NTRODUCTION

8.4.2005

           CLE - CREATIVE LEARNING EXERCISE

   CLE 21 – A ONE DAY PROGRAM IN ACCOUNTING
PART A INTRODUCTION & TIMETABLE

& NOTES FOR THE INSTRUCTOR
Dr Bob Boland FCA, CPA, DBA, ITP (Harvard)

Anthony Harris MBA (Cranfield)

Copyright   RGAB/PN/AH 2005/2
INTRODUCTION

1.
LEARNING OBJECTIVES

The key learning objectives of this one day program are: 

a.
To use and absorb the language of accounting without undue effort.

b.
To apply the language to basic accounting concepts.

c.
To relate to the concepts to current accounting practice.

d.
To motivate further study in the future.

2. 
LEARNING MATERIALS

This one day program uses the following parts:


Part A - Preparation to learn with a special alert-focus audio session


 (15 minutes)

Part B - Basic CLE session with text and frames



 (180 minutes)


Part C - Quiz session (60 minutes)


Part D - Lecture/case session with PowerPoint and audio

 (30 minutes)

Part E - A Simple Glossary for continuous reference

 (30 minutes)

Part F. - Learning Reinforcement Audio

 (20 minutes)


Part G - A more advanced Mini-AGL in Basic Finance

 (240 minutes)
3.
TIME TABLE

The Instructor decides which program parts are to be used for each particular learner or learning group. An initial timetable to test the program in one day could be:

· Pre-course learning:


Part B - Basic CLE session Chapters 1 - 2 (45 minutes)

· Course learning:
08.30 - 08.45
Introduction and learning objectives
08.45 - 09.00
Part A - Audio - Alert Focus Session

09.00 - 10.30
Part B - Basic CLE Session - Chapters 1 - 3

10.30 - 11.00
Coffee break

11.00 - 11.30
Part D - Lecture/case session

11.30 - 13.00
Part B - Basic CLE Session - Chapters 4 - 5

13.00 - 14.00
Break - lunch

14.00 - 14.30
Part E - Accounting language session

14.30 - 15.00
Part D - Lecture/case session (repeated)

15.00 - 15.30
Coffee break

16.00 - 17.00
Part C - Quiz Session

17.00 - 17.30
Feedback & Post-course reinforcement
· Post-course learning:

Part F - Learning Reinforcement Audio (20 minutes).

Part G - Mini-AGL 1 & 2 in Basic Finance (240 minutes)
4.
NOTES FOR THE INSTRUCTOR

The program is designed for individual or group-based learning. It simulates an individual instructor, with an environment which motivates the learner to learn efficiently and effectively, and to enjoy the learning.

For effective use of the program with groups, the instructor can:

a) Integrate the program into the course design

b) Require learners to do some of the study in writing when requested
c) Set a definite test for learners on the program content

d)
Discuss the program in relation to the rest of the course.

The key advantages of the program are:
1.   Each learner can learn at his/her most suitable pace.
2.
The learner studies advanced material only when he/she has mastered the elementary material.

3.
The program prompts correct answers from the learner and rewards him/her as much as possible. When rewarded, the learner becomes motivated to learn more.

4.
The learner cannot daydream. He/she is continuously active, and receives immediate and continuous confirmation of his/her success in learning the material.

5.
The CLE session has frames designed to bring the critical points to the attention of the learner, and to establish understanding of each point. Learning-patterns seek to reinforce the program symbolically.

6.
The program design required analysis of the knowledge, skills and attitudes to be developed, and what to expect from the learner, when he/she has completed the program.

7.
The program is less effective if used (a) casually, without writing or testing, and (b) without environmental motivation.
8.
Contact authors with feedback, ideas and information, as needed -     

       robertboland@wanadoo.fr.
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DEDICATION

This is a fun program, is dedicated to memory of all hard working accountants (and auditors), who have always been the respected traditional honest man in the tough game of business, but have been relegated to the relatively humble job of scorekeepers.

In revenge the accountants keep the score, in such a complex way, that nobody other than skilled accountants, can know what the score really is  ... was  ...  or will be ...

We believe that the program will provide you with confidence, humor and motivation to learn well, about the wonderful world of accounting, which started with a book on debits and credits in 1425 ... and is still progressing. 

Each year accountants find new, ever more creative ways, of keeping the score, such that in 2004, a manager with an MBA (from a major business school), who was CEO of a major (bankrupt) public company in USA (which shall be nameless), confessed to a US Congressional Committee, that he had no idea what the real score was.

However we still put our trust in the Professional Accountants and Auditors who always try to serve us well, and in the new increasingly powerful GAAP - Generally Accepted Accounting Principles and the even more powerful IAS - International Accounting Standards, as the hopes of the future.

Note: The original ASS program has been used by over 100,000 managers in seven languages in 30 countries around the world and so in 2004, we felt bold enough to make this new version, which adds humor and relaxation, to give confidence, to motivate and to anchor the learning, which should be fun!  
Other programs include: Cost Accounting & Control, Planning & Budgetary Control, and DCF for Capital Investment Analysis.  
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HOW TO USE THIS PROGRAMME

PURPOSE OF THE PROGRAMME

        This is a programme designed for you to have fun as you teach yourself the language and basic concepts of accounting.  It is a programme of instruction which leads you to an understanding of what accounting reports can and cannot tell you, about a business.

        The program leads you from simple to complex ideas in a gradual fashion.  If you are unfamiliar with accounting you will not be able to understand the later parts of the book until you have understood what comes before.  The program is like a ladder and the parts of the program are like the rungs in a ladder.  You cannot reach the top rung of a ladder unless you have first used all the lower rungs.  If there are several rungs missing in the ladder, it is not only very difficult to reach the top, but the ladder also becomes unstable.  The same things apply to your knowledge of accounting.

        All though the program you will find jokes and humorous references to accounting and accountants which are specifically designed to give you confidence, relaxation and fun, as you learn efficiently (doing things right) and effectively (doing the right things). Almost all the fun comes from experienced practicing accountants, not afraid to laugh at themselves, as they give a "grain of truth", for you to find e.g.

    Question:  What is an accountant?


Answer:    
Someone who solves a problem you didn't know you had, in a way 

                 and a language, that you don’t understand.
CONTENTS

          This book is divided into five chapters.  Chapter I is a brief introduction.  Chapters II-V comprise the main programme and each consists of several “sets”.  In each set, there is a series of up to sixty “frames” which systematically present new knowledge and also demand from you written answers. There is also a quiz, a glossary, a note of further study and an instant relaxation exercise to put your mind into focus for learning efficiently and effectively.

TECHNIQUE

      The following technique is used in writing the program:

1. The number of words needed for a correct response is indicated by the number of dashes        ( ____ ).

2. An acceptable answer to a frame is the correct answer, shown, or any reasonable synonym.  You are the judge.

3. Answers that require a word (or words) or an amount of money are indicated in the frame by the normal “-“.

ROUTINE

Do the program alone or better still, with a partner. Make it fun to learn! The routine for the student to follow in using the program is as follows:

 1.
Read the summary of the set.  If you already understand all the words pass on to the next set.  If not, begin the set.

2. Read each frame and refer to the appropriate exhibit each time.

3. Write your response in the space provided or on a separate sheet of paper.

4. Check your response with the correct answer which is one frame down.  Do not wait until the end, check each answer separately.  Repeat the answer aloud twice.

5. If your answer is the same as the correct answer or is any reasonable synonym, mark it with a tick and go on to the next frame.

6. If the answer is not correct, read the frame again, write the answer to the frame correctly, and then go on to the next frame.

7. At the end of the set, read the summary of the set again.  Count the number of correct answers you have made.  If you have 80% correct, move on to the next set.  If you have less than 80% correct, do the set again.

WRITING THE ANSWERS

         Writing the answers in the space provided or on a separate sheet of paper is essential to the learning process.  The answer must be written before you look at the correct solution.  If you just glance ahead you will lose half of the value of the program.

Question:  In business, what question to the accountant, is MORE important than     

            "Do we have enough profit?".  

Answer:   "Do we have enough cash ... to survive?"

SEQUENCE

       Each frame must be answered in turn.  The sequence has been carefully designed to introduce new knowledge and to reinforce old knowledge.  Do not skip frames or sets.  Any apparent repetitions are there for a good reason.  Avoid careless answers.  If you begin to make mistakes because you are tired, and have not read the text carefully, take a rest.  If you continually miss one particular point, go back to the set in which it first appeared and do that set again.

LANGUAGE

       In the program we have used a simple set of standard words in place of highly technical terms.  The glossary that accompanies this book defines each word used in the book and other words used in practice.

Question: 
What is more boring than accounting?

   Answer:
Accountants - ask their wives! 

CHAPTER I

INTRODUCTION TO ACCOUNTING

Estimated Time 
10 minutes (twice)

Read quickly through the following paragraphs.  Do not study them in detail until you have completed the whole program.  The fun bits are in heavy type and have a grain of truth in them e.g.
            UNFORGETTABLE STORY TO ANCHOR THE LEARNING

An economist died and was carried by angels to heaven.  St Mathew, the tax collector, greeted him and took him on a tour beyond the Pearly Gates.  Off in the distance, the economist spotted an imposing wall beyond a moat filled with menacing creatures. "What's beyond the wall?" he whispered.  "Oh that," replied St Matthew.  "That's where we put the Chartered and Certified Accountants ... they think they're the only ones here."

Accounting Language
        Accounting has been called the language of business and, like any language, it can never express our thoughts with absolute precision and clarity.  Our task of learning this language is complicated by the fact that many of the words used in accounting mean almost, but not quite, the same as they mean in everyday life.  You must learn to think of words in the accounting, rather than their popular, meaning.  In this program we have used a standard set of accounting terms. Although certain other terms are also commonly used in practice.  However, frequent repetition and writing of the standard accounting terms reinforces your basic grasp of the accounting language.

Rules and Principles
        In any language there are some rules or principles that are definite and some others that are not definite.  The latter are a matter of opinion or style.  Accountants have different opinions just as grammarians have different opinions.  In this program we have tried to describe the elements of good accounting practice and to indicate some of the areas where there are differences of opinion as to what constitutes good practice.

As language changes to meet the needs of communication in a society, so accounting changes to meet the needs of business.  We have presented what we feel is currently regarded as good practice in accounting.

Question: What is more important in accounting, peanuts (small money) or        

            coconuts?

   Answer:   Coconuts! Leave the peanuts to the monkeys!

         GAAP  (USA) & IAS - International Accounting Standards are the hope of the future for reliable financial  reporting internationally.  At this time (2004) some countries simply still use the poor tax law as their accounting standard (France, Germany, Switzerland) and some countries have few enforceable accounting standards (Africa, India, China, Russia etc.) and few really independent professional auditors.  Thus GAAP & IAS become essential for reliable financial reporting.  
Uncertainty
         Accounting encompasses the facts about a business that can be expressed in money.  However, many important business facts, i.e. the health of the management, the morale of the workers, the state of the market, etc., cannot be expressed in money.  Accounting must necessarily therefore provide only a limited picture of a business.

        Even when a fact may be expressed in money, the amount of money may be difficult to estimate accurately and we must rely upon the judgment of the accountant to choose the most appropriate alternative from the various possible values that might be adopted.  Again, many business transactions may be incomplete at the end of an accounting period and it can then be difficult to determine whether a profit has or has not been realized.  For example, does a business actually realize a profit, when it buys goods for resale, or when it receives a customer’s order, or when it delivers the goods to a customer, or when the customer pays for the goods?  The accountant must decide these alternatives and he normally chooses to treat the profit as realized when the goods are shipped.

 Question:   What is estimated in accounting?

    Answer:    Almost everything - but very very carefully! 

Conservatism
         In the past, management has accepted accounting as a necessary evil that is not useful for day-to-day business decisions.  The practices of accounting have arisen from business activities over a long period of time and to avoid a false impression to management, accountants tend to be ultra conservative and to understate rather than overstate the financial position of a business.

Accounting practices therefore, try to take profits only when they are reasonably certain, and yet by contrast to provide for losses as soon as they are known or anticipated.  An attitude of conservatism however, could lead us to mis-statement of the financial position of a business.  By contrast “Good Accounting” tries to present a ‘true and fair’ view of a business, in accordance with good accounting standards.

Question:   Why did the accountant cross the road?

Answer:     To open up a very profitable tax/consulting practice on the other   side! 

Consistency and Comparability
          Accounting figures become significant, not in themselves, but when they are compared with other figures for a similar, previous period, budget estimate, or even another business.

The accountant, therefore, despite the problems of uncertainty and conservatism, tries to be consistent in his judgment so that the figures he produces are comparable from one period to another.

The Accounting Period

           The basis of all profit is the period (accounting period) during which the profit is realised.  Thus 10 a week is not the same as 10 for a whole year.  Again, the financial position of a business is related to a particular date.  Thus the picture at January 1st may not be the same as the picture as at June 30th.  The accounting period and the date, therefore, are vital information which affect the significance of an accounting report.

The Cost Concept
         Accounting generally values assets at cost and not at their resale values.  Otherwise accounting reports would show a business to make a profit by simply buying goods for resale and not by actually selling them.

There are two exceptions to this general principle:

i. Where it is known that goods purchased for resale will fetch less than their cost.  We then value the goods at resale (market value) thereby recognizing the loss, and 

ii. Where goods are purchased for retention and use in the business and not for resale (fixed assets) we shall value them at cost (not market value).  This cost of the fixed assets will be “depreciated” over the working life of the assets.  Depreciation allocates the cost over the working life; it does not attempt to value the assets at their resale value.  The market value of all fixed assets is too difficult and complicated to calculate at every accounting date and is therefore not normally used in accounting.

Now please start the programme

at Chapter II, Set 1

CHAPTER II 
Set 1

ACCOUNTING REPORTS - “HAVE WE MADE A PROFIT”

Estimated Time      20 minutes

SUMMARY

The income statement (or profit and loss account) of a business relates to a specific accounting period.  It matches sales against cost of sales and expenses, to compute a figure of profit for the accounting period.  Profit realized is not the same as cash received.

Sales, less cost of sales and expenses equals profit.
Sales equals cost of sales, plus expenses, plus profit

IMPORTANT NOTE

In the front of each set is a summary (as above) of technical terms and ideas to be learned from the set.  If you already understand all of the summary do not complete the set, pass on to the next one.  If you do not completely understand every technical term and idea in the summary, do the whole set.  Do not attempt to do only parts of a particular set.
The keys to learning are: confidence, relaxation, concentration, motivation and expectation ... so on we go together ... 

CHAPTER II 
Set 1

“HAVE WE MADE A PROFIT”

            UNFORGETTABLE STORY TO ANCHOR THE LEARNING

 A business owner was interviewing people for a division manager position.  He wanted a practical manager who could answer the simple question "How much is 2+2?".  The engineer pulled out his slide rule came up with: "It lies between 3.98 and 4.02".  The Mathematician said "In two hours I can demonstrate it equals 4 with a short proof".  The Attorney stated "In the case of Svenson vs. the State, 2+2 was declared to be 4." The Trader asked "Are you buying or selling?" 

The Accountant looked at the business owner, then got out of his chair, went to see if anyone was listening at the door and pulled the curtains.  Then he returned to the business owner, leaned across the desk and said in a low voice "What would you like it to be?" 

Exhibit 1

LIN TRADING COMPANY

Income statement

Year ended December 31, Year 1





    Sales of Goods

                    100
Less:


Cost of the goods sold
50


Expenses
20
70



PROFIT

30
Exhibit 2

LIN TRADING COMPANY

Income statement

Year ended December 31, Year 1

Cost of Sales
50
Sales of goods
    100

Expenses
20


Profit
 30





   100

                                    100 

	Frame Detail
	Write Answer Here
	Correct Answer

	1.  Relax with IRT (Appendix D) for two minutes. Now, if we sell for  100 goods which cost us  50, we make a profit of ____
	
	Check your answer with the correct answer in the frame below.  Reward yourself with a tick!

	2.  However if we also have to pay 20 to store the goods until they are sold, our profit is reduced from  50 to    

_____.
	
	50

Repeat every answer  aloud  twice - to get accounting  words instinctively into your mind.. 

	3.  Now read Exhibit 1 which is an _____ statement or profit and loss  account, for the _____   ______Company. 


	
	30

	Are there really only THREE kinds of accountants in the world? 

	
	income

Lin Trading

	4.  The income statement is for a period of _____ year, ended on _____                         
	
	Yes, those who can count and those who can't (Oops!) 



	5.  It shows that during that period the Lin Trading Company sold goods for  100 which cost _____.  The Company paid _____ for expenses and made a _____ of 30.
	
	One

December 31,

Year I




	Frame Detail
	Write Answer Here
	Correct Answer

	When does a person usually decide to become an accountant? 
	
	 50

 20

 profit

	6.  In a income statement, sales less costs and expenses equals _____ 



	
	When he realizes he doesn't have the charisma to succeed as an undertaker.


	7.  Profit equals ____ less _____ and _____.

	
	profit



	What is the definition of a consulting accountant?
	
	sales

costs

expenses

	8.  Sales are often known as revenues.  In the income statement revenues less costs and expenses equals _____.
	
	A  guy who will tell you 30 ways to make love, but who doesn't know any girls.
expenses

	9.  The cost and expenses are matched with the sales for Year I, in a statement called an _____ _____ 
	
	profit


	Frame Detail
	Write Answer Here
	Correct Answer

	10.  If the revenue for a period is properly _____ with costs and expenses the resulting figure of profit ____ (is, is not) correct.
	
	income statement

	11.  Now read Exhibit 2 which _____ (does, does not) present the same information as Exhibit 1.

	
	matched 

is

	Why did the accountant cross the road?


	
	does



	12.  Exhibit 2 is a _____ _____ _____ account because it matches _____ with _____ and _____.
	
	To bore the people on the other side. 

	13.  Sales, less cost of sales and expenses equals _____.  Therefore sales  100 equals costs of sales _____, plus expenses _____, plus profit _____.
	
	profit and loss 

revenue (sales)

costs

expenses

	14.  Of the goods purchased for 50, were any left at the end of the year?
	
	profit 

50

20

30


	Frame Detail
	Write Answer Here
	Correct Answer

	We should always check to see that a published financial report is audited and by whom. Why?
	
	No

	15.  Cost of sales in a income statement represents the cost of goods actually sold and _____ (does, does not) include goods purchased but not sold.
	
	Audit gives reliability to GAAP & IAS when the auditor is professional    accountant (not your grandma)!!

	16.  The statement for period which shows sales, costs, expenses, and profit _____ (is, is not) a balance sheet.  It is an income statement otherwise known as a _____ _____ _____ _____.
	
	does not

	17.  An ____ statement  shows the profit or loss for an accounting period.  


	
	is not

profit and loss

account

	If you have a weight problem, why would you want to become an accountant?
	
	income

	18.  A income statement shows the profit and loss of a business:

(a) At a particular date

(b) For a particular period.
	
	Because, accountants have the best figures and do it without losing their balance. 




	Frame Detail
	Write Answer Here
	Correct Answer

	19.  Sales less costs and expenses equals _____.


	
	(b)

	Business is a good game, lt's competitive with few rules, but how do they keep the score?
	
	profit 



	20.  Sales equals _____, _____ and _____.
	
	In money! So cash is usually more important than profit.... for survival!

	21.  The period of accounting in a income statement is called the _____ _____.

	
	cost 

expenses

profit

	In business, what is more important cash or profit?
	
	accounting

period

	22.  Exhibit 2 is a _____ _____ _____ _____ for the _____ _____ Company for the period of _____ year ended December 31, Year I.
	
	Almost always cash for now, so that can be able to make profit later.

	23.  Now read again the summary of the set.  Count up the number of your correct answers.  If you have more than 17 correct, well done, carry on to the next set.
	
	income statement

Lin Trading

one


Be sure to RELAX, WRITE AND REPEAT (TWICE) the answer to each 

frame so that you DON'T MISS 50% of the value of this programme

CHAPTER II
Set 2

“WHAT IS OUR FINANCIAL POSITION?”
Estimated Time:    25 minutes

SUMMARY

The balance sheet presents a financial picture of a business and lists the assets, liabilities and owner’s equity of the business at a specific date.  It is not the same as a income statement.

Valuable things owned by a business such as cash, receivables, inventory, prepaid expenses and buildings are assets.  Accounts payable, other payables and mortgage loans are liabilities.  The owner’s equity of a business consists of the original investment (capital stock) plus the profits earned and accumulated in the business.

Assets are generally recorded at cost or lower and not at their market or resale prices.  Assets less liabilities equal owner’s equity or net worth. Assets equal liabilities plus owner's equity.

Financial health can be easily determined with the LAPP system, which compares key ratios against budget and industry averages, for:       



Liquidity & Gearing ‑
measured by: quick ratio, current ratio, equity: debt ratio. 



Activity ‑
measured by: sales/assets, cost of goods sold/Inventory, days of payables, days of receivables. 



Profitability ‑
measured by: gross profit/sales, net income/sales, net income/owners equity.   



Potential ‑    
in terms of: sales orders, products, markets, facilities, finance,  contingencies, management etc.

       UNFORGETTABLE STORY TO ANCHOR THE LEARNING  

The company owner is dying and calls in his lawyer and his accountant.  The owner says "I am dying and I want take my money with me. At my funeral please put these envelopes in my grave".  So at the funeral, the lawyer and the accountant put the envelopes in the grave. 

In the car on the way home the lawyer felt bad and tells the accountant that he had opened the envelope, found one hundred thousand in cash and took fifty thousand out, as his justifiable fee, but he now he felt bad about it. 

The accountant responded "How could you have disregarded a dying man's last request with a fee of 50%? You should be ashamed of yourself,  I left my personal check for the full amount." 

Exhibit 3

LIN TRADING COMPANY

Balance Sheet at December 31, Year 1


Assets
Claims


                   (of the business)                                       (against the business)



Cash and other assets      1,000                 Creditor’s claims
                600



                                                                    Owner’s claims
400




             1,000
                                      1,000




Note: There are alternative balance sheet layouts


(1)


Cash and other assets
1,000
Creditor’s claims
600




Owner’s claims
   400


1,000

1,000

or (2)


Cash and other assets
1,000


Less Creditors' claims
   600

Net assets
   400

Owner’s claims
400

	Frame Detail
	Write Answer Here
	Correct Answer

	1.  Read and refer continually to Exhibit 3.  It is the balance sheet of the Lin Trading Company at December _____ Year 1.  It is an instantaneous financial picture of the business as of the _____ day of the year.
	
	

	2.  The right-hand side of the balance sheet lists _____ of the business.
	(
	31

last

	3.  The left-hand side of the balance sheet lists the _____ against the business.
	
	assets 

	Why did the accountant cross the road?"
	
	claims

	4.  Assets of the business and claims against the business are presented together in the _____ _____ of the business.
	
	Because there were no lawyers on the other side. 



	5.  The balance sheet of a business is an instantaneous financial _____ of the business.  Could it be presented in various layouts?
	


	balance sheet


	Frame Detail
	Write Answer Here
	Correct Answer

	6.  Have you already checked your answer to frame 5 with the correct solution?
	
	picture 

yes (the concepts remain the same)

	When the auditor of a major public company is a small professional audit firm, can you believe the figures?
	
	Correct answer “yes”.  If your answer is “no” check each answer one by one now.  Do not wait until the end of the page or set.

	7.  The balance sheet of this business was dated on the _____ day of the accounting  Year 1.


	
	Not really, Auditor of major company needs to be big to be independent. In Switzerland, banks insist you have a big auditor if you want a big loan!

	8.  Valuable things owned by a business are the _____ of the business.


	
	last (final)

	What did the terrorist that hijacked a plane full of accountant's do? 


	   
	assets

	9.  There are two kinds of claims against a business: creditor’s _____ and owner’s _____.  Added together they are equal to the total claims and also equal to the total _____.
	
	 He threatened to release one every hour if his demands were not met.


	Frame Detail
	Write Answer Here
	Correct Answer

	10.  The fundamental identity of the balance sheet is that assets always _____ claims.
	

	claims 

claims

assets

	11.  In Exhibit 3, Lin Trading Company has assets of  1,000.  Therefore, the balance sheet must also show claims of _____.
	
	equal 

	12.  Creditor’s claims are  600 and owner’s claims are _____.
	
	1,000

	13.  Assets minus creditor’s claims equal _____ claims.  Assets are either financed by _____ or by _____.
	
	400

	14.  In Exhibit 3 the balance sheet is that of _____ _____ _____ at _____ _____ Year 1.


	
	owner's

creditor’s 

owner’s

	What does an accountant use for birth control?
	
	Lin Trading Company

December 31




	Frame Detail
	Write Answer Here
	Correct Answer

	15.  In Exhibit 3 the balance sheet relates to one business, on a _____ day, and assets and claims are expressed in _____ values.
	
	His personality.

	16.  Now read and continually refer to Exhibit 4 (page 23) which is a detailed _____ _____ of Lin Trading Company Limited.
	
	specific 

money

	17.  In Exhibit 4 the valuable things owned by Lin Trading Company are cash, receivables, inventory, _____ _____ and buildings.  These are called _____.



	
	cash 

	18.  Money owned by a business is an asset called _____.
	
	prepaid expenses

assets

	What does an actuary do to liven up a party?
	
	cash

	Can you always rely upon your professional accountant, to do his best for you?
	
	Invite an accountant


	Frame Detail
	Write Answer Here
	Correct Answer

	19.  Money receivable by a business is an asset called receivables or accounts

...
	
	Yes, he is the professionally "honest man" of business and is therefore a bit expensive. 

	20.  Goods for resale owned by a business are assets called  ...
	
	receivable

	21.  A prepaid expense describes money, which has been paid for a benefit that has not yet been fully received.  It is an _____ of the business.
	
	inventory 

 

	22.  A fire insurance premium for Year 2 prepaid by Lin Trading Company in a previous year, would be listed in the balance sheet of December 31, Year 1 as a _____ _____
	
	asset 

	If the financial statements are NOT published until MORE than SIX months after the year end, what to do? 
	
	prepaid 

expense

	23.  The buildings owned by the business are an _____ of the business.
	
	Watch out for creative accounting!

Delay may not always be justified! 


Exhibit 4

LIN TRADING COMPANY LIMITED

      Balance Sheet at December 31, Year 1


Assets
Owners Equity & Liabilities


Buildings
450
Owner’s Equity:



Inventory
120
    Capital stock
370


Receivables
239

    Retained earnings          30
     400

Prepaid expenses
50

Liabilities:


Cash
141

   Accounts payable
275





   Other payables
75





    Mortgage loan
250
   600

                                          1,000                                                                               1,000


                                -------                                                                               -------

-

	Frame Detail
	Write Answer Here
	Correct Answer

	24.  All the assets in Exhibit 4 are expressed in _____ values.  They are listed on the _____ hand side of the balance sheet.
	
	asset 

	25.  In the balance sheet, the amount of the assets is equal to the amount of the _____.  Claims are expressed in _____ values.  They are listed on the _____ hand side of the balance sheet.
	
	money 

right

	26.  Creditors’ claims are technically called liabilities.  Owner’s claims are technically called owner’s _____.  In Exhibit 4, liabilities are _____ and owner’s equity is _____.
	
	claims 

money

left

	27.  Liabilities are _____ claims.

	
	equity 

600 

400

	The Surgeon said to the accountant patient:  "This is going to be very complex and very very expensive surgery". and added …
	
	creditors’

	28.  In Exhibit 4, accounts payable _____, other payables _____ and mortgage loan _____ are all _____.
	
	"… but this is no time to think about  money."


	Frame Detail
	Write Answer Here
	Correct Answer

	29.  Liabilities are money _____ by a business.


	
	275

75

250

liabilities

	Why become an accountant?
	
	owed 

	30.  Goods and services already received by a business and not yet paid for are a liability called trade _____.
	
	Because you can take home your "Creativity" when you change jobs.



	31.  A “mortgage” is money borrowed by providing physical property as _____ for repayment.  In Exhibit 4, mortgage loan is _____.
	
	creditors 

	32.  A trade creditor _____ (is, is not) normally secured against physical property.  A mortgage _____ (is, is not) secured against physical property.
	
	security 

(collateral)

250

	33.  A trade creditor has a general _____ against the _____ of the business.

	
	is not

is


	Frame Detail
	Write Answer Here
	Correct Answer

	When the accounting standards of a financial report is the TAX LAW, is this good GAAP & IAS accounting?


	
	claim 

assets



	34.  A mortgage loan is a prior claim by a creditor against a specific _____ of the business or even every _____ of the business.
	
	Alas, no!  Have to ask for a profit reconciliation.

	35.  In Exhibit 4, accounts payable are _____, other payables are _____, mortgage loan is _____, and together they add up to total _____ of 600.
	
	asset 

(property)

asset

	36.  Assets are financed by liabilities or by _____ _____.



	
	275

75

250

liabilities

	What is more important to forecast, profit or cash>
	
	owner's equity

(owner’s claims)



	37.  Assets are listed on the _____ side of  a balance sheet and liabilities and owner’s equity are listed on the _____.
	
	Cash to survive for now, and profit for confidence in the future!!  Ask for future forecasts not just past history.


	Frame Detail
	Write Answer Here
	Correct Answer

	38.  Owner’s claims against a business are called _____ _____.
	
	right 

left

	39.  In Exhibit 4 capital stock is _____.


	
	owner's equity

	What is the first rule of the experienced accountant?


	
	370



	40.  When a business becomes a limited company (by shares, not by guarantee), it issues _____ _____.
	
	If it is a "peanut", it does not matter! So don't get too excited!

	The financial statements have been audited and prepared "according to national legal standards". What to do?
	
	capital stock

	41.  When you see capital stock in a balance sheet you know the business is usually a _____ _____.
	
	Insist on a reconciliation of the profit with GAAP & IAS (see glossary).


	Frame Detail
	Write Answer Here
	Correct Answer

	42.  Capital stock is a way of describing rights of ownership in a _____ _____.  If several people own a limited company, they own proportions of the _____ _____.
	
	limited company

	43.  These proportions are called shares or capital stock and the owners of the shares are called _____ holders (or _____ holders).
	
	limited company

capital stock

	44.  Stockholders own the _____ _____.

	
	shares 

inventory

	Should you go to the bank when you are desperate for cash?


	
	capital stock

	45.  The original investment of the stockholders in a limited company is called the _____ _____.  In Exhibit 4, the capital stock of  370 is the _____ _____ of the stockholders.
	
	No. Too late! Find a rich widow/widower. 

	46.  In Exhibit 4, retained earnings is _____.  Retained earnings is that profit which is _____ in the business.  It is part of the _____ claims against the limited company.
	
	capital stock

original investment


	Frame Detail
	Write Answer Here
	Correct Answer

	47.  Retained earnings and capital stock  make up _____ _____.  The  retained earnings _____ (is, is not) equal to the profit earned in the income statement of Exhibit 2 in the previous set.
	
	30

accumulated 

owner’s 

	48.  In Exhibit 4 owner’s equity is _____.  The original investment of the stockholders was _____, and the 30 represents _____ _____.
	
	owner's equity

is

	49.  What does the accountant become when he fails to make both sides of the balance sheet balance?

______


	
	400

370

retained earningss

	The wages of sin are usually …


	
	unbalanced

(angry)



	50.  The balance sheet shows the _____ of the business and how they are financed from _____ or _____ _____.
	
	… unreported for income tax purposes.



	51.  A statement which presents the assets, liabilities and owner’s equity of a limited company at a particular date is called a _____ _____.
	
	assets 

liabilities

owner’s equity


	Frame Detail
	Write Answer Here
	Correct Answer

	52.  _____  =  liabilities  + owner’s equity

assets  -  liabilities  =  _____

assets  -  owner’s equity   =  _____.
	
	balance sheet

	53.  Valuable things owned by a business are _____.  Liabilities are _____ _____ against a business.  Owner’s claims against a business are _____ _____.
	
	assets 

owner’s equity

liabilities

	54.  All items on a balance sheet are expressed in _____.

	
	assets 

creditors’ claims

owner’s equity

	The Golden Rule of accounting is tht there is ...? 

... because accounting can prove almost anything; even the ...!


	
	money 

	55.  A balance sheet is an instantaneous _____ _____ of  a business.  It relates to a particular moment of _____.  It shows the _____ and how they are _____.
	
	.... no Golden Rule!

... truth!



	56.  Prepare a simple balance sheet for the following situation: accounts payable  20, cash  60, owner’s equity  40.
	
	financial picture

time

assets

financed


	Frame Detail
	Write Answer Here
	Correct Answer

	57.  Prepare a simple balance sheet for the following situation: accounts payable  100, other payables  50, inventory  200, cash  10, capital stock  50, land  50, receivables  200, retained earningss  260.
	
	O/E
40
Cash
60

A/P
20



___

___


60

60


___

___

	58.  Prepare a simple balance sheet for the following situation: receivables  10, land  200, mortgage loan  150, cash  30, owner’s equity  90.
	
	C/S
  50
Cash
  10

R/E  
160    Rec.
200

A/P  200    Inv.
200

o/P
     50
Land
50



____

  ____

460 460

	59.   The LAPP System for the analysis of financial health includes:

L - for ...

A - for activity

P - for ...

P - for potential
	
	O/E
90
Land
   200

M/L
150
Rec.      
10



Cash
     30


___

 ___

240 
 240



	60.  Now read again the summary of the set.  Count up the number of your correct answers.  If you have more than 46 correct, well done, carry on to the next set.
	
	liquidity

profitability


___


CHAPTER II
Set 3

BUSINESS TRANSACTIONS

Estimated Time
10 minutes

SUMMARY

Transactions may be for cash or for credit.  In a credit transaction, a liability is incurred but cash is transferred later as a separate transaction.

All transactions have a “dual aspect” and thereby affect two items on a balance sheet.

Accounting conventions recognize transactions at particular times.  For example, sales transactions are generally recognized when the goods leave the seller’s premises, whereas purchase transactions are normally recognized when the goods are received by the buyer.

          UNFORGETTABLE STORY TO ANCHOR THE LEARNING

Three accountants walk into a bar, and each orders a beer.  They raise their glasses and make a toast: "Here's to 59!" After downing their beers, they order another round and make the same toast: "Here's to 59!" This happened again and again. Finally, the bartender asks the accountants what the significance of the toast is. "Well," said one of them, "we put a 1,000-piece jigsaw puzzle together in just 59 days!" "And that's a big deal?" asked the barman.  "You bet," said the same accountant, "the box said 4 to 8 YEARS!!!"

CHAPTER II 
Set 3

BUSINESS TRANSACTIONS
Exhibit 5

When a business buys  2,000 of inventory for cash the effect on the balance sheet is:

BALANCE SHEET


Assets
Liabilities

Inv.    PLUS
2,000


Cash LESS
2,000
and the balance sheet continues to balance.

Exhibit 6
When a business buys 2,000 of inventory  on credit, the effect on the balance sheet is:

BALANCE SHEET

Assets
Liabilities

                   Inv.  PLUS
      2,000                   Accounts payable PLUS
2,000





and the balance sheet continues to balance.

Exhibit 7

When the business settles the account of 2,000 due to the accounts payable, the effect on the balance sheet is:

BALANCE SHEET


Assets                                    Liabilities


                                 Cash LESS   2,000

Accounts payable LESS
2,000


and the balance sheet continues to balance.

	Frame Detail
	Write Answer Here
	Correct Answer

	1.  At any time during the existence of a business its financial picture may be recorded on a _____ _____


	
	

	Why do you would want to be an accountant, Sir?


	
	balance sheet



	2.  As time goes on, the picture changes because transactions take place.  A balance sheet records all those _____ that have taken place.
	
	Sixty percent of accounting staff are female. 

	3.  Transactions are basically of two types; cash transactions and credit _____.  When you buy inventory for cash, you are engaging in a cash _____.  When you buy inventory on credit, you are engaging in credit _____.
	
	transactions 

	4.  Read Exhibit 5 which shows the effect of a cash _____.  In the balance sheet cash is reduced by _____ and inventory is increased by _____.  The number of items changed in the balance sheet is _____.
	
	transactions 

transactions

transactions

	5.  One individual transaction will always change at least two figures in the _____ _____.  This is why a transaction is said to have a dual aspect.  One transaction always has a _____ aspect in the balance sheet.
	
	transaction 

2,000

2,000

two


	Frame Detail
	Write Answer Here
	Correct Answer

	6.  Read Exhibit 6 which shows the effect of a credit _____.  In the balance sheet inventory is increased by _____, and accounts payable is increased by _____.  This individual transaction has a _____ in the balance sheet.
	
	balance sheet

dual

	7.  In a credit transaction, the liability is incurred now, but the cash is transferred later as a separate _____.
	
	transaction 

2,000

2,000

dual aspect

	Which end of the rope do you throw to a drowning accountant? 


	
	transaction 

	8.  Read Exhibit 7, which shows the effect of a cash settlement of the credit _____ in Exhibit 6.  In the balance sheet cash is reduced by _____ and accounts payable is reduced by _____.  The number of items changed in the balance sheet is _____.
	
	Both! 



	9.  All transaction _____ (are, are not) for cash.
	
	transaction 

2,000

2,000

two

	10.  All transactions _____ (do, do not) have a dual aspect in the balance sheet.

	
	are not


	Frame Detail
	Write Answer Here
	Correct Answer

	Save a little money each month and at the end of the year …


	
	do 

	11.  Any credit transaction implies a later cash _____.

	
	… you will be surprised how little money you have. 

	What is more important in accounting, peanuts or coconuts?


	
	transaction

	12.  Every transaction has a _____ _____ in the balance sheet.
	
	Coconuts. Try not to be caught polishing peanuts!



	13.  There are certain conventions in accounting about the time that transactions are recognised.  The buyer recognises a purchase when the goods are received in his storeroom.  The time of this recognition is an accounting _____
	
	dual aspect

	14.  Goods ordered on Monday are received in the buyer’s storeroom on Tuesday.  The transaction is recognised by the buyer on _____.  A change in the figures of the buyer’s balance sheet will therefore take place on _____.
	
	convention 


	Frame Detail
	Write Answer Here
	Correct Answer

	15.  A buyer conventionally recognises a transaction when goods are _____ in his storeroom.
	
	Tuesday  

Tuesday

	With business taxation so high in many countries, the key problem with business transactions is that ...
	
	received

	16.  A seller conventionally recognises a transaction when goods are shipped out of his _____.


	
	... some of the transactions for cash, never seem to get recorded in the books! Oops!

	17.  Goods are shipped out of the seller’s storeroom on Monday and received in the buyer’s storeroom on Wednesday.  The seller recognises a transaction on _____ and the buyer recognises a transaction on _____.
	
	storeroom 

	Why did the accountant put his Accounting License in the front window of his car?


	
	Monday

Wednesday

	18.  A change in the figure of the seller’s balance sheet will take place on _____ and a change in the figures of the buyer’s balance sheet will take place on _____.  The time lag between sheets is due to accounting 
	
	So he could park in the handicapped spaces! 


	Frame Detail
	Write Answer Here
	Correct Answer

	Is the auditor responsible for detecting all the fraud?
	
	Monday


Wednesday

convention

	19.  A buyer orders goods on Monday, receives them in his storeroom on Tuesday, and pays for them on Wednesday.  On Tuesday, he will recognise a credit transaction and on Wednesday he will recognise a _____ transaction.
	
	No. He can only check the system of internal control, and do testing to justify professional  opinion.

	20.  A seller ships goods out of his storeroom on Monday, and is paid for them on Wednesday.  On Monday he will recognise a _____ transaction, and on Wednesday he will recognise a _____ transaction.
	
	cash 

	21.  Figures change in a balance sheet only when a transaction is _____.  Time of recognition is governed by accounting _____.


	
	credit 

cash

	If you are not beautiful, can cash make you attractive?


	
	Recognised 

(made)

convention



	22.  All transactions may be recorded in the _____ _____.  They are of two kinds: _____ transactions and _____ transactions; any credit transaction implies a later _____ transaction.  Every transaction has a _____ _____ in the balance sheet.  The time of recognition of a transaction is according to accounting _____.
	
	Definitely! In so many ways. There’s nothing quite so as sexy ... as money!

	23.  Now read again the summary of the set.  Count up the number of your correct answers.  If you have more than 17 correct, well done,  carry on to the next set.
	
	Balance sheet

Cash

Credit

Dual aspect

Convention


CHAPTER III
 Set 4

THE BALANCE SHEET

ASSETS

Estimated Time         25 minutes

SUMMARY

Valuable things owned by a business that have a measurable cost are assets.  Assets are normally classified as: fixed, current or other.

Fixed assets are acquired for long-term use and for physical use in the business.  They appear in the balance sheet at cost less depreciation.  This is not the re-sale value of the assets.  Fixed assets are treated as long-term costs, and the cost allocated by depreciation over the working life of the fixed assets.  Land, buildings, plant, machinery, equipment, furniture and fixtures etc. acquired for use (NOT RE-SALE) are normally treated as fixed assets.

Current assets consist of cash, or assets to be converted into cash, or to be used up in the operating process during the normal operating cycle of the business.  This normal operating cycle is generally one year.  Cash, marketable investments, inventory, prepaid expenses etc. are current assets.  Inventory is valued at the lower of cost or market value and not its re-sale price.

      “Other assets” include patents, trade investments, goodwill etc. which do not come within the above definitions.  Goodwill is only recorded to the extent that it has been actually purchased for cash or shares.  Patents are amortized over their working life.  Trade investments are recorded at cost not re-sale value.

        Assets are sometimes classified as “tangible” or “intangible”.  Literally tangible means “able to be physically touched”.  Current and fixed assets are normally tangible whereas other assets are normally, but not always, intangible.
CHAPTER III
Set 4

ASSETS

            UNFORGETTABLE STORY TO ANCHOR THE LEARNING 

An accountant was walking on the countryside when he found a shepherd who had a lot of sheep. 

Accountant to the shepherd: “Listen, I can guess how many sheep you have". 

Shepherd laughing: “Impossible I have so many sheep!".  

Accountant: "OK, let's bet something!  If I guess how many sheep you have, you give me one sheep. If I don’t, I pay you 100 Euros..  

Shepherd: “OK, how many are there? 

Accountant: “Exactly 1354!". 

The shepherd was shocked: “Incredible! I really have 1354 sheep. Well, a bet’s a bet. You win. Choose the sheep you want. 

Accountant: “OK, I will take this one“, and he took one. 
Shepherd: “Wait a moment, Sir. Let’s do just one more bet! If I guess what your job is, you give back my sheep; and if I don’t, you can take another one. OK?”.

Accountant:  “OK  What do I do?".  

Shepherd:  “You are an accountant.  

Accountant: “Goodness. That’s true. But, how did you know it?   

Shepherd replied with a smile: “Give me back my dog, and then I will explain it to you".
Exhibit 8

DAVID BROWN LIMITED

Balance Sheet at December 31, Year 1


Assets
Liabilities and






Owner’s Equity


Current assets
               22,651

Current liabilities             6,619



Other assets
                    5,173  
Long term liabilities
         3,000



Fixed assets 

8,412

Deferred Income Tax      2,500

  



Owner’s equity              24,117



                                    36,236


                                      36,236

	Frame Detail
	Write Answer Here
	Correct Answer

	1.  Read Exhibit 8.  It is the _____ _____ of David Brown Limited at _____ _____ Year 1.  The contents of a balance sheet of a limited company are laid down in Statutes called The _____ Acts.
	
	

	2.  We are going to concentrate on the assets side of the balance sheet.  In Exhibit 8 there are _____ assets, _____ assets, and _____ assets.
	
	Balance sheet

December 31

Companies

	3.  Valuable things acquired at measurable cost by a business are called _____.
	
	Fixed 

Other

current

	4.  All assets in the balance sheet have a _____ cost.


	
	assets 

	What do accountants suffer from that ordinary people don't? 


	
	measurable

	5.  If an asset does not have a measurable cost it _____ (is, is not) listed in the balance sheet.
	
	Depreciation and depletion.

 


	Frame Detail
	Write Answer Here
	Correct Answer

	6.  Assets acquired for long-term use which are physically used in the business are _____ assets
	
	is not



	7.  Assets which are not physically used in the business, but which do have a long-term value are _____ assets.
	
	fixed 

	8.  Assets acquired for re-sale, early conversion into cash, or those used up in the manufacturing process are _____ assets.
	
	other 

	9.  Assets are only listed in the balance sheet if they have a _____ _____.


	
	current 

	You might be taking accounting a bit too seriously if  ...


	
	measurable cost

	10.  Current assets are those which are cash, or will be converted into _____, or used up in the _____ process during the normal cycle of the business, which is generally one _____.  Thus accountants generally regard one year as the _____ _____ _____of the business.
	
	... your idea of "absolute terror" is an unbalanced balance sheet. 


	Frame Detail
	Write Answer Here
	Correct Answer

	11.  Read the list of current assets in Exhibit 9 (page 46).  They are cash _____, marketable investments  246 (market value _____), receivables _____, inventory _____, prepaid expenses _____.  Current assets are valued together at _____.
	
	cash 

manufacturing

year

normal operating cycle

	12.  Accounting requires that all assets be recorded at cost at the time that they are acquired.  This original cost is often not the same as the current market _____ of the asset.
	
	3,449

270

5,944

12,623

389

22,651

	13.  A convention in accounting called  “Conservatism” requires that current assets should not be recorded in the _____ _____ at a higher value than can actually be realised in the ordinary course of business. Thus if the market value of inventory is lower than the original cost of the inventory, then inventory will be listed at the _____ _____.
	
	value 

	14. The general rule for accounting valuation of current assets is that they shall be listed at their _____ ____, unless their market value is less than their original cost, when they will be listed at their _____ _____.
	
	balance sheet

market value

	15.  In Exhibit 9, the current asset marketable investments have a market value _____ but are listed at_____ _____.  The accountant has been conservative and has chosen the _____ (higher, lower) value.
	
	original cost

market value


	Frame Detail
	Write Answer Here
	Correct Answer

	16.  Investment in inventorys and securities which are readily marketable is a means of obtaining income on money which might not be needed for immediate use by the business and might otherwise lie idle in the bank. Such investments are called _____ _____ and are listed as a _____ asset.
	
	270

original cost

lower

	17.  Marketable investments are listed in the balance sheet at the _____ (higher, lower) of cost or market value.  However, trade investments are listed as _____ assets at _____.
	
	marketable investments

current

	18.  Goods acquired for re-sale or to be used up in the manufacturing process are listed in the balance sheet as a _____ assets, and are called _____.
	
	lower 

other

cost

	19.  They are recorded at their original cost or at their _____ _____, whichever is _____.


	
	current 

inventory

	Why did the auditor cross the road? 
  


	
	market value

lower




Exhibit 9

DAVID BROWN LIMITED

                                        Balance Sheet at December 31, Year 1

Assets                                                               Liabilities and Owners Equity


Current assets



        Current liabilities:

    Cash                                              3,449
            Accounts payable
        4,029

    Marketable invest. (mv 270)             246                    Accrued expenses
           641

    Prepaid expenses                            389                     Current tax liability         1,744

    Receivables                                   5,944 
            Deferred income               205    6,619

    Inventory                                      12,623  22,651                                                      

Fixed Assets




        Long term Liabilities



   Land, buildings 

           Mortgage loan                  2,000



and equipment                         26,946                     Bonds (unsecured)          1,000              

   Less: Accumulated. dep,            18,534      8,412     Deferred income tax         2,500    5,500
                                                                                  
  


       Owners Equity

Other Assets                                                             Authorized capital stock:



Trade investments                         560                   500 6% Pref. sh.10 each  5,000    

     Patents                                       1,030
                5,000 Ord.sh. 1 each
        5,000

     Goodwill                                     1,533
                Issued capital stock:


     Research and Dev. costs           2,050       5,173   500 6% Pref.  Shares       5,000


              


             5,000  Ordinary Shares    2,000          

                                                                      
                                                                    7,000

                                                                                     Capital reserve:



               Share premium               3,000              

                                       


Revenue reserves:
                                                       

                                          

            General reserve
               5,000

                                                                                              Retained earnings
           9,117     24,117 

                                                                      36,236                                                          36,236                                                             
	Frame Detail
	Write Answer Here
	Correct Answer

	20.  If inventory cost 300 and had a market value of  200, it would be listed in the balance sheet at a value of _____.
	
	Because he looked in the audit program file, and that's what they did last year.

	21.  In Exhibit 9 receivables are listed under _____ assets and amount to _____.


	
	200

	Why become an accountant?
	
	current  5,944

	22.  Debts due to the business are listed as _____


	
	To boast of being one of the "big five" (sorry post-Enron and Worldcom -  big four!). 

	Economists are people who work with figures but …


	
	receivables 

	23.  When the debt is settled by the customer it is converted into _____.

	
	… don't have the personality to be accountants.


	Frame Detail
	Write Answer Here
	Correct Answer

	Does an accountant "fiddle" the books.
	
	cash



	24.  Bad debts are those debts which are unlikely to be paid.  If there are bad debts among the receivables of a business the _____ (would, would not) be listed in the balance sheet.  In accordance with the  convention of _____.
	
	Absolutely not -such a vulgar word!! But for a good client, he may be a bit "creative" or even  "aggressive"! 

	25.  In Exhibit 9, the item “receivables” is the accountant’s estimate of what will eventually be received in cash.  This estimate of the gross value of the receivables less a provision for doubtful debts equals the anticipated _____ value of the receivables.
	
	would not

conservatism

	26.  Prepaid expense is a _____ asset.  It is a right to a service which has been paid for and which will be received after the balance sheet date but during the next normal _____ cycle of the business.
	
	cash 

	27.  Fixed assets are acquired for _____-term physical use in the business.  They are usually listed in the balance sheet at their _____ cost less depreciation.
	
	current 

operating


	Frame Detail
	Write Answer Here
	Correct Answer

	28.  Allowance is made for their use in the business by a process called depreciation.  In Exhibit 9, provision for _____ is _____.


	
	long 

original

(purchase)

	Why become an accountant?


	
	depreciation 

18,534



	29.  Provision for depreciation is subtracted from the _____ _____ of fixed assets.
	
	Because you can see all your old friends EVERY year at your "final" public acctg. exam.

	30.  Land, buildings, plant, machinery, equipment, office furniture and fixtures are normally _____ assets, unless they were acquired for _____ in the normal course of business.
	
	original cost

	31.  Fixed assets are recorded at their _____ _____ less _____ depreciation and never at their market ​​​​​_____.
	
	fixed 

re-sale

	32.  Other assets _____ (would, would not) be listed in the balance sheet if they did not have a measurable cost and a value to the business in _____ periods.
	
	original cost

accumulated

value


	Frame Detail
	Write Answer Here
	Correct Answer

	33.  Other assets have a value to the business in the _____.  They _____ (are, are not) physically used in the business.
	
	would not

future

	34.  Other assets are listed in the balance sheet at their original _____. The other assets have a limited measurable life. Cost is systematically reduced over the life of the other assets by amortisation. Patents are amortised over their working _____. Amortisation is very similar to _____ of fixed assets.
	
	future 

are not

	35.  In Exhibit 9, trade investments _____, goodwill _____, patents _____, research and development costs _____ are _____ assets.
	
	cost 

life

depreciation

	36.  Since goodwill is listed as another asset it _____ (must, must not) have a measurable cost.
	
	560

1,533

1,030

2,050

other

	37.  Liquidity means convertibility in to cash. Assets are often classified in the balance sheet in their reverse order of liquidity: _____, _____, _____. However any classification is acceptable if it helps the reader to understand the balance sheet (true/false?).
	
	must 

	38.  The balance sheet _____ (does, does not) show the overall market value of a business. 


	
	fixed 

other

current

true (subject to legal constraints)


	Frame Detail
	Write Answer Here
	Correct Answer

	How do you drive an accountant completely insane? 
	
	does not

	39.  Generally, all assets are listed at cost or cost less depreciation in the balance sheet except for _____ assets.
	
	Tie him to a chair, stand in front of him and fold up a road map, the wrong way.

	40.  Current assets are generally listed at original cost or _____ _____, whichever is _____.

	
	current 

	Is your personality such an asset to you, that you can put it on your balance sheet as an "other asset"?
	
	market value

lower



	41.  It is essential to determine whether an asset is fixed or current, because the classification affects the _____ value of the asset in the balance sheet.
	
	No. Sorry - too creative!

	42.  Assets are sometimes classified as tangible or intangible.  Literally tangible means _____ or able to be physically touched.  Current and fixed assets are normally _____, whereas other assets are normally _____.
	
	accounting 


	Frame Detail
	Write Answer Here
	Correct Answer

	43.  If a wife of a director is an asset to a business, can she be recorded as such on the balance sheet?
	
	touchable 

tangible

intangible

	44.  Now read again the summary of the set.  Count up the number of your correct answers.  If you have more than 34 correct, carry on to the next set.
	
	No, because the value of any woman cannot be measured in money. (Oops!)


CHAPTER III
      Set 5

LIABILITIES

Estimated Time
20 minutes

SUMMARY


Liabilities are claims by creditors against the assets of a business.  They are not owner’s claims.  Secured creditors, such as for mortgage loans, have a prior claim to a specific asset or even a prior claim to all of the assets.

Current liabilities are due for payment within one year whereas long-term liabilities are not due for payment within one year.  Deferred income tax is calculated on the profit of the current year, but is not due for payment until a future date.  Income tax currently payable, however, is normally shown as a current liability.

The “working capital” of a business is the current assets less current liabilities.  The “working capital ratio” or “current ratio” relates these two classifications, and indicates the cash position of the business over one year.

CHAPTER III
    Set 5

LIABILITIES

                  UNFORGETTABLE STORY TO ANCHOR THE LEARNING

An accountant appears at Saint Peter's gate. Saint Peter starts asking him all the usual questions required to get into heaven. The accountant, it seems, has repeatedly helped people cheat on their taxes and embezzle funds. Finally, in exasperation, St Peter asks, "Well, as an accountant, have you ever done anything good, anything totally unselfish and altruistic in your entire life, without charging a fee?"

"Well," says the accountant, "Once I saw this pretty lady being beaten up and about to be raped by a bunch of bikers. So I yelled "Hey jerks, why don't you pick on somebody your own size" and I then kicked all their hogs over, all six of em, and took off running. They forgot about her for a second and she managed to run also. 

Saint Peter asks, "I'm looking through the book of your life, and I don't see this incident recorded. When did it occur?" 

The accountant replies, "About five minutes ago." 

Exhibit 10

DAVID BROWN LIMITED

Balance Sheet at December 31, Year 1
                          Assets
                                               Liabilities and 
Owner’s Equity


Current assets
              22,651

Current liabilities             6,619



Other assets
                   5,173  
Long term liabilities
         3,000



Fixed assets 

  8,412

Deferred Income Tax      2,500

  



Owner’s equity              24,117



                                    36,236


                                      36,236

	Frame Detail
	Write Answer Here
	Correct Answer

	1.  Assets of the business are always _____ to the claims against the business.
	
	Now check your answer with the correct answer in the frame below.

Mark (if correct

	2.  Liabilities are _____ claims and owner’s equity is _____ claims.


	
	equal 

	With lots of money, can you buy love?


	
	creditor's

owner’s 



	3.  Here we concentrate on the creditor’s claims known as _____.
	
	Well no ... but you can get a big dog ...

	4.  Assets minus owner’s equity equals _____.
	
	liabilities 

	5.  Liabilities are normally claims against the general _____ of the business, and not against any specific _____.


	
	liabilities 

	Money is good for bribing yourself …


	
	assets    asset



	6.  If a claim is secured against a specific asset, the creditor has a prior claim to that 

_____, and is known as a _____ creditor.
	
	… through the inconveniences of life 

(Reinhardt 1735)

	7.  Now read Exhibit 10 (page 85).  The two kinds of liabilities are shown as _____ liabilities and _____ _____ liabilities.
	
	asset 

secured 

	8.  Liabilities that are due for payment within one accounting period, which is normally one _____, are _____ liabilities.  Long term liabilities are due for payment in _____ (more, less) than one year.
	
	current 

long-term

	9.  Liabilities are amounts due to the _____ of a business.  Value added tax (VAT) or Sales tax (ST) payable _____ (is, is not) also a liability.


	
	year 

current

more

	What is the difference between tax avoidance and tax evasion? 


	
	creditors 

is




Exhibit 11
DAVID BROWN LIMITED

                                        Balance Sheet at December 31, Year 1

Assets                                                               Liabilities and Owners Equity


Current assets



:       Current liabilities:

    Cash                                              3,449
            Accounts payable
        4,029

    Marketable invest. (mv 270)             246                    Accrued expenses
           641

    Prepaid expenses                            389                     Current tax liability         1,744

    Receivables                                   5,944 
            Deferred income               205    6,619

    Inventory                                      12,623   

                   22,651

Fixed Assets




        Long term Liabilities



   Land, buildings 

           Mortgage loan                      2,000



and equipment                                26,946                       Bonds (unsecured)              1,000              

   Less: Accumulated. depreciation      18,534       8,412        Deferred income tax           2,500       5,500




       Owners Equity

Other Assets                                                             Authorized capital stock:



Trade investments                 560                            500 6% Pref. sh.10 each  5,000
       

     Patents                                     1,030
                  5,000 Ord.sh. 1 each
               5,000
     Goodwill                                  1,533
                Issued capital stock:


    Research and Dev. costs    2,050            5,173      500 6% Pref.  Shares       5,000


              


             5,000  Ordinary Shares          2,000          

                                                                      
                                                           7,000

                                                                                           Capital reserve:



               Share premium              3,000              

                                       Revenue reserves:
                                                       

                                          General reserve
             5,000

                                                                                              Retained earnings
                9,117     24,117 

                                                             36,236                                                                36236                                                             
	Frame Detail
	Write Answer Here
	Correct Answer

	10.  Now read Exhibit 11.  Accounts payable are _____ liabilities.  They are due for payment in _____ (more, less) than one year.
	
	Jail time. 



	.Why did you become an accountant?


	
	current 

less



	11.  Goods and services charged to the business are listed in the balance sheet as _____ creditors.  They are a _____ liability


	
	Because the other inmates didn't enjoy doing tax returns. 

	12.  Goods and services rendered to a business and not yet recognised by a formal invoice or note are termed accrued expenses payable.  In Exhibit 11 there are _____ _____ of 641.
	
	trade 

current

	13.  Accrued expenses are those goods and services not yet evidenced by formal _____ or _____.  Accrued expenses are a _____ liability, which means they are payable within _____ year.
	
	accrued expenses

	14.  In Exhibit 11 there are accounts payable of _____.


	
	invoice

note

current

one


	Frame Detail
	Write Answer Here
	Correct Answer

	Some intelligent men may find that accounting rules are ridiculous, but sensitive business men, just find them ...


	
	4,029



	15.  Liability for current income tax is often listed separately because of the amount and relative importance.  In Exhibit 11 this liability _____ (is, is not) listed separately as _____.
	
	… strange!

	16.  The liability for future income tax is shown separately as _____.  This arises because income tax on the profit of the current year will not be payable until a _____ date.
	
	is

1,744

	17.  In Exhibit 11, the current tax liability on past year’s profit is recognised by the item _____ _____ _____ of 1,744.  This is a _____ liability.  By contrast, income tax on the previous year’s profits is shown as _____ _____ tax.
	
	2,500

future

	18. When a business receives payment for goods and services not yet delivered to the customer, the liability is listed as deferred

 _____.
	
	current tax liability

current

deferred income

	19. This advance payment is similar to a temporary cash loan and so is listed under _____ liabilities.

	
	income


	Frame Detail
	Write Answer Here
	Correct Answer

	It was a great moment in Science, when Einstein discovered that …


	
	current

	20.   In Exhibit 11 deferred income is _____.  This item _____ (does, does not) mean that cash will be received at a later date.
	
	… time is money!



	21.  Current assets minus current liabilities equal working capital.   In Exhibit 11 the working capital is _____.
	
	205

does not

	22.  The current ratio is the ratio of current assets to current _____.  In Exhibit 11 the current ratio is 22,651 to 6,619, or approximately _____ to 1.
	
	16,032

	23.  Long-term liabilities are liabilities due for payment in _____ (more, less) than one year.  In Exhibit 11 bonds are _____ _____ liabilities.
	
	liabilities

3

	24.  If 1,000 of the bonds were due for payment within one year the 1,000 could be listed as a _____ _____.
	
	more

long-term


	Frame Detail
	Write Answer Here
	Correct Answer

	25.  A bond is a _____ claim, and capital stock is an _____ claim.

	
	current liability

	As Oscar Wilde said: " Please don't shoot the pianist (or the accountant) ...
	
	creditor’s owner’s



	26.  A long-term loan secured on property is a _____.  In Exhibit 11 mortgage loan is _____.
	
	... he is doing his best to please you!

	27.  Bonds or debentures may be secured or unsecured.  In Exhibit 11 the bonds are _____.


	
	mortgage

1,000

	How to be keep creditors happy without paying them?


	
	unsecured

	28.  A bond or debenture is a long-term loan normally at a fixed rate of _____.  The principal of the loan is normally to be repaid at a certain date in the _____.
	
	Tell them the  auditors are in … and so nothing can be done until next month. 


	Frame Detail
	Write Answer Here
	Correct Answer

	29.  Creditor’s claims are called _____, and in the balance sheet they are classified in two categories called _____ _____ and _____ _____ _____. Current liabilities are due for payment in less than _____ _____ and long-term liabilities are due for payment in more than _____ _____.
	
	interest

future

	30.  Creditors which are expected to be paid in cash within one year are _____ _____.
	
	liabilities

current liabilities

long-term liabilities

one year

one year

	31.  Current assets minus current liabilities are called _____ _____.


	
	current liabilities

	How to be keep creditors happy without paying them?


	
	working capital

	32.  Current assets : current liabilities is called the _____ ratio.
	
	Pay a little, on time, every month and ask very politely for copies of the "missing" invoices.

	33.  Deferred income _____ (is, is not) an asset.  It is listed under _____ _____.


	
	current


	Frame Detail
	Write Answer Here
	Correct Answer

	It is a bit vulgar to talk like an accountant, when one isn't an accountant, because ...


	
	is not

current

liabilities



	34.  Retained earnings _____ (is, is not) an asset.  It is listed under _____ _____.


	
	... it gives a false impression! 

(Oscar)

	How to be keep creditors "happy" without paying them in full?
	
	is not, owner’s equity



	35.  In Exhibit 11 the mortgage loan listed as a _____ _____ liability _____ (is, is not) therefore partly due for payment within one year.
	
	Pay the wrong amounts and confuse the account; blame: invoices missing, computer virus, strikes etc.

	36.  Current assets plus fixed assets _____ (is, is not) equal to current liabilities plus other liabilities.
	
	long-term

is not

	37.  Assets equal ______ plus ______.
	
	is not


	Frame Detail
	Write Answer Here
	Correct Answer

	How can you tell an "extrovert", from an "introvert" accountant? 

	
	liabilities

owner’s equity



	38.  The financial statement as of a particular date is normally called a _____ _____.
	
	When he talks to you, he looks at your shoes instead of his own. 

	39.  Are you getting tired of the programme?

 
	
	balance sheet

	What do you call an Accountant who marries an Actuary?


	
	Yes?  Then good time to take a break  and treat yourself with a glass of … something you like ....



	How to be creative about huge contingent liabilities (they may hopefully never happen) in the Annual Report?


	
	A social climber.

	40.  Now read again the summary of the set.  Count up the number of your correct answers.  If you have more than 31 correct, carry on to the next set.
	Explain them in very great legal detail (three pages) in the "Notes to financial statements" which most people will never have the patience to read, and ...
	... include some wonderful photographs of the products, factories, workers, managers  and of course the CEO.



CHAPTER III
Set 6

OWNER’S EQUITY

Estimated Time
15 minutes

SUMMARY

Assets less liabilities of a company equal the owner’s equity of the company.  This equity represents the original investment of the stockholders plus any profits of the business that have been left to accumulate in the business and not paid back to stockholders.

“Authorized” capital stock is the shares available for sale by the company.  When issued (sold) the shares become “issued” capital stock.

The nominal value of shares is the face value.  If sold for more than the face value, the difference represents a share premium.  This share premium is not a profit but a capital reserve and cannot normally be paid back to stockholders as dividend.

Shares may be of various kinds.  Preference shares entitle the holder to a fixed percentage of the nominal value of the shares, as a dividend each year.  Such dividends may be cumulative or non-cumulative.  Ordinary shares do not entitle the holder to receive a fixed dividend but merely to dividends from the profits after preference dividends have been paid.

Retained earningss may sometimes be set aside as a general reserve in the business and not used for dividends.  However both retained earningss and general reserve can be made available for dividends if the directors of a company or the stockholders so decide.  All profits and reserves available for dividend may be called Revenue Reserves.

Capital stock, capital reserve and revenue reserves make up the owner’s equity or stockholders’ claims against the assets of a company.

CHAPTER III
Set 6

OWNER’S EQUITY

            UNFORGETTABLE STORY TO ANCHOR THE LEARNING 

Heard at a recent AA meeting (Accountants Anonymous): "It seemed so harmless. I started learning accounting, making debits and credits, then journal entries, and then secretly at home, I would post the entries to "T" accounts;  and then I started recording them in real ledgers on my new computer. It just felt so good,  that I started preparing actual and forecasted financial statements, income statements,, balance sheets, cash flows and funds flows. What happened? … I just couldn't stop!".

Exhibit 12

DAVID BROWN LIMITED

Balance Sheet at December 31, Year 1
                          Assets
                                               Liabilities and 
Owner’s Equity


Current assets
              22,651

Current liabilities             6,619



Other assets
                   5,173  
Long term liabilities
        3,000



Fixed assets 

  8,412

Deferred Income Tax      2,500

  



Owner’s equity              24,117



                                    36,236


                                      36,236

	Frame Detail
	Write Answer Here
	Correct Answer

	1.  Read Exhibit 12 which is the balance sheet of David Brown Limited.  The assets are equal to the claims against those assets by creditors and _____.
	
	Now check your answer with the correct answer in the frame below.

Mark (if correct.

	2.  The owner’s claims against a business, 24,117 are listed as owner’s _____. This is sometimes known as the “net worth” of a business but the term is misleading because the balance sheet _____ (does, does not) show the worth or market value of a business.  The term owner’s _____ is therefore more appropriate.
	
	owners

	3.  The owners of a limited company are called _____. The owners of a partnership are called _____. The owner of a sole proprietorship is called the _____. In each case the business for accounting purposes is an entity quite distinct from its _____.
	
	equity

does not

equity

	4.  Financial statements are generally prepared for a business entity  which is treated as being quite distinct from the owners of that _____.
	
	stockholders

partners

proprietor

owners

	5.  David Brown Limited, is a business _____ quite distinct from its owners or _____. The owner’s equity of a limited company is the claims of the _____ against the business.
	
	entity 

(business)


	Frame Detail
	Write Answer Here
	Correct Answer

	6.  In the Exhibit 13  owner’s equity consists of three parts:

a) The nominal value of the investment of the stockholders in the company called _____ _____.

b) The excess of the amount paid for shares over their nominal value, known as _____ _____.The profits retained in the business called _____ reserves.
	
	entity

stockholders

owners

(stockholders)

	7.  The amount of issued capital stock is _____, the _____ _____ 3,000 and revenue reserves _____.
	
	capital stock

(capital reserve)

share premium

revenue

	He who is without the benefit of scruples will see…


	
	7,000

capital reserve

(share premium)

14,117



	8.  Preference shares and ordinary shares are two kinds of _____ ____. Shares which entitle the holder to a preferred fixed dividend each year are _____ shares.  Shares which do not entitle the holder to a preference dividend are _____ shares.
	
	… his money soon quadruples!

Oops!

	9.  The rate of preference dividend is usually stated in the name of the shares thus: 6% preference shares of 10 par value means that the shares are _____ shares, have a nominal value of _____ and have a fixed annual dividend of _____ %.
	
	capital stock

preference

ordinary


Exhibit 13

DAVID BROWN LIMITED

                                        Balance Sheet at December 31, Year 1

Assets                                                               Liabilities and Owners Equity


Current assets



         Current liabilities:

    Cash                                              3,449
            Accounts payable
        4,029

    Marketable invest. (mv 270)             246                    Accrued expenses
           641

    Prepaid expenses                            389                     Current tax liability         1,744

    Receivables                                   5,944 
            Deferred income               205        6,619

    Inventory                                      12,623  22,651                                                      

Fixed Assets




          Long term Liabilities



   Land, buildings 

            Mortgage loan                 2,000



and equipment                              26,946                     Bonds (unsecured)          1,000              

   Less: Accumulated. depreciation  18,534     8,412    Deferred income tax         2,500         5,500
                                                                                                                           



         Owners Equity

Other Assets                                                              Authorized capital stock:



Trade investments                 560                            500 6% Pref. sh.10 each  5,000
       

     Patents                               1,030
                  5,000 Ord.sh. 1 each
         5,000

     Goodwill                              1,533
                  Issued capital stock:


    Research and Dev. costs    2,050                5,173   500 6% Pref.  Shares       5,000


              


              5,000  Ordinary Shares    2,000          

                                                                      
                                                      7,000

                                                                                    Capital reserve:



               Share premium                3,000              

                                         Revenue reserves:
                                                       

                                          General reserve
               5,000

                                         Retained earnings
             9,117     



                       24,117 

                                                            

         36,236                                                            36,236                                                             
	Frame Detail
	Write Answer Here
	Correct Answer

	10.  If preference shares are cumulative, unpaid dividends of any one-year become an obligation of future years.  Unpaid cumulative preference share dividends _____ in future years.
	
	preference

10

6

	11.  Conversely, preference shares for which dividends do not cumulate are called non_____ preference shares.

	
	accumulate

	Only the mediocre are always …


	
	cumulative

	12.  Redeemable preference shares may be redeemed or repurchased by the company from the stockholders.  In Exhibit 13 the preference shares _____ (are, are not) redeemable.
	
	 ... at their best.

	13.  Shares which do not entitle the holder to a fixed annual dividend are usually _____ shares.


	
	are not

	Only the mediocre accountants are always …


	
	ordinary


	Frame Detail
	Write Answer Here
	Correct Answer

	14.  Capital stock may be _____ shares or _____ shares, and this preference with regard to dividends may sometimes be carried over to a priority of repayment of share values in the event that the company terminate and be _____.
	
	 ... at their best!

(Oscar)



	15.  The fundamental issuing price of shares is the par or nominal value.  Any surplus of the sale price of the shares over the par or assigned value, is then recorded in the account share _____.
	
	ordinary

preference

liquidated

	16.  The amount of share premium in Exhibit 13 is _____.

	
	premium

	You might be an Accountant if... 


	
	3,000



	17.  For example, if the par value of a share 10, and the Limited Company sells it for 12, then 10 is shown in the balance sheet as par value and the excess of _____ is shown in the balance sheet as _____.
	
	… you have no idea that "GAP" is also a clothing store. 

	18.  The excess over the par or stated value received by a Limited Company in the sale of its shares is called _____. _____.
	
	2

share premium


	Frame Detail
	Write Answer Here
	Correct Answer

	19.  In Exhibit 13, the owner’s equity amounts to _____.  The issued ordinary shares are _____, the issued preference shares _____, the capital reserve _____ and the revenue reserves _____.
	
	share premium

	20.  Authorized capital stock is the amount of capital available for sale by a Limited Company.  It _____ (is, is not) always the same as issued capital stock.
	
	24,117

2,000

5,000

3,000

14,117

	21.  In Exhibit 13 has all of the authorized capital stock been issued?
	
	is not

	22.  The number of preference shares authorized but not yet issued is _____.
 
	
	no

	An accountant is someone who knows the cost of everything, and the value of … 
	
	none


	Frame Detail
	Write Answer Here
	Correct Answer

	23.  The number of ordinary shares authorized but not yet issued is _____.  The amount of authorized capital stock may be increased by applying to the appropriate Government department and paying a _____.
	
	…  nothing.

Oops!

	24.  David Brown Limited could sell 3,000 more ordinary shares at 1 and thus raise _____ more capital stock.
	
	3,000

tax (duty)

	25.  If the company sold the shares for more than 1 each, the excess over 1 would be a _____ _____.
	
	3,000

	26.  Capital reserves are defined as part of owner’s equity which _____ (is, is not) available for dividend.  A share premium _____ (is, is not) capital reserve and_____ (is, is not) available for dividend.
	
	share premium

	27.  Revenue reserves are defined as part of owner’s equity which _____ (is, is not) available for dividend.  In Exhibit 13, they amount to _____ and _____.  They _____ (are, are not) available for dividend.
	
	is not

is

is not


	Frame Detail
	Write Answer Here
	Correct Answer

	28.  The amount of revenue reserves, 5,000 set aside to strengthen the business is called _____ _____.
	
	is

5,000

9,117

are

	29.  The other item of revenue reserve is called _____ _____.
	
	general reserve

	30.  The ordinary stockholders are entitled to any profits after the _____ dividends have been paid. However, dividends must be declared by the management before stockholders have any right to them. 
	
	retained earningss

	Accordingly, although in theory the rest of the profits could be declared as ordinary _____, in practice some of the profit is used for dividends for ordinary stockholders,  in practice some of the profit is used for dividends for ordinary shares and the balance is left in the business as _____ profits.
	
	preference



	31.  The amount of retained earningss in Exhibit 13 is _____. Together with the general reserve it represents the excess of total profits of the business to date over the total paid to stockholders in the form of _____.
	
	dividends

accumulated


	Frame Detail
	Write Answer Here
	Correct Answer

	32.  The stockholders’ or owner’s equity represents the claims of the owner against the _____ _____.  Different classes of stockholders lead to _____ kinds of claims.
	
	9,117

dividends

	33.  Long-term liabilities _____ (are, are not) part of owner’s equity.  They are _____.


	
	limited company

different

	Why become an accountant?
	
	are not, editors

	34.  A limited company’s capital stock is _____ up to specified amounts and may be issued (i.e. sold) to stockholders or the public.  A limited company’s issued capital must always either be equal to or less than the amount of its _____ capital stock.
	
	Because you  can colour your conversation, with exciting words like: tax avoidance, options, risk, creativity  etc..

	35.  Thus the capital stock of David Brown Ltd. is _____ up to a certain fixed amount of 10,000.  Shares are then _____ by the company for 7,000 leaving the amount of _____ available for issue in the future.
	
	authorized

authorized

	36.  A company _____ (can, cannot) increase its authorized capital stock by filling in the appropriate forms and paying the tax (duty).
	
	authorized

issued

3,000


	Frame Detail
	Write Answer Here
	Correct Answer

	37.  If David Brown Ltd increased its authorized capital stock the company would have to pay a ______.
	
	can 

	38.  Capital stock is a term used to describe capital stock of amounts of 100. Therefore 100 or ordinary shares could be turned into _____ of _____ _____.
	
	tax (duty)

	How to be creative and get approval for a doubtful new capital investment, that you had really set your heart on doing? (when you have  "emotional investment")


	
	100

capital stock

	39.  Now read the summary of this set. Count up the number of your correct answers.  If you have more than 30 correct, carry on to the next set.
	
	Put the doubtful new project with a good new project, and call them one "joint capital project".


CHAPTER IV 
Set 7

THE INCOME STATEMENT

ACCOUNTING PERIODS

Estimated Time
20 minutes

SUMMARY

In the income statement we match sales, costs and expenses for a specific period of time and compute the net income of a business for the “accounting period”.

At the beginning and end of each accounting period we normally prepare a balance sheet to show the financial picture of the business at each date.  The changes in these two financial pictures are explained in the income statement.

Profits increase the owner’s equity of a business whereas losses reduce the owner’s equity.  Owner’s equity is the difference between assets and liabilities.  Thus any increase or decrease in owner’s equity is reflected in all or any of the assets and liabilities and not just in the cash balance.

The income statement and balance sheet both reflect accruals of profits and losses whether or not they have actually been realised in cash.

CHAPTER IV   
Set 7

ACCOUNTING PERIODS

              UNFORGETTABLE STORY TO ANCHOR THE LEARNING

A doctor is explaining to her patient that the patient only has six months to live. The patient responds: "But doctor isn't there anything I can do?" The doctor thinks for a few minutes then says: "You could marry an accountant and move to South Dakota." The patient responds: "Will that help me live longer?" The doctor replies: "No, but it will make the six months SEEM a lot longer." 

Exhibit 14

Relationship of Balance Sheet and Income statement

	INCOME STATEMENT
	INCOME STATEMENT

	For the whole accounting

period of one year Year 1
	For the whole accounting

period of one year Year 2

	Sales

Less costs and expenses
	
000

000
	Sales

Less costs and expenses
	
000


000

	PROFIT
	
000
	PROFIT
	
000

	
	
	
	



	Frame Detail
	Write Answer Here
	Correct Answer

	1.  The part of the balance sheet that reflects the claims of the owner against the business is called ______ equity.


	
	

	How do you know someone is in accounting?
	
	owner’s.

	2.  Owner’s equity of a limited company consists of two essential elements: the original investment of the stockholders or ______ capital, and the profits retained in the business called _____ _____.
	
	 When asked what time it is, they respond: 10:25 a.m. and 32 seconds; no... 34 seconds, no... 36 seconds, no..

	3.  An increase in owner’s equity from the profitable operation of the company is reflected by an increase in accumulated _____.
	
	share

retained earningss

	4.  Retained earningss increase when the company makes a _____. The accounting report that summarizes the operations of the limited company in terms of revenues, costs, expenses and net income is a _____ and _____ account.
	
	profits

	5.  The income statement is subordinate to the balance sheet because it accounts in detail for some of the changes in accumulated _____.
	
	profit

profit

loss


	Frame Detail
	Write Answer Here
	Correct Answer

	6.  The accounting statement that reflects the operations of a business is the _____ and _____ account.


	
	profits

	Why do accountants have only short coffee breaks?
	
	profit

loss



	7.  The income statement summarizes the transactions that together result in profit or loss over a period of _____.  This period of time is called the accounting _____.
	
	To avoid the need for contiunual re-training.


	8.  Over the whole life of the limited company the excess of owner’s equity over the stockholders’ original investment represents the _____ earned.
	
	time

period

	9.  However, we cannot wait until the end of a business to determine whether or not it is profitable.  We need shorter time intervals called_____ periods.
	
	profits

	10.  Now read Exhibit 14 which is a diagram showing the relationship of the _____ sheet to the _____ and _____ account

	
	accounting


	Frame Detail
	Write Answer Here
	Correct Answer

	The difference between the short and long income tax forms is simple. With short form, government gets your money. And with the very complex long form ...
	
	balance, profit, loss.

	11.  The balance sheet reflects the status of the business at a specific _____.  The time between each balance sheet is the _____ period.
	
	... the accountant gets your money.

	12.  The income statement _____ (is, is not) normally for only a specific day.  It is for a specific accounting _____. In the exhibit the period of each income statement is _____ year.
	
	day

accounting

	13.  The first balance sheet is dated _____ _____ _____.  The first income statement is for the period January 1, _____ to December 31, _____.
	
	is not

period

one

	14.  On December 31, Year I another balance sheet is prepared.  Thus we have prepared a balance sheet at the beginning and _____ of the accounting period Year I.
	
	December 31,

Year O

Year I

Year I

	15.  The second income statement is for the period January 1, Year 2 to December 31, _____.  On this latter date another _____ _____ is prepared.
	
	end


	Frame Detail
	Write Answer Here
	Correct Answer

	16.  A income statement explains the flow of revenues, costs, expenses and net income _____ the accounting _____. The balance sheet shows the assets, liabilities and owner’s equity at the _____ of the accounting period.
	
	Year 2

balance sheet

	17.  In reporting profit to stockholders and outsiders most limited companies choose an accounting period of _____ year.  However, limited companies listed on inventory exchanges also tend to produce accounting reports _____ frequently.
	
	during

period

end

	18.  The period covered by the income statement is called the _____ period.  When the management wants to know more frequently about the profitability of the business, the accounting periods chosen will be _____ (longer, shorter) than one year.
	
	one 

more

	19.  The income statement relates to two balance sheets by explaining the details of transactions that have affected accumulated _____, which is part of owner’s _____.
	
	accounting

shorter

	20.  When the business sells for 300 inventory which cost 200 the transaction shows a profit of _____ which _____ (does, does not) increase owner’s equity.
	
	profits

equity


	Frame Detail
	Write Answer Here
	Correct Answer

	21.  When a business buys inventory for 200 it merely exchanges one asset (_____), for another (inventory), and therefore in the buying makes no profit.  This transaction _____ (does, does not) affect owner’s equity.
	
	100,

does

	22.  Similarly where a business has a debtor who settles his account, no profit is made by the payment of cash and there is _____ effect on owner’s equity.
	
	cash

does not

	23.  The transactions that realise a profit or loss for a business _____ (do, do not) affect owner’s equity.  The transactions that do not realise a profit or loss, but merely involve the exchange of one asset for another of equal value, _____ (do, do not) affect owner’s equity.
	
	no

	24.  The income statement is concerned with those transactions which produce a flow of revenues, expenses and net income and which therefore _____ (do, do not) affect owner’s equity.
	
	do

do not

	25.  Increases in owner’s equity are due to profits and decreases in owner’s equity are due to _____ or dividends.


	
	do

	You might be taking accounting too seriously if ...
	
	losses


	Frame Detail
	Write Answer Here
	Correct Answer

	26.  Sales less costs less expenses = net _____.
	
	... you schedule a meeting with your spouse to discuss the past year's performance. 



	27.  Net income = _____ less _____ less _____.
	
	profit

	28.  Sales of 2,000 are _____.  Such sales may be for credit or for _____. Credit means “sell now and get the money _____”. Thus a sale does not always bring a receipt of cash immediately since the cash may be received _____.
	
	sales

costs

expenses

	29.  If a sale is made for cash the effect on the balance sheet is to increase cash immediately because there is no debtor. However, if the sale were for credit the immediate effect would be to increase _____ not cash. Subsequently when the debt is settled by the customer _____ will be increased.
	
	revenues

cash

later

later

	30.  Thus, in accounting, transactions both for cash and _____ recorded.


	
	receivables

cash

	There is no such thing as "moral" or "immoral" accounting; it is either GAAP & IAS or ... 
	
	 credit


	Frame Detail
	Write Answer Here
	Correct Answer

	31.  Any transaction other than a cash transaction is called an accrual transaction.  Thus an obligation accrues but no _____ passes.  A sale for payment at a later date would be an _____ transaction.
	
	... it ain't! 

	32.  The “accrual concept” is that net income arises from transactions that change _____ equity in a specific period of time but that the changes are not necessarily reflected by an increase in the immediate cash position of the business.  The _____ concept recognises transactions whether or not they involve a transfer of _____.
	
	cash

accrual

(credit)

	33.  Net income _____ (may, may not) necessarily be reflected by an immediate increase in cash.  It _____ (may, may not) be reflected by changes in all or any of the assets and liabilities.
	
	owner’s 

accrual

cash

	34.  Accruals are obligations from transaction that _____ (do, do not) include transfers of cash.  A credit transaction is an _____ transaction.
	
	may not

may

	35.  The “matching” concept is that in the accounting period costs must be _____ with the relevant revenues.
	
	do not

accrual

	36.  If a man sells goods for 10,000 cash, the revenue of 10,000 is not net income, because we must deduct from the revenue the _____ of the goods sold (say 8,000), leaving a net income of ___.
	
	matched


	Frame Detail
	Write Answer Here
	Correct Answer

	37.  We must therefore relate the cost of 8,000 to the revenue of 10,000 in order to compute correctly the net income of _____. We must also be sure that all of the revenue appropriate to the 8,000 cost has been included. Conversely we must ensure that all of the cost appropriate to the goods _____ is included in the figure of _____.
	
	cost

2,000

	38.  In accounting a difficult problem arises in deciding exactly when a transaction takes place. For example if a man buys for 4 goods that he knows he can sell for 5, when does he make the profit?

a) On buying the goods?

b) On selling the goods?
	
	2,000

sold

8,000

	39.  Accounting adopts the conservative principle of “Don’t count your chickens before they are _____”, and therefore does not count a profit on a sale before the _____ actually takes place. This is why inventory is recorded in the balance sheet at _____ or lower market value.
	
	(b)

	40.  The time of recognition of a transaction is the time that a profit or loss is _____.
	
	hatched

sale

cost

	41.  The “recognition date” for a particular transaction is the date a profit is _____.
	
	realised

(recognised)

	42.  The “recognition date” for a particular transaction relates partly to legal rules and partly to trade and accounting practice. It is _____ practice to recognise a sale when goods are actually shipped from the seller’s premises and not when the customer _____ for the goods.
	
	realised

	43.  Thus a profit may be realised when goods are shipped to a customer. If he pays simultaneously the business gains cash. If the customer is to pay later the business immediately gains a _____ due from the customer.
	
	trade

(accounting)

pays

	44.  Revenue is recognised in the accounting period in which it is _____.


	
	debt

	Can you make a three-year budget when the future is so uncertain?
	
	realised

	45.  A sale is recognised and the profit on sale recognised when goods have been _____ to the customer either for cash or on _____.  If shipped on credit the supplier of the goods has a _____ due from his customer.
	
	 Yes indeed. Make three alternative budgets … good, average and terrible;  and react accordingly.

	46.  Services are recognised in the accounting period in which they are _____.
	
	shipped

credit

debt

	47.  Revenue (net income) is normally recognised for the sale of goods:

a) When the sales order is received.

b) When a contract is signed.

c) When goods are manufactured.

d) When goods are shipped to the customer.

e) When goods are received by the customer.

f) When the customer pays for the goods.
	
	rendered

(performed)

	48.  Revenue _____ (is, is not) normally recognised when goods are manufactured.
	
	(d)

	49.  In economics the manufacturing process is regarded as creating value to the extent of the selling price of the goods manufactured, but in accounting only the _____ of manufacturing is added to the product value during the manufacturing cycle.
	
	is not

	50.  All the profit from a manufactured product is recognised when the product is _____ to a customer.
	
	cost

	51.  The report that shows the net income of a business for a period is a _____ and _____ account
	
	shipped

	52.  Revenue increases owner’s equity whereas cost or expense _____ owner’s equity.  The difference between total revenue and total costs and expenses is _____ _____.
	
	profit

loss

	53.  An increase in net income _____ (may, may not) always be reflected in increased cash but _____ (will, will not) always reflect an increase in owner’s equity.
	
	decreases

net income

	Income tax has turned more men into liars than …


	
	may not

will



	54.  The segment of time covered by the income statement is called the _____ period.  For reports to stockholders, banks, etc., this period is normally _____ year.
	
	… golf or women!



	55.  Many businesses arrange for their accounting period to be a calendar year ending December _____.  Any other period or ending date _____ (may, may not) be chosen.
	
	accounting

one

	56.  Sales are recognised when goods are _____ to the customer.
	
	31st
may

	57.  Now read again the summary of the set.  Count up the number of your correct answers.  If you have more than 45 correct, carry on to the next set.
	
	shipped


CHAPTER IV
    Set 8

SALES AND GROSS PROFIT

Estimated Time
15 minutes

SUMMARY

The income statement is sometimes divided into two parts: computation of gross profit (in the “Trading Account”) and the computation of net income.

The trading account matches sales and cost of goods actually sold, to compute gross profit.  Cost of goods sold is not the same as total goods purchased, since some goods may be left in inventory.

Gross profit does not take into account the overhead expenses of the business.

Cost of sales, equals opening inventory plus purchases, less closing inventory.

Sales less cost of sales equals gross profit.  A gross profit percentage of 31% means that for every 100 of sales we make a gross profit of 31.  Thus the goods we sold actually cost us 69.

CHAPTER IV
      Set 8

SALES AND GROSS PROFIT

              UNFORGETTABLE STORY TO ANCHOR THE LEARNING

A nervous taxpayer was unhappily conversing with the government tax auditor who had come to review his records. At one point the auditor exclaimed, "Mr. Carr, we feel it is a great privilege to be allowed to live and work in this country. As a citizen you have an obligation to pay taxes, and we expect you to eagerly pay them with a smile." He replied: "Oh thank goodness, I thought. for a moment, that you wanted cash!".

Exhibit 15

DAVID BROWN LIMITED

Trading Account (Summary)

Year ended December 31, Year 1
Sales


75,478

Cost of Sales

52,227




______

GROSS PROFIT
.23,251
Exhibit 16

DAVID BROWN LIMITED

Trading Account (Detailed)

Year ended December 31, Year 1
Gross Sales (excluding ST of 8,000)

80,000

Less:

Sales returns and allowances
522


Sales cash discounts
4,000
4,522


______
______

NET SALES

75,478

Cost of sales:

Opening inventory
10,000

Add: Purchases from suppliers
60,000

(excluding ST of 6,000)
______


70,000

Less: Closing inventory
17,773
52,227


______
______


GROSS PROFIT

.23,251

	Frame Detail
	Write Answer Here
	Correct Answer

	1.  Read Exhibit 15 which is the first part of a _____ and _____ account, showing sales, cost of sales and gross profit.  Sales less costs of sales equals _____.
	
	

	2.  The gross profit of 23,251 was realised because the business sold goods which cost _____ for a net selling price of _____.
	
	profit

loss

gross profit

	3.  The rate of gross profit to sales may be calculated from the formula:

gross profit    

------------- x100%   

  net sales

and applied to this exhibit the gross profit percentage is 

     _____

--------------   X 100% = 31%

     ______
	
	52,227

75,478

	4.  A gross profit ratio of 31% means that for every 100 of sales the business makes a gross profit of _____.
	
	23,251

75,478

	What's brown and black and looks good on an accountant? 


	
	31

	5.  Sales less cost of sales equals _____ _____.
	
	A Doberman Pincher  

	6.  Now read Exhibit 16.  Gross sales represent the price charged to customers excluding _____ _____ _____ (ST) payable to the _____.
	
	gross profit


	Frame Detail
	Write Answer Here
	Correct Answer

	7.  Value added (sales)  tax of _____ was collected from customers. It _____ (is, is not) income of the business. Not all of this ST is payable to the government, because the company paid ST of _____ to the suppliers on the purchases. The company pays ST to the government of _____.
	
	valued added tax

government

	8.  Goods returned to the business by the customers are called _____ _____.  Allowances to customers for damage etc. are called sales _____.  In Exhibit 16 they together amount to _____.
	
	8,000

is not

6,000

2,000

	9.  Sales cash discounts are cash discounts given to customers for prompt payment. They are deducted from the figure of gross _____ in the income statement.
	
	sales returns

allowances

522

	10.  Gross sales less sales returns and allowances and discounts = net _____.
	
	sales

	11.  Net sales less costs of sales = _____ _____.
	
	sales

	Children of the poor (and accountants) should work for some part of each day when they reach …
	
	gross profit


	Frame Detail
	Write Answer Here
	Correct Answer

	12.  Cost of sales represents the cost of the goods actually sold during an accounting period.  The selling price of these goods is included in the figure of _____. Sales with cost of sales matches the revenue with the _____.
	
	... the age of three ... 

said John Locke in 1697 !!! (Oops?)

	13.  If a man buys goods for 2 and sells half of them for 5, what profit has he made?  _____  How much of the goods does he have left over?
	
	sales

costs

	Do the stockholders want to know the truth about profit big ups and big downs, from one year tom the next, or would they rather see reliable profit growth? 
	
	4

1

	14.  If the same man buys goods for 2 and sells all of them for 5, what profit has he made? _____  How much is left over?
	
	Not if the news is so bad that the share price collapses; so the accountant does his best to keep  stress levels low.

	15.  Thus profit on sale of goods depends not only on what is paid for the goods but also on how many of the goods were _____ and how many were left _____ for subsequent sales.
	
	3

0

	16.  The cost of sales matches cost with the sales price of goods.  This is _____ process.


	
	sold

over


	Frame Detail
	Write Answer Here
	Correct Answer

	You might be taking accounting too seriously if...
	
	matching

	17.  Now read again the cost of sales section in Exhibit 16.  We note that the business started  with an opening inventory of _____.  Goods on hand unsold at the beginning of an accounting period are called _____ _____.
	
	,,, you use the term "value added" with a straight face. 

	18. Purchases are not sales to customers but purchases from the _____ of goods.
	
	10,000

opening inventory

	How can you be "creative" with inventory and show a higher profit this year?


	
	suppliers

	19.  Goods purchased during the period were _____ thus making the total goods available for sale _____. Were they all sold?
	
	Be very very optimistic about the resale value of the very very old inventory; and the profit goes up! 

	20.  How much of the 70,000 goods available for sale were left unsold at the end of the accounting period?
	
	60,000

70,000

no


	Frame Detail
	Write Answer Here
	Correct Answer

	21. Goods unsold at the end of the accounting period are called _____ _____.
	
	17,773

	Why does he want to be an accountant?
	
	closing inventory

	22.  The cost of goods sold during the period is the difference between the cost of goods available and the cost of goods unsold.  This amounts to _____.
	
	.Because he was expelled from architecture for considering the cost of a proposed design. 

	23.  Opening inventory plus purchases equals goods _____ for sale.
	
	52,227

	24.  Goods available for sale equals purchases plus _____ _____.
	
	available

	25.  Goods available for sale less closing inventory equals cost of goods sold technically known as the _____ of _____.
	
	opening inventory

	26.  Cost of sales equals goods available for sale less _____ _____.
	
	cost

sales


	Frame Detail
	Write Answer Here
	Correct Answer

	As long as accounting is regarded as "wicked", it will always have it's fascination but ... 
	
	closing inventory

	27.  Compute the cost of sales for the following:-


(a)
(b)
(c)
   (d)

opening inv.
nil
15
15
10,000

purchases
20
  5
  5
60,000 

closing inv.
10
nil
  8
17,773

cost of sales
__
__
__
_____
	
	...  when it is regarded as vulgar, it will cease to be popular 

(Oscar). 

	28.  Sales less cost of sales equals _____ _____.
	
	10

20

12

52,227

	29. A sale is recognised generally when goods are _____ to the customer.  A sale  _____ (is, is not) recognised when a contract is signed.  Profit on a sale is taken when the sale is _____.
	
	gross profit

	The trouble with the "rat race" of business, is that …


	
	shipped

is not

recognised

	30.  _____ equity is increased by revenues.  Sales are _____.
	
	… even if you win, you are still a rat.



	31.  Costs, expenses and losses decrease _____ equity.  They _____ (are, are not) revenues.


	
	owner’s 

revenues

	How do you know someone is in accounting?
	
	owner’s

are not


	32.  The income statement reflects the flow of revenues, costs, expenses and net income which affect _____ equity in the balance _____.
	
	They write notes to their "lovers" on 8-column accounting paper. 

	33.  In preparing a income statement we match _____ and revenues in the same accounting _____.


	
	owner’s

sheet

	Why are they putting the accountants at the bottom of the ocean?
	
	costs, period

	34.  Now read again the summary of the set.  Count up the number of your correct answers.  If you have more than 25 correct, carry on to the next set.
	
	They found out that deep down, they're really not so bad. 


CHAPTER IV
    Set 9

NET INCOME

Estimated Time
20 minutes

SUMMARY

The net income of a business is the final profit after matching and deducting all relevant costs and expenses for the accounting period.

Gross profit less operating expenses (selling, administrative and general) equals the operating profit which is the profit from the normal business operations of the period.

Operating profit less non-operating expenses such as interest, loss on disposal of fixed assets etc, equals profit before taxes.  This includes both normal and abnormal profits of the period.

Profits before taxes, less the reserve for future income tax (based on the profit) equals net income.

A net income percentage of 4% on sales means that on every 100 of sales the business makes a net income of 4 during the accounting period.

A net income percentage of 8% on owner’s equity, means that in the accounting period, there is a net income of 8 on every 100 of owner’s equity.

CHAPTER IV
    Set 9

NET INCOME

              UNFORGETTABLE STORY TO ANCHOR THE LEARNING 

Our professional accounting staff have completed the 5 years of work on the Y2K (year 2000) project on time and under budget. We have gone through every line of every code in every program and every letter in every system with professional care. We have analyzed every database, every file, and have modified every bit of data to reflect the change. We have completed the "Y-to-K" date change mission, and have now implemented all changes to all programs and so that all accounting data will be now effective and absolutely correct. Tuesdak, Februark 11, 1999. 

Exhibit 17

DAVID BROWN LIMITED

Income statement

Year ended December 31, Year 1
Net Sales

75,478

Cost of Sales

52,227



______

GROSS PROFIT

23,251

Operating expenses:


Selling
8,389

Administrative
6,422

General
1,974
16,785


______
______

OPERATING PROFIT

6,466

Non-operating expenses (Note A)

844



______

PROFIT BEFORE TAXES

5,622

Income Tax (Note B)

2,500



______

NET INCOME FOR THE YEAR

   3,122
Note A – Examples of non-operating expenses are: interest paid, loss on disposal or fixed assets, amortization of goodwill, loss on sale of investments, etc.

Note B – This is tax on this year’s profits, and is shown on the balance sheet as deferred income tax because it is not payable until a future date.

	Frame Detail
	Write Answer Here
	Correct Answer

	1.  Read Exhibit 17.  In the first part of the income statement (trading account), sales less cost of sales equals _____ _____ of _____. This represents the difference between the cost price and the net selling price of the goods actually _____.
	
	

	2.  From the gross profit operating _____ are deducted to arrive at the operating profit of _____.
	
	gross profit

23,251

sold

	What is more important in accounting than last year's results?
	
	expenses

6,466

	3.  These operating expenses are divided into three classifications _____, _____ and _____ expenses.  They all relate to the normal operations of the business and total _____.


	
	Last year is sunk! Next year is the key to the future, so keep planning & forecasting.

	4.  Operating expenses _____ (are, are not) the cost of the goods actually sold. They are overhead expenses such as rent, advertising, depreciation, insurance etc., which relate to the accounting _____ ended December 31, Year I
	
	selling

administrative

general

16,785

	5.  Costs incurred in the business which are not the purchase price or manufacturing cost of the goods sold are called _____ expenses.
	
	are not

period


	Frame Detail
	Write Answer Here
	Correct Answer

	"Money is indeed the most important thing in the world, and ...
	
	operating

(overhead)

	6.  Operating expenses may be paid in cash or incurred on ____. If on credit and not yet paid (accrued) they will be charged in the income statement.  The balance sheet will show a liability for these _____ not paid at the end of the accounting  period.
	
	....  every l  business ethic, is based on this fact!" 

Oops!

	7.  Profit from the normal operations of the business is called _____ _____, 6,466.  It represents gross profit _____, less operating _____ 16,785.
	
	credit

expenses

	Why become an accountant?
	
	operating profit

23,251, expenses

	8.  Non-operating expenses and income, _____ are exceptional items that _____ (do, do not) arise from normal business operations.
	
	Because you like the challenge of tryim to forecast the future.



	What is the key managment skill of every manager and accountant?
	
	844

do not


	Frame Detail
	Write Answer Here
	Correct Answer

	9.  It is not a normal business operation to sell fixed assets.  Profit on such fixed assets would therefore be non-_____ income.  Any loss on a sale of fixed assets would be a _____ _____ expense.
	
	Personal survival in the business, despite restructuring and take-overs.

	10.  Profit or loss on sale of patents, investments, or fixed assets are examples of _____ _____ income or expense.

	
	operating

non-operating

	How to pay the staff and show no charge to the income statement?
	
	non-operating

	11.  Interest is often classified as a _____ _____ _____


	
	Pay them in "share options" which never seem to get charged as expense. 

Oops. Not yet!!



	.How to be creative about a having to sell a big fixed asset at a big loss, in a year with such a poor net income?
	
	non-operating expense

	12.  Dividends received from investments are classified as _____ _____ _____.
	
	Sell it as of January 1st of the following year.


	Frame Detail
	Write Answer Here
	Correct Answer

	How to take profit on  uncompleted contracts this year, when we need to show more profit, to keep the share price up?
	
	non-operating income (profit)

	13.  Gross profit less operating expenses equals _____ _____.


	
	Take some profit and write a five page note in justifying legal language.

	How do you "know" someone is in accounting?

 
	
	operating profit



	14.  Operating profit plus non-operating income equals profit _____ taxes.
	
	He just "looks" like an accountant ... 

(Try this out on the way home today!)

	How to be creative about showing more profit for the group of companies this year?
	
	before

	15.  In Exhibit 17 the profit of a business from both operating and non-operating activities is called the profit before _____, _____
	
	Buy another more profitable company and present a "consolidated" profits and loss account" this year, with a lot of notes.


	Frame Detail
	Write Answer Here
	Correct Answer

	An accountant feels he is being ethical, when he is ....
	
	taxes

5,622

	16.  In accordance with the matching concept the “provision for income tax” for the accounting period is computed on the _____ before tax for that same accounting period.
	
	... feeling a just a bit uncomfortable.



	17.  Thus “profit before taxes” less _____ _____ equals net income _____.
	
	profit

	You are taking accounting too seriously, when you can explain (without laughing) the difference between ... 
	
	income tax

3,122



	18.  In financial accounting costs and expenses are matched against _____ in the accounting period.
	
	... downsizing, restructuring, right sizing, re-engineering ... and firing people! 

	19.  Under tax practice, income tax 2,500 on the profits for the year ended December 31, Year I, is normally not due for _____ until twelve months have elapsed.  It represents therefore, _____ (current, future) tax liability.
	
	revenue

(income)


	Frame Detail
	Write Answer Here
	Correct Answer

	What to do  if a subsidiary (51%) is making big losses you can't afford to show at this difficult time? Creativity?
	
	payment

future

	20.  If during the year ended December 31, Year 2, the business made a loss, the Year 1 tax (which was due for payment after _____ months) may be offset against the loss.  Thus the future tax based on the accounts for the year Year 1 _____ (may, may not) actually have to be paid.
	
	Sell 2% to a tax haven; thus do not "consolidate" this 

now ... non-subsidiary.

(Oops - a bit illegal - go to jail!)

	21.  A business may have therefore two amounts of income tax liability in the balance sheet: Tax as a current liability based on past year’s profits, and _____ tax liability  based upon the profit of the current year.  Payment of future tax is deferred and _____ (may, may not) actually be paid. It is recorded  _____ income tax.
	
	twelve

may not

	22.  Deferred tax is treated as a separate item in the income statement and is normally shown _____ on the balance sheet.
	
	future

may not

deferred

	23.  In Exhibit 17 the provision for future income tax amounts to _____ and becomes due for payment after _____ months.
	
	separately

	A company 48% owned (not a subsidiary) is very profitable this year, when we need more profit ... so?
	
	2,500

twelve


	Frame Detail
	Write Answer Here
	Correct Answer

	24. Profit before taxes less provision for income tax = _____ _____.
	
	... buy 3% more and consolidate ... or ... make a note & consolidate anyway.  Oops! "partnership"  in a tax haven, and note it! (Oops!) 

	25.  Net earnings and net income are other terms for _____ _____, which amounts in Exhibit 17 to _____.
	
	net income

	A poor year, but a lot of Research & Development costs  and Organisational Expense which could (hopefully) be great in the future ... so?
	
	net income

3,122

	26.  The profit of a business after matching all relevant revenues and costs and expenses is called _____ _____.
	
	Make a case for carrying it forward as an other asset. (Oops!!! - a bit ...)

	27.  The percentage of gross profit to sales was 31%. Similarly the percentage of net income to sales is expressed by the formula:

  net income

--------------   x 100%

  net sales

and in Exhibit 17 the percentage of net income to sales is:

     _____

--------------   x 100% = 4%
     _____

	
	net income

	28.  A net income percentage on sales of 4%  means that for every 100 sales the business makes a net income of _____.
	
	3,122

75,478


	Frame Detail
	Write Answer Here
	Correct Answer

	29.  The net income percentage to owner’s equity is computed from the formula:

  net income

--------------   x 100%

          owner’s equity

and in Exhibit 17 it is: 

     _____

   ------------   x 100% = approx. 13%
     24,117
	
	4

	30.  A net income percentage on owner’s equity of 13% means that for every 100 of owner’s equity the business makes a profit of _____.
	
	3,122

	31.  The return on the investment of 100 in the Post Office would probably be about 10% whereas from frame 30 the return on investment in the business (at book value only) was _____.
	
	13

	32.  The balance sheet value or book value _____ (is, is not) the same as the market value of a business.
	
	13%

	How good is the French and German Tax law as a useful  accounting standard comparable with GAAP & IAS (International Accounting Standards)?
	
	is not

	33.  The provisions of the Corporation law specify that companies must publish annual _____ _____ and _____ and _____ accounts.
	
	No comment!! Better ask for a "reconciliation" of the profit figure  with GAAP & IAS.


	Frame Detail
	Write Answer Here
	Correct Answer

	34.  The published income statements do not normally show more details than actually specified in the _____ Acts.
	
	balance sheets

profit

loss

	35.  Published income statements therefore _____ (do, do not) normally disclose the actual figures of gross profit and overheads.
	
	companies

	36.  Published income statements however _____ (do, do not) show the specific figures of : depreciation, expenses, director’s fees, auditors and interest paid.
	
	do not

	37.  Published income statements therefore normally show _____ (more, less) information than income statements prepared for the management of a company.
	
	do

	The accountant read the story of Cinderella to his four-year-old daughter for the first time, where the  pumpkin turns into a golden coach.  What did she ask her father?  
	
	less

	38.  Now read again the summary of the set. Count up the number of your correct answers.  If you have more than 30 correct, carry on to the next set.
	
	Daddy, when the pumpkin turned into a golden coach, would that be taxable income or a capital gain?


CHAPTER IV
    Set 10

STATEMENT OF RETAINED EARNINGS

Estimated Time
5 minutes

SUMMARY

Profits of a business increase the owner’s equity.  They increase the account “Retained earnings”.  Dividends paid to stockholders reduce the owner’s equity and the account “Retained earnings”.

The balance of retained earnings (accumulated profit) represents profit earned but left in the business and not paid to stockholders.

Losses reduce the amount of retained earnings.  If losses and dividends exceed the profits, the balance of retained earnings becomes a deficit which reduces owner’s equity.

The statement of retained earnings is sometimes called the profit and loss “Appropriation” account.

CHAPTER IV
 Set 10

STATEMENT OF RETAINED EARNINGS

            UNFORGETTABLE STORIES TO ANCHOR THE LEARNING

(1)  An accountant is lying on the beach next to a lawyer. The lawyer comments that a fire had destroyed his office and as soon as he collected the insurance proceeds, he will rebuild.  The accountant responded: What a remarkable coincidence, a flood has destroyed my office and as soon as I collect the insurance proceeds I will rebuild. After a few moments the lawyer asked: So how do you start a flood anyway? 

(2) A Martian lands to plunder, pillage and burn. The Martian goes up to the owner of the first house he sees and says "I'm a Martian just arrived from the other side of the galaxy. We're here to destroy your civilization, pillage and burn. What do you think of that?"  How does the house owner reply?

Without a proper audit, I can give no opinion. I'm a chartered accountant.
Exhibit 18

DAVID BROWN LIMITED

Statement of Retained earnings

(Profit and Loss Appropriation Account)

Year ended December 31, Year 1
Retained earnings – January 1, Year 1
10,385
Note A

Add: Net income for Year 1
3,122



______


13,507

Less: Dividends paid to stockholders
4,390


______

Retained earnings – December 31, Year 1
   9,117
Note B

Note A – Shown as part of owner’s equity on the balance sheet December 31, Year 0.
Note B – Shown as part of owner’s equity on the balance sheet December 31, Year 1.

	Frame Detail
	Write Answer Here
	Correct Answer

	1.  Now read Exhibit 18 which is a statement of _____ _____ for the year ended _____ _____ _____.  It is sometimes known as a _____ and loss appropriation account.
	
	

	2.  This statement explains the changes in, and appropriations of, accumulated _____ between January 1, Year 1 and December 31, Year 1. The changes arise from two items _____ _____ and _____, _____ and _____.
	
	retained earnings

December 31, Year 1
profit

	3.  The statement that relates the retained earnings from one balance sheet to the next balance sheet is a statement of _____ _____.


	
	profits

net income

dividends

3,122 and 4,390

	Accounting like Art can   never express anything ... 
	
	retained earningss

	4.  At January 1, Year 1 the retained earnings was _____.  This _____ (is, is not) the original investment of the stockholders in the business

 
	
	... except itself!

	Why do some accountants decide to become actuaries?
	
	10,385

is not


	FRAME DETAIL
	WRITE ANSWER HERE
	CORRECT ANSWER

	5.  It represents the net incomes of the business in prior years to the extent that they _____ (have, have not) been left to accumulate in the business. 
	
	They find bookkeeping too exciting.  

	How do you know when the books are in balance? 
	
	have


	6.  During Year 1 retained earnings was increased by _____ _____ of 3,122 from an opening balance of 10,385 to a high figure of 13,507. Were these profits all retained in the business at the end of the year?
	
	The accountant has stopped drinking.



	7.  Amounts paid out of profits to the stockholders of a Limited Company are called _____. Owner’s equity in the business _____ (is, is not) reduced by these payments.


	
	net income

no

	Why do Accountant's make good lovers?
	
	dividends

is 

	8.  The amount of dividends paid to stockholders during the year was _____. The retained earnings account opened at _____ was increased by net income of _____, decreased by dividends of _____ and closed at _____.
	
	Because they are great with figures.


	Frame Detail
	Write Answer Here
	Correct Answer

	9.  The net income of 3,122 which increased the retained earnings during the year, is explained in detail in the _____ and _____ _____.

  
	
	4,390

10,385

3,122

4,390

9,117

	Accountants may sometimes feel that they are in the gutter of Business, but some of them are ...
	
	income statement

	10.  The difference between the total net incomes of a business to date and the total dividends paid to stockholders to date is generally shown in the balance sheet under the heading _____ _____, and includes _____ _____ and general reserves.
	
	...  looking up at the stars.



	11.  A deficit is a negative balance of accumulated _____, where dividends and/or losses exceed net _____.
	
	revenue 

reserve

retained earnings

	In accounting what does the word profit mean? 
	
	profit, profits



	12.  Now read again the summary of the set.  Count up the number of your correct answers.  If you have more than 10 correct, carry on to the next set.
	
	Profit can mean anything you like  e.g.  gross, net taxable, creative, declared etc.


CHAPTER V
      Set 11

THE PACKAGE OF ACCOUNTING REPORTS

Estimated Time
15 minutes

SUMMARY

In the package of accounting reports the balance sheets present a “true and fair view” of the financial position of a business at the beginning and end of the accounting period.  The income statement presents a “true and fair view” of the results of operations during the accounting period.

The balance sheets do not reflect the re-sale or break up value or actual worth of a business.  They reflect the cost, or cost less depreciation, of the assets held by the business as a going concern.

Balance sheets at the beginning and end of the accounting period are related by the statement of retained earningss.  The statement shows how much of the profit earned was distributed to stockholders and how much was left to accumulate in the business.

Accounting reports, based upon accounting principles and conventions, try to present a true and fair view of a business despite the problem of uncertainty and the problem of transactions which are incomplete at the end of the accounting period.

The figures depend very largely upon the judgement of the accountant.    Many alternative balance sheet presentations (with important notes attached) may be used to display the same basic balance sheet data.  

       Determine the financial health of a company, with the LAPP system of financial analysis.  Compare key ratios against industry averages and budget, as follows:       

    Liquidity & Gearing ‑ quick ratio (1.5 to 1!), current ratio (2 to1), E:D ratio (2 to1). 

    Activity ‑ sales/assets, cost of goods sold/ Inventory,  days of payables/receivables. 

    Profitability ‑ gross profit/sales, net income/sales, net income/owners equity.       

    Potential ‑  sales orders, products, markets, facilities, finance, contingencies, 

    management  etc.
CHAPTER V
Set 11

THE PACKAGE OF ACCOUNTING REPORTS

              UNFORGETTABLE STORY TO ANCHOR THE LEARNING 

THAT SAME OLD STORY ... CONTINUED : A balloonist lands in a random field and asks a man out walking his dog "Where am I?" The man replies "You are three feet in front of me in the middle of a field" "You must be an accountant!" retorts the balloonist "How did you know that?" the man asks incredulously.  Reply:  "Easy. What you just told me is 100% accurate but absolutely useless!" 

Accountant replied:  "So you must be a Manager." The balloonist is amazed and says "That's absolutely right! How ever could you tell?" 

Accountant then adopted a gentle professional smile and tone saying: "Because you don't know where you are, you don't know where you are going, and you are exactly where you were 10 minutes ago, but somehow you blame me, and now, you even pretend that it is all my fault!" 

            UNFORGETTABLE STORY TO ANCHOR THE LEARNING 

When the CEO is going to make a big loss this year what should he do to  survive? 

Charge and provide for every conceivable present and future loss to this year's accounts  …  blame unfair competition, politics and "restructuring" for the loss …  and promise a return (with good management of course), to a good profit again next year.

                UNFORGETTABLE STORY TO ANCHOR THE LEARNING 

The new chief accountant of a very successful old major departmental store with good reliable annual profit record (NP/OE of over 20%),  discovered that the company land downtown in the city, was valued in the balance sheet at cost in 1846.  He immediately suggested revaluation to the huge current value and increased the owner’s equity accordingly. Thus the NP/OE was now so low that it became a wonderful story for the financial press.  Only one thing to do ... they fired the accountant!  True story!
Exhibit 19
DAVID BROWN LIMITED


Balance Sheet at



Balance Sheet at


December 31, Year 0



December 31, Year 1


Assets




Assets

Current assets (less current

12,949
Current assets (less current

16,032

   liabilities 10,891)



   liabilities 6,619)

Fixed assets


14,257
Fixed assets


8,412

Other assets


179
Other assets


5,173




______




______




27,385




29,617

Financed by Long Term



Financed by Long Term


Liabilities and Owner’s Equity



Liabilities and Owner’s Equity

Long-term liabilities


nil
Long-term liabilities

                       3,000

Deferred income tax


2,000
Deferred income tax

2,500

Owner's equity:



Owner’s equity:


Capital stock

7,000


Capital stock

7,000


Capital reserve

3,000


Capital reserve

3,000


General reserve

5,000


General reserve

5,000


Retained earningss

10,385
 25,385

Retained earningss
9,117
24,117












27,385





29,617
Statement of Retained earnings - Year 1

Retained earningss – opening
10,385

Net income Year 1
3,122

13,507

Less: Dividends paid
4,390


______

Retained earningss – closing
  9,117
Income statement - Year 1
Net sales
75,478

Cost of sales
52,227


______


GROSS PROFIT
23,251

Operating expenses
16,785


6,466

Non-operating expenses                                     __844


5,622

Provision for income tax
2,500



______


NET INCOME
  3,122

	Frame Detail
	Write Answer Here
	Correct Answer

	1.  A moment's reflection will show that the two types of accounting reports discussed in Chapters 111 and IV can be combined into a package that discloses important information about the events during the accounting _____. These reports are the _____ sheet and the _____ and _____ _____.
	
	

	2.  Now read Exhibit 19 which is a _____ of _____ reports.  They are presented to show the basic relationship of all the reports to the key figure of _____ profits.
	
	period

balance

profit

loss account

	What is the most painful virus a CEO can get?
	
	package

accounting

accumulated

	3. A complete package of account reports would consist of:-

a) A _____ _____ at the beginning of the accounting period.

b) A _____ _____ _____ _____ for the accounting period.

c) A statement of retained earnings for the _____ period.

d) A _____ _____ at the end of the accounting period.
	
	... shortage of cash! No sympathy from anyone!

	4.  The balance sheet at December 31,  Year 0 shows assets of _____.  Claims against those assets were _____ by the owners and _____ by the creditors, and reserve for future income tax _______.
	
	balance sheet

income statement

accounting

balance sheet


	Frame Detail
	Write Answer Here
	Correct Answer

	5.  The claims of the owners include the original investment of 7,000 plus capital reserve of _____, general reserve of ____ and retained earningss of _____.
	
	38,276

25,385

10,891

2,000

	6.  Now refer to the balance sheet at the end of the accounting period where retained earningss have fallen to _____. The changes in the retained earningss during the year are explained in the _____ of _____ _____.
	
	3,000

5,000

10,385

	7.  The opening balance of retained earnings was _____.  It was increased by net income of _____ decreased by dividends of _____, leaving a balance at the year end of _____.
	
	9,117

statement

retained earnings

	Who decides on the profit for the year, the CEO or the accountant?


	
	10,385

3,122

4,390

9,117

	8. Net income of 3,122 is explained in detail by the _____ _____ _____ _____.
	
	The CEO - as a matter of policy, within limits ... and the honest creative account.  does his best.



	We have a contingent legal liability which is "material" (significant), but cannot afford a lower profit this year, then ... so? 
	
	income statement


	Frame Detail
	Write Answer Here
	Correct Answer

	9.  Dividends of 4,390 represent the amount paid to the _____.


	
	... make a long legal note of the contingency but don't provide for it ...  Oops!

	Why did the auditor get run over while crossing the road?
	
	stockholders


	10.  Net income of _____ did not result in an increase of cash for the same amount, but was reflected by changes in many different items on the _____ sheet. 4,390 of retained earningss was however paid out in _____ to the stockholders.  Thus for this year dividends exceeded _____ _____.
	
	Auditors never do "risk assessment" well, until after an accident happens. 

	11.  The reasons for the changes in the owner’s equity between the two balance sheet dates is explained in the statement of _____ _____.


	
	3,122

balance

dividends

net income

	Where do homeless accountants live?
	
	retained earningss

	12.  The flows of revenues, expenses and net income are shown in the _____ _____ _____.


	
	In a tax shelter. 




	Frame Detail
	Write Answer Here
	Correct Answer

	There are still only THREE types of accountants.
	
	income statement



	13.  The balance sheet shows an instantaneous picture of the financial position of a business as of a particular _____.  It _____ (does, does not) normally show the market value of re-sale value of the assets.
	
	Those who can still count, and those who still can't.
Oops!

	14.  It would not be practicable to record all the assets in the balance sheet at market value because:-

1) The balance sheet is prepared for the business as a _____ concern.

2) The assets _____ (do, do not) change frequently and rapidly.

The fixed assets are not normally for       re-sale; therefore their market value each year _____ (is, is not) irrelevant.
	
	date

does not

	15.  Inventory is valued at _____ or lower market value. When any inventory is old or exchanged for another asset of higher value then a profit is recognised.  Inventory 200 cost ,sold  for 300 cash,  gives a ... profit _____..
	
	going

do

is

	What to do if a big project is making a big loss, you really can't afford to show at this difficult time? Creativity?
	
	cost

100 (recognised)

	16.  Similarly if inventory which cost 200 is sold on credit for 300 a profit of 100 _____(is, is not) realised.
	
	Off-load it to a "partnership" in a tax haven; show no loss except a note. (Oops? ENRON!).


	Frame Detail
	Write Answer Here
	Correct Answer

	When the company goes bankrupt what should the shareholder do?
	
	is

	17.  Profits are not recognised in accounting until they are _____. Losses are generally recognised _____. Accounting therefore tries to be conservative and not to _____ (overstate, understate) the assets.
	
	Get organized; threaten to sue the auditor for damages; settle out of court for a few million!

	18.  Thus conservative accounting is sometimes regarded as illogical in that it will not  recognise a profit until _____, but yet will always try to recognise a _____ immediately it is known.
	
	realised

immediately

overstate

	19.  Accounting reports do not show the net worth or market value of a business, but tend to reflect cost or minimum values that may be less than market _____.
	
	realised

loss

	What is more important to an accountant, peanuts or coconuts?
	
	values


	20.  Accounting reports are generally more significant if they enable the reader to _____ one set of data with another.


	
	Coconuts, unless he/she really wants to embarrass you.


	Frame Detail
	Write Answer Here
	Correct Answer

	Why did the last accountant cross the road?"
	
	compare

	21.  This comparison of accounting data improves its _____.


	
	So he could charge the client for travel expenses. 

	When you revalue assets and increase owner’s equity so cheerfully, be careful about the depressing  effect on ...
	
	significance



	22.  In the package of accounting reports in Exhibit 19 we may compare the _____ _____ of December 31, Year 0, with that of December 31, Year 1.
	
	NP/OE - it may be a disaster ...


	Tax returns designed by government accountants will be simplified in the year 2003. What will they ask the taxpayer?
	
	balance sheet

	23.  During the year Year 1 current assets _____ (increased, decreased), fixed assets _____, and other assets _____.


	
	How much money did you make last year? OK, just mail it in!

	All children (and accountants) are essentially … 
	
	decreased

decreased

increased


	Frame Detail
	Write Answer Here
	Correct Answer

	24.  Do we know why the fixed assets decreased by ______ during the year?
	
	... quite good ... really!

(Diderot  1713)



	25.  To understand why the fixed assets decreased by such a large amount during the year we must make further _____.


	
	5,845

no

	When do you suspect that someone may be in accounting?
	
	enquiries

(investigation)

	26.  In Year 1 current liabilities _____ (increased, decreased), long-term liabilities _____, and owner’s equity________.


	
	When they appear to feel un-appreciated (depreciated). 



	Are people really talking about your accounting  and tax problems?
	
	decreased

increased

increased

	27.  Retained earnings decreased from 10,385 to 9,117 because the _____ exceeded the net income for the year.

 
	
	No. they are too busy worrying about their own accounting and  the tax problems.


	Frame Detail
	Write Answer Here
	Correct Answer

	What's the definition of a good tax accountant?
	
	dividends

	28.  The package of accounting reports enables us to compare the balance sheets.  Does any comparative data appear for the income statement?
	
	Someone who has a "tax loophole" named after him.



	29.  To make this package of accounting reports more significant, therefore we should provide comparative data for the _____ _____ _____ _____.
	
	no

	Why don't accountants count sheep to get to get to sleep?
	
	income statement

	30. If we add to the package of accounting reports comparative figures for the income statement for the previous year, the reports will be more _____.
	
	Because they lose count and then take three hours to find the error. 

	25. To understand why the fixed assets decreased by such a large amount during the year we must make further _____.
	
	5,845

no

	A tragedy is a ship full of accountants going down in a storm. A catastrophe is when …? 
	
	enquiries

(investigation)




	Frame Detail
	Write Answer Here
	Correct Answer

	26.  In Year 1 current liabilities _____ (increased, decreased), long-term liabilities _____, and owner’s equity________.
	
	... they can all swim!

	27.  Retained earnings decreased from 10,385 to 9,117 because the _____ exceeded the net income for the year.
	
	decreased

increased

increased

	What to do before studying the latest ABC company annual report and financial statements?
	
	dividends

	28.  The package of accounting reports enables us to compare the balance sheets.  Does any comparative data appear for the income statement?
	
	Study the previous year to see if what was said, came true this year etc.  

	29. To make this package of accounting reports more significant, therefore we should provide comparative data for the _____ _____ _____ _____.
	
	no

	What happens to accountants when they grow old? 
	
	income statement


	Frame Detail
	Write Answer Here
	Correct Answer

	30.  If we add to the package of accounting reports comparative figures for the income statement for the previous year, the reports will be more _____.
	
	Accountants never grow old they just get fully depreciated and lose their balance.

	31.  The return on the investment of 100 in the Post Office would probably be about 10% whereas from frame 30 the return on investment in the business (at book value only) was _____.
	
	13

	How good are accounting standards in UK, USA, Holland compared with GAAP & IAS?
	
	13%

	How about: Africa, Russia, China, India, Italy, Saudie, Afghanistan, Brazil, Spain, Egypt etc?
	
	Pretty good! Very close to GAAP & IAS.

	32.  The balance sheet value or book value _____ (is, is not) the same as the market value of a business

 
	
	No comment!. Better insist on GAAP & IAS!

	What does CPA stand for?
	
	is not

	33.  The provisions of the Corporation law specify that companies must publish annual _____ _____ and _____ and _____ accounts.
	
	Can't Pass Again or Certify Practically Anything or just a good CPA!  


	Frame Detail
	Write Answer Here
	Correct Answer

	34.  The published income statements do not normally show more details than actually specified in the _____ Acts.
	
	balance sheets

profit

loss

	In some countries financial reporting may be delayed up to two years. Why?
	
	Companies



	35.  Published income statements therefore _____ (do, do not) normally disclose the actual figures of gross profit and overheads.
	
	Political problems of what to record and what NOT to record in the books. Oops!

	37.  Net income percentage to owner’s equity at December 31, Year 1: 

   _____

--------------   x 100% = 13%

   _____


	
	22,651

6,619

	When the new CEO is going to make big loss this year what should he do to survive?
	
	3,122

24,117

	38.  The net income represented a return of _____ for every 100 of owner’s equity at December 31, Year 1.


	
	Charge everything to the big loss this year, blame the old CEO, market etc. and forecast a great next year!


	Frame Detail
	Write Answer Here
	Correct Answer

	Income Tax is the Government's version of what children's game?
	
	13%

	39.  To understand accounting reports we must understand the meaning of accounting words.  This is the _____ of accounting.
	
	Truth or Consequences"

	The study of accounting may give you an intense desire to return to the  …
	
	language

	40.  Accounting data becomes significant when it is _____ with other data.  The preparation of accounting reports depends very largely, not upon scientific principles and definite rules, but upon the skill and _____ of the accountant.
	
	... womb ... anybody's (Woodie)

	Financial health is measured by key ratios.comparing actual against budget and industry averages,

for:

    L ...

   A ...

   P ...

   P ...
	
	compared

judgement

	41. Now read again the summary of this set and read again Chapter I.
	
	liquidity

activity

profitability

potential


A FINAL UNFORGETTABLE STORY ... TO ANCHOR THE LEARNING 

 ... IN YOUR MIND FOR EVER ... AND EVER ... 

      ... A STANDARD AUDITORS REPORT 

We have examined the accompanying balance sheet of ABC and its subsidiaries as of December 31, 2004, and the related income and cash flow statements for the year then ended.

We conducted our audit in accordance with International Standards of Auditing. These require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatements. As audit includes examining on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion the financial statements fairly present in all material respects, the financial position of the ABC Group as of December 31, 2004, and of the results of its operations and is cash flows for the year then ended in accordance with International Accounting Standards. Chartered and Certified Accountants, February 15, 2004
   ... AND A MORE Humorous Version …  WITH JUst A TRACE OF REALITY 
….Audit Report  …???
We have eyeballed the ball park figures on the ABC Group balance sheet as of December 31, 2004, and the related statements of lies, retained deficits and flows of executive petty cash for the year then ended. These financial statements are the responsibility of the Company's earnings management department. Our responsibility is to make sure we have some justification for their accounting in case we get hauled into court.

We conducted our audit in accordance with generally accepted auditing standards (mindful of the fact that we'd better not lose this account). Those standards require that we plan and perform the audit to obtain a fuzzy feeling about whether the financial statements represent anything close to reality. An audit includes a general rationalization of the so-called accounting policies and such tests of the accounting records and other unsupported entries as we considered unavoidable, subject to the constraints of our time, budget, and audit fee.

Our gut feeling is that these ball park figures are not too far out in left field and we feel fit to roll with them as the financial position of the Company as of December 31, 2004, having been prepared in accordance with generally accepted corporate memos applied randomly on a basis consistent with that of producing a satisfactory profit for the year.

ASD & HHJK

Unqualified Accountants
July 15, 2004 (insurance covered)
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QUIZ

1.
An instantaneous financial picture of a business as of a particular date is:


a)
an income statement


b)
a statement of retained earnings


c)
a balance sheet


d)
impossible

2.
An accurate report of the flows of sales, costs, expenses and net income over an accounting period is called a/an:


a)
income statement 


b)
sales report


c)
balance sheet


d)
cash flow

3.
Days of receivables (receivables) are generally computed:


a)
receivables divided by sales x 7


b)
when it's too late


c)
creditors divided by sales x 360


d)
receivables divided by sales x 360

4.
Owner's claims against the assets of a business are called:


a)
owner's equity


b)
liabilities


c)
capitalist abuse 


d)
interference with management

5.
Valuable things owned by a business are called:


a)
capital


b)
assets


c)
fixed assets


d)
dedicated accountants

6.
Assets less liabilities equals:


a)
an accounting  mystery


b)
retained earnings


c)
owner's equity


d)
reserves

7.
People who owe debts to a business are listed on a balance sheet of that business as:


a)
creditors


b)
sales


c)
claims against the assets


d)
receivables (receivables)

8.
Land, buildings, plant, etc., owned by a manufacturing business are normally:


a)
current assets


b)
fixed assets


c)
capital stock


d)
environmental liabilities

9.
Secured liabilities are:


a)
claims against specific assets


b)
claims with normal creditors against the general assets


c)
locked up under the bed


d)
claims, which the business agrees to pay

10.
The owner's equity of a company consists of:


a)
capital and reserves


b)
capital stock alone


c)
assets of the business


d)
dividends, reserves and capital

11.
The return on investment (owner's equity) is normally computed:


a)
net income over assets times 100%


b)
when it is good


c)
assets over owner's equity times 100%


d)
net income over owner's equity times 100%

12.
If a business has cash of 2,000, payables of 100, a mortgage liabili​ty of 5,000 and land of 10,000, the owner's equity is:


a)
impossible to compute in less than a day


b)
6,900


c)
10,000


d)
5,100

13.
A balance sheet is prepared for a business entity.  For a company this entity is:


a)
the company alone


b)
the company and its management and stakeholders 


c)
the company and its stockholders


d)
the stockholders alone

14.
Owner's equity equals:


a)
assets plus liabilities


b)
total assets of the business


c)
what a business could be sold for


d)
assets less liabilities

15.
A transaction in accounting is:


a)
any event which changes the balance sheet of the business


b)
anything legal


c)
anything sold for cash or credit


d)
any event which produces a profit or loss

16.
A transaction always affects at least ... items on a balance sheet:


a)
one


b)
two


c)
three


d)
hundreds

17.
A transaction for the sale of goods is normally recognized when the goods are:


a)
manufactured


b)
received by the customer


c)
shipped to the customer


d)
paid for in cash

18.
A current asset is normally converted into cash or used up within:


a)
six weeks


b)
one year


c)
a few years


d)
some other period

19.
Physical assets purchased for use in the business are:


a)
goodwill


b)
people


c)
fixed assets 


d)
current assets

20.
Goodwill is normally classified in the balance sheet as:


a)
a current asset


b)
much as possible


c)
an expense


d)
an 'other' asset

21.
What is most important in actually running and surviving in business?


a)
assets


b)
cash


c)
profit


d)
liabilities

22.
In financial analysis, information about the sales order backlog is:


a)
very significant


b)
not needed in financial management


c)
relevant but not significant


d)
less important than purchases

23.
If we expand sales we:


a)
do not require more assets


b)
generally require more assets


c)
will not increase profit


d)
gain weight

24.
An investment can be classified in the balance sheets as:


a)
a current asset or an "other" asset


b)
a fixed asset or current asset


c)
only a current asset


d)
another mistake

25.
Fixed assets are normally valued in the balance sheet at:


a)
lower of cost or market value


b)
market value at date of the balance sheet


c)
cost or the highest market value


d)
cost less depreciation

26.
Inventory is valued at:


a)
purchase price or higher market value


b)
sale price to customers


c)
whatever the accountant needs o show a good profit


d)
the lower of cost or market value

27.
Goodwill is normally valued in the balance sheet at:


a)
its purchase price less amounts written off


b)
market value at date of the balance sheet


c)
an increasing value each year if the business is profitable


d)
the highest possible value

28.
Inventory, which costs 300 and has a market value 400 is valued in the balance sheet at:


a)
400


b)
350


c)
358.356


d)
200

29.
Inventory, which cost 300 and has a market value of 200 is valued in the balance sheet:


a)
200


b)
250


c)
300


d)
another value

30.
A tangible asset is:


a)
a manager you can pat on the back


b)
a contingent liability at office parties


c)
an "other" asset


d)
an asset that physically exists

31.
The accounting value of current assets in the balance sheet never exceeds:


a)
actual cost


b)
realizable market value


c)
liquidation value


d)
standard cost

32.
Accounts payable are:


a)
amounts due to the stockholders for dividends


b)
amounts due to receivables


c)
amounts due to creditors


d)
long term liabilities

33.
The difference between current assets and current liabilities is:


a)
owner's equity


b)
net worth


c)
net assets


d)
working capital

34.
Bond or debenture holders are always entitled to:


a)
a share of profits


b)
a fixed rate of interest


c)
first claim on all of the assets


d)
everything they can get their hands on

35.
If a business pays accounts payable 3,000, the effect on the balance sheet is:


a)
cash plus 3,000, owner's equity plus 3,000


b)
cash less 3,000, owner's equity plus 3,000


c)
cash less 3,000, payables less 3,000


d)
as computed by the accountant

36.
The accounting period is the:


a)
period of the income statement


b)
date of the balance sheet


c)
period since the business commenced


d)
time taken to prepare accounts by a sharp accountant

37.
Profits always increase's your:


a)
owner's equity


b)
cash


c)
personality


d)
receivables (receivables)

38.
The statement that summarizes the transactions that together result in profit or loss during an accounting period is called a/an:


a)
balance sheet


b)
income statement


c)
owner's equity


d)
capital statement

39.
An income statement or income statement is prepared:


a)
for a specific day


b)
for a short period


c)
for an accounting period


d)
to show what the managers want to see

40.
A profit on sale of goods can only be recognized in accounting, when it is:


a)
realized in hard cash


b)
known to exist


c)
is almost definite


d)
is realized in cash or in receivables

41.
A loss is recognized:


a)
when paid for in cash


b)
as soon as it is known


c)
when offset by a corresponding profit


d)
only if cash is not too short

42.
A transaction, which is incurred without actual transfer of cash, is:


a)
not recognized in accounting


b)
an accrual transaction


c)
a debtor transaction


d)
very suspicious

43.
The "matching concept" means that:


a)
revenues should be matched with relevant costs and expenses


b)
revenues exactly equals costs


c)
assets equal claims


d)
marital accounting of contingent liabilities

44.
Revenue is recognized for the sale of goods when:


a)
a sales order is received


b)
goods are shipped to the buyer


c)
goods are received by the buyer


d)
goods are paid for by the buyer

45.
Profit is normally recognized by manufacturing company when goods are:


a)
paid in hard cash


b)
ordered by the customer


c)
shipped to the customer


d)
received by the customer

46.
Sales less cost of sales equals:


a)
net income


b)
working capital


c)
operating profit


d)
gross profit

47.
Net sales consist of :


a)
gross sales, less sales tax and discounts


b)
gross sales less sales tax, returns and discounts


c)
gross sales less sales tax


d)
tennis court accessories

48.
A gross profit percentage is computed:


a)
sales over gross profit times 100%


b)
gross profit over net income times 100%


c)
gross profit over net sales times 100%


d)
only if it's good

49.
A healthy sales to assets ratio in a manufacturing business would be about:


a)
10 : 1


b)
2 : 1


c)
1 : 4


d)
1000 : 1

50.
Cost of sales for a trading business equals:


a)
opening inventory less purchases plus closing inventory


b)
opening inventory plus purchases less closing inventory


c)
purchases plus wages paid


d)
inventory divided by 3.267 times 894.7

51.
If a business has opening inventory of 15, purchases from suppliers of 5 and closing inventory 8 and paid rent of 1, then the cost of sales is:


a)
5


b)
20


c)
12


d)
oops

52.
Gross profit less operating expenses equals:


a)
net income


b)
sales


c)
non-operating income


d)
operating profit

53.
Gain on sale of fixed assets is:


a)
non-operating profit


b)
operating profit


c)
gross profit


d)
a creativity  potential

54.
Operating profit less non-operating expense equals:


a)
net income


b)
gross profit


c)
profit before taxes


d)
profit after taxes

55.
The net income percentage to sales is normally computed as:


a)
operating profit over net sales times 100%


b)
net income over gross sales times 100%


c)
gross profit over net sales times 100%


d)
net sales times rent divided by wages paid next year

56.
Dividends declared and paid to stockholders always:


a)
reduce liabilities


b)
reduce profit


c)
reduce owner's equity


d)
keep tem quiet for a bit

57.
Assets in the balance sheet are stated at:


a)
cost or market value, or cost less depreciation


b)
selling price in normal business


c)
market value less depreciation


d)
what they would fetch in liquidation

58.
Inventory bought at 5 to resell at 10 to a specific customer is shown in balance sheet at:



a)
10



b)
7 1/2



c)
whatever a creative accountant feels he can get away with



d)
5

59.
In valuing inventory at the lower of cost or market value, the term "market value" means conservatively:



a)
the realisable value



b)
the replacement price



c)
some value lower than cost



d)
realisable value or replacement value accordingly to what type of inventory is considered

60.
The balance sheet of a business shows:



a)
what it would sell for on liquidation



b)
assets of the business and claims against those assets



c)
what it cost and almost always balances



d)
the market value of the assets

61.
A computer is a fixed asset to:



a)
a computer manufacturer



b)
a computer wholesaler



c)
a computer retailer



d)
most other companies

62.
A fixed asset was purchased for 500.  100 was paid to transport it to the factory and 50 to install it and make it work.  One month later 60 was spent to repair it. The cost of the fixed asset in the balance sheet would be:



a)
650



b)
500



c)
600



d)
710

63.
The distinction between a betterment and a repair of a fixed asset is:



a)
a betterment brings the machine up to its original condition whereas a repair does not



b)
a betterment increases the cost base of the fixed asset whereas a repair is charged to expense



c)
a betterment makes a fixed asset work like new whereas a repair merely makes the

                    machine work



d)
a child computer control problem

64.
The purpose of depreciation is to:



a)
allocate the cost of fixed assets to expense over their working lives



b)
reduce fixed assets to market value each year



c)
reduce fixed asset to nil as soon as possible



d)
wear out accountants

65.
The net book value of the fixed assets in the balance sheet repre​sents:



a)
the cost of the fixed assets not yet allocated to depreciation expense



b)
the original cost of the assets



c)
the current market value of the fixed assets



d)
the best estimate of liquidation proceeds

66.
The straight line method of depreciation:



a)
writes off the cost of the asset equally over the working life



b)
increases each year



c)
writes off the same percentage of the reducing value of the asset each year

d) is the only way to keep within the criminal law

67.
If a fixed asset has a cost of 100, accumulated depreciation of 58 and is sold for 59 what is the profit or loss on the sale?



a)
58



b)
59



c)
17



d)
14,496.45

68.
Goodwill is normally recorded on the balance sheet when:



a)
a business and the managers have nice personalities



b)
goodwill has been purchased



c)
goodwill is increasing each year and not being lost



d)
the management wants to value it and show it on the balance sheet

69.
Research and development expenditure of 5,000 is incurred to develop a product which will be sold over the next five years.  The expendi​ture:



a)
must always be charged off to expense in order to get a tax deduction in the books



b)
can be charged off to expense but may be carried forward and amortized over the next 

                    five years so as to match revenues and costs



c)
may be carried forward indefinitely as an "other" asset



d)
is better carried forward as an "other" asset in the balance sheet and all charged off next year

70.
Owners of a company with limited liability are known as:



a)
partners



b)
limited capitalists



c)
stockholders (stockholders)



d)
secured creditors

71.
Preference shares normally entitle the holder to:



a)
fixed dividend each year and part repayment of capital



b)
dividend varying with profits earned



c)
fixed dividend out of profits if earned provided the dividend is declared


d)
balance of the profits after the ordinary stockholders have re​ceived a dividend

72.
The excess of issue price of share of a company over its nominal value is:



a)
share premium



b)
profit for the year



c)
unfair to the workers who want to buy shares



d)
issued inventory capital

73.
Common stockholders are normally entitled to:



a)
the profits after payment of preference dividends



b)
the profits in a) but only if declared in dividends



c)
a fixed rate of ordinary dividend



d)
nothing until they behave better

74.
A company issues 100,000 14% bonds repayable in equal instalments over 20 years.  What is the amount required in the initial year to pay interest and to redeem the bonds? (ignore tax and D.C.F.):



a)
10,000



b)
5,000



c)
150,000



d)
20,000

75.
The parties who might be interested in the financial reports of a limited company are limited to:



a)
the management and stockholders



b)
the management and the government



c)
the government, the management, stockholders and the company's banker



d)
even more parties than mentioned above, including the wives of workaholic managers, 

                     (who have just about had enough of it). 

76.
In accounting, expenses which are incurred but not actually paid for in cash, are normally:



a)
ignored if possible



b)
treated as accruals and recorded accordingly



c)
treated as other assets



d)
note as contingencies

77.
If sales  expand, then profit will:



a)
increase



b)
remain at least stable



c)
produce an  enormous cash flow

d) only increase if margins remain stable or improve

78.
It is not possible to record on a balance sheet:



a)
the amount paid for goodwill



b)
the amount spent for research and development



c)
anticipated loss from pending litigation



d)
the morale of the company employees, who love the management

79.
The balance sheet shows:



a)
the assets owned by the business and how they are financed



b)
what a good accountant can do for you



c)
the amount the business could be sold for in liquidation



d)
the amount the business could be sold for in the open market

80.
Reliable accounting reports are based upon:



a)
creative but ethical business practices



b)
GAAP & IAS - international accounting standards and the judgement of  good, honest independent (well paid) professional accountants and auditors.



c)
scientific accounting principles

d) infallible accounting rules
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GLOSSARY (WITHOUT JOKES!)

Absorbed overhead


See overhead charged.

Account


Page in the ledger recording the common aspect of different transactions. Real, personal, nominal accounts. A record of monetary transactions grouped by categories.

Account payable


Creditor. Money owed by a business. Current liability.

Account receivable

 
Debtor. Money owed to the business.

Accountancy


Accounting.

Accounting 


Technique of preparing accounting reports from books and other records. Based on concepts and principles such as: true and fair, money, cost, conservatism, consistency, comparability, entity, going concern, recognition of profit etc. Dependent upon GAAP & IAS (International Accounting Standards).

Accounting concepts

  
Accounting principles.  Practical rules which enable bookkeeping records of transactions to be converted into accounting reports.

Accounting language

 
Special accounting meaning rather than the ordinary meaning of words.

Accounting period


Period of time between one balance sheet and the next. Period of the income statement. Usually a month, quarter or year.

Accounting principles

 
Accounting concepts.

Accounting reports

  
Reports on the situation and progress of an organization in financial terms. For example, balance sheet and income statement (income statement).

Accrual

  
Liability. Creditor. Payable. Current liability. Accounting concept: income and expense for the accounting period must be included whether for cash or credit. Matching of revenues with appropriate expenses to provide a meaningful net income figure for an accounting period, independent of the time cash may have been exchanged.

Accumulated depreciation - I

 
A total amount by which the original cost of a fixed asset shown on the balance sheet has been reduced to represent its deterioration and obsolescence. For example, consider a water works that cost one million dollars and each year depreciation of $50,000 is recorded against it. After five years, its accumulated depreciation would be 5 x $50,000 or $250,000.

Accumulated depreciation ‑ II

  
The main purpose of depreciation is to allocate fixed asset cost to expense for profit computation for future accounting periods. It accumulates a fund (but not cash) that could be used to replace assets. "Reserve" for depreciation. "Provision" for depreciation. 

Activity based cost accounting (ABC)

 
ABC is justified when management is not motivated by other cost control systems and there is significant variation in: product volume, mix, size, complexity, materials, set-up, parts etc. such that direct labour or machine hours are not good "cost drivers". ABC recognizes that with increasing automation, direct labour may be only 10% of manufacturing cost and thus other "cost drivers" should be used to allocate overhead cost to products.

Administrative overhead/expense

 
Cost of directing and controlling a business. Indirect cost. Administrative expense. Includes: directors fees, office salaries, office rent, legal fees, auditors fees, accounting services etc. Not research, manufacturing, sales or distribution overhead.

Aging

 
An analysis according to time elapsed after the billing date (or due date) to help management determine how to collect bills and to discipline customers. Allocated overhead. See overhead charged.

Amortization

 
Similar to depreciation. The process of writing off the cost of an intangible asset, such as a lease or patent, over its useful life. The accounting process for amortization is similar to the process of depreciation for fixed assets.

Appropriation account

 
Statement of retained earnings.

Asset

  
Something owned by the business, which has a measurable cost. Fixed, current or other assets.

Auditing

 
A critical investigation of the accounting records and internal controls of an organization. For many organizations, it is a legal requirement that an audit be carried out by an independent accountant prior to the issuance of the annual accounts of an organization. First thought of creditors on liquidation: can we sue the auditor?

Authorized capital

   
Capital stock of the business authorized by law. May be only partly issued for cash. Ordinary or preferred inventory.

Bad debt

  
Debtor who fails to pay. Amount written off to expense. 

Balance 


Difference between the debits and credits in a ledger account.

Balance sheet

  
Accounting report. Statement of assets owned by a business and the way they are financed from liabilities and owners equity. DOES NOT indicate the market value of the business.

Batch


Group of identical product of jobs.

Batch costing

  
Cost system where the unit of cost is a batch. Similar to job costing.

Bonds

  
Debentures. Long-term loans. Often secured on assets.  NOT current liabilities.

Book‑keeping

  
Systematic recording of transactions in debits and credits as they occur. Posting of transactions from journals to ledgers to provide data for accounting reports.

Book value

 
Two meanings:

 
(a)
Value of assets in the books, the original cost of fixed assets minus their accumulated depreciation.


(b)
Value of ordinary shares in the books. (Computed: owners equity less preference shares, divided by the number of ordinary shares).

Budget

  
Plan of action expressed in numbers, for using manpower, materials and other resources. Capital budgets are for project activities often requiring special financing. Operating budgets are for planning and controlling program activities and are often further divided into source of water supply, transmission, distribution and customer service. There can also be budgets for inventory, maintenance and overheads.

Buildings

 
Fixed assets unless acquired for re-sale. Depreciated to expense over their working life. Balance sheet value at cost less depreciation. NOT market value. Sometimes re-valued periodically. Land is NOT depreciated.

Capital


Several different meanings:

 
(a)
Capital stock.

  
(b)
Owners equity (net worth).

  
(c)
Working capital.

 
(d)
Fixed asset (as apart from expenses).

  
(e)
Assets of the business.

Capital investment

 
A large investment in fixed or other long-term assets.

Capital reserve

  
Capital surplus. Capital profit. NOT available for normal dividend. NOT retained earnings. Includes share premium. NOT cash. The money which comes mainly from customers to help finance capital investment in facilities.

Capital stock

 
Capital stock in units with or without par value.

Capital surplus

 
Capital reserve.

Cash

 
Money asset of a business. Includes both cash in hand and cash in the bank. A balance sheet current asset.

Cash discount


Discount allowed to a customer for prompt payment of the debt. Terms may be: "2 1/2% for payment within 10 days or net (no discount) for payment within one month".

Cash flow

 
Cash receipts and cash disbursements over a given period. General term meaning cash "throw off" computed as net income plus depreciation. Also used to mean cash forecast. Distinguish:


CF
-

Cash Flow - net income plus depreciation

    
EBIT  -

Earnings before interest and taxes

    
OCF   -

Operational Cash Flow - cash flow plus interest, less working capital changes less capital expenditure. Often called "Free Cash Flow" because it is cash available for new profitable investment opportunities. 


OCF "drivers" are: trading profit, sales growth, WC management, fixed asset management and tax rates.

Cash transaction


Receipt or payment of cash.

CGS

  
Cost of goods sold.

Chart of accounts

  
A systematic list of all accounts for a concern. A chart of accounts with a description of their use and operation is a manual or a book of accounts, which is a main feature of a system of accounts.

CL

  
Current Liabilities.

Claims


Claims against the assets of the business. Owners or creditors. Total claims equal total assets. Creditors claims are called liabilities. Owners' claims are called owners equity.

Closing inventory (inventory)

  
Inventory at end of the accounting period. Part of the computation of cost of goods sold.

Collateral

  
Security

Company

  
Legal entity. Limited or unlimited. Regulated by the Corporation law.

Comparability

 
Accounting concept: accounting reports are prepared consistently so that the data is comparable.

Conservatism


Accounting concept: accounting reports avoid overstating the financial position. Profits usually not recognized until realized. Losses usually recognized as soon as they are known.

Consistency

 
Accounting concept. See comparability.

Consolidated statements


Accounting statements for a group of companies as a whole with transactions between subsidiary companies eliminated. Subsidiaries should normally be more than 51% owned and controlled by the holding company. Opportunity for creativity. 

Contingent liability

 
Liability not yet recorded on the balance sheet. May or may not become an actual liability.

Contract costing

  
Cost system where the unit of cost is one contract. For long term contracts a proportion of the profit to date may be taken each year.

Contribution

  
Excess of selling price over variable cost. Contributes to fixed overhead and profit. Also used in make or buy decisions, as the excess of purchase price over relevant cost of making.

Controllable cost

 
Cost for which some person may prepare a budget and he held responsible for the variance between actual cost and budget.

Convention

 
Assumption made in accounting. Many accounting concepts arise from assumptions that have proved to be practicable.

Corporation

 
Company.

Cost

  
Several meanings:


(a)
Expenditure on a given thing

    
(b)
To compute the cost of something

    
(c)
Direct cost or indirect cost (indirect cost is overhead expense).

Cost accounting

  
Recording of cost data and preparation of cost statements.  Objectives to:


(a)
Compute the cost of a product as an aid to pricing

  
(b)
Value work in process

  
(c)
Control costs

  
(d)
Motivate managers and workers.

Cost allocated


Cost charged. Cost analyzed. (Some cost accountants use the word allocation to mean charge of whole items of cost as distinct from apportionment, which covers analysis of proportions of an item of cost). 

Cost apportioned

 
Cost charged. Cost analyzed (Some cost accountants use the word "apportionment" to mean analysis of proportions of items of cost. See also cost allocated).

Cost centre (pool)


Centre for analysis of overhead into smaller cost sections. Used to compute more precise overhead rates. Better cost control. Productive and service cost centres.

Cost charged

  
See cost allocated.

Cost classification

  
Grouping of costs by common characteristics.

Cost code

  
Series of alphabetical or numerical symbols to represent descriptive title in cost classification.

Cost concept


Accounting concept. Assets valued at cost NOT market value. Exceptions:


(a)
Fixed assets valued at cost less depreciation.

    
(b)
Current assets normally valued at the LOWER of cost or market value.

Cost control


Objective of cost accounting. Achieved by:

    
(a)
Setting of budget or standard cost

    
(b)
Recording of actual cost

    
(c)
Comparison of standard and actual cost to compute variances (differences)

    
(d)
Investigation of cause of variances

    
(e)
Action by responsible management.

Cost driver


Basis of overhead allocation used in activity cost accounting; may relate to direct labour, number of parts, number of sets ups, production units or any factor that "drives" costs.

Cost elements

 
Basic analysis of cost to compute overhead rates: direct labour plus direct material plus direct services equals PRIME COST; prime cost plus manufacturing overhead equals MANUFACTURING COST; manufacturing cost plus sales, distributive and administrative overhead equals TOTAL COST.

Costing

 
Two meanings:

  
(a)
to estimate costs

    
(b)
cost accounting.

Cost manual


Manual of responsibilities, routines, forms and reports in a cost system.

Cost of capital


Complex concept. Simplified, the weighted (E:D) average after tax cost, of financing from long term debt or equity. If debt costs say 6% after tax and equity say 12%, then with and E:D of 1:1, the average cost of capital would be say 9%. Thus for increasing EVA/SVA new investments must return more than say 9% after tax. Depends strongly upon the E:D ratio set by management. Cost of capital is the "hurdle rate" for new investment to ensure EVA; thus ALL managers should be able to relate CoC in all business activities. 

Cost of debt


Complex concept. Simplified, the cost of debt is part of the Cost of Capital computation; it is the annual long-term interest rate (after tax), weighted by the E:D ratio. See also Net debt to equity ratio.

Cost of equity


Complex concept. Simplified, the cost of equity is part of the Cost of Capital computation. Equity is not "free" because stockholders have expectations of dividends and SVA (added share value). Generally higher than the cost of debt. Various computation techniques available which involve the "Beta" coefficient and weighted by the E:D ratio.  Most methods compute the cost of equity as: risk free rate plus a risk or growth rate.

Cost of goods sold

  
Cost of goods ACTUALLY sold during the accounting period. Excludes cost of goods left unsold. Excludes all overhead except manufacturing overhead. Charged in the income statement. Sales less cost of goods equals gross profit. Cost of sales.

Cost of sales

  
Cost of goods actually sold. Labour, material and manufacturing overhead adjusted for changes in inventory of raw material, work in process and finished goods.

Cost reduction


A key objective of cost accounting and control, with new CCI's (Cost Control Initiatives) becoming continually evident. Every cost can be reduced over time by: economy, technological advance, cutting operations and planning. 

Cost report

  
Cost statement.

Cost statement

  
Statement of cost and/or operating results of all or part of a business. Prepared promptly with reasonable accuracy. Contains comparative data. Cost report.

Cost unit


Unit of cost. Unit of product chosen as focus of cost accounting. Contract, job, batch, product or process.

Creative accounting - I


Manipulation. Technique of adjusting the net income of the period to achieve the objectives of various parties.  Methods include: deferred expenses, capitalized expense, change in depreciation rates, losses charged to reserve or retained earnings, timing of special profits or losses, acquisition of profit‑making or loss‑making subsidiaries, consolidation adjustments, accruals or contingent liabilities etc.

Creative accounting ‑ II

   
Must be in accordance with accounting principles acceptable to the auditor; conservative manipulation is often regarded as a reasonable practice. Need to detect it by careful study of the notes to financial statements. Often done in times of short-term financial crisis to keep a company alive until it can recover financial health. With company failure, creditors often hold auditors liable for losses.

Current cost


Actual cost. Not estimated cost. Not standard cost.

Current liability


Liability due for payment within one operating period, normally one year. Does not include: long-term liabilities or owner’s equity.

Current ratio


Ratio of current assets divided by current liabilities. Measure of liquidity.

Current tax liability


Current liability for income tax. Due within one year. See also future income tax liability.

Debentures


Secured loans.

Debit


A book-keeping term meaning an entry on the left‑hand side of a bookkeeping record, as in "debits on the left, credits on the right".

Debt capacity


Ability of the company to borrow more debt because its E:D ratio is healthy. High debt-capacity encourages "take-over bids"; low debt capacity risks bankruptcy.

Debtor


Receivable. Account receivable. Money due to business. Current asset. Someone who has received goods or services but has not yet paid for them.

Deferred shares


Shares of a company ranking for dividend after preference and ordinary shares. Deferred inventory.

Deficit


A loss on the revenue account.

Depreciation


Allocation of the cost of a fixed asset (building, equipment, vehicles etc.) over its working life. Measure of the cost of using the fixed asset. (Land does not normally depreciate.) Methods: straight line, diminishing balance, sum of the digits.

Depreciation (buildings, vehicles, etc.)


Allocating the cost of a fixed asset to expense over its working life. Measure of the COST of using the fixed asset. Land does not depreciate. See also accumulated depreciation, depreciation expense, straight-line depreciation and diminishing balance depreciation.

Depreciation expense


Depreciation (at cost) during the accounting period. NOT the same as accumulated depreciation except in the first year of the fixed asset. See depreciation.

Derivative


Complex financial instrument to reduce risk and avoid loss. See Hedging. 

Diminishing balance depreciation


Depreciation method charging off the cost of a fixed asset by LEVEL PERCENTAGE of the reducing balance over its HORIZON (working life). The percentage remains the SAME but the depreciation charge decreases.

Direct cost


Cost which can easily be attributed to a service or product such as the cost of the labour and materials that went into it. 

Direct costing


Cost system for variable costs only. All fixed costs charged to income statement and not to product or job cost accounts.

Direct costs


Costs conveniently associated with a unit of product. Normally direct labour, direct material, direct services (e.g. hire of equipment for one specific job). All other costs are indirect costs known as overhead expenses.  Some cost accountants also use the term "direct" for specific costs. i.e. overhead expenses which are clearly identifiable with a overhead cost centre but not with a unit of product).

Direct expenses


Direct costs, which may be conveniently associated with unit of product. Direct services. See direct costs. Direct Labour conveniently associated with a unit of product. Direct material. Direct cost. Conveniently associated with a unit of product. Material that forms part of the product sold. Not indirect material. Not manufacturing overhead.

Direct services


Direct expenses. Direct costs.

Direct wages


Direct labour.

Direct wages


Direct payroll. Covers all operating labour. Does not normally include inspector’s wages, foreman's salary, indirect labour, wages paid to persons normally employed on production for time spent on other work, etc. See direct costs.

Director


Officer of a limited company. Member of the board of directors. NOT a partner.

Distribution overhead


Cost of packing and distributing the product. Indirect cost. Overhead. Often grouped with sales overhead and charged to jobs as a percentage of manufacturing cost.

DRS 


Receivables (Receivables).

Dual aspect


Accounting concept. Two aspects of each transaction. Basis of double entry bookkeeping. Debit and credit.

Earnings


Income. Profit. Revenue. 

Ebit


EBIT. Earnings before interest and income tax. A useful measure of liquidity and the ability to pay interest on loan term liabilities easily, and thus have low risk of failure and liquidation. EBIT/Interest of 10 is safe. EBIT/Interest of 2 is high risk. Need to replace long term loans with equity or provide higher earnings.

Ebita


EBITA Earning before interest, taxes and depreciation. EBITA/Interest is a useful measure of the risk of too much long term debt and too little equity.

Entity


Accounting concept: accounting reports are prepared for a SPECIFIC ENTITY. A shopkeeper, who PERSONALLY owns his business premises, has three entities and rewards.

Equipment


Fixed asset if acquired for LONG-TERM USE and NOT for re-sale. Recorded in the balance sheet at cost less depreciation, not at market value.

Equity


Money provided by the owners; any right or claim to assets. An equity holder may be a creditor, part owner or proprietor.

Eva


Economic Value Added. Financial technique for measuring performance not merely by increased profits, but by increased market value (market capitalization) of the company. Represented the PV (Present Value at CoC) of all future sustainable cash flows. Operating profit after tax/capital employed must return more than the CoC. 


Drivers for EVA, include: cash flow, sales growth, operating profit margin, tax rate, working capital, fixed assets, cost of capital, growth etc. Value of a business may be simply computed:


V  
=
OCF/(r - g), where:    


OCF
=
Operating Cash Flow (100)   


r   
=
Cost of Capital (say 9.3%)   


g 
=
Growth Rate (say 5.3%)   


V
=
100/(0.93 - 0.53) = 250 

Excess over par value


See inventory premium.

Expenditure


Money paid for cost, expense, asset or other purposes. An expenditure is charged against income in the period when that asset is consumed to help generate that income.

Expense


Expenditure properly chargeable in the income statement. Amount used up during the accounting period. Indirect cost. Manufacturing, selling or administrative expense. Includes DEPRECIATION of fixed assets. Expenses are "matched" against revenues during the accounting period to compute the figure of profit. Not fixed asset. 

Expense analysis sheet


Record of expenses for analysis.

Face value


Nominal value of shares, par value. Not the book (owners equity) value or market value.

FIFO - First in first out


Method of costing material issues assuming that first goods received are first issued.

Finance


Dealing with money and its investment.

Financial position


Display of assets and liabilities on a balance sheet.

Finished goods inventory


Inventory or inventory of finished goods. Valued at lower of cost (of labour, material and manufacturing overhead) or market value. Sometimes valued at direct cost only.

Fixed assets


Assets such as land, plant and equipment acquired for long-term USE in the business and NOT for re-sale. Charged to overhead expense periodically as DEPRECIATION. Recorded in the balance sheet at cost less depreciation, not market value. Sometimes re-valued periodically. Land is NOT depreciated. See also expense. Note: purchases of small low value fixed assets (e.g. under $500 each) are often charged as expense, to avoid depreciation calculations and show a conservative financial position. 

Fixed cost


Operating expense that depends on the passing of time, and not so much on business volume. For example, interest on loans, rent, property taxes, depreciation (mostly).

Fixtures and fittings


Fixed assets if acquired for use and NOT for re-sale for each cost centre.

Forex


Management of foreign exchange risk in international business transactions. May involve high risk if not controlled. Very complex instruments now available not always fully understood by non-professionals. 

Funds-flow statement


Funds received and expended; sources and applications of funds showing elements of net income and working capital to help managers understand the whole financial operations for a period of time.

Future tax liability


Reserve for future income tax. Tax computed on the current year's profit not due for payment until a future date. Normally becomes the current tax liability in the following year.

GAAP


US - Generally Accepted Accounting Principles. Similar to IAS but not as rigorous.

General manufacturing overhead service cost centre


Cost centre used to accumulate general manufacturing overhead item. Subsequently recharged on an arbitrary basis to all cost centres. Covers such items as the factory manager's salary and office costs.

General expense


Expense of the business, which is NOT part of manufacturing, selling or administrative expense. Sometimes grouped with administrative expense in the income statement. Includes: audit fees, legal expenses etc.

General reserve


Part of retained earnings set-aside in the owners equity section of the balance sheet. Avoids distribution of profits as dividends. IS NOT AN ASSET. IS NOT CASH. MERELY PART OF OWNERS EQUITY SHOWN SEPARATELY ON THE CLAIMS SIDE OF THE BALANCE SHEET.

Going concern


Accounting concept: all accounting reports and values assume that the business is continuing and not about to liquidate (end). In accounting, MARKET values are therefore based upon those expected in the NORMAL course of business.

Goodwill


Value of the name, reputation or other intangible assets of a business. In accounting, it is only recorded (at cost) when it is PURCHASED. Not depreciated. Often written off to nil. Never valued at market price. Generally a hidden asset of the business.

GP


Gross Profit.

Gross profit


Sales minus cost of goods sold. Profit computed before charging for selling and administrative expenses etc.

Gross profit percentage


Measure of profitability computed: Gross profit/net sales  x  100%

.

Hedging


Using financial instruments to reduce the risk of loss on FOREX and interest payments etc. Instruments include a wide variety of: options, forward transactions, futures, derivatives etc. See FOREX.

Historical costing


Accumulation of past costs. Actual not standard costs. In financial management to produce EVA (economic value added), each manager's division of the business must achieve.

IAS


International Accounting Standards. Similar to GAAP.

Income statement


Profit and loss statement. Earnings statement. It shows the income, expenses and net income (or net loss) for a period of time.

Income 


Earnings. Profit. Revenue. Sometimes used to mean sales and all forms of incoming benefits, not necessarily in cash. Money or money equivalent earned or accrued in an accounting period.

Income tax liability. 


See current tax liability or future tax liability.

Incomplete transaction


Transaction incomplete at the end of the accounting period. Cause of uncertainty in accounting. Concept of profit recognition must be employed to determine in which accounting period the profit is earned or loss sustained.

Indirect cost


Overhead. Costs which cannot be directly attributed to a unit of production, service or product.

Intangible asset


Asset which cannot be physically touched. Normally "other" asset. NOT fixed or current asset. Examples are goodwill and patents.

Indirect material


Material used which does not form a measurable part of the product sold. Not conveniently associated with unit of production Includes: oil, rags, factory supplies etc.

Indirect cost. 


Usually manufacturing overhead. Sometimes direct material for very low value is treated as indirect material to save clerical costs.

Indirect expense


See indirect cost.

Indirect labour


Labour that cannot be conveniently associated with a unit of production. Indirect cost. Overhead. Not a direct labour but does include the non-productive time and activity of normally direct workers. Indirect wages. Indirect labour.

International Accounting Standards


Similar to GAAP. IAS. Accounting concepts that help financial reports from different countries comparable.   series of published accounting standards by a recognized international professional committee of eminent accountants, which seeks (subject to political influence) to standardise accounting concepts and thus achieve reliable international financial reporting (income statements, balance sheets, cash flows, funds flows, audit reports etc.) and notes to financial statements. Much more reliable than standards based only on national company law and tax law. Always ask for a reconciliation between the profit under local national standards and GAAP & IAS.
Inventory


Store of goods on hand for re-sale. Includes supplies. Valued at cost or LOWER market value, NOT selling price. Increased by purchases. Decreased by cost of goods sold. Balance sheet current asset. Not a fixed asset.

Investment centre


Unit of organization where the performance is measured by return on assets employed (not cost or profit alone). Motivates managers to be "investment-oriented". Dependent upon the "transfer price" for internal transactions. 

Issue price of a share


Price at which inventory is first sold by a company. Normally the nominal value plus share inventory premium or less share discount.

Investment


Amount invested in inventories, shares, bonds, debentures or any asset. See also trade investments and marketable securities.

Issued capital


Capital stock actually issued by a company. Part of owners equity in the balance sheet. See also authorized capital. Price at which a share is first sold by a company. Normally the nominal value plus share premium or less SHARE discount. May be ordinary, preference or deferred shares. NOT bonds or debentures. NOT cash. NOT working capital.

JIT


See "Just In Time" inventory control.

Job costing


Cost system based on one job as the unit of cost.

Job card


Record of work done by direct labour Job Unit of cost. Single job, order or contract.

Just in time Inventory Control (JIT)


JIT inventory control seeks to reduces inventory holding and material handling charges, through managed supplier relationships. Inventory levels of two weeks supply are often been reduced to the level of four hours, with sub-contracted parts moving from transport directly to production lines.

Labour hour rate


Worker rate of pay per hour.

Labour time record


Time card. Clock card.

Land


Freehold or leasehold property owned by a business. Normally fixed asset. Recorded at cost. NOT depreciated. Sometimes land and buildings re-valued to market value. Difference between cost and

LAPP ‑ System - 


Analysis of the financial health of a company, by comparing key ratios against budget and industry averages, for:       



Liquidity & Gearing ‑
measured by: quick ratio (1 1/2 : 1), current ratio (2:1), equity: debt ratio (2:1). 



Activity ‑
measured by: sales/assets (1 plus), cost of goods sold/ Inventory, days of payables, days of receivables. 



Profitability ‑
measured by: gross profit/sales, net income/sales, net income/owners equity.       



Potential ‑    
in terms of: sales orders, products, markets, facilities, finance, contingencies management etc. 

The above are a general indication of healthy ratios, esses, but the key data for comparison is the healthy ratio averages for each particular industry e.g. various forms of retailing, wholesaling, manufacturing, services etc.

Last in first out (LIFO)


Method of costing material issues assuming that the last item received is the first item issued. Conservative in time of rising prices. Little used except to avoid taxation.

Lease


An arrangement with the owner of an asset that allows another person or organization to use it.

Ledger


A group of accounts showing in detail all the transactions on those accounts. Small organizations may still keep ledgers in books; large organizations now store such information magnetically on tape or disks.

Liability


An amount owed by one person or organization to another. Lifo - Last in first out method of costing inventory.

Limitations of cost data


Data for one purpose may not be relevant for other purposes. Costs often meaningless unless prepared quickly and presented with comparative data against which to measure performance. Cost depends upon the judgement of the cost accountant.

Limitations of accounting


Accounting reports show a limited picture of a business because:


(a)
Some important facts cannot be stated in money terms.


(b)
Accounting periods at fixed intervals involve uncertainty due to incomplete transactions.


(c)
Accounting reports depend on concepts.


(d) 
Accounting is not scientific, but depends upon judgement.

Limited company


Corporation whose stockholders have limited their liability to the amounts they subscribe to the inventory they hold. Regulated by the corporation acts and SEC regulations.

Liquidity


Availability of cash or assets easily turned into cash to pay liabilities.

Long-term liability


Liability NOT due for payment within one year. Bonds, debentures or loans. Holders are creditors and receive interest. They are not stockholders. Not current liability. Not owner’s equity.

Loss


Opposite of profit or income.  Excess of costs and expenses over income or sales. Reduces owners equity. May not affect the cash balance. Deficit.

Loss on disposal of fixed assets


Loss due to sale or disposal of fixed assets. Excess of fixed asset cost over accumulated depreciation, and scrap or sale proceeds. Treated as "other income and expense" in the income statement. Significant losses or profits sometimes charged to capital reserve.

LTL


Long-term Liabilities.

Machine hour rate


Two meanings:


(a)
Overhead rate for manufacturing overhead based on machine hours worked on each job. Suitable for machine sections. Not suitable for assembly work.


(b)
Rate for operating a machine for one hour

Machinery


Fixed asset if acquired for USE and not for re-sale. Valued at cost less depreciation. Machinery manufactured or acquired for RE-SALE is inventory. See depreciation.

Maintenance cost


Maintenance and repair of machines and buildings.

Manipulation


See creative accounting. An impolite word. Never use it to accountants!!

Manufacturing overhead


Indirect cost of running the factory. Includes rent, rates, lighting, power foreman, maintenance, repairs, insurance etc. Does not include the full costs of machines, only machine depreciation.

Manufacturing expenses


Overheads for manufacturing. Part of cost of goods sold. Not sales or administrative expense. Marginal costing. See marginal cost. Sometimes variable cost only. Sometimes used to mean direct costing. Marginal cost. Relevant cost of producing one more unit

Matching


Accounting concept: costs and revenues in the accounting period should be "matched" in order that the computed profit may be true and fair. Matching means "appropriate to" not "equal to".

Material cost


Cost of material used. See direct material and indirect material.

Material issue analysis sheet


Record summarizing and analyzing material issues by jobs, contracts, products or overhead accounts.

Material requisition


Stores or inventory requisition. Issue ticket.

Money


Accounting concept: limitation of accounting reports, which cannot reveal facts about the business, which cannot be expressed in money terms.

Mortgage


Long-term loan normally SECURED on fixed assets, usually property. Long-term liability. Not a current liability.

Net income


Profit for the accounting period after income tax. Net income. Net earnings. Increases owners equity. Does NOT necessarily affect cash balance.

Net worth


Owners equity. Assets less liabilities. Balance sheet value of owner's claims based on accounting concepts. Does not indicate the market value of a business.

Net


Two meanings:


(a)
Figure after deduction, e.g. GROSS sales less sales returns, equal NET sales.

 
(b)
Payment of the full amount due with no allowance for cash discount (2 1/2% 10 
days, net 30 days).

Net income


See net income.

Net income percentages

 
Measures of profitability:

 
(a)
Net income to sales: Net income/net sales  x  100%

 
(b)
Net income to owners equity (return on investment): Net income/owners equity x 100%. Note: return on investment may appear to be high if the assets in the balance are significantly UNDERVALUED.

Nominal value


Face (par) value of shares. Authorized and issued capital stock in the balance sheet shows the nominal value of the shares separately from any premium or discount. Not the book value or market value of shares.

Non-operating expenses


Expense not directly related to NORMAL operations, e.g. loss on sale of fixed assets, interest paid etc., significant losses sometimes charged to retained earnings or even to capital reserve.

Non-operating income


Income not arising from NORMAL operations, e.g. profit on sale of fixed assets, dividends received etc.

Notes to financial statements

 
Notes attached to the balance sheet and income statement which explain:

 
(a)
Significant accounting adjustments.


(b)
Information required by law, if not disclosed in the financial statements.

 
(c)
Changes in accounting concepts used to prepare the financial statements.


(d)
Exceptions to consistency with previous figures.


(e)
Contingent liabilities.


(f)
Commitments.


(g)
Reconciliation of net income with GAAP & IAS.

Objectivity principle

 
Accounting information must be based on verifiable (but perhaps irrelevant for decision-making) evidence.

NP


Net income.

OA

 
Other assets.

OCA


Other current assets than cash and receivables, usually.

Objectives of cost accounting


See cost accounting.

Occupancy


Cost of occupying a building. . Includes rent rates, lightning, heating, cleaning, maintenance etc. Sometimes accumulated as a service cost centre and recharged to other cost centres on the basis of floor space occupied. Avoids apportionment of each individual cost to each cost centre separately.

OE


Owner's Equity.

Opening inventory

 
Inventory at the beginning of the accounting period.

Operating cash flow


Net income plus depreciation and interest, less working capital changes less normal capital expenditure. Often called "Free Cash Flow" because it is cash available for new profitable investment opportunities. 

Operating expenses

 
All overheads of the business. Sometimes restricted to mean only selling, administrative and general expenses.

Operating profit


Gross profit less operating expense in the income statement. If financial management, to produce EVA (economic value added) each division of the company must ensure that:


OPAT/NAE X 100% exceeding the CoC, where:

 
OPAT
= Operating profit before interest but after tax 


NAE

= Net assets employed (assets less current liabilities)


CoC

= Cost of capital.

Opportunity cost

 
Not a cost at all. The value of a particular alternative course of action.

Option (share)


The right but not the obligation to buy shares in a company at a fixed price. A creative way of rewarding management which is never charged as an expense to the income statement. Beware!!

Order


Purchase order to a supplier for delivery of goods and services.

Ordinary shares


Capital stock. PART of owners equity in the balance sheet. Holders entitled to dividends recommended by the directors. Not preferred inventory. Possible values:


(a)
Face or nominal value.


(b)
Market value.


(c)
Issue price (including any premium).


(d)
Book value (total owners equity less the par value of preferred shares). See also deferred shares.

Ordinary inventory


Ordinary shares. Common inventory. Shares in units.

Organization (for cost accounting)


Definition of authority and responsibility in a business in order to design the appropriate cost accounting system. Cost analysis follows the organization plan. Manufacturing, sales and administrative costs may be analyzed for the business as a whole, or for each division or product group.

Other assets


Assets which are not fixed or current assets. Normally: goodwill, research expenditure carried forward, trade investments etc. Valued at cost not market value, unless LOSSES are exceptional.

Other payables


Creditors or accruals for services. Not accounts payable for purchase of material and supplies. Current liabilities.

Output costing


Cost system for a business or department with only one output of identical products.

Overhead

 
Indirect cost. Cannot be conveniently associated with a unit of product. Expense. Manufacturing, sales or administrative. Not direct cost.

Overhead absorbed

 
See overhead charged.

Overhead allocation


Routine:


(a)
Compute amount of overhead

   
(b)
Estimate measure of activity

   
(c)
Compute overhead rate.


The measures of activity may be: direct labour cost, direct labour hours, prime cost or machine hours. 

Overhead overcharge

  
Indicates that actual activity exceeded estimated activity. Credit or profit in the income statement because job costs charged with too much overhead.

Overhead charged


Overhead allocated or absorbed or recovered. Overhead charged to a contract, job or product using an overhead rate.

Overhead expense

 
Overhead. Indirect cost. Fixed or variable with volume of production. See manufacturing, sales and administrative or general expenses. NOT direct cost. NOT direct labour. NOT direct material. 

Overhead rate


Rate for charging out overhead to jobs, contracts or products. Overhead rate may be for the whole factory or Overhead recovered. See overhead charged.

Overhead under or over charged


Overhead under or over absorbed, allocated, recovered. Difference between overhead incurred and overhead charged to contracts or jobs using an overhead rate.

Overhead undercharge

 
Undercharge indicates that actual activity was less than estimated activity. Loss in the income statement because job costs charged with too little overhead. Normally applied to manufacturing overhead. Not sales or administrative overhead.

Owner’s claims

 
Owner’s equity.

Owner’s equity


Owner's claims. Net worth. Amount due to owners of the business. Increased by profits. Reduced by losses and dividends. Note: assets less liabilities equals owner’s equity.

Package of accounting reports

 
Set of financial statements. Balance sheet, income statement, statement of retained earnings, funds flow, cash flow.

Par value

 
See nominal value.

Patent

 
Legal right to exploit an invention. Asset in the balance sheet. Recorded at cost less depreciation under the heading "other assets".

Payable

 
Creditor. Liability. Account payable.

Payroll allocation

 
Wages analysis.

Payroll

 
Wages sheet. Wages. Labour.

Payroll analysis

 
Wages analysis.

Plant


Equipment and machinery. Fixed asset if acquired for use and NOT for re-sale.

Pre-determined cost

 
Cost estimate. Standard cost.

Preferred share

 
Share, which entitles the holder to fixed dividends (only) in preference to the dividends for ordinary shares. On liquidation, normally entitled only to the par value. No right to share in excess profits. Preferred inventory.

Preferred inventory


Preference shares in units.

Prepaid expense


Expense paid in advance for more than one accounting period. Examples prepaid rent or taxes, unexpired insurance premiums.

Primary costs

 
Analysis of costs into labour, material and overhead. See elements of cost.

Prime cost


Direct labour plus direct material plus direct services. Direct cost. Cost system for a sequence of operations where the unit of cost is one process.

Principles of accounting


Accounting concepts. GAAP & IAS. 

Product group

 
Group of products classified for cost analysis.

Productive cost centre


Cost centre engaged in direct manufacturing or productive operations; machine shops, assembly shops etc. Not a service cost centre.

Profit before tax

 
Operating profit less non-operating expenses plus non-operating income, in the income statement. NOT net income.

Profit and loss appropriation account 


Statement of retained earnings. Retained earnings. Balance of income statement.

Profit

 
Income. Earnings. Excess of sales over costs and expenses, during an accounting period. Does not necessarily increase cash ‑ it may be reflected in increased assets or decreased liabilities. Increases owners equity. The term Net income sometimes means profit less income tax.

Profit after tax


Net income. Profit before tax, less income tax for the accounting period, in the income statement.

Income statement


Income statement. NOT a balance sheet.  statement showing sales, costs, expenses and profit for an accounting period.

Profit centre


Unit of organization where the performance is measured by profit (not cost) against budget. Motivates managers to be "profit-oriented". Dependent upon the "transfer price" for internal transactions. 

Proforma statement


Projected financial statement for a future date or period, based on transactions not yet made; frequently accompanies a budget.

Provision

 
Strictly means liability, but often has several different meanings:


(a)  Reserve, e.g. future income tax liability.


(b)  Accumulation, i.e. accumulated depreciation.

 
(c)  Expense, e.g. depreciation expense.


(d)  Accrual, e.g. accrued expense, liability.

Provision for federal income tax


Federal income tax on the profit in the income statement. Sometimes refers to the:


(a)  Charge in the income statement and/or


(b)  Liability in the balance sheet.

Published financial statements


Balance sheet, income statement and statement of retained earnings, with comparative figures and notes disclosing the information required under the law. Less informative than internal statements. See notes to financial statements.

Quick assets

 
Cash, call loans, marketable securities, commodity immediately saleable, receivables. Quick assets can be made liquid in the immediate future, such as within a month.

Quick liabilities

  
Current liabilities payable within about a month.

Quick ratio

 
Ratio of quick assets to quick (current) liabilities. A measure of immediate liquidity.

R & D


Research and development costs. Normally expense. Sometimes treated as "other asset".

Receivable


Account receivable. Debtor. Current asset.

Recognition of profit


Accounting concept: profit (income) is not recognized and recorded until REALIZED (in cash or receivables). By contrast, LOSSES are recognized IMMEDIATELY THEY ARE KNOWN. Profit normally recognized when goods are shipped to the customer NOT when the order is received or when the customer pays for the goods.

Redeemable preferred inventory


Preferred inventory, which may be repurchased by the Company from the stockholders. Part of owners equity. NET common inventory.

Relevant cost


That part of total cost that is relevant to a particular decision or course of action. Refers more to variable rather than fixed costs. May change over time.

Research cost


Cost of research. Separate overhead or part of manufacturing overhead. Indirect cost. Not normally direct cost. Expense. Sometimes carried forward as an "other asset" if it is of specific future benefit for a future limited period.

Reserve

 
Vague term. Strictly means retained earnings. See revenue reserve, capital reserve, and provision.

Retained earnings


Retained earnings. Available for dividend. NOT capital reserve. NOT capital surplus. Part of owners equity.

Retained profit


See retained earnings.

Returns


See sales returns.

Revaluation

 
Sometimes fixed assets re-valued from cost to current values. Difference credited to capital reserve.

Revenue

 
Earnings. Income. Profit. Sometimes also used to mean sales.

Revenue recognition

 
Revenue is recognized in accrual accounting at the time of sale, regardless of when the money changes hands.

Rules

 
Accounting rules are concepts. Some rules are definite, others depend on judgement. See GAAP & IAS. 

Salary cost

 
Not normally conveniently associated with a unit of product. Usually manufacturing sales or administrative overhead.

Sale


Price for which goods are sold. Total of amounts sold. Recognized normally when goods are shipped to the customer.

Sales allowance

 
Special allowance to a customer against the amount due for goods sold. Often allowed for damaged goods or shortages.

Sales discount


Trade or cash discount on sales.

Sales expense


Cost of promoting sales and retaining custom. Indirect cost. Overhead expense. NOT manufacturing, administrative or general expense. Includes: advertising, sales literature, sales salaries, travelling expenses, depreciation of sales cars etc.

Sales overhead


Cost of promoting sales and retaining custom. Indirect cost. Overhead expense. Not a manufacturing or administrative overhead. Includes: advertising, sales literature, sales salaries, travelling expenses, depreciation of sales cars etc.

Sales return


Goods returned by customers.

Sales tax


Value added tax (VAT) charged  on each sale.

Salvage value


Scrap value. The value of a fixed asset that is realized when it is sold.

SEC


A US government agency which sets regulations for financial reporting and securities and inventory exchange activities. Thus any multinational company quoted in New York must produce audited financial statements to GAAP & IAS.

Security


An asset pledged against a liability. Collateral. Assets claimable by some creditors in priority to others.

Selling expense


Sales expense. Expense incurred to get and keep customers.

Service cost centre

 
Cost centre for activities not engaged in direct productive operations. Includes: power-house, maintenance, internal transport, and production control. Not a productive cost centre. Manufacturing overhead. Recharged to appropriate cost centres.

Share


Document certifying ownership of shares in a company. Capital stock. Part of owner’s equity.

Share option


See options.

Share premium


Inventory premium. Excess of original sales price of an inventory over its face or par or nominal value.

         Owners equity. Capital (inventory) reserve. NOT available for dividend.

Capital stock

 
Capital stock. Part of owners equity. Money put into a business by the owners. Ordinary, preferred or deferred shares.

Shareholder


Owner of part of the capital stock and owners equity.

Specific cost

 
Indirect cost clearly associated with a specific cost centre. Not direct cost. Overhead.

Stakeholders


All the parties who benefit from the EVA of a company, including: customers, employees, stockholders, management, suppliers, banks, trade unions, NGO's, government etc.

Standard cost


Predetermined standard of performance against which to measure actual cost. Standard cost as opposed to actual or historical costing.

Standard rate

 
Rate which is set at the beginning of an accounting period. Not the actual rate. Simplifies clerical work in cost accounting.

Inventory requisition


Material requisition.

Stock (shares)


Usually means capital stock or shares (note that, in Europe and in the retail trades, the word inventory is also used to mean inventory).

Stock (inventory)

 
Inventory of goods on hand. Stores. Raw material, work in process or finished goods. Valued at the lower of manufacturing cost or market value.

Stockholder

 
Shareholder.

Stores requisition


Material requisition.

Stores


Location for keeping inventory or inventory. Inventory. Inventory. Supplies.

Straight line depreciation


Depreciation method charging of the cost of a fixed asset equally over the years of its working life.

Straight line depreciation


Depreciation method charging off the cost of a fixed asset equally over the years of its working life. See also depreciation, diminishing line depreciation.

Strategic cost management (SCC)


SCC starts with the cost structure of the enterprise in terms of fixed and variable costs to identify and reinforce only those activities that "add value" to the operations of the enterprise. SCC seeks motivating "cost drivers" for these critical "added value" activities thereby seeking "competitive advantage" for the enterprise in the market.

Subsidiary

 
A company, the majority of whose shares are owned by one other organization. The latter is the parent company.

Supplies


Materials used up. NOT part of the product.

Sva


Share Value Added. Complex concept. Simplified, SVA is a key financial objective. SVA is produced when the sustainable cash flows and dividends lead to increased short term and long term share value, as related to the share index by the Beta coefficient. Directly related to EVA.

Tangible asset

 
Asset which can be physically identified or touched. Sometimes means only those assets which have a definite value, i.e. excludes intangible assets, goodwill and R. and D. expenditure carried forward.

Trade creditor


Account payable. Money owed for credit purchases. Current liability.

Trade discount

 
Deduction from the selling price of an invoice because the buyer is in the same trade as the seller. NOT a cash discount.

Trade investment


Investment in shares or debentures of another company in the same trade or industry. Long-term investment. NOT a marketable security. "Other asset" in the balance sheet. Value at cost, unless there is a substantial loss.

Transaction


A business event recorded in the accounts. A change in two items in the balance sheet. Cash or credit transaction. May be sale, purchase, cash receipt, cash payment or accounting adjustment. Translated into debits and credits in the book-keeping records.

Treasury inventory


Capital stock (shares) sold by a corporation and then purchased and held for possible re-sale. Deduced from owners equity in the balance sheet. Nothing to do with the US Treasury.

True and fair


Accounting concept: balance sheet and income statement show a "true and fair view" of the business, in accordance with generally accepted accounting principles.

Unabsorbed overhead


See overhead undercharged.

Unallocated overhead

 
See overhead undercharged.

Uncertainty


Limitation of accounting. Uncertainty at the end of each accounting period makes it difficult to determine the "true and fair" position. Uncertainty arises from:


(a)
Incomplete transactions.

 
(b)
Market value of inventory.

 
(c)
Horizon (working life) of fixed assets for depreciation calculations.


(d)
Realizable values of current assets.


(e)
Contingent liabilities not yet known or calculable.

Uncontrollable cost

 
See controllable cost.

Unit of cost


Unit of production for cost accounting. Contract, job, batch, process.

Unit of product


Unit of cost for cost accounting.

Unit of output


Unit of product.

Unpaid dividends

Dividends declared as due to stockholders but NOT yet paid in cash. Shown as current liability in the balance sheet. Deducted from retained earnings in the owners equity.

Value


Several meanings:


(a)
Accounting value ‑ value according to accounting concepts, appropriate to the particular asset. Fixed assets valued at cost less depreciation. Current assets generally valued at cost or LOWER realizable value.


(b)
Market value ‑ realizable value of inventory in the normal course of business. (Not in liquidation).

 
(c)
Real or "true" value ‑ NOT known in accounting ‑ all estimates!!

 
(d)
Economic value ‑ see EVA.

Variable cost


Cost which vary with the volume of production or sales.

Variable expense


Variable cost. Variable overhead.

Variance


Difference between actual and the standard of performance i.e. budget, standard cost or previous cost. Sometimes analyzed into: price, efficiency, seasonal and volume variances.

VAT


Value added tax. Sales tax.

Wages analysis


Payroll analysis. Record analyzing labour cost by contract, job, batch, process or overhead account.

Wages

 
Payroll. Pay of workers. Labour cost.

Waste reduction audit (WRA)


Audit which investigates material inputs and outputs for each process, to identify waste and achieve cost savings by waste reduction, re-use and recycling. Highly cost effective. Improved housekeeping is a major cost reduction.

Working capital


Special meaning: current assets less current liabilities. NOT the same as "capital". Normally cash, receivables and inventory financed by suppliers and banks. Working capital expands with sales. Normally working capital needs to be managed because it manages itself rather badly!

Working capital ratio

 
Ratio of current assets to current liabilities. Indication of the liquidity of the business.

Work in process


See inventory. Work partially completed. Valued at lower of manufacturing cost or market value.
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NOTE: FOR A TECHNICAL NOTE (20 pp) ON ALL THE KEY CONCEPTS  OF ASS 1, EMAIL TO:

ROBERTBOLAND@WANADOO.FR

IRT – INSTANT RELAXATION TECHNIQUE FOR LEARNER COMFORT

1.  This is a simple useful CRE (Creative Relaxation Exercise) technique to give you the confidence to learn naturally. If you don't believe you can learn ... you won't learn! ... If you are tense, anxious and stressed ... you won't learn! If you have no confidence ... you won't learn! But with instant relaxation, your mind and body become clear, confident and ready to learn. So do the exercise now ... and again daily … or whenever you feel the need. It takes only three minutes, and with practice, it becomes a powerful tool for you. The only "equipment" you need is an "open mind" and a marble (or similar small object) in your "right" (major) hand. 

2.  So, get into that comfortable position, in which you know ... you really can relax. Be aware that the marble gets warm as it absorbs heat from contact with your right hand. Open your hand and allow the warmth to evaporate. Close the hand again, and recognize the marble ... as a physical external symbol ... of the internal function of your mind and body. Allow it to receive and evaporate not just heat ... but emotion, anxiety and stress ... leaving you free, relaxed, confident and ready to learn. 

3.  Now, relax with the hands on the lap, and fix your eyes on the marble as you repeat aloud ... the following sentence ... four times, feeling free to change the wording a little ... to fit your style ... four times ... aloud ... in all:

"I  AM ... I CAN ... I WILL ... I BELIEVE ...  I WILL FEEL RELAXED, COMFORTABLE, MOTIVATED AND CONFIDENT TO LEARN ... naturally ... rapidly ... and easily ... without effort".
4.  With the eyes fixed on the marble ... or closed if you wish ...  start to take three slow and very deep breaths ... and be sure to pause ... on each inhalation ... and imagine ... each exhalation ... as evaporating all the anxiety and stress from your mind and body ... through the marble in your hand.

5.  After the third breath, let your whole mind and body relax completely for two minutes ... thinking ONLY of your breathing ... nothing else ... no self-talk at all ... just concentrate  .. very important … you can count down … with each breath … from 20 to 1 … if it helps you to go deeper …

6.  Then bring yourself back, by simply counting up from 1 to 5, feeling well, relaxed, confident and ready to learn. The marble is now your very personal symbol ... of your confidence … to feel motivated and able to learn … efficiently and effectively … without effort … 

Note:  This simple "Instant Relaxation Technique" can be used anywhere (eyes open or closed) to achieve a calm mind ... without anger, anxiety, pain or stress ... ready and confident to learn .. or deal with any new problem ... you may have to face. So practice IRT regularly … and it will serve you well….   
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