
• A •
abbreviated accounts, 11, 325
accounting. See also Chart of Accounts

accounting method changes, 322–323
accrual method, 44–46, 100, 111, 349
amortisation, 48–50
cash-basis, 43–46, 350
computerised, 50
creative, 284–287, 292–295
debits and credits, 47–48
depreciation, 48–50
double-entry bookkeeping, 14, 46–47, 351
GAAP principles for, 257–258
ICC Information Service Web site, 328
income statement, 47
online training Web site, 327
policies, notes, 127–130, 153

Accounting for Growth (Smith), 284
accounting policies

changes in, 71, 144–145
depreciation, 127–128
expenses, 127, 129–130
notes to financial statements, 

127–130, 153
revenue, 127–129

Accounting Standards Board (ASB)
consolidation requirements, 284
merger accounting dealt with, 148
non-listed companies using, 257
operating and financial report rules, 15
pension fund regulations, 140
reporting the substance of transactions,

284
responsibilities, 17
standards for OFR, 65
Web site, 326

accounts. See Chart of Accounts

accounts payable
described, 54, 349
increase in, 302
number of days in accounts-payable

ratio, 234–235
statement of cash flows, 117–118
stretching, 240
trade and other payables, 89
turnover ratio, 232–233

accounts receivable (trade receivables)
aging schedule, 231–232
borrowing on, 242–243
collections, speeding up, 240–242
current assets, 86–87
defined, 52, 86, 349, 357
managing, 241–242
monitoring, 294
operations, 117
overvalued, 144, 300
selling, 131
turnover ratio, 227–231

accrual accounting
described, 44, 46, 349
expenses, 287
revenue, 100, 287
statement of cash flows, 111

accrued expenses payable, 302–303
accrued liabilities, 89, 349
accrued payroll taxes, 54
accumulated amortisation, 49
accumulated depreciation, 52, 84
acquisitions

methods of, 150–151
notes to financial statements, 

137–138, 154
questionable, 286, 323
special events report, 280

actuary, 139
Adelphia and Hollinger scandal, 310–311
administrative expenses, income

statement, 105
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advertising expense, reporting policy, 
130, 296

advertising and promotion, income
statement, 105

aggressive earnings management, 285, 288,
294, 349

aging schedule (or aged debtor), accounts
receivable, 231–232

AIM (Alternative Investment Market), 
12, 33

AIU (Audit Inspection Unit), 17, 250
allowances, 102
amortisation

accounting policies, 127
described, 48–50, 349
expenses, 57
fraudulant reporting, 295
income statement, 106
intangible assets, 48–50, 349

analysts
bond, 265
buy-side, 260–261
communicating with, 269–270
financial reports used by, 11
independent, 264–265
roles of, 259–260
sell-side, 261–264

angel (private investor), 29
annual general meeting, shareholders,

272–276
annual report. See also balance sheet;

income statement; statement of cash
flows

auditor’s report, 16, 62, 69–73
chairman’s statement, 15, 62
copies of, obtaining, 97
Corporate Governance Report, 63
corporate message, 64
directors’ report and directors’

remuneration report, 62
executives and board of directors listed

in, 64
financial highlights, 74–75
financial statements for, 16, 62–63, 73–74
hiding negative information, 13, 62–63, 75
Marks and Spencer, 125

mission statement, 15
notes to financial statements, 63, 75
Operating and Financial Review (OFR)

section, 15, 64–69
overview, 15–16, 61–63
private company filing, 39
proxy information, 280
statements to shareholders, 63
Tesco, 125
Web site resources, 328

APB (Auditing Practices Board), 70,
250–251, 326

Apple Computer (company), 35
arm’s length transaction, 349
artwork, as asset, 302
ASB (Accounting Standards Board)

consolidation requirements, 284
merger accounting dealt with, 148
non-listed companies using, 257
operating and financial report rules, 15
pension fund regulations, 140
reporting the substance of transactions,

284
responsibilities, 17
standards for OFR, 65
Web site, 326

assets. See also intangible assets;
inventory (or stock); tangible assets

accounts, 51–53
balance sheet, 82–88
current, 85–88, 180
defined, 10, 349
depreciation policy, 128
double-entry bookkeeping, 47
hidden, 83
impairment of, 66, 297
Marks and Spencer, 345–346
net, 81, 353
non-current, 82–85
notes to financial statements, 127
overvalued, 144, 299–302, 322
patents and licenses purchased, 297
return on assets (ROA), 172–173, 174, 340
Tesco, 345–346
total asset turnover, 225–226
unusual, 302
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associates, 84–85, 148
Audit Inspection Unit (AIU), 17, 250
Auditing Practices Board (APB), 70,

250–251, 326
auditor’s report. See also audits

board of directors’ review, 278
creating, 255–256
described, 16, 350
modified, 70–73
private companies, 31
significant uncertainties found, 72
standard (unmodified), 69–70

audits. See also auditor’s report
audit-exempt companies obtaining, 252
auditors, 73, 250–251
board of directors’ review, 278
changing auditors, 73
described, 12, 249, 349
fees, 38
GAAP principles for, 256–258
problems found by auditor, 71
process for, 251–256
public and private companies, 12

average-costing inventory system, 86,
216–217, 219, 220

• B •
bad debt, 230–232
balance sheet

accrued expenses payable, 302–303
assets, 82–88
big-bath charges, 285–286
capital, 93
consolidated, 338
date of, 78–79
described, 16, 350
equity, 91–94
formats for, 80–82
goodwill account, 297–298
intangible assets, 50
inventory valuation’s effect on, 221
liabilities, 88–90
Marks and Spencer, 84, 338
numbers rounded off in, 79
overview, 77–78
private companies, 31

Tesco, 84, 335
trade and other receivables, 228

bank overdraft, 131
bankers, investment, 34, 40–41
Barings Bank scandal, 314–315
Barrow, Colin (Understanding Business

Accounting For Dummies), 88
basic earnings per share, 110
best efforts agreement, 41
big-bath charges, balance sheet, 285–286
bill payments

bill-and-hold transaction, 289, 291
discounts for early payments, 

235–237, 241
electronic, 244, 245
slowing down, 235, 239–240
trade-receivable turnover, 228–231
turnover ratio, calculating, 232–235

Biz/ed (Web site), 327
Blodget, Henry (Merrill Lynch analyst), 262
board of directors

audit reviews, 278
composition of, 277
elections, 272
forming, 22
governance of, 276–278
listed in annual report, 64
remuneration packages for, 277
Sarbanes-Oxley Act requirements, 38
shareholders monitoring, 277–278
takeover defences and protections, 278

bond analysts, 265
bonds

defined, 91
junk, 265
long-term, 131
payable (debentures), 54
rating agencies, 260, 265–268

bonus issue/share split, 281
bookkeeping

double-entry, 14, 46–47, 351
general ledger, 51

borrowings
on accounts receivable, 242–243
long-term, 89–90, 131–134
short-term, 89, 131, 356
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Branson, Richard (businessman), 28
brokerage houses, 260–264
budget

bottom-up approach, 206
categories, common, 209–211
committee, 206–207, 210–211
disputes, resolving, 207
expectations, 205
goal setting, 207–209
internal financial report, 211–213
master budget, 210
monthly budget reports, 211–213
sales forecast, 207–208
top-down approach, 206

buildings, 52
business segment breakdowns, notes,

140–142
business types. See also partnerships;

private companies; public (listed)
companies

private limited companies, 22–24
public limited companies (PLCs), 12,

22–24, 27, 40
sole traders, 19–20, 356
unlisted companies, 37, 127, 257

Business Week Web site, 327
buyout methods, 108, 150–151
buy-side analysts, 260–261, 350

• C •
capital

balance sheet, 93
capital gains, 168, 350
defined, 93
equity, 93
expenditure, 119, 350
improvements, 112
negative working capital, 181
resources, annual report, 68
working, 357

capitalised expenses, 297
capitalised leases, 83–84, 135
cash. See also cash flow; statement of cash

flows
in bank, 53
budget, 210
on deposit, 53

equivalents, statement of cash flows,
123–124, 190, 350

petty cash (cash on hand), 53
public companies, 36
from selling shares, 35
sources of, 29
tracking, 87–88

cash flow. See also statement of cash flows
accounts payable turnover, 232–235
accounts receivable turnover, 227–231
bill payments, slowing down, 235,

239–240
cash return on sales ratio, 192–193
cash-debt coverage ratio, 196–198
cash-flow coverage ratio, 198–201
current cash-debt coverage ratio, 194–198
described, 10, 14, 350
discontinued operations, 123, 143, 155,

304–305, 351
discounts, 235–237, 241
free, 190–192
internal reports, 14
low cash flow problems, 320
Marks and Spencer, 343–345
negative, 196, 198
problems, hiding, 304–305
public versus private companies, 36
quick cash, 244–245
reducing inventory, 243–244
Tesco, 343–345

cash-basis accounting, 43–44, 45–46, 350
centralised account system, 87
chairman’s statement, annual report, 62
channel stuffing, 290
Chart of Accounts

asset accounts, 51–53
defined, 350
equity accounts, 54–55
expense accounts, 56–57
liability accounts, 53–54
overview, 50–51
revenue accounts, 55–56

Chinese wall, 263
collection period, 228, 241
collections, accounts receivable, 240–242
Combined Code on Corporate Governance,

37–39
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commitments and contingencies, 143
companies. See also business types

nonlisted, 37, 127, 257
ranking with ROA (return on assets),

172–173
takeover defences and protections, 278
Web site resources, 282

Companies Act, 31, 250, 329
Companies House

abbreviated accounts filed at, 11
about, 325
financial reports from, 23–24, 97
medium and large-size private companies

filing with, 12
rules for filing with, 17
Web site, 13, 325

competitors, 11, 29, 36, 208
computerised systems, 47, 50
consolidated financial statement. See also

financial statements
accounts, 148
defined, 350
key transactions, 152
Marks and Spencer, 149
methods of buying up companies,

150–151
notes to, 153–155
overview, 147–149
reading, 151–153
Tesco, 149

contingent liabilities, 350
control activities, 68, 253–254
convertibles, 110, 350
cookie-jar reserves, 286
copyrights, 53, 82
corporate governance, 276–278, 351
Corporate Governance Report, 63
corporate message, annual report, 64
corporation tax paid, 305–306
cost of sales. See also sales

cost of sales number, 215
defined, 351
described, 56, 96, 103–104
finding, 219
income statement, 96, 103–104

costs
control problems, 68
defined, 10

fixed, 352
public companies, 36
variable, 357

creative accounting
detecting, 292–295
hiding financial problems with, 284–287

credit
cards, 54, 181, 228, 244
in-store, 352
lines of, 244
policy for customers, 230, 240–242
ratings, Web site, 327
standards, 240

credit period, 240
credits and debits, double-entry

accounting, 47–48
currency exchange, statement of cash

flows, 123
current assets

accounts, 52–53
accounts receivable, 86–87
cash, 87–88
defined, 52, 85, 351
inventory (or stock), 52, 85–86
investments, 87
other, 88

current cash-debt coverage ratio, 194–198
current liabilities

accounts, 54
accrued liabilities, 89, 349
current tax payable, 89
described, 88–89, 351
provisions, 89
short-term borrowings, 89, 131, 356

current ratio, 180–181, 341
customers

accounts-receivable aging schedule (or
aged debtor), 231–232

balance sheet, 228
credit policy for, 240–242
discounts for early payments, 

235–237, 241
electronic bill payment, 244, 245
invoicing, 228
largest, 141
side letters, 290
slow-paying, 227, 232, 241, 324
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• D •
debentures (bonds payable), 54
debits and credits, double-entry

accounting, 47–48
debt

bad debt, 230–232
bonds, 265
cash-debt coverage ratio, 196–198
current cash-debt coverage ratio, 194–198
current ratio, 180–181, 341
debt to equity, 342
debt to shareholders’ equity, 184–186
debt-to-capital ratio, 186–188, 342
doubtful, 67, 300
excess, 321–322
funding, 172
long-term (non-current liabilities), 90, 354
Marks and Spencer, 342
new, 122
paying off, 122
secured, 356
short-term, 356
Tesco, 342

defined contribution plan, 139
Department of Business, Enterprise and

Regulatory Reform, 328–329
Department of Trade and Industry 

(DTI), 328
depreciation

accumulated, 52, 84
calculating, 48–49
defined, 351
expenses, 57, 116
fraudulant reporting, 295
motor vehicles, 48–49
notes to financial statement, 127–128
property, 83
statement of cash flows, 116
taxes and, 107

diluted earnings per share (EPS), 110, 164
direct method, statement of cash flows,

113–115
directors

annual report, 15, 62
report, 31, 75
responsibilities, 16

Directors’ Remuneration Report, 62, 
67, 136

disclosure, public versus private
companies, 36

discontinued operations
defined, 351
hiding negative information, 304–305
notes to financial statements, 143, 155
statement of cash flows, 123

discounts
accounts receivable, 241
benefits of, 240
for early payments, 235–237, 241
purchase discounts, 56
sales, 56, 101–103
volume discounts, sales, 102, 357

discretionary cash, 190–192
distribution expenses, income statement,

105
distribution systems, 68
dividends

consolidated financial statements, 152
defined, 351
dividend cover, 167–169, 340
dividend yield, 166–167, 340
high yields, 169
paying, 91, 121
per share, 110
preference shares, 92
shareholders, 91
shareholders informed on, 281

double-entry bookkeeping, 14, 46–47, 351
doubtful debts, annual report, 67, 300
drawing account, 94
Dun and Bradstreet Web site, 264
durable goods, 351

• E •
earnings

aggressive earnings management, 285,
288, 349

expectations, 274–275
fraudulant reporting, 287–295
restating, 285, 356

earnings per share (EPS)
calculating, 110, 160, 164–166
defined, 351
diluted, 110, 164
Marks and Spencer, 162
Tesco, 162
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EBIT (earnings before interest and 
taxes), 58

EBITDA (earnings before interest, taxes,
depreciation, or amortisation), 58,
107–108, 351

economic conditions, sales forecast, 208
Eisner, Michael (Disney CEO), 271
electronic bill payment, 244–245
emphasis of matter paragraph, 72
employees. See also pensions

financial reports needed by, 10
participation in budgeting process, 206
retirement benefits, notes, 138–140
share incentives, 67
turnover, 276

Enron scandal, 38, 277–278, 284, 309
environmental concerns, 142–43, 272
environmental and product liabilities,

annual report, 66
EPS (earnings per share)

calculating, 110, 160, 164–166
defined, 351
diluted, 110, 164
Marks and Spencer, 162
Tesco, 162

equipment lease, 135
Equitable Life scandal, 315
equity

balance sheet, 91–94
capital, 93
Chart of Accounts, 54–55
debt to equity, 342
defined, 10, 54, 78, 91, 351
double-entry bookkeeping, 47
drawing, 94
other reserves, 93
owner’s, 54, 91
retained earnings, 55, 93, 356
return on equity (ROE), 173–174
share capital, 91–93

European Union (EU), 148, 251, 257–258
events, significant, 39, 142–143
execution only service, 281
executives

annual report of, 15
budget set by, 206
financial reports for, 10

listed in annual report, 64
remuneration packages, 272, 277
reporting at annual meeting, 275–276

expenses
accounts, 56–57
accrual accounting, 287
accrued expenses payable, 302–303
capitalised, 297
defined, 56, 105, 351
fraudulant reporting, 295–299
income statement, 96, 105–107
interest, 57, 353
notes to financial statement, 129–130

Exxon (oil company), 142

• F •
fair value, 351
FASB (Financial Accounting Standards

Board), 258, 284
fees

accounts receivable, 241
audit, 38
financial advisors, 281
legal, 38, 279
management, 152
upfront service fee, 292

fictional sales, 289–290
FIFO (first in, first out) inventory system,

85, 216–217, 219–220, 221
finance expense, income statement, 106
finance income, income statement, 106
finance leases, 135
Financial Accounting Standards Board

(FASB), 258, 284
financial advisors, choosing, 281
financial highlights, annual report, 15,

74–75
Financial Reporting Council (FRC), 16–17,

37, 39, 306, 326
Financial Reporting Review Panel (FRRP),

17, 306, 326
Financial Reporting Standard for Small

Entities (FRSSE), 32, 127
Financial Reporting Standard (FRS), 

139, 284
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financial reports. See also annual report;
financial statements; fraudulent
financial reporting

abbreviated, 11, 325
comparing, 128, 130, 258
copies of, obtaining, 97
documentation for, 38
extended reporting period, 289
external, 11–13
GAAP standards for, 257–258
internal, 13–14, 211–213
limited companies, 23–24
online resources, 13, 126, 325–329
overview, 9–11
partnerships, 21, 24
public limited companies (PLCs), 

12, 23–24
reading before shareholders meeting, 274
Sarbanes-Oxley Act requirements, 38
small companies, 127
sole trader, not required for, 20
‘window dressing’, 275

Financial Services Authority (FSA), 263
financial statements. See also financial

reports; specific types of statement
annual report, 62, 73–74
described, 16, 352
overview, 73–74, 333
private companies, 30–32
public (listed) companies, 37–39
rules and regulations for filing, 17

Financial Times (UK newspaper), 163,
327–328

Find.co.uk, 261, 328
first in, first out (FIFO) inventory system,

85, 216–217, 219–220, 221
fiscal year, operating on, 79
Fitch Ratings (bond-rating service), 267
fixed assets. See long-term assets; non-

current assets
fixed costs, 352
foreign currency exchange, statement of

cash flows, 123
fraudulent financial reporting. See also red

flags; scandals
assets and liabilities misrepresented,

299–304

cash flow problems, 304–306
creative accounting, 284–287, 292–295
debt excess, 321–322
described, 252, 352
exploiting expenses, 295–299
fictional sales, 289–290
hiding negative information, annual

report, 13, 62–63, 75
mergers and acquisitions, questionable,

323
revenue recognition games, 288–295, 321
Web site resource, 306

FRC (Financial Reporting Council), 16–17,
37, 39, 306, 326

freight charges, cost of sales, 56
FRRP (Financial Reporting Review Panel),

17, 306, 326
FRS (Financial Reporting Standard), 

139, 284
FSA (Financial Services Authority), 263
FTSE 100 companies, 250, 266
furniture and fittings, long-term asset, 

52, 83
future, looking towards, 276

• G •
gains, unrealised, 87, 357
general ledger, bookkeeping practices, 51
Generally Accepted Accounting Principles

(GAAP)
accrual accounting required by, 44
audit principles, 256–258
current rules, accessing, 326
defined, 352
standards for financial reports, 17,

257–258
GlaxoSmithKline (company), 142, 277
going-concern, 72, 352
golden share, 91
goods on consignment, 291
goodwill

acquisitions, 137
balance sheet, 297–298
defined, 53, 82, 154, 352
notes to financial statements, 154

gross margin, 175, 341, 352
gross profit, 57, 98, 104–105, 352
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• H •
Her Majesty’s Revenue and Customs

(HMRC), 20–21
Hewlett, Walter (businessman), 279–280
Hewlett-Packard company, 279
highlights, financial, 74–75
hire purchase contract, 135
hold rating, shares, 268

• I •
IAS (International Accounting Standards),

83, 96, 217, 291, 292
IASB (International Accounting Standards

Board)
about, 326, 353
accounting standards set by, 257–258
direct method format preferred by, 113
merger accounting banned by, 148
Update magazine, 326
Web site, 326

ICC Information Service Web site, 223, 328
IFRS (International Financial Reporting

Standards), 96, 258, 284
income gearing, 183–184, 342
income statement

annual report, 95
consolidated, 337
cost of sales, 96, 103–104
described, 16, 47, 74, 352
earnings per share, 110
expenses, 96, 105–107
formats for, 97–99
gross profit, 98, 104–105, 352
inventory valuation’s effect on, 220–221
Marks and Spencer, 337
net income, 128, 173, 215
net profit or loss, 109
non-operating income or expense,

108–109
overview, 96–97
profit or loss, 96, 107–109
revenue accounts, 55–56
Tesco, 334
year end date, 97

incorporating, 22

independent analysts, 264–265
Independent Insurance scandal, 313
indirect method, statement of cash flows,

114–115
industry competition data, sales forecast,

208
industry economic conditions, sales

forecast, 208
information technology, 38
initial public offering (IPO), 35, 37, 352
in-process research and development, 286
insider dealing, 39
insolvency, 352
institutional shareholders, 279
in-store credit, 352
intangible assets. See also goodwill

amortisation, 48–50, 349
defined, 82, 353
intellectual property, 53, 353
net book value, 50

interest
ability to pay, 183–184
consolidated financial statements, 152
expenses, 57–58, 353
interest rate risk, 130, 133–134
rate, calculating, 236
receivables sold, 242

internal financial reports
accounts-receivable aging schedule,

231–232
cash flow, 14
defined, 353
monthly budget reports, 211–213
overview, 13–14
red flags system, 211–212
uses for, 213
year-to-date section, 211

International Accounting Standards Board
(IASB)

about, 326, 353
accounting standards set by, 257–258
direct method format preferred by, 113
merger accounting banned by, 148
Update magazine, 326
Web site, 326

International Accounting Standards (IAS),
83, 96, 217, 291–292
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International Financial Reporting
Standards (IFRS), 96, 258, 284

International Standards on Auditing (ISA),
70, 251, 255–256

Internet stock crash (2000), 37, 262
inventory (or stock)

average-costing system, 86, 216–217, 
219–220

beginning, 218
cost of sales, finding, 219
current asset, 85–86
described, 52
ending, 217–218
filing requirements, 217
financial statement comparisons, 220–221
first in, first out (FIFO), 85, 216–217,

219–220, 221
internal reports, 14
just-in-time inventory process, 243
large-capitalisation, 327
last in, first out (LIFO), 86, 216–217
market inventory system, 217, 222
overstated valuation, 300–301
reducing, 243–244
specific-identification system, 86, 216–217
statement of cash flows, 117
tangible fixed assets turnover, 224–225
total asset turnover, 225–226
tracking methods, 218
turnover, calculating, 221–224
turnover, slow, 324
valuation methods, 215–221

investment bankers, 34, 40–41
investment groups, 259
investment research firms, major, 264–265
investments. See also shares

associates and joint ventures, 84–85
Business Week Web site, 327
current assets, 87
gains from sales of, 306
industry statistics Web site, 164
joint ventures, 85, 148
loss from selling, 306
researching, 164
statement of cash flows, 112, 115, 119–120
subsidiaries, 152
value investing, 164

investors, 11, 29, 67, 166

invoice factoring, 242–243
IPO (initial public offering), 35, 37, 352
ISA (International Standards on Auditing),

70, 251, 255–256

• J •
Jobs, Steve (founder of Apple 

Computer), 35
John Lewis Partnership (company), 33
joint ventures, 85, 148
junk bonds, 265
just-in-time inventory process, 243

• K •
key performance indicators (KPIs), 75, 253

• L •
labour, direct labour budget, 210
land, 52, 301
large-capitalisation stocks, 327
large-size companies, 12, 206
last in, first out (LIFO) inventory system,

86, 216, 217
lawsuits, 72, 142–144, 280
leases

capitalised, 83–84
finance, 135
leasehold improvements, 52
notes to financial statements, 134–135
operating, 135
property, 83

leasing and hire purchase, 245
legal fees, 38, 279
leverage, 185–186
leveraged buyout, 108
Levitt, Arthur (Securities and Exchange

Commission chairman), 285
Lewis, John Spedan (businessman), 33
liabilities. See also non-current liabilities

balance sheet, 88–90
Chart of Accounts, 53–54
contingent, 350
current, 54, 88–89, 180
deferred tax liabilities, 90, 107
defined, 10, 353
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double-entry bookkeeping, 47
long-term, 54, 90
Marks and Spencer, 342
net current assets, 81, 89
provisions, 303–304
Tesco, 342
transferring, 284, 304
undervalued, 144, 302–304
unrealistic values, 286, 322

licenses, 297
LIFO (last in, first out), 86, 216–217
limited companies

defined, 353
financial reports, 23–24
limited liability partnership (LLP), 24–25
private limited companies, 22–24, 40
public limited companies (PLCs), 12,

22–24, 27, 40
setting up, 22–23
taxes, 23

lines of credit, for quick cash, 244
liquidations, notes to financial statement,

155
liquidity

annual report, 69
current ratio, 180–181, 341
debt to shareholders’ equity, 184–186
debt-to-capital ratio, 186–188, 342
defined, 36, 353
income gearing ratio, 183–184, 342
lower liquidity problems, 319–320
Marks and Spencer, 341–343
public versus private companies, 36–37
quick ratio, 181–183
Tesco, 341–343

listed companies. See public (listed)
companies

LLP (limited liability partnership), 24–25
loans

calling, 188
guarantee scheme, 245
lease obligations, 134–135
notes to financial statements, 130–135
par value of, 133
payable, 54

London Stock Exchange – Alternative
Investment Market (AIM), 12, 33

London Stock Exchange – Main Market, 33,
41–42

long-term assets, tangible, 52, 82–83. See
also non-current assets

long-term borrowings
current portion, 89
described, 90
Marks and Spencer, 133–134
notes to financial statements, 131–134
Tesco, 132–134

long-term debt or liabilities. See non-
current liabilities

long-term liabilities, 54, 90, 196. See also
pensions

long-term notes or bonds, 131
loss

defined, 10
income statement, 96, 98, 107–109
unrealised, 87, 357

• M •
majority interest, share acquisition, 

150, 353
management fees, subsidiary paying, 152
managers, 10, 13–14
manufacturing and operational details, 141
manufacturing capacity, 68
margins

gross, 175, 341, 352
net profit, 177–178, 193, 341
operating, 176–177, 341, 354
profit margin, disappearing, 320–321

market inventory system, 217, 222
market research, sales forecast, 208
market share data, sales forecast, 208
market value/share price, 163–164
marketing expenses, income statement,

105
markets for trading shares. See stock

exchange
Marks and Spencer (retail company)

annual report, 189
consolidated balance sheet, 338
consolidated income statement, 337
inflow and outflow of cash, 346–347
liquidity, 341–343
profitability and market value, 339–341
statement of cash flows, 124, 339
turnover and assets, 345–346
Web site, 125, 189
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material changes, 12, 353
material misstatement, 70, 353
materiality, 286–287
materials, direct materials budget, 210
Medium Term Note (MTN), 131–133
medium-sized companies, 12, 31–32
merchant services, 245
merger accounting, 147–148
mergers

benefits of, 147
notes to financial statements, 137–138,

154
questionable, 323
shareholders role in, 281

Merrill Lynch (investment firm), 262
Microsoft (software company), 164, 208
minority interest, share acquisition, 

150–151
mission statement, annual report, 15
Model Code, 39
Molins (heavy engineering company)

inventory turnover, 223
number of days in accounts-payable

ratio, 235
tangible fixed assets turnover, 225
total asset turnover, 226
trade-receivable turnover, 230

monthly budget reports, 211–213
Moody’s Investor Service (bond rating

agency), 266–267
motor vehicles, 48–49, 52
mutual funds, rating, 261

• N •
National Insurance Contributions 

(NICs), 20
net assets, 81, 353
net book value, 50
net cash, 306
net current assets, 81, 89
net income, 173, 215, 295, 354
net marketable value, 354
net profit, 58, 109, 193, 354
net profit margin, 177–178, 193, 341
net realisable value, 217
net sales or net revenue, 294, 354
NICs (National Insurance Contributions), 20

Nomad (nominated advisor), 33
non-current assets

accumulated depreciation, 84
capitalised leases, 83–84
defined, 354
furniture and fixtures, 83
gains from sales of, 306
investments, 84–85
losses from sales of, 306
property, plant, and equipment, 82–83
turnover, 224–225

non-current liabilities
deferred tax liabilities, 90
defined, 354
long-term borrowings, 89–90, 131–134
post employee benefit obligations, 90

nonlisted companies, 37, 127, 257
non-operating expense, 108–109
non-operating income, 108–109, 177, 354
Northern Rock scandal, 316–318
notes to financial statements

accounting policies, 127–130
accounts receivable (trade receivables),

228
borrowings, 130–134
business segment breakdowns, 140–142
consolidated financial statements,

153–155
deciphering, 126–127
described, 63, 354
events, significant, 142–143
importance of, 75, 125–126
in-process research and development, 286
lease obligations, 134–135
for listed vs. unlisted companies, 127
mergers and acquisitions, 137–138
pension and retirement benefits, 138–140
private companies, 31
red flags, 143–145
restructuring charges, 299
revenue-recognition policies, 293
share-based payments, 136–137
subsidiaries, associates and joint

ventures, 148
number of days in accounts-payable ratio,

234–235
numbers, rounding off, 79
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• O •
off-balance sheet financing vehicles, 284
Office of Public Sector Information Web

site, 329
Operating and Financial Review (OFR)

annual report, 15, 64–69
business performance, 141
described, 62
interest rate risk management, 133

operating margin, 176–177, 341, 354
operations

accounts payable, 117–118
accounts receivable (trade receivables),

117
annual report, 67–68
cash flow, 112–113, 116–119
depreciation, 116
described, 106, 354
discontinued, 123, 143
efficiency of, 169
expenses, 57
inventory, 117
notes to consolidated financial

statements, 155
operating cash flow, 165, 354
operating lease, 135, 354
operating period, 354
operating profit, 58, 98, 354
research and development, 68

orders, unfilled and backlogs, sales
forecast, 208

ordinary (or equity) shareholders, 91
ordinary shares, 354
owner diversification, advantage of, 35
owner’s equity or capital, 54, 91

• P •
P&L (profit and loss account). See income

statement
parent company, 355
Parmalat scandal, 312–313
partnerships

described, 21, 355
financial reports, 21
getting an audit when it’s not required, 252
limited liability partnership (LLP), 24–25

multiple, 33
taxes, 21

patents, 82, 106, 297
payables. See accounts payable
payroll taxes, 45, 54
P/E (price/earnings) ratio

average, 163
calculating, 161–163, 166
current, 161
described, 160
forward, 161
historic, 161, 164
market value/share price, 163–164
Marks and Spencer, 162–163, 339
Microsoft, 164
negative, 160
projected, 161
Tesco, 162–163, 339
variations, 164–166

pensions
accounting policies, 127
analysts role in, 259
notes to financial statements, 138–140
post employee benefit obligations, 90
red flags, 145
safety of, 140
valuations, 66

periodic inventory tracking, 218
perpetual (or continuous) inventory

system, 218
personal finance Web site, 328
petty cash (cash on hand), 53
physical capacity, 68, 294–295, 355
plant and equipment, 52, 83, 135
Plus Markets Group (PMG) PLUS, 12, 34
Poor, Varnum (Standard & Poor’s founder),

266
portfolio manager, 261
preference share, 55, 355
preference shareholders, 91–93
prepayments, 228
press releases, 268–270
price/earnings (P/E) ratio. See P/E

(price/earnings) ratio
pricing policy, sales forecast, 208
private companies

advantages of, 27–29
audit needed for, 12
disadvantages of, 29–30
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private companies (continued)
filing financial statements, 30–32
going public, 39–42
large-size, 12
limited, 22–24, 40
medium-sized, 12, 31–32
small, 11–12, 32, 325

private investor (angel), 29
Pro forma EPS, 165
product development expense, reporting,

129
product improvements, 68
profit. See also P/E (price/earnings) ratio

capital gains, 168, 350
defined, 10, 355
earnings per share, calculating, 110, 160
gross, 57, 98, 104–105, 107, 352
income statement, 98
net profit, 58, 109, 193, 354
net profit margin, 177–178, 193, 341, 341
non-operating income, 108–109
operating, 58, 98, 107
profit margin, disappearing, 320–321
before taxation, 170

profit and loss account (P&L). See income
statement

property, plant, and equipment, 82–83, 93
prospectus, 40–41
provisions, 89, 303–304, 355
proxies, 278–280, 355
public companies, nonlisted, 37
public limited companies (PLCs). See also

public (listed) companies
described, 12, 22, 27
financial reports, 12, 23–24
private limited company becoming, 40
selling shares, 27
taxes, 23

public (listed) companies. See also public
limited companies (PLCs)

advantages of, 35–36
consolidated accounts, requirements 

for, 148
disadvantages of, 35–37
filing financial reports, 12–13, 34, 37–39
financial statistics for, locating, 326
listing with Main Market, 41–42

listing with US stock exchange, 38
markets for trading shares, 33–34
notes to financial statements, 127
private company becoming, 39–42

purchase discounts, cost of sales, 56
purchases, cost of sales, 56

• Q •
qualified opinion, modified auditor’s

report, 72–73
quick cash flow, 244–245
quick ratio, 181–183, 342

• R •
rating agencies, 260, 265–268
ratings

bonds, 265–268
credit, 327
shares, 268

receivership, 355
recognition, 287, 355. See also revenue

recognition
red flags. See also fraudulent financial

reporting
accounting method changes, 322–323
accounting policy changes, 144–145
assets and liabilities unrealistic, 144, 322
assets written off as impaired, 298
auditor’s, 69
bill payments slowing down, 235, 239–240
bond analysts’, 265
changing auditors, 73
executives unsure response at annual

meeting, 275
finding, 143–145
internal reports use of, 211–212
lawsuits, 143–144
low cash flow problems, 320
low dividend cover, 168
lower liquidity, 319–320
negative P/E (price/earnings) ratios, 160
negative working capital, 181
net revenue or net sales increase, 294
in notes to financial statements, 143–145
pension obligation difficulties, 145
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press reporting on, 144
profit margins disappearing, 320–321
restructuring charges, 299
revenue-recognition policy changes, 293
significant events, 142–143
slow inventory turnover, 324
slow-paying customers, 324

related-party, 291, 355
remuneration packages, 62, 67, 136, 277
rendering of services, 292
reported EPS, 165
research and development, 68, 106, 

286, 296
restate earnings, 285, 356
restructuring

charges, annual report, 66, 299
defined, 62, 356
hiding financial problems during,

285–286, 299
notes to financial statements, 143

retained earnings, 55, 93, 356
retirement benefits, notes, 138–140
return on assets (ROA), 172–174, 340
return on equity (ROE), 173–174, 340
return on sales (ROS), 169–171, 340
returns, 102–103, 290–291
Reuters’ Web site, 329
revaluation reserve, 93
revenue

accounts, 55–56
accrual accounting, 100, 287
aggressive earnings management, 285,

288, 349
creative accounting, detecting, 292–295
defined, 100–101, 356
games played with, 287–295, 321
gross profit, 57, 98, 104–105, 107, 352
growth, 275
income statement, 96, 99–105
net revenue or net sales, 354
notes to financial statements, 127–129
ratios, 295

revenue recognition
defined, 355
evaluating revenue results, 293–294

game-playing, 287–295
notes to financial statements, 128–129
Operating and Financial Review (OPR),

65–66
policies, reviewing, 293
revenue defined, 100–101

ROA (return on assets), 172–174, 340
road shows, 270
Robert Maxwell scandal, 316
royalties, 106, 356

• S •
sales. See also cost of sales

budget, 209–210
cash return on sales ratio, 192–193
collectibility policy, 129
consolidated financial statements, 152
on credit, 228
debits and credits effect on, 47–48
described, 10, 55
discounts, 56, 101–103, 357
fictional, 289–290
forecast, developing, 207–208
goods ordered but not shipped, 288–289
net sales or net revenue, 354
parent company buying from

subsidiaries, 152
purchase discounts, cost of sales, 56
recognised as revenue, 100–101
return on sales (ROS), 169–171, 340
returns and allowances, 56, 102–103, 129
Sales Ledger, 51
volume discounts, 102, 357

S&P (Standard & Poor’s), 264, 266–268, 327
Sarbanes-Oxley Act, 38
scandals. See also fraudulent financial

reporting
about, 17
Adelphia and Hollinger, 310–311
Barings Bank, 314–315
brokerage houses’ role in, 261–263
corporate governance problems, 277
Enron, 38, 277–278, 284, 309
Equitable Life, 315
executive remuneration packages, 67
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scandals (continued)
Independent Insurance, 313
Northern Rock, 316–318
Parmalat, 312–313
Robert Maxwell, 316
technology crash of 2000, 37, 262
Versailles Trade Finance Ltd (VTFL), 314
WorldCom/MCI, 311–312

secondary public offerings, 356
secured debt, 356
securities, 353, 356–357
sell rating, shares, 268
sell-side analysts, 261–264
service contracts, 292
share capital, 55, 91–93
share-based payment, 67, 128, 136–137
shareholders

annual report statements, 63, 280
biannual reports, 280
debt to shareholders’ equity, 184–186
dividends, 91, 166
general meeting, annual, 272–276
influence of, 271
institutional, 279
monitoring the board of directors, 277–278
negotiating with, 279–280
ordinary (or equity) shareholders, 91
preference shareholders, 91–93
shareholders’ equity, 172–173
special events reports, 280–281
voting by proxy, 278–280, 355
Web site services, 273, 282

shares. See also stock exchange
acquisitions, 150–151, 154
bonus issue/share split, 281
buying back, 121
execution only service, 281
hold rating, 268
incentives, 67, 357
issuing, 120
ordinary shares, 354
prices, 40, 161
ratings, 261, 268
risks of buying, 281
sell rating, 268

share premium, 55, 93
share-option plan, 277, 356
Web site, 161

short-term borrowings, 89, 131, 356
short-term debt, 356
side letters, 290, 356
small companies

budgeting process, 206
described, 32, 127
exception from cash-flow statement, 31
financial reporting requirements, 32, 127
investment property of, 83
merger accounting, permission to use, 148
notes to financial statements, 127
private, 11–12, 32, 325

Smith, Terry (Accounting for Growth), 284
sole trader, 19–20, 356
solvency, 189–192, 356
special events reports, shareholders,

280–281
special line items, statement of cash flows,

122–123
specific-identification inventory system,

86, 216–217
Spitzer, Eliot (Attorney General), 262
Standard & Poor’s (S&P), 264, 266, 

267–268, 327
statement of cash flows. See also cash flow

accrual accounting, 111
annual report, 16
cash and cash equivalents, 123–124, 

190, 350
described, 16, 74, 111–112, 189, 356
financing activities, 112, 115, 120–122
foreign currency exchange, 123
formats for, 113–116
inventory, 117
investment activities, 112, 115, 119–120
Marks and Spencer, 339
operating activities, 112–113, 116–119, 350
private companies, 31
problems with cash flow, hiding, 304–306
special line items, 122–123
Tesco, 336
UK standards, 113
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statements to shareholders, annual 
report, 63

stock. See inventory (or stock)
stock exchange. See also shareholders;

shares
Alternative Investment Market (AIM), 

12, 33
choosing, 41
Main Market, 33, 41–42
Plus Markets Group (PMG) PLUS, 12, 34
requirements for listing on, 41
US stock market, 38, 327

stock market index, 266
stockbroker, using, 281
stock-costing systems, 86
subsidiary

bought through share acquisition,
150–151

consolidated financial statements, 152
defined, 148
minority interest in, 151
tax requirements, 148–149
wholly-owned, 150, 357

• T •
takeover defences and protections, 278
tangible assets

current, 52–53
defined, 48, 51, 357
depreciated, 48, 351
fixed assets turnover, 224–225
long-term, 52, 82–83

taxes
accounting policies, 128
corporation, 148, 305–306
current tax payable, 89
deferred tax liabilities, 90, 107
expense account, 57
investments or fixed assets, 306
limited companies, 23
limited liability partnership (LLP), 24
National Insurance Contributions 

(NICs), 20
overview, 106–107
partnerships, 21, 24

payable, 89
payroll, 45, 54
public limited companies (PLCs), 23
sole trader, 20
tax liability account, 45, 357
taxation receivable, 88
Value Added Tax (VAT), 20, 54

technology crash of 2000, 37, 262
Tesco (retail company)

annual report, 125, 189
balance sheet, 84, 335
cash flow, 343–345
income statement, 334
inflow and outflow of cash, 346–347
liquidity, 341–343
profitability and market value, 339–341
statement of cash flows, 124, 336
turnover and assets, 345–346
Web site, 125, 189

total asset turnover, 225–226
total capital, 342
Tracy, John A (Understanding Business

Accounting For Dummies), 88
trade creditors. See accounts payable
trade debtors. See accounts receivable

(trade receivables)
trade financing, 239
trade receivables. See accounts receivable

(trade receivables)
trade sanctions, 141
trademarks, 82
Transparency Directive, 39
turnover

accounts payable, 232–233
accounts receivable (trade receivables),

227, 228–231
defined, 357
employee, 276
inventory, 221–224
Marks and Spencer, 345–346
revenue received from sales, 357
tangible fixed assets, 224–225
Tesco, 345–346
total asset, 225–226

Tyco scandal, 38
types of business. See business types
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• U •
UK Listing Authority (UKLA), 41
Understanding Business Accounting For

Dummies (Tracy and Barrow), 88
underwriting guarantee, 40
undeveloped land, 301
unincorporated businesses, 94
unrealised losses or gains, 87, 357
Update magazine, 326
Urgent Issues Task Force (UITF), 292
US stock market, 38, 327
utilities, 91, 169

• V •
Valdez oil spill, 142
valuation methods, 127, 215–221
Value Added Tax (VAT), 20, 54
value investing, 164
variable costs, 357
venture capitalist, 29, 92, 357
Versailles Trade Finance Ltd (VTFL)

scandal, 314
vesting conditions, 136
Virgin Group (private company), 28
volume discounts, sales, 102, 357

• W •
Web sites

Accounting Standards Board (ASB), 326
Biz/ed, 327
Business Week, 327
Companies House, 13, 23, 325
Department of Business, Enterprise and

Regulatory Reform, 328–329

Dun and Bradstreet, 264
financial, 294
Financial Reporting Council (FRC), 

306, 326
Financial Reporting Review Panel (FRRP),

306
financial reports, 13, 97, 126
Financial Times, 327–328
Find.co.uk, 261, 328
Fitch Ratings, 267
FTSE 100 companies, 266
Her Majesty’s Revenue and Customs

(HMRC), 21
ICC Information Service, 223
industry statistics, 164
International Accounting Standards

Board (IASB), 326
investment research firms, 264–265
Marks and Spencer, 125
Moody’s Investor Service, 266
mutual funds, rating, 261
Office of Public Sector Information, 329
press releases, 269, 270
Reuters, 329
share prices, 161
Standard & Poor’s (S&P), 264, 266, 327
Tesco, 125
Yahoo! Finance UK, 161, 326

‘window dressing’ financial reports, 275
working capital, 181, 357
WorldCom/MCI scandal, 311–312
Wozniak, Steve (founder of Apple

Computer), 35

• Y •
Yahoo! Finance UK Web site, 161, 326
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