Professional English for Masters of Economics
Unit 11 FINANCIAL ACCOUNTING

11.1 Getting started
Accounting has been defined as “the process or art of recording and

verifying accounts”. This in itself is not very informative. More helpful
would be to review accountancy in much broader terms as a database of
information about the activities of an organization which is expressed in
monetary terms. It must answer three important questions:

- What information is needed?

- Who is the information for?

- What form should the information take?

The information required 1s concerned with profits, growth, liquidity and

solvency which is needed in order to help effective decision —making.
The role of the accountant is to record and account for transactions over
a period of time and to communicate or report the resulting information.

Who requires the financial information? Two groups, one internal
and one external, are interested in the performance of an organization.
The internal group is comprised of the owners, managers and
employees. Owners, both existing and potential, want to know how their
investment has performed and what its future prospects are. Managers
require financial information in order to review the success of past
decisions and to help formulate and control future plans. Finally, the
employees are interested with respect to job security and the company’s
ability to meet pay claims. The external group includes the government
and creditors. The government requires financial information to verify
tax liabilities and creditors are interested in order to assess the
creditworthiness of the organization.

With all these needs to satisfy, what form should the information
take? The volume and detail of business information is so immense that
whatever form is chosen it must be condensed. In this unit we will look
at the three principal statements: the Balance Sheet, the Income
Statement or Profit and Loss Account and the Funds Flow Statement.

Discuss the following points.



1. Accountancy has two distinct branches: Financial Accounting and
Management Accounts. Which one accounts for the past?
2. Which one aids the planning and control of present and future events?

11.2 Look through the following vocabulary notes which will help
you understand the text and discuss the topic.

financial accounting (UHAHCOBBIN yUeT

to verify CBEpSAThH, CINYATh

accountancy Oyxrayrepckas OTYETHOCTb,
JIETIOTIPOU3BOJICTBO

an accountant Oyxrajitep C  YNpaBICHYECKUMHU
byHKIUIMU

accounting OyXTaJITEpCKUH yUeT

accountancy profession OyXrajJrepckoe  Jeja0, YyYETHBIC
pabOTHUKHU, OyXTaaTephl

bookkeeping OyXrajaTepus, CYeTOBOJICTBO

an account CUET, OTYET

to account for smth OTYMUTHIBATHCS O 4/II

liquidity JTUKBUJTHOCTD

solvency MJ1aTEKECTTOCOOHOCTh

to communicate information | coo01aTF UHPOPMAIIUIO

to report information MPEJIOCTABIIATh OTYET, IOKJIabIBATh

prospects NEPCIEKTUBBI

to meet pay claims yAOBJETBOPATh  TpPeOOBaHUS O
BBITIJIATaX

tax liabilities HAJIOTOBbIE 00s13aTEIbCTBA

liabilities 00s13aTeNBCTBA

current/short-term TEKYIHE/KPaTKOCPOUHbIE

liabilities 00s13aTeIbLCTBA

long-term liabilities JI0JITOCPOYHBIE 0053aTEIHCTBA

assets AKTUBBI

current/short-term assets KPAaTKOCPOUYHBIC/TEKYIIINE aKTUBbI

fixed assets J0JITOCPOYHBIE/HEOOOPOTHBIE
AKTHUBBI

(in)tangible assets (He)MaTepuaIbHbIEC AKTUBBI

to assess OIICHUBATH

assessment OIICHKA




creditworthiness

KPEJIUTOCTIOCOOHOCTD

condensed

CYKaTO BBIPAXKECHHBIN

the Balance Sheet

baixaHcoBBIN OTUET

the Income Statement or

Profit and Loss Account

OT4eT 0 NpUOBLIAX U yOBITKAX

the Funds Flow Statement

OTuer 0 JABHKCHHUU CPCICTB

the Cash Flow Statement

OTtyer O [JBWKEHUM HAJIWYHBIX
CPEJICTB

the Directors’ Report

OT4eT coBeTa AUPEKTOPOB

the Chairman’s Statement

Otuer npeacenarens

the Auditor’s Report

AYJIUTOPCKUI OTYET

the Annual Report

I'omoBoM otueT

Notes to the Accounts

HpI/IManHI/IH/ ITOSACHCHUA K
OTUCTHOCTH

Statistical Tables

CraTucTHYECKUE TAOIUIIBI

the Added Value Statement

OTtueT 0 100aBJIEHHON CTOUMOCTHU

accounting concepts

YUYCTHBIC IPHUHIUIIBI

accounting conventions METOABl U MPOLEAYPHl YUETHOU
NPaKTUKU

an assumption JOMYIIEHUE, MPEANOChUIKA

going concern MPUHITUTT HEIMPEPBIBHOCTH

ACATCIIBHOCTH ITPECAIIPUATHA

consistency MPUHIIUI MOCTOSIHCTBA
(OpUMEHEHUsI YYETHBIX METOJIOB)
accruals HAYUCJICHUS

matching concept

IMPUHIMIT COOTBCTCTBHUA

prudence and conservatism

KOHCEpBaTHU3M

realization principle

MIPUHIIMIT peaTu3alu

revenue BBIPYYKa, I0XO/T

cost CTOMMOCTh, CEOECTOMMOCTD

rules of thumb «Ha IJ1a30K», "3 OIIBITA,
IPUOJIMKEHHO

objectivity 00BEKTUBHOCTD

separate entity CaMOCTOSTENIbHAS ~ XO3SIMCTBEHHAs
CAMHUIIA

a legal person

HOPpUINICCKOC JINITO

moncey measurement

IMPUHIUIT JCHCKHOI'O BBIPAKCHU S

historic cost

ICPBOHAYAJIbHAsA CTOUMOCTD




to be valued at cost

OLCHHUBATHCA 110 ce0eCcTONMMOCTH

to fall/decrease in value

ITOHU3UTHCSA B CTOMMOCTH

depreciated/written down in
value

CIIMCAHHBIN, 00eCIICHEHHBIN

double-entry

JIBOMHAY 3aITUCh

an entry

ITPOBOJKA, 3aIINCh

a posting

pPa3HOCKA XO3MCTBEHHBIX ONEpallUU
0 cUYeTaM OyXTaJITEPCKOro yuera

a transaction

XO35ICTBEHHAsI OTIepalUsl

the code of practice

KOJIeKC TpoheCCHOHATBLHON dTUKH

professional  accountancy | mpodeccuoHagbHbIe OyXTalTepCKUE

bodies OpraHu3alu

a ‘true and fair view’ JIOCTOBEPHOE u 00BEKTUBHOE
peACTaBICHUE

performance PE3YIbTATHI ACSITEIHLHOCTH

to own BJIAJICTh

to owe OBITh JOJKHBIM

Shareholders’ funds/capital

AKIIMOHEPHBIN KalUTaJl

limited liability companies

Share capital

CKJIAJIOYHBIN KalIUuTAaJI

Ordinary Share Capital

CKJIQJIOYHBIA KamuTal B
OOBIKHOBEHHBIX aKI[UU

dbopme

part ownership

Authorized Share Capital

OOBSIBJICHHBIM YCTaBHBIM KamuTall,

pa3pelIeHHbIN K BBITTYCKY
AKIIMOHEPHBIN KaIMUTaJl

Issued Share Capital BBITYIICHHBIM aKI[MOHEPHBIN
KaluTaJl, BHITYIIEHHBIE aKIINH

equity COOCTBEHHBIM, YUCTHIN KamuTal

reserves (dbOoHIBI, pE3epBbI

share premiums Haj10aBKa K HOMMHAJIbHOM
CTOMMOCTH aKIINH

revaluations NEePEOIICHKA

retained profits Hepacnpe/ieJieHHas MpUuObLIb

to be due MOJIJIeKATh

debentures JIOJITOBBIE 0043aTENbCTBA

the balance sheet date JaTa cocranieHus bamanca

bank overdraft OaHKOBCKUH oBepapadT




dividends payable

IUBUIICHIBI K OILIATE

goodwill TyABUJ, II€eHa (QupMBbI, JAejioBas
pernyTaiys KOMIaHuU

vehicles TPAHCIIOPTHBIC CPEJICTBA

stocks/inventories TOBapHO-MaTEPUAIbHBIC 3aI1aChI

debtors/accounts receivable

I[C6I/ITOpCKaH 3aJO0JDKCHHOCTD, CUCTa
K ITOJTYYCHHIO

creditors/accounts payable

KpEIUTOPCKast
cueTa K OIuIaTe

3aJ10’KEHHOCTD,

cash

JICHEKHBIC CPEJICTBA

the trading account

TOProBocC CaJibJ0

the profit and loss account

OTYET O NPUOBLISAX U YOBITKAX

the appropriation account

CYET pacnpeeaeHus MpUObLIeH

sales revenue/turnover

BBIPYYKa OT IIPOJANK

cost of goods sold

ce0eCTOMMOCTbD
IPOAYKITHH

pEATN30BaHHOMN

direct labor

npsiMble 3aTpaThl Ha OIUIATy TpyJa
IPOM3BOJICTBEHHBIX pabOUNX

production overheads

IIPOU3BOJICTBCHHBIC HaKJIaTHBIC
pPacxobl

gross profit

OpyTTO-pUOBLIb, BaJOBask MPUOBLIb

trading/operating profit

omneparoHHasi IPUObLIH

selling expenses

PacxXoJhbI 110 pCajIn3allii TOBAPOB

administrative costs

AIMUHHUCTPATHBHBLIC PACXOAbI

profit before tax npuOBLIL O€3 BhIUETA HAJIOTA

less 3a BEIYETOM

after-tax profit MpUOBLIb 32 BEIUETOM HaJIora

net profit yuCcTasi IpUObLIb

ordinary dividends TUBUACHI 1O  OOBIKHOBEHHBIM
AKIASIM

solvent in the short term MJ1aTEKECTTOCOOHBIN B

KPAaTKOCPOYHOM NEPUOJE

commitments

anticipated outflows

O)KI/II[aCMblf/'I IIPUTOK HAJITMYHOCTH

anticipated inflows

O)KI/II[aCMBIl‘/Il OTTOK HAJIMYHOCTHU

working capital

000pOTHBIN KannuTall

fixtures and fittings

IMPUHAJIC)KHOCTH 1 UTHBCHTAPb

an invoice

cueT-GakTypa, HaKJIaIHasd




a pro forma invoice OPUEHTHUPOBOYHBIN cueT-(hakTypa

a fiscal year (UCKaJIbHBIN/HAJIOTOBBIN TOJT

an accounting period OTYETHBIN NTEPUOJ]

a nominal ledger HOMUHAJIBHBIN PETUCTP

a journal YUETHBIA PETUCTP

a trial balance pOoOHBIN OaTaHC

depreciation/amortization CIIMCaHUe, W3HOC/aMOPTH3AIMOHHOE
CIIMCaHHE

stock valuation MHBEHTapHasi  OILICHKa,  OIIEHKa
3aI1acoB

work-in-progress HE3aBEPIICHHOE MPOU3BOJICTBO

finished goods rOTOBBIE€ TOBAPHI

11.3 Reading

The Basics of Financial Accounting
The production of financial accounts is largely governed by three

sets of influences: accounting concepts, accounting conventions and
legislation. These have been developed over the years so that different
accountants producing accounts for different organizations in various

activities can do so using similar methods.
Accounting concepts There are four basic assumptions which underline

the production of a set of accounts.

Going concern: the organization is assumed to be an enterprise that
will ‘continue in business for the forseeable future”.

Consistency: this means adopting the same procedure every time for
recording and measuring items.

Accruals or matching concept: this concept recognizes revenues and
costs as they are earned or incurred rather than as money is received
or paid.

Prudence and conservatism: this concept is designed to balance the
natural optimism of the businessman!

Accounting conventions Many conventions have been adopted over the

years as tried and trusted ‘rules of thumb’. Five principal ones are:

Objectivity: as far as possible accounts should be based on facts
which are measurable and can be independently verified.

Separate entity: the company is recognized as a legal ‘person’ in its
own right entirely separate from its owners and managers.



- Money measurement. all company assets and liabilities are measured
in a common unit, money.

- Historic cost: all items are valued at cost. Where items fall in value
through use they are depreciated or written down in value.

- Double-entry: all transactions involve two sides: giving and
receiving.

Some concepts and conventions are so fundamental that they have been

incorporated into legislation and/or the code of practice of the

professional accountancy bodies. All these concepts, conventions and

legislation are concerned with ensuring that the information statements

present a ‘TRUE AND FAIR VIEW’ of the organization and its

performance.

The Balance Sheet is a statement of the financial position of an
organization at a given date. It shows the organization’s resources on
that date in terms of what 1t owns and what it owes, 1.e. its assets and
liabilities and shareholders’ funds. Money and resources have been
provided by the owners (shareholders) and creditors which have been
invested in various assets. The organization is responsible for repayment
or safekeeping of these funds. The money owed to creditors is known as
Liabilities and that of the owners as Shareholders’ Funds.

In simple terms the Balance Sheet is made up of two elements, a
source of funds and a use of funds. The first is normally divided into two
sections, Shareholders’ Funds and Liabilities, while the latter details the
assets acquired. This can be summarized in Table 1 using traditional
horizontal format.

Each section can be further divided to provide more detail.

Shareholders’ Funds can take many forms, the most common of
which in limited liability companies are:

- Ordinary Share Capital: represents funds invested in the company in
return for part ownership. Often referred to as “equity”. The total
number of shares allowed to be issued is called the Authorized Share
Capital which may differ from the number actually sold, the Issued
Share Capital.

- Reserves: these can have three forms: share premiums, revaluations
and retained profits. Share premiums occur when a company issues
shares which are sold for a price higher than their nominal value.



Revaluations take account of assets (usually land and buildings)
whose current value is greater than the historic cost because of
inflation. Retained profits are those profits which the company
directors have decided not to distribute as dividends but to retain in
order to finance future operations.

MAIN ELEMENTS IN A BALANCE SHEET

SOURCE OF FUNDS USE OF FUNDS
SHAREHOLDERS’ FUNDS ASSETS

:FIXED
LIABILITIES ‘CURRENT
: LONG TERM
:CURRENT

Table 1 Horizontal format for balance sheet

Liabilities represent any monetary amount owed by the organization
to another party. Long-term liabilities are borrowings which are not due
to be repaid for at least 12 months. These comprise long-term bank loans
and debentures, which are borrowings from the public.

Current liabilities are debts which require payment within 12
months of the balance sheet date. They comprise creditors, bank
overdraft, taxation and dividends payable.

Assets are items owned by the business and can be of two forms:
tangible and intangible. Intangibles include management skills or
goodwill and as such are not normally shown in the Balance Sheet. The
tangible assets are broadly divided into fixed and current assets.

Fixed Assets are long-term resources of the business which are
designated to be used for more than one accounting period. They include
such items as property, plant and machinery, office equipment and
vehicles.

Current Assets comprise short-term resources which will be used up
or change their form during the next 12 months. The constituent parts
will be stocks, debtors and cash.



The Profit and Loss Statement shows revenues and expenses and the
resulting profit or loss for a given period of time (normally a year). The
overall statement can be divided into three parts: the trading account,
the profit and loss account and the appropriation account.

TRADING ACCOUNT (pounds sterling)
SALES REVENUE A

LESS Cost of Goods Sold

Materials B
Direct Labor C
Production overheads D
B+C+B = E
GROSS PROFIT AE = F

Table 2 Trading account
The trading account details the sales revenue of the period less
operating expenses to give a trading or operating profit or gross profit.

PROFIT AND LOSS ACCOUNT (pounds sterling)
GROSS PROFIT A
LESS Selling expenses B
Administrative costs C
B+C = D
TRADING (OPERATING PROFIT) A-D = E
ADD: NON-OPERATING INCOME F
TOTAL PROFIT BEFORE INTEREST AND TAX E+F = G
LESS: interest H
PROFIT BEFORE TAX G-H = I

Table 3 Profit and loss account



The profit and loss account starts with gross profit, deducts
overhead expenditure (selling and administrative expenses) to arrive at
an operating profit and then adds any income from non-operating
sources to arrive at a total profit figure. From this total is deducted
interest. The final figure is the profit before taxation.

The appropriation account shows how Profit is distributed or
“appropriated”. Some of it will be appropriated by the government as
taxation. Part of the remaining after-tax profit will be distributed to
shareholders in the form of dividends.

APPROPRIATION ACCOUNT (pounds sterling)

PROFIT BEFORE TAX A
LESS TAX B
PROFIT AFTER TAX A-B = C
LESS ORDINARY DIVIDENDS D

RETAINED PROFIT (1.0SS) C-D = E

Table 4 Appropriation account

The balance remaining is retained in the business to help finance
future operations. It is added to Shareholders’ Funds in the Balance
Sheet under section Reserves.

Funds Flow Statement The main long-term objective of a business is
to make a profit but in order to do this it must remain solvent in the
short-term. The business must possess adequate liquid funds in order to
finance its current operations. If a firm does not possess sufficient funds
to meet its short-term commitments it can be forced to close. It is vital
for a firm to keep a close control of the flow of funds in a period so that
it ensures the anticipated outflows are adequately covered by anticipated
inflows. The Funds Flow Statement details from where the sources of
funds were obtained and how they were used or applied. The main
sources of funds are:

- net profit
- 1issue of new shares



- raising of long-term debt or loans
- sale of fixed assets or investments
The main application or use of funds are:

- purchase of new fixed assets
- payment of dividends
- payments of taxes
- repayments of debt
- covering operating losses
The total sources of funds less the total uses of funds will give the

net increase or decrease in funds during the year and represents the
overall change in working capital such as stock, debtors, trade creditors
and cash.

Cash Flow Statements From March 1992, public companies have been
required by a Financial Reporting Standard to present a Cash Flow
Statement instead of a Source and Application of Funds Statement. This
places far greater emphasis on cash inflows or outflows in an accounting
period.

11.4 Comprehension

11.4.1 Answer the questions using the active vocabulary
and Unit 8 Glossary.

1. What is the production of financial accounts largely governed by?
2. What are the accounting concepts?

3. What are the accounting conventions?

4. What are all these concepts, conventions and legislation concerned
with?

5. What three basic financial statements do you know?

6. What does the Balance Sheet describe?

7. How is the accounting equation typified in the Balance Sheet?

8. What the basic elements of the Balance Sheet?

9. What are the most common forms the Shareholders’ Funds can take?
10. What do reserves consist of?

11. What 1s meant by liabilities? Current liabilities? Short-term
liabilities?



12. What is meant by assets? Tangible assets? Intangible assets?
Current assets and fixed assets?

13. What does The Profit and Loss Statement show?

14. What parts can it be divided into?

15. Compare all terms meaning ‘profit’ used in these accounts.

16. Why is it vital for a firm to keep a close control of the flow of funds
in a period?

17. What are the main sources of funds shown on the Funds Flow
Statement?

18. What is the main application or use of funds?

19. How can the overall change in working capital be estimated?

20. What is the difference between the Cash Flow Statement and the
Funds Flow Statement?

21. What can happen to a firm if it does not possess sufficient funds to
meet its short-term commitments?

22. Why should accountants follow the principle of Prudence and
conservatism?

11.4.2 Mark these statements T(true) or F(false) according to the
information in the Text and Unit 11 Glossary. If they are false say
why.

1. An account is a section in a ledger devoted to a single aspect of a
business.

2. Assets represent what a business owes or is due.

3. Liabilities represent what a business owns or is due.

4. Assets are the uses of funds.

5. Liabilities are the sources of funds.

6. Accounting concepts are the same as accounting conventions.

7. The Balance Sheet shows revenues and expenses and the resulting
profit or loss for a given period of time.

8. The Balance Sheet is a snapshot of the company’s financial position
on a certain date.

9. Current Assets comprise short-term resources which will be used up
or change their form during the period of more than 12 months.



10. Intangibles include management skills or goodwill and as such are
normally shown in the Balance Sheet.

11. The profit and Loss statement is a summary of all the accounts of a
business.

12. Overdraft is the withdrawal of funds in excess of one’s present
balance.

13. The Cash Flow Statement is a report which shows the flow of money
in and out of the business over a period of time.

14. Matching means adopting the same procedure every time for

recording and measuring items.
15. An entry is part of a transaction recorded in a journal or posted to a

ledger.

16. Gross profit is the balance of the trading account assuming it has a
debit balance.

17. An invoice is an original document either issued by a business for
the sale of goods on credit or received by the business for goods bought.
18. Money measurement means that all company assets and liabilities
are measured in a common unit, money.

19. Profit is the excess of expenses over revenue.

20. A share premium is the extra paid above the face value of a share.

11.5 Language practice
11.5.1 Match the English terms in the left-hand column with the

definition in the right-hand column.

1 | Account A | A report which shows the flow of
money in and out of the business
over a period of time.

2 | Invoice B | A column in a journal or ledger to
record the 'To' side of a transaction

3 | Assets C | A column in a journal or ledger to
record the 'From' side of a
transaction.

4 | Matching principle D | This is a class of fixed asset which
includes office furniture, filing
cabinets, display cases, warehouse
shelving and the like.




Double-entry
bookkeeping

A method of analyzing the sales
and expenses which make up those
sales to a particular period.

Overheads

A section in a ledger devoted to a
single aspect of a business.

Cash flow statement

Assets of a non-physical or
financial nature. An asset such as a
loan or an endowment policy are
good examples.

Fiscal year

An account which shows the gross
profit or loss of a manufacturing
or retail business, 1.e. sales less the
cost of sales.

Realization principle

A system which accounts for
every aspect of a transaction -
where it came from and where it
went to.

10

Current liabilities

An amount of money put into the
business (often by way of a loan)
as opposed to money earned by
the business.

11

Fixtures and fittings

A term describing an original
document either issued by a
business for the sale of goods on
credit or received by the business
for goods bought.

12

Capital

The balance of the trading account
assuming it has a credit balance.

13

Debit

These are the costs involved in
running a business.

14

Trading account

The term used for a business's
accounting year. The period is
usually twelve months which can
begin during any month of the
calendar year (e.g. 1st April 2001
to 31st March 2002).

15

Intangible assets

They represent what a business
owns or is due.

16

Credit

The principle whereby the value of




an asset can only be determined
when 1t is sold or otherwise
disposed of, i.e. its 'real' (or
realized) value.

17

Gross profit Q |Debts which require payment
within 12 months of the balance
sheet date. They comprise
creditors, bank overdraft, taxation
and dividends payable.

11.5.2 Complete the following texts using the suitable words or
phrases from the box.

Text 1

A |income E |legal liability

B | debtors F stated

C |taxes G cash

D |accounting H | periods
Revenue

Definition: Revenue is the total exchange value of the goods or

services of a business which have been transferred to a customer in
return for (1) or some other asset, e.g. (2) . The
following important points need to be known about revenue:

The “Realization Concept” in (3) recognizes a sale on
acceptance of (4) for payment by the buyer. Revenue can
be in the form, therefore, of either cash payments or amounts owing
(debtors).

Revenue 1s not the same as receipts. Revenue refers to (5)
earned in that financial period, whereas receipts may include earnings
from other (6)

Revenue is always (7) exclusive of any (8) , €.8.
Value Added Tax.

Text 2



A | deducted E similar
B |include F states
C |revenue G |associated
D | accounting period H |against
Expenses
These represent the amounts charged (1) profit in respect
of goods and services consumed during an (2) . The ‘matching
principle’ or ‘accrual concept’ (3) that from revenues of a
period must be (4) all expenses of the benefits used in
producing that revenue. In a (5) way to (6) and
receipts, expenses are not the same as payments. Expenses refer only to
those costs (7) with the goods or services sold in the period,
whereas payments may (8) items from previous periods, or

advanced expenditure for costs to be incurred in later periods.
Text 3

A | overhead E |period
B | administrative F direct labor
C |costs G | accounting
D |referring H | identified
Costs

Direct or product costs are those (1) which can be
accurately attributed to and identified with specific goods, e.g. raw
materials, (2) and some production overheads. Indirect or
period costs are those (3) expenses which are not easily

(4) with a given output but refer to a (5) of time, e.g.

selling and (6) costs. Product and period costs (7) to

items sold in an (8) period are known as revenue expenditure.

11.5.3 Complete the text. Replace the Russian words and phrases
by the English equivalents.
Laws, Rules and Standards



B o6oavuwuncmee continental European countries, u ¢ Anonuu,
cyuwecmeyrom 3akonul relating to oyxeanmepckomy yuemy established
npasumenscmeom. In the US, komnanuu uvu axyuu are traded on
public ¢ponoosvix oupscax have to follow rules ycmanosnennwsie by the
Securities and Exchange Commission (SEC), a npasumenscmeennvim
opzanom. In Britain, the rules, komopuie nazviearomea cmanoapmamu,
have been established by nezasucumvimu opeanuzauyuamu such as the
Accounting Standards Board (ASB), and by the yuemnvimu
paoomnukamu itself. Companies are expected to apply wau
UCnoJIb306amb ImMu cmanoapmal in their 2c00o6vix omuemax in order to
oamb 0ocmoeepHoe u 00vekmueHoe npeocmaenenue. Companies 6
Oonvuuncmee ameno-2oeopauwux cmpan are largely ¢punancupyromes
axkyuonepamu, both individuals and ¢punancoevimu uncmumymamu. In
these countries, the ¢unancosevie omuemwvt are prepared ona
akyuonepos. Oonako, in many continental European countries ¢hupmot
are largely funded by dankamu, so oyxyuem u ¢punancoevie omuemot
are prepared 014 kpeoumopoe and the tax authorities.

11.5.4 Text for discussion.

a. Look up the dictionary or Unit 11 Glossary for the
meaning and pronunciation of the following words and
word-combinations and use them to discuss the problems
outlined in the text.

An Annual Report; A Directors’ Report; commentary; envisaged;

board of directors; A Chairman’s Statement; An Auditor’s Report; a
‘true and fair view’; Notes to the Accounts; Statistical Tables; Added
Value Statement.

b. Briefly scan the text and outline the list of major
points.
c. Read the text more carefully and comment on the
following items:

- the necessity of preparing The Annual Report by private limited

companies, public limited companies in the UK and corporations in the
USA (See Unit 1 Glossary of Professional Financial English)



- the importance of different reports and statements within the Annual
Report;
- the reasons for which the Annual Report should contain An Auditor’s
Report.

Additional Statements
As well as the Balance Sheet, the Income Statement and the Funds
Flow or Cash Flow statement an annual report to shareholders should
also contain:

- A Directors’ Report. a short written statement providing a
commentary on the company’s current position and any important
changes envisaged in the near future. It will also include the
recommended dividend together with any changes in the board of
directors.

- A Chairman’s Statement. a broader outlook at factors affecting the
company in the past, present and future. It may include items such as
political events which are likely to have an impact on company
affairs.

- An Auditor’s Report: this is required by law and will declare if the
accounts have been prepared according to accounting practice and
whether they give a ‘true and fair view’ of the company’s financial
position.

- Notes to the Accounts: a more detailed explanation of certain items in
the accounts such as changes in fixed assets, shareholders’ funds or
long-term liabilities.

- Statistical Tables: a summary of the main accounting information
over the past five or ten years.

In addition, the report might contain an Added Value Statement, which is

an alternative method of showing the wealth created by the business.

11.6 Render the passage in English using the English equivalents of
the italicized phrases given in Russian. Express the main idea of the
passage in one sentence.

Heo0opoTHble AKTHBBI
AKTHBBI KOMIIAHUU OOBIYHO JAENATCA Ha TEKYIIHE aKTHUBbI, TaKHUE
KAaK JICHE)KHBIE CPEJICTBA M TOBAPHO-MATEPHUAIBHBIE 3aIachl, KOTOPHIE



OyJlyT UCIOJb30BaHbl WU KoHeepmuposanvl 6 (converted into)
JNICHEKHbIC CpeacTBa MmeHee uem uepez (in less tham) rox, wu
HEOOOPOTHBIC aKTHBBI, TaKHUe Kak 30anus u obopyoosanue (buildings
and equipment), kotopeie OyayT MPOJOJDKATH MCIOJb30BATHCS
NPEANPUATUEM B T€UEHHE MHOTUX JieT. OgHAKO, HEOOOPOTHBIE AKTUBBI
usHawusaromesi (wear out), cTaHOBATCS Henpuzoonvimu (unusable)
6o ycmapeswumu (obsolete) u co epemenem (eventually) mepsrom
cmoumocms (decrease in value). Crnedosamenvno (Consequently),
HEOOOpPOTHBIE aKTUBBI obOecyenusaromcs (are depreciated) — wux
cTouMocTh no 6anancy (on the balance sheet) ymenbiaeTcs Kabiii
roJi ¢ nomowwio 3anucu Ha cuem npuowviiu (by a charge against profits)
6 (on) otdyere O MpUOBUIAX W YyOBITKaxX. Jpyrumu ciioBamu, 4acTh
ctouMoctu aktuBa gwviyumaemcs (is deducted) u3 npuObLIEH KaXKAbIid
roj. byxrantepckuii memoo (technique) ciucanusi deraem HeHyHCHbIM
(makes it unnecessary) sanucwvieams 6cto cmoumocms (to charge the
whole cost) He0O0pPOTHOTO aKTHBA HA CYET MPHUOBLICH B TOT T'OJI, KOraa
aKTUB KyIUIEH. Bmecmo osmoeco (Instead), ero MOXHO cnucvigams
(charged) B TedyeHMe BceX TE€X JET, KOTJa OH HCHOJB3YyETCA. IDTO
MpUMEpP MPUHIUIIA COOTBETCTBHUSI.

UNIT 11 Glossary

ACCOUNT A section in a ledger devoted to a single aspect of a
business (eg. a Bank account, Wages account, Office expenses account).
ACCOUNTING CYCLE It covers everything from opening the books at
the start of the year to closing them at the end. In other words,
everything you need to do in one accounting year accounting wise.
ACCOUNTING EQUATION The formula used to prepare a balance
sheet: assets = liability + equity .

ACCRUAL METHOD OF ACCOUNTING Most businesses use the
accrual method of accounting (because it is usually required by law).
When you issue an invoice on credit (i.e. regardless of whether it is paid
or not), it is treated as a taxable supply on the date it was issued for
income tax purposes (or corporation tax for limited companies). The
same applies to bills received from suppliers. (This does not mean you
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pay income tax immediately, just that it must be included in that year's
profit and loss account).

ACCRUAL OR MATCHING CONCEPT this concept recognizes
revenues and costs as they are earned or incurred rather than as money is
received or paid. The income statement is prepared for a uniform time
period and the accountant must ensure that revenues and expenses of
activities undertaken in that period are matched within that period.
AMORTIZATION The depreciation (or repayment) of an (usually)
intangible asset (e.g. loan, mortgage) over a fixed period of time.
Example: if a loan of 12,000 is amortized over 1 year with no interest,
the monthly payments would be 1000 a month.

ANNUAL GENERAL MEETING (A.G.M.) It is a meeting that official
bodies, and associations involving the public, are often required
by law (or the constitution, charter, by-laws etc. governing the body) to
hold. An AGM is held every year to elect the Board of Directors and
inform their members of previous and future activities. It is an
opportunity for the shareholders and partners to receive copies of the
company's accounts as well as reviewing fiscal information for the past
year and asking any questions regarding the directions the business will
take in the future.

APPROPRIATION ACCOUNT An account in the nominal ledger
which shows how the net profits of a business (usually a partnership,
limited company or corporation) have been used.

ASSETS Assets represent what a business owns or is due. Equipment,
vehicles, buildings, creditors, money in the bank, cash are all examples
of the assets of a business. Typical breakdown includes 'Fixed assets',
'Current assets' and mon-current assets'. Fixed refers to equipment,
buildings, plant, vehicles etc. Current refers to cash, money in the bank,
debtors etc. Non-current refers to any assets which do not easily fit into
the previous categories (such as Deferred expenditure ).

AT COST The 'at cost' price usually refers to the price originally paid
for something, as opposed to, say, the retail price.

AUDIT The process of checking every entry in a set of books to make
sure they agree with the original paperwork (e.g. checking a journal's
entries against the original purchase and sales invoices).

BALANCE SHEET A summary of all the accounts of a business.
Usually prepared at the end of each financial year. The term 'balance
sheet' implies that the combined balances of assets exactly equals the
liabilities and equity (aka net worth).
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BANK OVERDRAFT This occurs when the bank allows the company
to withdraw funds in excess of its present balance. They are legally
repayable ‘on demand’ and are therefore included as a current liability,
even when such arrangements may last for a longer period.

BANKRUPT If an individual or unincorporated company has greater
liabilities than it has assets, the person or business can petition for, or be
declared by its creditors, bankrupt. In the case of a limited company or
corporation in the same position, the term used is insolvent.

BILL A term typically used to describe a purchase invoice (e.g. an
invoice from a supplier).

CAPITAL An amount of money put into the business (often by way of a
loan) as opposed to money earned by the business.

CASH A current asset account which includes currency, coins,
checking accounts, and undeposited checks received from customers.
The amounts must be unrestricted. (Restricted cash should be recorded
in a different account.)

CASH FLOW STATEMENT A report which shows the flow of money
in and out of the business over a period of time.

CASH IN HAND See UNDEPOSITED FUNDS ACCOUNT
CONSISTENCY This means adopting the same procedure every time
for recording and measuring items. If this were not followed the
comparison of accounts from one period to another would be
meaningless.

COOK THE BOOKS Falsify a set of accounts. See also CREATIVE
ACCOUNTING

CREATIVE ACCOUNTING A questionable means of making a
company’s figures appear more (or less) appealing to shareholders etc.
An example is 'branding' where the 'value' of a brand name is added to
intangible assets which increases shareholders funds (and therefore
decreases the gearing ). Capitalizing expenses is another method (i.e.
moving them to the assets section rather than declaring them in the
Profit & Loss account).

CREDIT A column in a journal or ledger to record the 'From' side of a
transaction (eg. if you buy some petrol using a check then the money is
paid from the bank to the petrol account, you would therefore credit the
bank when making the journal entry).

CREDIT NOTE A sales invoice in reverse. A typical example is where
you issue an invoice for £100, the customer then returns £25 worth of
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the goods, so you issue the customer with a credit note to say that you
owe the customer £25.

CREDITORS This covers goods and services received which have yet to
be paid for.

CURRENT ASSETS These comprise short-term resources which will be

used up or change their form during the next 12 months. When current
liabilities are deducted, the resulting total is often referred to as working
capital or circulating capital because they constantly change form from
cash to stock to debtors and back to cash again. This is the life-cycle of
the business. The constituent parts will be stocks (raw materials, work-

in-progress and finished goods), debtors (amounts owed to the company)
and cash (both cash in hand and cash at the bank).

CURRENT LIABILITIES Debts which require payment within 12
months of the balance sheet date. They comprise creditors, bank
overdraft, taxation and dividends payable.

DEBENTURE This is a type of share issued by a limited company. It is
the safest type of share in that it is really a loan to the company and is
usually tied to some of the company's assets so should the company fail,
the debenture holder will have first call on any assets left after the
company has been wound up.

DEBIT A column in a journal or ledger to record the 'To' side of a
transaction (e.g. if you are paying money into your bank account you
would debit the bank when making the journal entry).

DEBTORS A list of customers who owe money to the business. An
account in the nominal ledger which contains the overall balance of the
Sales Ledger.

DEPRECIATION The value of assets usually decreases as time goes
by. The amount or percentage it decreases by is called depreciation. This
is normally calculated at the end of every accounting period (usually a
year) at a typical rate of 25% of its last value. It is shown in both the
profit & loss account and balance sheet of a business. See straight-line
depreciation .

DIVIDENDS These are payments to the shareholders of a limited
company.
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DIVIDENDS PAYABLE An amount of profit set aside to cover the
proposed final dividend. Once it has received approval at the company’s
A.G.M. it can be paid to shareholders.

DOUBLE-ENTRY All transactions involve two sides: giving and
receiving. This 1s acknowledged in the double-entry system of book-
keeping where the acquisition of funds is balanced by the use made of
them.

DOUBLE-ENTRY BOOKKEEPING A system which accounts for
every aspect of a transaction - where it came from and where it went to.
This from and to aspect of a transaction (called crediting and debiting)
is what the term double-entry means. Modern double-entry was first
mentioned by G Cotrugli, then expanded upon by L Paccioli in the 15th

century.
ENTRY Part of a transaction recorded in a journal or posted to a ledger.

EQUITY The value of the business to the owner of the business (which
is the difference between the business's assets and liabilities).
EXPENSES Goods or services purchased directly for the running of the

business. This does not include goods bought for re-sale or any items of
a capital nature (see Stock and Fixed Assets). These represent the

amounts charged against profit in respect of goods and services
consumed during an accounting period.

FIFO First In First Out. A method of valuing stock.

FISCAL YEAR The term used for a business's accounting year. The

period is usually twelve months which can begin during any month of
the calendar year (eg. 1st April 2001 to 31st March 2002).

FIXED ASSETS Long-term resources of the business which are
designated to be used for more than one accounting period. They include
such items as property, plant and machinery, office equipment and
vehicles, fixtures and fittings.

FIXTURES AND FITTINGS This is a class of fixed asset which
includes office furniture, filing cabinets, display cases, warehouse
shelving and the like.
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FLOW OF FUNDS STATEMENT This is a report which shows how a
balance sheet has changed from one period to the next.

GOING CONCERN The organization is assumed to be an enterprise
that will ‘continue in business for the forseeable future”. In practical
terms this means valuing assets at cost on the assumption they are worth
at least that amount. If a business were planning to close down, the most
important information would be realizable value (value if sold) of the
assets, which might be less or more than cost, e.g. machinery and land.
GOODWILL This 1s an extra value placed on a business if the owner of
a business decides it is worth more than the value of its assets. It is
usually included where the business is to be sold as a going concern.
GROSS LOSS The balance of the trading account assuming it has a
debit balance.

GROSS PROFIT The balance of the trading account assuming it has a
credit balance.

HISTORIC COST All items are valued at cost. Where items fall in

value through use they are depreciated or written down in value. Note

however that freehold land and buildings are revalued at intervals, with
the surplus or deficit on revaluation being reflected in the accounts.

INCOME Money received by a business from its commercial activities.
See 'Revenue’'.

INSOLVENT A company is insolvent if it has insufficient funds (all of
its assets) to pay its debts (all of its liabilities). If a company's liabilities
are greater than its assets and it continues to trade, it is not only
insolvent, but in the UK, is operating illegally (Insolvency act 1986).
INTANGIBLE ASSETS Assets of a non-physical or financial nature.
An asset such as a loan or an endowment policy are good examples.
See tangible assets .

INVENTORY A subsidiary ledger which is usually used to record the
details of individual items of stock. Inventories can also be used to hold
the details of other assets of a business.

INVOICE A term describing an original document either issued by a
business for the sale of goods on credit (a sales invoice) or received by
the business for goods bought (a purchase invoice).

JOURNAL(S) A book or set of books where your transactions are first
entered.
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JOURNAL ENTRIES A term used to describe the transactions recorded
in a journal.
LEDGER A book in which entries posted from the journals are re-

organised into accounts..

LIABILITIES This includes bank overdrafts, loans taken out for the
business and money owed by the business to its suppliers. Liabilities are
included on the right hand side of the balance sheet and normally consist
of accounts which have a credit balance.

LIFE-CYCLE OF BUSINESS The seven stages of business life: seed
stage, start-up stage, growth stage, established stage, expansion stage,
decline stage, and exit stage.

LIFO Last In First Out. A method of valuing stock .

LILO Last In Last Out. A method of valuing stock .
LONG-TERM LIABILITIES Borrowings which are not due to be repaid

for at least 12 months. These comprise long-term bank loans and
debentures, which are borrowings from the public and are listed on the
Stock Exchange in the same manner as ordinary shares. Long-term loans
may often be secured against the company’s assets.

MANAGEMENT ACCOUNTING Accounts and reports are tailor
made for the use of the managers and directors of a business (in any
form they see fit - there are no rules) as opposed to financial accounts
which are prepared for the Inland Revenue and any other parties not
directly connected with the business.

MATCHING PRINCIPLE A method of analyzing the sales and
expenses which make up those sales to a particular period (eg. if a
builder sells a house then the builder will tie in all the raw materials and
expenses incurred in building and selling the house to one period -
usually in order to see how much profit was made).

MONEY MEASUREMENT All company assets and liabilities are

measured in a common unit, money. Intangible assets such as goodwill
and management skill which are of value to the company are left out of
the accounts, as they cannot accurately be measured in money terms.

NET LOSS The value of expenses less sales assuming that the expenses
are greater (i.e. if the profit and loss account shows a debit balance).
NET PROFIT The value of sales less expenses assuming that the sales
are greater (i.e. if the profit and loss account shows a credit balance).
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NET WORTH See EQUITY

NOMINAL LEDGER A ledger which holds all the nominal accounts of
a business. Where the business uses a subsidiary ledger like the sales
ledger to hold customer details, the nominal ledger will usually include a
control account to show the total balance of the subsidiary ledger (a
control account can be termed 'nominal' because it doesn't relate to a
specific person).

OBJECTIVITY As far as possible accounts should be based on facts
which are measurable and can be independently verified.

OVERHEADS These are the costs involved in running a business. They
consist entirely of expense accounts (e.g. rent, insurance, petrol, staff
wages etc.).

POSTING The copying of entries from the journals to the ledgers.
PROFIT The excess of revenue over expenses. If expenses are greater

than revenues then a loss (i.e. negative profit) results. There are many
definitions of profit which can be best appreciated with reference to the
Profit and Loss Statement.

PROFIT AND LOSS ACCOUNT An account made up of revenue and
expense accounts which shows the current profit or loss of a business
(i.e. whether a business has earned more than it has spent in the current
year). Often referred to as a P&L.

PRO-FORMA INVOICE An invoice sent that requires payment before
any goods or services have been dispatched.

PRUDENCE AND CONSERVATISM This concept is designed to

balance the natural optimism of the businessman! It encourages the

accountant to be prudent by recognizing revenue only when it is realized
in an acceptable form whilst providing for all expenses and losses as
they are known. For example, if a company gives a potential customer a
quotation for some building work, the amount quoted could not be
treated as a sale. When a sales invoice is eventually raised, the ‘sale’ can
be recognized.

PURCHASE LEDGER A subsidiary ledger which holds the accounts of
a business's suppliers. A single control account is held in
the nominal ledger which shows the total balance of all the accounts in
the purchase ledger.

RAW MATERIALS This refers to the materials bought by a
manufacturing business in order to manufacture its products.
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REALISATION PRINCIPLE The principle whereby the value of an
asset can only be determined when it is sold or otherwise disposed of, ie.
its 'real' (or realized) value.

RECEIPT A term typically used to describe confirmation of a payment
- if you buy some petrol you will normally ask for a receipt to prove that
the money was spent legitimately.

RECONCILING The procedure of checking entries made in a
business's books with those on a statement sent by a third person (e.g.
checking a bank statement against your own records).

RETAINED EARNINGS This is the amount of money held in a
business after its owner(s) have taken their share of the profits.
REVENUE The total exchange value of the goods or services of a
business which have been transferred to a customer in return for cash or
some other asset, e.g. debtors. The sales and any other taxable income of
a business (e.g. interest earned from money on deposit).

SALES Income received from selling goods or a service. See Revenue .

SALES LEDGER A subsidiary ledger which holds the accounts of a
business's customers. A control account is held in the nominal ledger
(usually called a debtors' control account) which shows the total balance

of all the accounts in the sales ledger.
SEPARATE ENTITY The company is recognized as a legal ‘person’ in

its own right entirely separate from its owners and managers.

SHARE PREMIUM The extra paid above the face value of a share.
Example: if a company issues its shares at $10 each, and later on you
buy 1 share on the open market at $12, you will be paying a share

premium of $2.

STANDARD  ACCOUNTING  PRACTICE A setofrules that
a company must follow when reporting information on its financial
statement. The standard accounting practice guidelines allow companies
to be compared to each other because they have followed the same rules.
The standard methods in the U.S. are referred to as Generally Accepted
Accounting Principles.

STOCK This can refer to the shares of a limited company (see Shares )
or goods manufactured or bought for re-sale by a business.

STOCK VALUATION Valuing a stock of goods bought for
manufacturing or re-sale.
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STRAIGHT-LINE DEPRECIATION Depreciating something by the
same (i.e. fixed) amount every year rather than as a percentage of its
previous value. Example: a vehicle initially costs $10,000. If you
depreciate it at a rate of $2000 a year, it will depreciate to zero in exactly
5 years.

T ACCOUNT A particular method of displaying an account where the
debits and associated information are shown on the left, and credits and
associated information on the right.

TANGIBLE ASSETS Assets of a physical nature. Examples include
buildings, motor vehicles, plant and equipment, fixtures and fittings.
See Intangible assets .

TAXATION This comprises the corporation tax levied on the current

period’s profits which is due for payment in the next year.

TRADING ACCOUNT An account which shows the gross profit or
loss of a manufacturing or retail business, 1.e. sales less the cost of sales.
TRANSACTION Two or more entries made in a journal which when
looked at together reflect an original document such as a sales invoice or
purchase receipt.

TRIAL BALANCE A statement showing all the accounts used in a
business and their balances.

TURNOVER The income of a business over a period of time (usually a
year).

UNDEPOSIRED FUND ACCOUNT An account used to show the

current total of money received (i.e. not yet banked or spent). The 'funds'
can include money, checks, credit card payments, banker’s drafts etc.
This type of account is also commonly referred to as a 'cash in hand'

account.

VALUE-ADDED TAX (VAT - applies to many countries): Value
Added Tax, or VAT as it 1s usually called is a sales tax which increases
the price of goods. At the time of writing the UK VAT standard rate is
17.5%, there is also a rate for fuel which is 5% (this refers to heating
fuels like coal, electricity and gas and not 'road fuels' like petrol which is
still rated at 17.5%). VAT 1s added to the price of goods so in the UK,
an item that sells at £10 will be priced £11.75 when 17.5% VAT is
added.

WAGES Payments made to the employees of a business for their work
on behalf of the business. These are classed as expense items and must
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not be confused with 'drawings' taken by sole-proprietors and
partnerships (see Drawings ).

WORK IN PROGRESS The value of partly finished (i.e. partly
manufactured) goods.

WRITE-OFF Depreciating an asset to zero in one go.

WORKING CAPITAL Current assets minus current liabilities.
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