaviour of fixed and variable costs

532–7
accountant’s view 534–6
economist’s view 533–4

budgeting 578
classification 447–68

for control 460
cost coding 461–2
cost selection and reporting 462–3
for decision making 459–60
direct costs see direct costs
fixed costs see fixed costs
importance of time period chosen

454
indirect costs see indirect costs
and labour costs 477
and materials costs 475–6
meaning of activity and output

449–50
to meet changing circumstances

460–1

need for 449
period costs 456–8, 460, G15
for planning 458–9
product costs see product costs
semi-variable costs 452–3, G16
step costs 453–4, G16
variable costs see variable costs

controllable costs 462–3, 632–3, G12
cost of a non-current asset 199
current assets 

changing input prices 246–8
choice of FIFO, LIFO or average

cost 248–9
lower of cost and net realisable

value 245–6
meaning of cost 246

definition 448–9
e-business 690
flow of in management accounting

512–13
historical cost see historical cost
measurement of value of inventories

239
non-controllable costs 462–3, 632–3,

G15
relevant costs 549, 551, G16
total cost see total cost
unavoidable costs 633, G17

coupon 296–7, G3
credit (bookkeeping system) 47–9, G3

see also ledger accounts
credit (terms of business) G3
credit notes 25, G3
credit purchases 24, G3
credit sales 24, G3
creditors 15, 24, 33, 237–8, G3, G13

unsecured 15, 268, 270, G10
see also accounts payable; trade

creditors
critical events 252, G3
current assets 31–2, 115, 234–62, G3,

G13
balance sheet 169, 170, 242
bookkeeping 258–62

doubtful debts that turn bad 
260–1

prepayments 261–2
provision for doubtful debts

258–60
cash flow statement 401–2
definitions 236–7
information provided in financial

statements 242–4
measurement and recording 244–52

inventories of raw materials and
finished goods 245–9

prepayments 251–2
receivables 249–51

ratio analysis 337, 340–2, 352
recognition 238–41

cash 241
inventories 239–40
investments 202, 240–1
receivables and prepayments 240

revenue recognition 252–4
users’ needs for information 241
working capital cycle 237–8, 342, 408,

G10
current liabilities 36–7, 115, 238, 263–81,

G3, G13, A7
accruals and the matching concept

271–4
distinction between expense of the

period and cash paid 272–3
nature of estimates 273–4
no invoice received 273

balance sheet 169, 170, 268
bookkeeping entries for accruals

279–81
cash flow statement 402
definition 265, 284
information provided in financial

statements 268–9
liabilities for taxation 274–5
measurement and recording 269–71

bank overdraft finance 270
trade payables 270–1

recognition 266–7
contingent liabilities 266–7
non-recognition 266–7
risk of understatement 266

users’ need for information 267–8
current ratio 340–1, 352
current values 385–6, G3
currently attainable standards 601, G13
customer perspective 640–1
customer satisfaction 639
customers 15–16

cash received from 396–7, 408, 412
customers’ (trade debtors’) collection

period 341–2, 352, G3
cut-off procedures 270–1, G3

data migration 691
Datastream 347
date of incorporation G6

issue of shares at 307–8
debenture loans 38
debentures 293, G3
debit and credit bookkeeping see ledger

accounts
debt/equity ratio 342–3, 353
debtors 24, 30, 237–8, 240, 249–51, G3,

G13
see also accounts receivable; trade

debtors
decision making 428, 431–2, 530–57, G13

breakeven analysis see breakeven
analysis

on a capital investment 655
cases in short-term decision making

545–9
abandonment decisions 544, 546–7
existence of limiting factors 544,

547–8
make or buy 438–9, 544, 548–9
relevant costs 549
special orders 544, 545–6
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decision making (continued)
cost behaviour 532–7
cost classification for 459–60
cost–volume–profit analysis 537,

543–9, G13
e-business 690
management accounting 424–6

case study illustrations 435–40
pricing decisions 550–2

decision rules 
IRR 667–8
NPV 661–2
profitability index 669

decommissioning costs 282–3
deep discount bonds 296–7, G3
default 15, G3
deferred assets G3
deferred consideration 287, 288, A5
deferred income 291–2, G3

bookkeeping entries 302–3
example 291–2

deferred taxation 275, 287, 288, G3, A5
provision for 38

delivery note 473, 474
depreciable amount 206, G3, G13
depreciation 111, 115, 124, 127, 146, 

175, 201, G3, G13
adding back 398, 400
calculation 207–11

choice of method 210
reducing-balance method 209–10
straight-line method 208, 209, 210

cash flow statement 398, 410
formula for calculating percentage

rate for reducing-balance 
method 233

nature of 206–11
recording in ledger accounts 

224–33
closing at end of Year 2 and

starting accounts for Year 3
227–9

disposal of the asset 231
information to be recorded 224–7
sale for an amount greater than 

net book value 231–3
subsequent years 229–30

reporting in financial statements
211–19

continued use of asset 214, 215
disposing of the asset 215–17
selling for a price not equal to 

net book value 217–18
straight-line depreciation with no

residual value 211–12
straight-line depreciation with

residual value 212–13
retaining cash in the business 211
table of depreciation expense 

218–19
derecognition 384, G3
design innovations 672
difference on consolidation 181–2, G3
digital services 689–90

direct costs 454–6, 459–60, 471–2, 578,
G13

job costing 508–9, 509–11
see also direct labour costs; direct

materials costs
direct labour budget 582
direct labour cost variance 605–6,

610–11, 616
direct labour costs 477, 508, 511, 514, 515
direct labour efficiency variance 605,

610, 616
direct labour hours 487
direct labour rate variance 605, 610, 616
direct materials budget 581–2
direct materials cost variance 603–5,

608–9, 616
direct materials costs 475, 508, 509, 513,

514
direct materials price variance 603, 608,

616
direct materials usage variance 603,

608–9, 616
direct method (of operating cash flow)

354, 395, 396–7, G3
choice of method 398
illustration 412
preparing a cash flow statement

407–8
directing attention 432–3, 434, 435,

435–40, 520, 654, G13
Directives 162, G3
directors 10, 11, 41, 317, G4

remuneration 381
responsibilities 

and the OFR 366–7
and true and fair view 383

statement of responsibilities 85, 86,
383

directors’ report 320, 368, A14
disclosure 33, 37, G4

of accounting policies 77–9, 292
framework and OFR 365
types of for corporate social

responsibility 378
discontinued operations A10
discount allowed 24
discount factors, tables of 661, 680–1
discount rate 660, 661, 662, G13

IRR 665–8
NPV of competing projects for range

of discount rates 669–70
discount received 24, G4
discounting 660, G13
discrete method 184
distribution costs 172
dividend cover (payout ratio) 338, 350,

G4
dividend per share 320, 338, 350
dividend yield 338, 350, G4
dividends 10, 14, 175, 285, 315, 319–20,

337, G4
cash flow statement 

dividends paid 406–7, 411
dividends received 405

divisions G13
double entry bookkeeping see ledger

accounts
doubtful debts 249, 258–61, G4

provision for 249–51, G8
ledger accounts 258–60

that turn bad 260–1
drawings 114, 211, 285, G4

e-business and e-commerce 689–92, G13
control 691
decision making 690
planning 689–90
small and medium-sized businesses

691–2
earnings 

quality of 315, G8
retained 168, 308–9, G8, A9

earnings for ordinary shareholders 166,
337, G4

earnings per share 166, 337, 350, G4
EBITDA 356
economist’s view 533–4
effective interest rate 295, G4
efficient markets hypothesis 344, G4
electronic publication 186
emissions trading 379
employees 14–15
encryption 691
end-of-period adjustments 328–32

and ownership interest 328
recording 329

endorsement 85, 161, G4
Enron 377
enterprises 160, G4
entities 8–12, G2, G4, G13

special purpose entities 377
entry price 385, G4
environmental concerns 16

corporate social responsibility 377–80
equipment 31, 33
equities analysts 13, G4
equity 39, 306, G4

see also ownership interest
equity accounting 182, G4
equity holders (shareholders) 10, 41,

295, 307, 316–17, 339, G9
equity interest see ownership interest
equity portfolio 18, G4
equity shares 308, G4
error detection 127–8
estimates 273–4
ethical investment funds 378
eurobond market 298, G4
European Financial Reporting and

Accounting Group (EFRAG) 
85, 161

European Union (EU) 84–5, 161–2
Accounts Modernisation Directive 364
Greenhouse Gas Emissions Trading

Scheme 379
harmonisation through Directives 162
IAS Regulation 7, 84–5, 161
true and fair view 382
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euro-sterling bonds 298
evidence 34
ex ante standards 601
ex post standards 601
exchange rates 269, 312–13
execution technologies 672
exit value (exit price) 385, 386, G4
expenses 24–5, 40–1, G4

accrued 25, G11
distinction between expense of the

period and cash paid 272–3
repairs 200
service businesses 104, 107–9, 109–10,

126–7
trading businesses 142 

external failure costs 687
external reporting 8, G4
external users (of financial statements)

426, G4

facility-sustaining activities 489, G13
failure costs 687
fair presentation 381–2, G7
fair value 386, G4
faithful representation 76, 382, G4
favourable variances 602, 603, 609, G13
feed forward control 630, G13
feedback 573–4
feedback control 630, G13
film industry 506
filter rule 613
finance director 429–30

report 268–9, 287, 369, A13–14
financial accounting 8, G4, G13
Financial Accounting Standards Board

377
financial adaptability G4
financial controller 429, 430
financial gearing see gearing 
financial information G4

categories of 164, 165
qualitative characteristics 75–9
see also financial statements

financial perspective 640–1
Financial Reporting Council (FRC)

86–7, 381, 382
Financial Reporting Review Panel

(FRRP) 85, 87, 88–9
Financial Reporting Standard for

Smaller Entities (FRSSE) 185
Financial Reporting Standards (FRSs)

87, G4
financial risk 344, G4–5
financial scandals 92, 377
Financial Services Authority (FSA) 89
Financial Services and Markets 

Act 2000 89
financial statements 7, 73–100, G5, G13

accounting period 52–3
accounting systems 52
balance sheet see balance sheet
cash flow statement see cash flow

statement
from accounting equation 51–72

general purpose vs specific purpose
17

income statement see income
statement

as a means of communication 113–16
measurement in 79–82
published see published financial

statements
qualitative characteristics 75–9
regulation see regulation of financial

reporting
usefulness 62
views on prudence 82–3

financial viability G5
financing activities 59–61, 173, 174, 175,

399, 406–7, G5
finished goods 32, 239, 245–9

job costing 513, 515
transferring work-in-progress to 515

first-in-first-out (FIFO) 247, 248–9, 475
fixed assets see non-current assets
fixed assets usage 340, 351, G5
fixed capital G5
fixed costs 451–2, 454, 459–60, 517, 

G5, G13
behaviour of fixed and variable costs

532–7
breakeven analysis 537–8

change in fixed costs 542 
covering 541

labour costs 477
materials costs 476

fixed overhead expenditure variance
607, 612, 617

flexible budgets 613–18, G13
performance evaluation 634–7

flexible manufacturing systems (FMS)
672, 673

floating charge G5
Flying Brands 530
focused factory 672
forecasts 14, 94, G5

profit 321
sales 564

foreign currency 312–13, A13
form 10-K 367
form 20-F 367
formats 52, 162, 164, G5

balance sheet 54, 167, 192–3
income statement 171, 195

forward exchange contract G5
Framework for the Preparation and

Presentation of Financial
Statements 6, 7, 8, 162–3, 271, 387

general purpose financial statements
17

prudence 82
qualitative characteristics 75–9

free cash flow 356–7
freehold property 204, A5
frequency of reporting 631–2
full cost pricing (cost-plus pricing)

550–1, G12
limitations 551

full cost of production 471, 509, G13
full costing see absorption costing
fully paid shares 316, G5
functional strategic planning

(operational planning) 427, 
G13, G15

fund managers 13, 18, G5
future economic benefits 30, 31–2

gearing 285, 337, 342–3, 344–5, 353, 
G4, G5

impact when profits are fluctuating
345–6

general purpose financial statements 
17, 165, G5

geographical segments 371–5
Global Reporting Initiative (GRI) 379

GRI Guidelines 379
going concern 80, G5
goods 32

finished see finished goods
manufacturing for resale 135–9
purchased for resale 133–5

goodwill 95, 180–2, G5
governments and their agencies 16
Greenbury Report 381
greenhouse gas emissions 379
gross G5, G13
gross profit (margin or gross margin)

133–4, 145, 172, 340, G5, G6, 
G14

gross profit percentage (gross margin
ratio) 336, 340, 351, G5

group effects 574
group financial statements 161, 

179–82, 371
associated companies 182
balance sheet 169–71, 179, 180, A1
cash flow statement 174–6
goodwill on acquisition 180–2
income statement 171–3, 179–80, 

A2
parent company’s balance sheet 

178, 179
segmental information 371–5, G9,

A9–10
groups 177–8, G5

acquisition 178
defining a group 177–8
importance of control 178

GUS Group 158

Hampel Report 380–1
highlights statement 166, 368, G5
historical cost 384, 386, G5

limitations of historical cost
accounting 384

historical summaries 368, A12
hits (site visits) 691
HM Revenue and Customs (HMRC) 

9, 16, 85, 91, G5
hours worked 

overestimation 486
underestimation 485
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IAS Regulation 7, 84–5, 161
IASB system see International

Accounting Standards Board
(IASB)

ideal standard 601, G13
impairment 182, 219, G5, G13
impairment review 219, G5
impairment test 182, 219, G5
imposed budget (top-down budget)

567–8, G17
improvements 200, G5
in-house vs bought-in activities 438–9,

544, 548–9
income statement 52, 57–9, 75, 163–4,

171–3, 194–5, 307, G5, G8
budgeted 584
end-of-period adjustments 331
example of presentation 58
formats 171, 195
group statements 171–3, 179–80, A2
items to be reported 171, 194
reviewing published statements 93–4
service businesses 114, 128–9
trading businesses 145

incorporation, date of see date of
incorporation

incremental analysis G13
incremental budget G13
incremental costs G14
incremental revenue G14
indirect costs 454–6, 459–60, 471–2,

478, G14
allocating and apportioning to cost

centres 479–80, 481–4
job costing 513–14
see also indirect labour costs; indirect

materials costs; overhead costs
indirect labour costs 477, 478, 515, G14
indirect materials costs 475, 478, 513,

514–15, G14
indirect method (of operating cash

flow) 354, 395, 397–8, G6
choice of method 398
illustration 409–11
preparing a cash flow statement

399–407
Inland Revenue 274
input-based budget systems 575
inputs

changing input prices 246–8, 474–5
quality of 639

insider information 19, G6
institutional investors 13, G6
intangible G6
intangible assets 170, 198, 199, A5, A6

recognition 201–2
integral method 184
integrated system G14
interest 172, 267, 285, 295–7, G6

cash flow statement
interest paid 403, 411
interest received 405, 411

deep discount bonds 296–7
stepped bonds 295–6

interest cover 343, 353
interest rate swaps 297
interim reports 183, 184, G6
internal business perspective 640–1
internal failure costs 687
internal rate of return (IRR) 665–8,

668–9, 670, G14
calculation method 665–7
decision rule 667–8

internal reporting 8, G6, G14
internal users (of financial statements)

426–7
International Accounting Standards

(IASs) 162, 173, 201, G5
International Accounting Standards

Board (IASB) 7, 87, 161, 162, 284,
377, G5

contingent liabilities 267
IASB system 29, 52, 161, 163, 164,

381–2, G5
balance sheet 166, 191
income statement 171, 194

management commentary 367
presenting fairly 381–2
provisions as non-financial liabilities

289
statement of changes in equity 307,

314
see also Framework for the Preparation

and Presentation of Financial
Statements

International Accounting Standards
Committee (IASC) 161, 162

International Auditing and Assurance
Standards Board (IAASB) 91

International Financial Accounting
Committee (IFAC) 91

International Financial Reporting
Standards (IFRS) 84, 85, 162, 381,
382, G5

International Standards for Auditing
(ISAs) 91

interpolation 666, 667
intuition 612–13
inventory 24, 34, 237–8, 293, G6, A5, A7

cash flow statement 398, 400–1, 410
changing input prices 474–5
cost of holding G14
cost of ordering G14
direct materials budget 581–2
errors and valuation 41–2
job costing and acquisition 514
measurement and recording 245–9

approximation when dates are not
recorded 248

choice of FIFO, LIFO or average
cost 248–9

costs when input prices are
changing 246–8

lower of cost and net realisable
value 245–6

meaning of cost 246
recognition 239
service businesses 125

standard costs and valuation of 619
trading businesses 153

investing activities 59–61, 173, 174, 175,
399, 404–6, G6

investment centres 463, 630, 631, G14
investments 170, 199

recognition 202, 240–1
investor ratios 337, 337–8, 350
investors 11, 307–8, G6

prospective 307, G8
views on risk and return 343–6

invoices 24, 270, 474, G9, G14
inward focus for management 433

job cost G14
see also product cost

job cost records 475, 507, 508, 509–12,
G14

information for 509–11
presentation 511–2

job costing 478–9, 506–28
absorption costing and marginal

costing 517–21
comparison of profit 519–20
need to understand the difference

520–1
acquisition of inventory 514
converting raw materials to 

work-in-progress 514
issuing indirect materials to

production 514–15
labour costs 513, 514, 515
production overhead costs 509, 511,

515
sale of goods 517
spreadsheet analysis 516, 517
transferring work-in-progress to

finished goods 515
job-costing system 507, 508, G14
joint and several liability 9, G6
judgements 424–6

case study illustrations 435–40
just-in-time purchasing (JIT) 461, 672,

684, 685, G14

keeping the score 434, 435, 435–40,
520–1, 654, G14

key performance indicators (KPIs)
365–6, G6

Kingfisher Group 304
Kyoto Protocol 379

labour costs 476–7
cost classification and 477
determining labour cost in an item of

output 476–7
job costing 513, 514, 515
recording 477
types of pay scheme 476

land 31, 203–4, A5
analysis as cost or valuation 203–4
analysis of net book value 204
sale and leaseback 376

last-in-first-out (LIFO) 247–8, 248–9
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learning and growth perspective 640–1
leasehold property 204, A5
leasing 31, 33, 211–12, G6
ledger accounts 398

accruals 279–81
checking accuracy of double entry

records 127, 155–6
deferred income 302–3
doubtful debts 258–61

provision for 258–60
that turn bad 260–1

end-of-period adjustments to a trial
balance 328–32

error detection using trial balance
127–8

form of 121–2
non-current assets and depreciation

224–33
prepayments 261–2
provisions 302
service businesses 118–30
trading businesses 149–56
use of accounting equation 47–9
using accounting equation to analyse

transactions 66–72
legal form 76–7, G6
lenders 15
leverage see gearing
liabilities 15, G6

accounting equation 28, 35–8
cash flow statement 402
contingent liabilities 37, 266–7, 286–7,

288, G3, A11
current liabilities see current liabilities
definition 35–6, 265, 284
examples of 36–7
non-current liabilities see non-current

liabilities
outflow of economic benefits 36, 38
past events 36, 38
present obligation 35, 38
recognition 37–8

current liabilities 266–7
limited liability 10, G6
limited liability companies 8, 10–12,

160, G6
limiting factors G14

budgetary process and 566–7
existence of 544, 547–8

line item budgets 575, G14
line managers 567–8
liquidity 14, 59, G6, G14

ratio analysis 337, 340–2, 352
listed companies 7, 10, 160, 161, G6

capital instruments of 298
listing requirements G6
Listing Rules 89, 320, G6
loan covenants 15, G6
loan notes 293, G6
loan stock 293, G6
loans

convertible 294–5, G3
long-term 38
secured 285, 293, 294, G9

unsecured 294, G10
with range of repayment dates 294
see also non-current liabilities

London Stock Exchange 380, 381
long-range planning 562–3, G14
long-term liabilities (long-term finance)

see non-current liabilities
long-term loans (debenture loans) 38
lower of cost and net realisable value

245–6

make-or-buy decisions 438–9, 544,
548–9

management 424, G6, G14
strategic management 642, 643
users of accounting information 

12, 13
management accounting 8, 12, 13,

422–46, G6, G14
contingency theory of 425–6
definition of accounting and 424–5
judgements and decisions 425–6

case study illustrations of 435–40
language of 440–1
meeting the needs of internal users

426–7
role of 432–5

in ABC 491
in capital investment appraisal 654

strategic management accounting
426, 433, 684–5, G16

management commentary 367
management control system 428–9, 

G14
management functions 427–32

control 428–9, 431–2
decision making 428, 431–2
interrelationships 431–2
organisation chart 429–30
planning 427–8, 431–2
see also under individual functions

management performance analysis
ratios 337, 339–40, 351

Management’s Discussion and Analysis
report (MD&A) 367

manufacturing
advanced manufacturing

technologies (AMTs) 672–3
goods for resale 135–9
product costs and period costs 

457–8
manufacturing resource planning 

(MRP II) 672
margin (gross profit) 133–4, 145, 172,

340, G5, G6, G14
margin of safety 536, 542, G14
marginal cost pricing 552
marginal costing (variable costing)

517–21, G17
arguments in favour 521
profit compared with absorption

costing 519–20
mark-up percentages 550, 551, G15
market value (of a share) 309, G6

marketing expense budget 583–4
marking to market 241, G6
master budget 564, 565, 567, 584–6, 

G14
Matalan 131
matching 57, 80–1, 271–4, 291, G6
materiality 76, 78, 125, G6
materials costs 472–6

changing input prices 474–5
cost classification and 475–6
direct costs 475, 508, 509, 513, 514
fixed and variable costs 476
indirect costs 475, 478, 513, 514–15,

G14
job costing 513, 514–15
materials handling and control

documentation 473–4
wastage and scrap 475

materials received note 473–4
materials requirements planning 

(MRP) 672
maturity 292, G6
maturity profile of debt 285, G6
measurement 79–82, 384–6

accruals 80–1
consistency 81
current practice 386
current values 385–6
entry price and exit price 385
fair value 386
going concern 80
limitations of historical cost

accounting 384
prudence 81
realisation 81
reliability of 34
stages of recognition and 384
subsequent remeasurement 384–5

memorandum (for a company) 11, G7
mergers G7
minority interest (non-controlling

interest) 169, G7
mission statement 562–3, 578
motivation 573, 643–4
mutually exclusive projects 668–70, 

G14
case study 668–9
sensitivity to changes in discount rate

669–70

narrative commentary 184
NASDAQ 367
negotiation of budgets 567–8, 578–9
net G7, G14
net approach 291–2
net assets 39, 40, 115, 306, 316, G7
net book value 146, 207, G7

disposing of asset at 215–17, 231, 232
land and building 204
reducing-balance depreciation 209,

210
sales at prices not equal to 217–18,

231–3
straight-line depreciation 208, 209
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net present value 660–5, 668–9, 671,
G14

cash flow patterns assumed 663–4
cost of capital 662
decision rule 661–2
illustration 662–5
NPV of competing projects for range

of discount rates 669–70
residual value 662
rounding errors 663
time value of money 660–1

net profit 133, 145, G7
net realisable value 239, 245, G7

lower of cost and 245–6
Network Rail 652
neutrality 77, G7
New York Stock Exchange 367
nominal value (of a share) 298, 307, 309,

G7
non-controllable costs 462–3, 632–3, 

G15
non-controlling interest (minority

interest) 169, G7
non-current assets (fixed assets) 16, 31,

32, 196–233, 654, G5, G7, G13
balance sheet 169, 170, 203
bookkeeping entries 224–33

closing at end of Year 2 and
starting accounts for Year 3
227–9

disposal of the asset 231
formula for percentage for

reducing-balance depreciation
233

information to be recorded 224–7
sale for greater than net book value

231–3
subsequent years 229–30

cash flow statement 404–5
proceeds from sale 404–5, 411
purchase 404, 411

cost of 199
definition 198–200
depreciation 206–11
examples of 199
information provided in financial

statements 203–5
intangible 170, 198, 199, 201–2, A5, A6
recognition 200–2

intangible assets 201–2
investments 202
tangible assets 200–1

repairs and improvements 200
reporting in financial statements

211–19
continued use of asset 214, 215
disposal of asset 215–17
impairment 219
selling for a price not equal to net

book value 217–18
straight-line depreciation with no

residual value 211–12
straight-line depreciation with

residual value 212–13

table of depreciation expense
218–19

revaluation 309–10, 386
tangible 170, 198, 199, 200–1, 204, G9,

A5, A6
usefulness of published information

205–6
users’ needs for information 202–3

non-current liabilities 36–7, 275,
282–303, G6, G7, A7–8

balance sheet 169, 170, 285
bookkeeping entries 302–3
cash flow statement 406, 411
deferred income 291–2, 302–3, G3
definition 284
information provided in financial

statements 285–8
recording and measurement 292–8

change in nature of finance source
294–5

complex capital instruments 297–8
interest payable on the loan 295–7
loan with range of repayment 

dates 294
secured and unsecured loans 294

users’ needs for information 285
see also provisions

non-financial performance measures
638–9, G15

non-recognition 34–5, 266–7
normal level of activity 536, G15
notes to financial statements 165–6, G7,

A6–12
current assets 242–3
current liabilities 268
non-current assets 203–4
non-current liabilities 285–7
ownership interest 316–18
segmental information 373–4

objectives 562–3, 578
communicating 566

obligation, present 35, 38
Ofcom (Office of Communications) 16
off-balance-sheet finance 266, 270,

376–7, G7
sale and leaseback of property 376
special purpose entities 377
UK response 376–7

offers for sale 320–1, G7
Ofgem (Office of Gas and Electricity

Markets) 16
operating activities 59–61, 173, 174–5,

399–404, 407, 408, G7, A11
operating costs 690
operating and financial review (OFR)

14, 86, 92, 166, 363–7, 378, G7,
A12–14

current assets 243
development of 363–4
directors’ and auditors’

responsibilities for OFR 366–7
disclosure framework 365
international developments 367

key performance indicators 365–6
non-current assets 204
particular requirements of OFR

Regulation 366
principles 364–5

operating gearing 344–5, G7
operating margin (operating profit as

percentage of sales) 339–40, 
351, G7

operating risk 344, G7
operational budgets 567, G15
operational planning (functional

strategic planning) 427, G13, 
G15

opportunity cost G15
ordinary shareholders 307, 316–17, 339
ordinary shares 39, G7
organisation chart 429–30
organisational politics 574–5
Ottakar’s 196
output 450, G15

level of output to be used in setting
standards 601

output-based budget systems 576–7
outward focus for management 433
overarching technologies 672
overdrafts 270
overestimation

hours worked 486
overhead cost 486

overhead cost rate 511, G15
overhead cost recovery 484–6, G15

under-recovery and over-recovery
485–6

overhead costs 455, 550, G15
production overheads see production

overhead costs
overhead recovery see overhead cost

recovery
over-recovered fixed overhead costs

486, G15
overstatement 82–3
owners 13–14
ownership interest 28, 39–41, 170–1,

304–32, G7, G15
additional primary financial

statements 314–15
balance sheet and focus on 53–4
changes in 39–41

position after a change has
occurred 41

revenue and expense 40–1
definition 39, 306
dividends 319–20
information provided in financial

statements 315–19
reconciliation of movements in

equity 315, 319, A3
revaluation reserve 168, 310, 318,

G8, A9
share capital 308, 316–17, G9, A8
share premium 309, 317–18, G9, A9
statement of total recognised gains

and losses 307, 314, 318, G9
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ownership interest (continued)
issue of further shares 309, 320–3
presentation 307–13

buying and selling shares 309
changes in exchange rates of

foreign currency 312–13
example of unrealised gain 307
issue of further shares after

incorporation 309
issue of shares at date of

incorporation 307–8
retained earnings 308–9
revaluation of non-current assets

309–10
recognition 39, 306
spreadsheet for adjustment to a trial

balance at end of accounting
period 328–32

analysis of month-end adjustments
329–32

end-of-period adjustments and
ownership interest 328

users’ needs for information 315

par value see nominal value
parent company 177, G7

balance sheet 178, 179, 372
participation 573
participative budget (bottom-up

budget) 567–8, G11
partnership deed 10, G7
partnership law 10, G7
partnerships 8, 9–10, 11, 91, G7
past events 30, 31–2, 36, 38
pay schemes 476
payables see accounts payable
payback method 656–8, 670–1

calculation method 656–7
impact of uncertainty in real life 657
usefulness and limitations of

approach 658
payback period 656, G15
payout ratio (dividend cover) 338, 350,

G4
penalties 643–4
percentage mark-up on cost 550, 551,

G15
performance evaluation 628–49, G15

balanced scorecard 640–2, 684, G11
behavioural aspects 633–4
benchmarking 461, 637–8, 642–3, G11
budgets as basis for 572
case study 634–7
how to report 632–3
management use of performance

measurement 642–4
performance measures 642–3
rewards and penalties 643–4
standards of performance 643

non-financial measures 638–9
quality measures 639
quantity measures 638–9

preparation of performance reports
631–2

frequency of reporting 631–2
to whom they should be addressed

631
what should be reported 631

variance analysis and 619–20
what to measure 632

period costs 456–8, 460, G15
manufacturing business 457–8
service business 457

personnel manager 430
planning 427–8, 431–2, 520–1, 620,

629–30, G15
benefits of budgeting 570
cost classification for 458–9
e-business 689–90
for a capital investment decision 655
functional strategic planning 427,

G13, G15
long-range 562–3, G14
strategic planning 427, G16

planning and control techniques 672
planning, programming budgeting

systems (PPBS) 576–7, G15
plant and machinery 31, 33
platinum mining 598
politics, organisational 574–5
portfolio (of investment) G7
portfolio of shares G7
post-completion audit 671–2, G15
predetermined overhead cost rates

484–5, 487, G12, G15
preference shareholders 343
preference shares 39, G7
preliminary announcements 182–3,

183–4, 344, G7
premium 168, 292, 309, G7
prepaid expenses see prepayments
prepayments 25, 32, 251–2, G7, G15

bookkeeping entries 261–2
cash flow statement 401
recognition 240

present fairly 381–2, G7
present obligation 35, 38
present value 660, 661, G15
press releases 182–3, 183
prevention–appraisal–failure model 687
prevention costs 687
price–earnings ratio (p/e ratio) 337, 350,

G7
price-sensitive information 19, 94, G7
prices

change in selling prices 542
input 246–8, 474–5
variations and variations in quantity

620
pricing 436

decisions 550–2
economic factors affecting 550
standard costs and 620

primary financial statements 52, 163–4,
165, 314–15, G7

balance sheet see balance sheet 
cash flow statement see cash flow

statement

income statement see income
statement

reconciliation of movements in
shareholders’ funds 315, 319, A3

statement of changes in equity 307,
314, G9

statement of total recognised gains
and losses 307, 314, 318, G9

primary records 473–4, G15
primary segments 371–2
prime cost of production 456–7, 471,

509, G15
principal sum (capital amount) 267, 285,

293, G7
private limited companies 10, 11–12, G8
‘pro forma’ financial statements 185–6
problem solving 434, 435, 435–40, 520,

654, G16
process, quality of 639
product costs 456–8, 460, 469–503, 619,

G15
accounting for labour costs 476–7
accounting for materials costs 472–6
manufacturing business 457–8
production overheads see production

overhead costs
service business 457

product differentiation 684, G15
product life cycle G15
product-sustaining activities 489, G15
production G15
production budget, quarterly 588–9
production cost centres 479–80, 481,

G15
production overhead budget 582–3
production overhead costs 137, 246,

456–7, 471, 472, 478–98, 550, G8,
G15

activity-based costing 449, 461, 487,
488–96, G11

comparing traditional approach and
ABC 496–8

job costing 509, 511, 515
traditional approach 478–87, G17

production plan 428, 564, 565, 567, 580,
G15

production supervisor 430
production volume 578
products see output
Professional Oversight Board for

Accountancy (POBA) 87, 88
profit 24, 315, G8, G16, A13

absorption costing compared with
marginal costing 519–20

adjusted 400
average annual profit 658–9, G11
before taxation 399–400, 410
effect of under-recovery and over-

recovery of overheads 486
forecast 321
from continuing operations 173
from operations 172
impact of gearing when profits are

fluctuating 345–6
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profit (continued)
marginal costing and 519
net profit 133, 145, G7
planning and control 434, 435
realised profit 307, G8
retained profit G8
revised statement of profit 331

profit centres 463, 630, 631, G16
profit and loss account see income

statement
profit margins 424, G16
profit–volume chart 539–40, G16
profit/volume ratio 539, G16
profitability 436, 439, G16
profitability index 669, G16
progress billings (payments on 

account or payments in 
advance) 253

project appraisal see capital investment
appraisal

prospective investors 307, G8
prospectus 89, 184, 316, 320–1, G8
provision for doubtful debts 249–51,

258–60, G8
provisions 36, 96, 282–303, G8, A8

bookkeeping entries 302
change in a provision 250–1
for deferred taxation 38
example 290–1
information provided in financial

statements 285–8
recording 288–91
users’ needs for information 285
see also non-current liabilities

prudence 35, 77, 81, 239, 245, 289, G8
views on 82–3

public interest 16
public limited companies 10, 11–12, 

G8
published financial statements 

158–95
accounting framework 162–6

categories of financial information
164

formats see formats
notes and accompanying

information 164–6
primary financial statements

163–4, 165
avoiding information overload 185
balance sheet 166–71, 191–3
cash flow statement 173–6
electronic publication 186
group financial statements see group

financial statements
group structure of companies 177–8
income statement 171–3, 194–5
interim reports 184
international influences 161–2
preliminary announcements 182–3,

183–4, 344, G7
‘pro forma’ financial statements

185–6
prospectus 89, 184, 316, 320–1, G8

reporting cycle 182–3
reviewing 92–7

balance sheet 94–6
cash flow statement 96–7
income statement 93–4

small and medium-sized companies
185

purchase method (acquisition method)
178, 180, G1, G8

purchase order 473, 474
purchase requisition 473, 474
purchases 342, G8

budget 581
purchasing manager 469
pyramid of ratios 346

qualified audit opinion 383, G8
quality

cost of 461, 687, G12
measures of performance 639
qualitative characteristics of financial

statements 75–9
total quality management 672, 687

quality of earnings 315, G8
quantity

performance measures 638–9
quantities used 474

quarterly budgets 587–9
quoted companies G8

ratio analysis 334–60
analyst’s and auditor’s view 369–71
evaluating ratios by comparison 347
investors’ views 343–6

impact of gearing when profits are
fluctuating 345–6

return 344
risk 344–5

limitations 347
linking ratios to cash flow statement

354–7
analyst’s commentary 356
EBITDA 356
explanation of cash flow statement

354–6
free cash flow 356–7

pyramid of ratios 346
systematic approach 336–43

analysis of management
performance 337, 339–40, 351

gearing 337, 342–3, 344–5, 353
investor ratios 337, 337–8, 350
liquidity and working capital 337,

340–2, 352
terminology 336
worked example 348–53

financial statements to be analysed
348–9

ratio calculations 349–53
share price information 349

raw materials 32, 240, 245–9
realisation 81, 385, G8
realised profit 307, G8
receivables see accounts receivable

recognition G8
assets 33–5

current assets 238–41
non-current assets 200–2

liabilities 37–8
current liabilities 266–7

ownership interest 39, 306
stages of recognition and

measurement 384
reconciliation of movements in

shareholders’ funds 315, 319, A3
recovery 484–6, G16
reducing-balance method 209–10

formula for calculating percentage
rate for 233

re-engineering, business process 688–9
Registrar of Companies 11, G8
regulation of financial reporting 84–92

AIDB 87, 89
APB 87, 88, 91
ASB see Accounting Standards Board
auditors 89–91
Committee on Corporate Governance

89
Financial Reporting Council 86–7,

381, 382
FRRP 85, 87, 88–9
FSA 89
IAS Regulation 7, 84–5, 161
necessity of 91–2
POBA 87, 88
tax system 91
UK Company Law see Companies Act

relevance 76, 78, 79, 239, 384, G8
relevant costs 549, 551, G16
relevant revenues G16
reliability 76–7, 78, 79, 239–40, 384, G8
remeasurement 384–5
re-order level G16
repairs 200
replacement cost 386, G8
reporting cycle 182–4
reporting period 631–2, G16
reserves 308–9, G8

balance sheet 168, 169, 170
revaluation reserve 168, 310, 318, 

G8, A9
residual value 206, 662, G8, G16

straight-line depreciation with 
212–13

responsibility centres 462–3, 630, 631,
G16

restructuring, provisions for 288
retained earnings 168, 308–9, G8, A9
retained profit G8
retention of title 270, G16
return 13, 344, 437, G8, G16
return on capital employed (ROCE) 

339, 346, 351, G8
return on shareholders’ equity 339, 351,

G8
return on total assets 339, G8
revaluation 309–10, 386
revaluation reserve 168, 310, 318, G8, A9
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revenue 24, 291, 424, 463, G8, G16
accountant’s view 535–6
breakeven chart 535, 536
definition 252
e-business 689–90
economist’s view 533–4
income statement 172
and ownership interest 40, 40–1
product costs, period costs and 458
recognition 252–4

contract revenue 252–3
debate 253–4

service businesses 104, 110, 125
trading businesses 139, 141–2
see also sales

review of budgets 568–9
review cycle 631–2
rewards 643–4
rights issues 322–3, G8
risk 13, 344–5, G8

financial 344, G4–5
operating 344, G7

robotics 672
rounding errors 663
Royal Dutch Petroleum 628

Sainsbury’s 26
sale and leaseback of property 376
sales 424, G16

decisions and judgements 436
forecast 564
planning 428
see also revenue

sales budget 567, 579–80, G16
quarterly budget 588

sales co-ordinator 430
sales invoice 24, 270, 474, G9, G14
sales volume 567, 578
score-keeping 434, 435, 435–40, 520–1,

654, G14
scrap 475, G16
secondary segments 371–2
secured loans 285, 293, 294, G9
Securities and Exchange Commission

(SEC) 367
security 691
segmental reporting 371–5, G9, 

A9–10
example 373–5
identifying segments 372–3
information provided in financial

statements 372
users’ needs for information 371–2

semi-variable costs 452–3, G16
sensitivity analysis G16
service businesses 102–30

analysing transactions using the
accounting equation 104–7

financial statements as a means of
communication 113–16

illustration of accounting 107–12
product costs and period costs 457
recording transactions in ledger

accounts 118–30

analysing debit and credit entries
120, 121

checking accuracy of double entry
records 127

error detection using trial balance
127–8

form of ledger accounts 121–2
ledger accounts for medical

practice 122–7
preparing financial statements

128–9
spreadsheet for summarising the

transactions 112–13
service cost centres 479, 480, 481, G16
set-up costs 690
share capital 308, G9, A8

in balance sheet 316–17
capitalisation issues 321–2, G2
issues and cash flow statement 406,

411
purchase of a foreign company 313

share certificate 307, 308, G9
share option schemes 317, 381
share premium 168, 309, 317–18, 406,

G9, A9
shareholders 10, 41, 295, 307, 316–17,

339, G9
shareholders’ funds 308, G9
shares 10, G9

buying and selling 309
investments in shares of other

companies 32 
issue at date of incorporation 307–8
issue of further shares after

incorporation 309, 320–3
capitalisation issues 321–2, G2
offers for sale 320–1, G7
rights issues 322–3, G8

ordinary 39, G7
preference 39, G7
prices and ratio analysis 349
purchase of shares in a foreign

company 313
short-term finance G9, G16
Signet Group 73
single period capital rationing G16
site visits (hits) 691
slack 574
small and medium-sized companies 

185
e-business 691–2

sole traders 8, 9, 91, G9
solving problems 434, 435, 435–40, 520,

654, G16
special orders to use up spare capacity

544, 545–6
special purpose entities 377
specific purpose financial statements 

17, G9
spreadsheets 69–71

adjustment to a trial balance at end of
accounting period 328–32

job costing 516, 517
service businesses 112–13

trading businesses 135, 138, 139,
142–4

stakeholders 12–16, G9
validity of stakeholder model 387

standard costs 598–627, G16
broader view of applications of

variance analysis 619–20
case studies of variances 607–12,

614–18
control process 602–3
direct labour variances 605–6, 610,

616
causes 610–11

direct materials variances 603–5,
608–9, 616

adverse or favourable 609
causes 609

fixed overhead expenditure variance
607, 612, 617

flexible budgets and variance analysis
613–14

investigating variances 612–13
level of output to be used in setting

standards 601
purpose of using 600–1
summary statement of variances 615
usefulness of variance analysis

618–19
variable overhead cost variance

606–7, 611–12, 617
causes 612

variance report 617–18
standard hour 605–6, G16
standards

accounting see accounting standards
of performance 643

statement (from supplier) 270, G16
statement of changes in equity 307, 314,

G9
Statement of Principles 7, 162–3, G9
statement of recognised income and

expense 307, 314, G9, A3
statement of total recognised gains and

losses 307, 314, 318, G9
Statements of Standard Accounting

Practice (SSAPs) 87
statistical process control (SPC) 672
step costs 453–4, G16
stepped bonds 295–6, G9
stewards 17
stewardship 14, 17, 315, 339, G9
stock 293, G9

see also inventory; shares
stock exchange 10, 309, G9

issue of further shares 309, 320–3
stock holding period 341, 352, G9
stock market see stock exchange
stores requisition 474
straight-line method 208, 209, 210

with no residual value 211–12
with residual value 212–13

strategic management 642, 643
strategic management accounting 426,

433, 684–5, G16
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strategic planning 427, G16
strategy 563, 565, 682–94, G16, A12

business process re-engineering
688–9

document 566
e-business and e-commerce 689–92
just-in-time approach 461, 672, 684,

685, G14
total quality management and cost of

quality 687
value chain analysis 684, 686, G17

strategy-focused organisation 642
subsidiary companies 177, G9
substance 76–7, G9
subtotals 56, 168, G9
summary financial statements 184, 185
summary statement of variances 615
sunk costs G17
suppliers see trade creditors
supplier’s invoice 24, 270, 474, G9, G14
suppliers’ payment period 342, 352, G9

‘T’ ledger accounts 121
tangible non-current assets 170, 198,

199, 204, G9, A5, A6
recognition 200–1

taxation A14
corporation tax 91, 172, 274–5, G3
deferred taxation see deferred

taxation
liabilities for 274–5
tax system and regulation of financial

statements 91
taxes paid and cash flow statement

403, 411
taxation payable 38
taxation recoverable 170
ten per cent test 243
Thorntons 334
three-column ruling 121–2
time period, and cost classification 454
time value of money 658, 659, 660–1,

G17
timeliness 79, G9
top-down budgets (imposed budgets)

567–8, G17
total assets usage 340, 351, G9
total cost 451, 452, G17

varying with activity 533, 535
total product cost 471, 509, G17
total production cost budget 583
total quality management (TQM) 672,

687
total work-in-progress record 511, 512
trade creditors (suppliers) 15, 24, 35,

237–8, 270, G9, G17
cash paid to 397, 408, 412
direct materials budget 581–2
schedule of payments to 589
see also accounts payable

trade creditors’ (suppliers’) payment
period 342, 352, G9

trade debtors 237–8, 240, G9, G17
see also accounts receivable

trade debtors’ (customers’) collection
period 341–2, 352, G3

trade payables see accounts payable
trade receivables see accounts 

receivable
trading businesses 131–56

balance sheet 145–6
cash flow statement 144
goods purchased for resale 133–5

analysis of transactions 133–4
analysis of transactions and events

134–5
spreadsheet summarising

transactions 135
illustration of accounting 139–42

explanation of analysis of
transactions 140–2

income statement 145
manufacturing goods for resale 135–9

analysis of transactions 136
analysis of transactions and events

136–9
spreadsheet summarising

transactions 138, 139
recording transactions in ledger

accounts 149–56
analysing debit and credit entries

150–5
checking accuracy of double entry

records 155–6
spreadsheet for summarising

transactions 142–4
traditional approach to overhead costs

478–87, G17
absorbing overhead costs into

products 480–1
allocating and apportioning indirect

costs to cost centres 479–80
apportioning service department

costs over production cost
centres 480

comparing with ABC 496–8
illustration 481–4
predetermined overhead rates 484–5
under-recovery and over-recovery

485–6
transactions 30

service businesses see service
businesses

terminology 24–5 
trading businesses see trading

businesses
using accounting equation to analyse

66–72
transfer of economic benefits 36, 38
transfer price G17
translation 312–13
Transport for London 560
treatment protocol 522
trend analysis 368, 370
trial balance 127–9

error detection 127–8
preparation of financial statements

128–9

spreadsheet for adjustment to a trial
balance at the end of the
accounting period 328–32

trading businesses 155–6
triple bottom line 379
true and fair view 85, 241, 381–3, G9

meaning 382–3
responsibility for 383
specificity of concept 383

Trueblood Report 7
turnover G9, G17

see also revenue; sales

UK ASB system 52, 78, 79, 163, G10
see also Accounting Standards Board

(ASB)
UK Listing Authority (UKLA) 89, 184
unavoidable costs 633, G17
uncertainty 657
underestimation

hours worked 485
overhead cost 485

under-recovered fixed overhead cost
485, 486, G17

understandability 75, 78, G10
understatement 82–3

risk of understatement of liabilities 266
unit activity 489, G17
unit cost 451, 452, G17
unit price 474
United Kingdom Company Law see

Companies Act
United States

MD&A 367
off-balance-sheet finance 377

unlisted companies 7, G10
unrealised gains and losses 307, G10
unsecured creditors 15, 268, 270, G10
unsecured loans 294, G10
users of accounting information 12–16,

18–19
customers 15–16
employees 14–15
external 426, G4
governments and their agencies 16
internal 426–7
lenders 15
management 12, 13
owners as investors 13–14
public interest 16
suppliers and other trade creditors 15

value to the business 385–6, G10
value chain 684, 686, G17
value measurement 384–6

current practice 386
current values 385–6
entry price and exit price 385
fair value 386
limitations of historical cost

accounting 384
stages of recognition and

measurement 384
subsequent remeasurement 384–5
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variable costing see marginal costing
variable costs 450–1, 459–60, 517, G17

behaviour of fixed and variable 
costs 532–7

change in and breakeven analysis 542
labour costs 477
materials costs 476

variable overhead cost variance 606–7,
611–12, 617

variable overhead efficiency variance
606–7, 611–12, 617

variable overhead rate variance 606–7,
611–12, 617

variance analysis 602–20, 630, G17
broader view of applications 

619–20
case studies 607–12, 614–18
data analysis sheet 615–16
flexible budgets and 613–14
negative aspects 633–4
performance evaluation and control

634–7

usefulness 618–19
variance reports 617–18, 619
variances 600, G10, G17

adverse 602, 603, 608–9, G11
direct labour cost variance 605–6,

610–11, 616
direct materials cost variance 603–5,

608–9, 616
favourable 602, 603, 609, G13
fixed overhead expenditure variance

607, 612, 617
investigating 612–13
summary statement of 615
variable overhead cost variance

606–7, 611–12, 617
vehicles 31
visitor activity 691
Vodaphone Group 361

wages 106, 397, 408
warranties 287, A5
waste 475, G17

work-in-progress 32, 33, 136, 239–40,
G10, G17

job costing 513–14
converting raw materials into

work-in-progress 514
total work-in-progress record 511, 

512
transferring work-in-progress to

finished goods 515
working capital 14, 115, 237–8, 428, 654,

G10, G17
budget 564, 565, 567, 579
cash flow statement 403
ratio analysis 337, 340–2, 352

working capital cycle 237–8, 342, 408,
G10

WPP Group 102
written down value see net book value

Z-score 370
zero-based budgeting (ZBB) 577, G17
zero coupon bonds 296–7, 298
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