
Index

• A •
ABC (activity based costing), 252, 380
ACA credential, 41
ACCA credential, 41
accelerated depreciation method, 278–279
accountants

chartered, 29
chief, 30
credentials, 41
fi nancial controller, 30
hiring, 41–42, 397
overview, 28–29
tasks performed by, 11–12

accounting
bookkeeping compared, 13, 34
branches of, 31–32
as career, 28–32
defi ned, 379
department functions, 21–22
elements of, 13–15, 35
fi nancial, 31
management, 31
overview, 12–15
summary fi nancial statement, 14
taxation, 32
terminology, 16
treasury, 31
types of, 12–13

accounting equation
accounts receivable, 93–94
defi ned, 379
depreciation expense, 94–95
overview, 15, 48, 90–91
prepaid expenses, 97
preparing, 91–92
stock, 98
unpaid expenses, 96

accounting fraud, 323–324
accounting manual, 38

accounting method. See also specifi c types
average cost method, 273–274
bad debts, collecting or writing off, 280
corporation tax, reconciling, 280–281
cost of goods sold expense, 266–274
depreciation expense, 276–280
FIFO (fi rst-in, fi rst-out) method, 268–269
foreign exchange, 281–282
LIFO (last-in, fi rst-out) method, 269–273
profi t, 335
profi t and loss account, 262–266
stock costs, 266–274

accounting standards
enforcing

overview, 19–20
with Sarbanes-Oxley Act, 20–21

importance of, 17–18
for private businesses, 288–289
for publicly owned businesses, 288–290

Accounting Standards Board (ASB), 
16–17, 379

Accounting Standards Committee (ASC), 17
accounting technicians, 42
accounting tricks (loopholes)

conservatism in, 170
consistency in, 170
materiality in, 170
overview, 154, 165
profi t smoothing, 166–169
window dressing, 165–166

accounts payable, 96
accounts receivable, 93–94, 127
accrual-basis accounting, 94, 132, 379
accrued expenses payable, 96, 379
accumulated depreciation, 117–118, 380
accuracy of accounts, reviewing, 44
acid-test ratio, 291, 302–303, 363
activity based costing (ABC), 252, 380
actual cost/actual output method, 256
actual costs, 247

31_9781119951285-bindex.indd   39931_9781119951285-bindex.indd   399 11/1/11   11:36 PM11/1/11   11:36 PM

CO
PYRIG

HTED
 M

ATERIA
L

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



400 Understanding Business Accounting For Dummies, 3rd Edition 

adjusted trial balance, 37–38
adjusting entries, 43
adverse opinion, 321, 366
advisers, accounting fi rms as, 326–327
allowance, 68
Alternative Investment Market (AIM), 380
Altman Z-Score, 305, 394
amortisation, 70
analysing

cash fl ow statement, 149–151
profi t, 99–101

annualised rate of interest and rate of 
return, 380

arm’s-length bargaining, 49, 65
ASB (Accounting Standards Board), 

16–17, 379
ASC (Accounting Standards Committee), 17
asset impairment write-down, 264
asset turnover ratio, 115, 364, 380
assets

balance sheet, 25–26, 114–120
cash fl ow from profi t, 136–142
described, 14
turning over, 115
utilisation, determining, 364
valuing, 242

Association of Accounting Technicians, 
29, 42

Association of Chartered Certifi ed 
Accountants, 41, 397

assumptions, factoring in, 375–376
assurance, 326–327
audit accounting, 32
audit evidence failure, 323
audit judgment failure, 323
audit report

adverse opinion, 321, 366
clean opinion, 319–320, 366
defi ned, 380–381
overview, 308–310, 319
qualifi ed opinion, 321

audit trails, 44–45
auditor

confi dential relationship with client, 325
duties performed by, 318
fi nancial reporting standards and, 

325–326
opinion, determining auditor’s, 366
overview, 318

audits, 314–317, 322–325
average cost method, 273–274
average ROI rates, 81
averaging, 370–371

• B •
bad debts, 264, 280, 381
balance sheet

asset and liability analysis, 114–120
assets, 25–26
capital stock, 127
cash, 127
cash balance, 118
cash dividends, 120
changes in, 133–134
classifi ed, 124–125
cost of goods sold expense, 116
creditors and accrued liabilities, 127
debt, 119, 121–122
debtors, 127
defi ned, 24, 107, 381
depreciation expense, 117–118
described, 14
example, 111
fi xed assets, 117–118, 127
format of, 26
income tax expense, 119
interest expense, 119
layout, 128–129
liabilities, 25–26
net profi t, 120
overdrafts and loans, 127
overview, 25–26, 111–112
owners’ equity, 25–26, 120–121
profi t and loss account, connection to, 

104, 106–107, 110–114
retained earnings, 127
sales, administrative and general (SA&G) 

expenses, 116–117
sales revenue, 115–116
stock (product), 116, 127
values, 127–128
when to prepare, 122

Banana Accounting for European 
Companies (software), 396

bankruptcy, 124
banks as source of funds available to 

businesses, 349–351
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basic earnings per share, 295–296, 381
Beecham, Sinclair (Pret a Manger 

founder), 349
Berkshire Hathaway, Inc., 162
board of directors, 228
bonds, 351
book value, 127–128, 291, 298–299, 381
bookkeepers, hiring, 42
bookkeeping

accounting compared, 13, 34
categorising your fi nancial information, 

39–40
cycle, 34–38
system, managing, 38–46

books, accounting, 38
bottom line, 15, 26, 28
bottom up projection, 375
break-even point (sales volume), 

186–187, 245, 381
bribes, 64
browsing fi nancial reports, 170–172
budgeted balance sheet, 199
budgeted cash fl ow statement, 200
budgeted costs, 247
budgeted fi nancial statements, 198
budgeted management profi t and loss 

account, 199, 206–209
budgeting

advantages of, 202
capital

cash fl ow, discounting, 213–214
cost of capital, calculating, 215
internal rate of return (IRR), 

calculating, 214
overview, 211–212
payback, calculating, 212–213

defi ned, 381
example, 205–210
fl exed budgets, 216–217
fl exibility of, 217
government, 211
improving, 339–340
management accounting reports used 

instead of, 203–205
as management control, 201
models, 198–200
overview, 197–198
planning as reason for, 200

reasons for, 198–203
variances, 215–217

Buffet, Warren (Berkshire Hathaway CEO), 
162, 283

burden rate, 254–255, 382
business angel, 348, 382
business income taxation. See taxable 

income
Business Management System for Book 

Publishers (software), 396
business managers

budgeting, improving, 339–340
cash fl ow, governing, 336–338
fi nancial controls, optimising, 342
fi nancial leverage, optimising, 340–341
fi nancial reports, role in, 153–157
fi nancial statements, having knowledge to 

explain your, 343–344
management accounting methods, 

choosing, 338–339
massaging the numbers, 344
profi t, cash fl ow generated from, 334–336
profi t decisions, making better, 331–333
sales volume change effecting profi t, 

understanding, 333–334
taxes, minimising, 342–343

Business Rates (property taxes), 54–55
business transactions. See transactions

• C •
CA (chartered accountant), 29
calculators

business/fi nancial, 71–72, 74
mortgage, 72
pension, 84
ROI, 83
VAT, 57

capital, 22, 70, 120
capital budgeting

cash fl ow, discounting, 213–214
cost of capital, calculating, 215
internal rate of return (IRR), 

calculating, 214
overview, 211–212
payback, calculating, 212–213

capital expenditures, 63, 147, 382
capital stock, 127, 382
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career, accounting as, 28–32
cash

balance sheet, 127
dividends, 120, 158, 227
infl ows, 21
payments, 22

cash balance, 118
cash basis accounting, 59
cash fl ow

defi ned, 382
discounting, 213–214
free, 148–149
governing, 336–338
from operating activities, 28, 359–360
overview, 131
from profi t

assets and liabilities, changes in, 136–142
computing, 135–136
debtors increase, 136–138
depreciation expense, 139–141
described, 132
operating liabilities increase, 141–142
overview, 134–135, 359–360, 382
prepaid expenses increase, 139
stock increase, 138–139

types of, 131–133
cash fl ow statement

analysing, 149–151
balance sheet accounts, changes in, 

133–134
defi ned, 24, 107, 382
direct method, 145–146
example, 144
fi nancing activities, 147–148
format of, 27
history of, 143
indirect method, 145–146
investing activities, 146–147
overview, 27–28, 142–145
and profi t and loss account, 106–107

C.A.T. (software), 396
categorising your fi nancial information, 

39–40
causal relationships, 371–372
chart of accounts, 40, 383
chartered accountants, 29
Chartered Institute of Management 

Accountants, 29, 41

Chartered Institute of Public Finance and 
Accountancy, 29

CheckMark Software Inc., 396
chequebook accounting, 59
chief accountants, 30
CIMA credential, 41
classes of stock shares, 226–228
classifi ed balance sheet, 124–125
clean opinion, 319–320, 366
closing the books, 38
combined ratios, 305
common shares, 226
Companies Act, 20, 383
Companies House, 163, 311
company

contact information, 163
limited liability, 224
overview, 224
stock shares, 224–229
tax implications, 236–238

competitions, 354
compound interest, 71, 75–77, 383
comprehensive income, 158, 383
computer spreadsheet programs, 74
condensed fi nancial statements, 171
conditional tax, 52
confi dential relationship between client 

and auditors, 325
conservatism, 170, 383
consistency in accounting tricks 

(loopholes), 170
consultants, accounting fi rms as, 326–327
continuing education, 42
contribution margin, 184, 332, 383
convention attendance expenses, 65
cooking the books, 50, 167, 383
co-operative, 235
corporate venture funds, 348–349
corporate venturing, 383
corporation tax

accounting method, 265
defi ned, 383
reconciling, 280–281

cost of capital
calculating, 215
defi ned, 384

cost of goods sold expense
accounting method, 264, 266–274
balance sheet, 116
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profi t, 97–99
profi t and loss account, 102
stock connection, 156

cost-benefi t analysis, 383
cost-effective amount to order of stock 

(product), 275–276
costs

actual, 247
break-even point, 245
budgeted, 247
CEO viewpoint, 259
direct, 244
fi xed, 244
indirect, 241, 244, 251–252
irrelevant (sunk), 246
manufacturing

fi xed manufacturing costs, 253–255
overview, 248–250
variable manufacturing costs, 253

overview, 242–243
period, 248
product

allocating, 250–252
calculating, 252–253
overview, 247
profi t, excessive production infl ating, 

255–259
relevant, 246
standard, 247
variable, 244

cover (or transmittal) letter, 162
creative accounting, 19, 384
Creative Solutions (software), 396
credentials for accountants, 41
credit card slip, 36
credit crunch, 384
credit sales, 93–94
credit status of companies, 311
creditors, 384
credits, 48, 384
current asset, 126, 384
current liability, 121, 126, 384
current ratio, 291, 301–302, 362, 384
customer entertainment expenses, 64
customers, transactions with, 22
cycles

in bookkeeping, 34–38
in economics, 372–374

• D •
Dallal, Gerard E. (The Little Handbook of 

Statistical Practice), 372
DBA Software, 396
debentures, 351
debits, 48, 384
debt

advantages of, 121
balance sheet, 119, 121–122
disadvantages of, 121
overview, 66, 120

debtor turnover ratio, 303–304
debtors. See accounts receivable
debt-to-equity ratio, 301
deduction

capital expenditure, 63
income tax accounting model, 69
revenue expenditure, 64

deferred income, 384
deferred maintenance, 168
deferred tax payable, 281
defi ned-benefi t pension plan, 78
defi ned-contribution plan, 78
demand curves, 368–369
depreciation expense

accounting method, 264–265, 276–280
balance sheet, 117–118
balance sheet equation, 94–95
cash fl ow from profi t, 139–141
defi ned, 385
overview, 37

diluted earnings per share, 295–296, 385
dilution effect, 229
direct costs, 244
direct labour, 248
direct method, 145–146
disclosures

company contact information, 163
cover (or transmittal) letter, 162
footnotes, 160–161
graphics, 162
highlights table, 162
historical summaries, 162
independent auditor’s report, 163
management discussion and analysis 

(MD&A), 162
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disclosures (continued)

management’s responsibility 
statement, 163

overview, 154, 159–160
profi les, 162
promotional material, 162
quarterly summaries of profi t 

performance and share prices and 
dividends, 163

segment information, 162
supplementary fi nancial schedules and 

tables, 160
types of, 160

discontinuities, 104–106
dividend yield, 291, 297–298, 385
Dosh (software), 396
double taxation, 237
double-declining balance depreciation 

method, 279
double-entry accounting

credits, 48
debits, 48
defi ned, 385
overview, 46–47
reasons for using, 47
recording transactions, 48

double-entry bookkeeping, 15
due diligence, 385

• E •
earnings management. See profi t smoothing
earnings statement. See profi t and loss 

account
earn-out, 385
EBIT (earnings before interest and tax)

accounting method, 265
defi ned, 385
management profi t and loss account, 182
overview, 102–103

effective annual interest rate, 71, 385
embezzlement, 323
employees

pay cheques, deductions from, 53
transactions with, 22

employer tax, 52–54
employment tax, 52
end-of-period procedures, 43–44

EOQ (Economic Order Quantity), 275–276
EPS (earnings per share), 289, 291, 294–296
equation profi t, 87–89
equity, 66, 221
equity capital. See owners’ equity
errors in recording transactions, 323–324
exercise price, 225
expenses, 89
exponential smoothing, 369
external fi nancial statements, 386
external profi t and loss account, 

103, 176–177
extraordinary gains and losses, 104–106, 

356–357, 386

• F •
factoring, 352–353
FAME (Financial Analysis Made Easy), 312
FASB (Financial Accounting Standards 

Board), 386
FIFO (fi rst-in, fi rst-out) method, 

268–269, 386
fi nance lease, 352
fi nancial accounting, 31
fi nancial controller, 30
fi nancial controls, optimising, 342
fi nancial leverage, 123, 340–341, 386
fi nancial management, 31
fi nancial ratios

acid-test ratio, 291, 302–303, 363
Altman Z-Score, 305
book value per share, 291, 298–299
combined ratios, 305
current ratio, 291, 301–302, 362
debtor turnover ratio, 303–304
debt-to-equity ratio, 301
dividend yield, 291, 297–298
EPS (earnings per share), 291, 294–296
gross margin ratio, 291, 293–294
limitations of, 305–306
overview, 290–292
pounce ratio, 302–303
price/earnings (P/E) ratio, 291, 297
profi t ratio, 291, 294
quick ratio, 362–363
ROA (return on assets) ratio, 291, 304–305
ROE (return on equity) ratio, 291, 299–300

31_9781119951285-bindex.indd   40431_9781119951285-bindex.indd   404 11/1/11   11:36 PM11/1/11   11:36 PM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



405405 Index

stock turnover ratio, 303
times-interest-earned ratio, 300
tools for computing, 307

fi nancial reports
accounting tricks (loopholes)

conservatism in, 170
consistency in, 170
materiality in, 170
overview, 165
profi t smoothing, 166–169
window dressing, 165–166

annual, 171
asset utilisation, determining, 364
browsing, 170–172
business manager’s role, 153–157
cash fl ow increase, determining if profi t 

increase generated a, 359–360
cost of goods sold expense and stock 

connection, 156
defi ned, 386
disclosure review, 154
disclosures

company contact information, 163
cover (or transmittal) letter, 162
footnotes, 160–161
graphics, 162
highlights table, 162
historical summaries, 162
independent auditor’s report, 163
management discussion and analysis 

(MD&A), 162
management’s responsibility 

statement, 163
overview, 159–160
profi les, 162
promotional material, 162
quarterly summaries of profi t 

performance and share prices and 
dividends, 163

segment information, 162
supplementary fi nancial schedules and 

tables, 160
types of, 160

footnotes, 307–308
growth of business, determining if 

increases in assets and liabilities are 
consistent with, 361

international fi nancial reporting 
standards (IFRS), 16–17

liabilities, determining if business can pay 
its, 362–363

overview, 153–154
for private businesses, 163–165, 288–289
profi t, determining if EPS kept up with, 

357–359
profi t ratios, did business maintain, 356
for publicly owned businesses, 

163–165, 288–290
questions to ask when reading, 355–366
ratios used to analyse, 290–307
reading, 170–172
return on capital investment, 

determining, 364–365
sales growth, determining, 355–366
sales revenue and debtors 

connection, 156
standards, 16–19, 325–326
touching up numbers in, 154
unusual assets and liabilities, determining 

if there are, 363–364
unusual gains, determining if there were, 

356–357
unusual losses, determining if there were, 

356–357
vital connections between items reported 

in, reviewing, 154–157
fi nancial statements. See also specifi c types

basic types of, 24
conventions used in, 2–3
defi ned, 386
having knowledge to explain your, 

343–344
overview, 24–25, 107

fi nancing activities, 27, 132, 147–148, 386
fi nes, 64
fi rm. See partnership
fi rst-in, fi rst-out (FIFO), 268–269, 386
fi xed assets, 94, 95, 117–118, 127, 386
fi xed costs, 179–182, 244, 387
fi xed overhead, 249
fl exed budgets, 216–217
fl exibility of budgeting, 217
footnotes, 160–161, 307–308, 387
forecasts. See future projections
foreign exchange accounting methods, 

281–282
forms, accounting, 53
fraud, 49–50, 322–325
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free cash fl ow, 148–149, 387
front-loaded expense, 62
full cost, 241
funds available to businesses, sources of, 

345–354
future projections

assumptions, factoring in, 375–376
averaging, 370–371
bottom up projection, 375
causal relationships, 371–372
cycles in economics, 372–374
demand curves, 368–369
math used in, 369–370
price elasticity of demand, 368–369
revising, 376
sales forecast, 367–368
surveys, 374–375

• G •
gearing, 300–301, 340–341, 387
general ledger, 40, 387
general partners, 231
generally accepted accounting principles 

(GAAP), 16, 79, 335, 387
going-concern assumption, 387
goodwill, 387
government agencies, transactions with, 23
government budgeting, 211
grants, 353
graphics, 162
gross earnings, 21
gross margin, 102, 242, 264, 332, 387
gross margin ratio, 185, 291, 293–294
gross wages, 21, 53
growth of business, determining if 

increases in assets and liabilities are 
consistent with, 361

• H •
hedge fund, 387
hedging, 388
highlights table, 162
hire-purchase, buying assets on, 351–352

hiring
accountants, 41–42, 397
bookkeepers, 42

historical summaries, 162
HM Revenue and Customs Code, 277
home mortgage, 71–74
hostile merger, 388
hurdle rate, 388
hyperinfl ation, 388

• I •
IAB (International Association of 

Bookkeepers), 42, 397
IASB (International Accounting Standards 

Board), 17
imputed cost, 388
incentives, 353
income, comprehensive, 158
income smoothing. See profi t smoothing
income statement. See profi t and loss 

account
income tax accounting model, 68–70
income tax expense

balance sheet, 119
profi t and loss account, 103

income tax payable, 96, 388
incubator, 388
independent auditor’s report, 163
indirect costs, 241, 244, 251–252
indirect method, 145–146
individuals

as borrowers, 70–74
as investors, 78–84
as savers, 75–77

infl ation, purchasing power of pound 
and, 283

initial public offering (IPO), 388
insider trading, 388
Institute of Certifi ed Bookkeepers, 42, 397
Institute of Chartered Accountants, 41, 397
Institute of Chartered Accountants in 

England and Wales (ICAEW), 29
Institute of Chartered Accountants Ireland 

(ICAI), 29
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Institute of Chartered Accountants of 
Scotland (ICAS), 29

Institute of Revenues Rating and Valuation 
(IRRV), 56

integrity, 42
interest expense

accounting method, 265
balance sheet, 119
profi t and loss account, 103

internal (accounting) controls, 
14, 37, 42–43, 388

internal profi t and loss account. See 
management profi t and loss account

internal rate of return (IRR), calculating, 214
international accountancy fi rms, 316–317
International Accounting Standards, 16
International Accounting Standards Board 

(IASB), 17
International Association of Bookkeepers 

(IAB), 42, 397
International Financial Reporting 

Standards (IFRS), 16–17, 20
investing activities, 27, 146–147, 388
Investing For Dummies (Levene), 78, 227, 312
investment activities, 132
invoice discounting, 353
IPO (initial public offering), 164, 388
irrelevant (sunk) costs, 246

• J •
journal, 36
junior market, 388

• K •
Keynes, Maynard (economist), 373, 376
Keynote, 311
kickbacks, 64

• L •
last-in, fi rst-out (LIFO), 269–273, 289, 389
leasing assets, 351–352
Levene, Tony (Investing For Dummies), 

78, 227, 312

leverage. See fi nancial leverage; operating 
leverage

leveraged buyout, 389
liability

balance sheet, 25–26
cash fl ow from profi t, 136–142
described, 25
owners’ equity compared, 48

life insurance premiums, 65
LIFO (last-in, fi rst-out) method, 

269–273, 289, 389
limited companies, 224, 235–236, 389
limited partnerships, 230–232, 238
listed company, 389
The Little Handbook of Statistical Practice 

(Dallal), 372
lobbying costs, 64
loopholes. See accounting tricks

• M •
management accounting, 31, 203–205, 

338–339, 389
management buy-out, 389
management control, 201
management discussion and analysis 

(MD&A), 162
management fraud, 323–324
management profi t and loss account

calculating profi t, 183–187
EBIT (earnings before interest and 

tax), 182
fi xed expenses, 179–182
model, 178
overview, 177–178
variable expenses, 179–182
what-if analysis, 187–194

management’s responsibility statement, 163
manufacturing costs

fi xed manufacturing costs, 253–255
overview, 248–250
variable manufacturing costs, 253

margin of safety, 187, 245, 389
margin per unit, 332–333
marginal tax rate, 69–70
market cap, 298, 389
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market price, 230
market value appreciation, 80
market values, 127
marketable securities, 363
markup, 185
massaging the numbers, 19, 344
materiality in accounting tricks 

(loopholes), 170
math used in future projections, 369–370
mean (average), 371
median, 371
Metcalfe, Julian (Pret a Manger 

founder), 349
minimising taxable income, 62–63
mode, 371
money laundering, 49
mortgage, 71–74, 351
moving average, 369

• N •
National Insurance, 52, 78
net earnings. See profi t
net income

accounting method, 266
from continuing operations before 

unusual gains and losses, 105
defi ned, 390
overview, 26, 103, 183

net operating assets, 390
net profi t and loss account. See profi t and 

loss account
net realisable value (NRV), 274–275, 390
net worth, 390. See also owners’ equity
non-deductible expenses

bribes, 64
convention attendance expenses, 65
customer entertainment expenses, 64
fi nes, 64
kickbacks, 64
life insurance premiums, 65
lobbying costs, 64
overview, 64
penalties, 64
related parties, transactions with, 65
start-up costs, 65

travel expenses, 65
working from home, 65

Non-Domestic Rates (property taxes), 54
notes to fi nancial statements, 390

• O •
online directories of qualifi ed 

accountants, 41
operating activities, 27, 131, 390
operating assets, 390
operating cycle, 126, 390
operating earnings, 390
operating lease, 352
operating leverage, 189–190, 333–334, 390
operating liabilities, 91, 141–142, 390–391
operating profi t. See EBIT (earnings before 

interest and tax)
operating statement. See profi t and loss 

account
opportunity cost, 391
ordinary shares, 226–228, 391
overdrafts, 36, 127, 350
overhead costs, 391
overstating profi t, 62
owner, 222
owners’ equity

balance sheet, 25–26, 120–121
defi ned, 391
described, 14
increasing, 222
liabilities compared, 48

ownership structure. See also specifi c types
choosing, 239
overview, 223
types of, 223

• P •
participating preference shares, 227
partnership

defi ned, 391
disadvantages of, 232–233
overview, 230–232
profi t allocation, 233–234
tax implications, 238
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patronage dividends, 235
payback, calculating, 212–213
PAYE Tables, 53
PAYE (Pay As You Earn) taxes, 52–54
pay-out ratio, 150
payroll, 21
penalties, 64
pension fund, 354
period costs, 248
personal allowances, 68
Personal Finance For Dummies (Tyson), 75
P&L statement. See profi t and loss account
planning as reason for budgeting, 200
plough back, 76
pounce ratio, 302–303
preference share, 226–227, 391
preferred stock, 391
prepaid expenses

balance sheet equation, 97
cash fl ow from profi t, 139
defi ned, 391

price elasticity of demand, 368–369
price/earnings (P/E) ratio, 291, 297, 391
private businesses

accounting standards, 288–289
fi nancial reports, 163–165, 310–311

private equity, 347, 391
product cost

allocating, 250–252
calculating, 252–253
defi ned, 392
overview, 241–242
profi t, excessive production infl ating, 

255–259
production capacity, 253–255
production output, excessive, 255–259
profi les, 162
profi t

accounting methods, 335
analysing, 99–101
calculating, 183–187
cash fl ow generated from, 334–336
cost of goods sold expense, 97–99
credit sales, 93–94
defi ned, 392
depreciation expense, 94–95

determining if EPS kept up with, 357–359
equation, 87–89
fi nancial effects of profi t-making 

activities, measuring, 90–92
improving, 191–193
lower sales, lower profi t from, 188–189
operating leverage, violent profi t swings 

due to, 189–190
overstating, 62
partnerships, profi t allocation in, 233–234
prepaid expenses, 97
process for, 92–99
production output, excessive, 255–259
sales price cutting, lower profi t from, 

190–191
sales volume change affecting, 333–334
understating, 62–63
unpaid expenses, 95–96

profi t and loss account. See also 
management profi t and loss account

accounting method, 262–266
and balance sheet, 104, 106–107, 110–114
cash fl ow statement and, 106–107
cost-of-goods-sold expense, 102
defi ned, 24, 107, 392
discontinuities, 104–106
external, 103, 176–177
format of, 26
income tax expense, 103
interest expense, 103
internal reporting, 262–266
overview, 26–27, 101–102
sales, administrative and general 

expenses, 102
unusual gains and losses, 104–106

profi t decisions, making better, 331–333
profi t ratio, 291, 294, 356, 392
profi t smoothing, 166–169, 392
progressive taxation, 69
promotional material, 162
property taxes, 54–56
proxy statement, 171–172, 392
Public Company Accounting Reforms 

and Investor Protection Act 2002. See 
Sarbanes-Oxley Act

public limited company (plc), 236
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publicly owned businesses
accounting standards, 288–290
fi nancial reports, 163–165, 310
stock shares, 224

purchase invoice, 36
purchase orders, 22

• Q •
qualifi ed opinion, 321
quarterly summaries of profi t performance 

and share prices and dividends, 163
quick ratio, 362–363, 392
QuickUSE Accounting (software), 396

• R •
raw materials, 248
reading fi nancial reports, 170–172
recording transactions in double-entry 

accounting, 48
Red Wing (software), 396
reducing balance, 392
reinvesting, 76
related parties, 49–50, 65
relevant costs, 246
replacement cost risk, 275
replacement ratio, 83
resaving, 76
reserves, 392
retained earnings, 90–91, 120, 127, 

222–223, 392
retirement planning template, 83–84
return on assets (ROA), 392
return on assets (ROA) ratio, 291, 304–305
return on capital investment, determining, 

364–365
return on equity (ROE), 183, 393
return on equity (ROE) ratio, 291, 299–300
return on investment (ROI), 78–83, 393
revenue expenditure, 64
risk capital, 221
road show, 393
Royal Institution of Chartered Surveyors 

(RICS), 56

R.T.I. (software), 396
rule of 72, 76, 77
Rumsey, Deborah J. (Statistics For 

Dummies), 374

• S •
Sage (software), 396
sales, administrative and general (SA&G) 

expenses
and accrued expenses payable 

connection, 156
balance sheet, 116–117
and creditors connection, 156
and prepaid expenses connection, 156
profi t and loss account, 102

sales demand risk, 275
sales forecast, 367–368
sales growth, determining, 355–366
sales objective, 367
sales price

cutting, lower profi t from, 190–191
setting, 242

sales revenue
accounting method, 263–264
balance sheet, 115–116
and debtors connection, 156
for gross income, 88
overview, 88–89

sales revenue-driven expenses, 393
sales skimming, 49, 195
sales volume

change affecting profi t, 333–334
cutting prices to increase, 193–194

sales volume-driven expenses, 393
Sarbanes-Oxley Act, 20–21, 326
SCORE (website), 151
SEC (Securities and Exchange 

Commission), 288, 393
seed capital, 393
segment information, 162
share capital, 222
share option, 225, 282–283
shareholders, 224, 228–229
shares, 224

31_9781119951285-bindex.indd   41031_9781119951285-bindex.indd   410 11/1/11   11:36 PM11/1/11   11:36 PM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



411411 Index

SIPP (Self-Invested Personal Pension 
Plan), 354

software, 395–397
sole proprietorships

overview, 234
tax implications, 238

sole trader, 393
Solutions Matrix, 214
solvency, 124, 362–363
source documents, 36, 40–41
SSAS (Small Self-Administered Scheme), 354
standard costs, 247
standardising forms and procedures, 40–41
standards in accounting. See accounting 

standards
start-up costs, 65
statement of cash fl ows. See cash fl ow 

statement
statement of changes in owners’ equity, 

157–159, 393
statement of changes in shareholders’ 

equity, 157–159
statement of earnings. See profi t and loss 

account
statement of fi nancial condition. See 

balance sheet
statement of operating results. See profi t 

and loss account
Statistics For Dummies (Rumsey), 374
stock (product)

accounting methods, 266–274
balance sheet, 116
cost-effective amount to order, 275–276
defi ned, 394
described, 17–18, 22
EOQ (Economic Order Quantity), 275–276
losses, identifying, 274–275
NRV (net realisable value), 274–275

stock asset account, 98
stock certifi cates, 224
stock markets, 345–347
stock shares

classes of, 226–228
dilution effect, 229
market price, 230
ordinary shares, 226–228

overview, 224–226
preference shares, 226–227
shareholders and managers, 228–229

stock turnover ratio, 303
stock write-down, 264
straight-line depreciation, 278–279, 394
strike price, 225
summary fi nancial statement, 14
supplementary fi nancial schedules and 

tables, 160
suppliers, transactions with, 23
surveys, 374–375

• T •
take-home pay, 53
tax

conditional, 52
employer

employment tax, 52
National Insurance, 52
PAYE (Pay As You Earn) taxes, 52–54

implications
companies, 236–238
partnerships, 238
sole proprietors, 238

minimising, 342–343
property

home, working from, 55–56
overview, 54–55

rates
income tax accounting model, 69
taxable income, 60–61

VAT (Value Added Tax), 56–57
taxable income

equity capital disguised as debt, 66
expenses

deductible, 63–64
non-deductible, 64–65

income tax accounting model, 69
minimising, 62–63
overview, 58–60
profi t accounting, 61–63
tax rates, 60–61

taxable-entity companies, 236
taxation accounting, 32
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terminology for accounting, 16
theft, 323
times-interest-earned ratio, 300
Tolley’s Tax Guides (Butterworths), 68, 277
trading on equity, 123
transaction exposure, 281
transactions

in bookkeeping cycle, 35
overview, 22–24

translation exposure, 282
travel expenses, 65
treasury accounting, 31
true and fair, 366, 394
turning over assets, 115
two sets of books, keeping, 277
Tyson, Eric (Personal Finance For 

Dummies), 75

• U •
understating profi t, 62–63
university degree for accountants, 41
unpaid expenses, 95–96
unqualifi ed opinion, 319
unusual events and developments, 

watching for, 45

• V •
Valuation Offi ce Agency (VOA), 54
variable expenses, 179–182, 185, 244, 394
variable operating expenses, 179–180

variable overhead, 248
variances, 215–217
VAT (Value Added Tax), 56–57
vendors, transactions with, 23
venture capital, 394
venture capitalists, 347

• W •
warranties, 394
warranty and guarantee (post-sales) 

expenses, 265
weighted moving average, 369
what-if analysis, 187–194
window dressing, 165–166, 394
working capital, 128, 394
working from home, 65
writing off, 104

• Z •
zero based budgeting, 394
zero-sum game, 220
Z-Score, 305, 394
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