MIHICTEPCTBO OCBITU 1 HAYKU, MOJIOJI TA CIIOPTY VKPATHU

) _JepxaBuuii BUIINK HaBYAIILHUH 3aKJIal
«KHNIBCBKNM HALIIOHAJIBHMM EKOHOMIYHUM YHIBEPCHUTET
imeni BAIIUMA TETbMAHA»

H. O. BECKOPOBAWHA
O. B. BEJIAKOBA

FUNDAMENTALS
OF
ACCOUNTING

OCHOBM
BYXIFANATEPCbKOIO
OBJIIKY
AHIMIUCbKOIO MOBOIO

HaBuyaaLHUH MOCIOHUK

Pexomenoosano
Minicmepcmeom ocgimu i Hayku, Mo100i ma cnopmy Yxpainu

;906‘ K!_I Ey
—\2 KMIB 2011



VIK 657(076)-111
BBK V052.2173
B 53

PeueHzeHmu

A. I'. Jlaturina, gom.
(KuiBchbkuil HalliOHAIBHUN TOPTOBEILHO-CKOHOMIYHHUI YHIBEPCUTET)
T. I. IlerpoBa, xauz. mex. HAyK, mpod.
(KuiBcbkuii HallioHaJIBHUN YHIBEpCUTET Oy JIBHULITBA 1 apXITEKTYPH)

PedakuitiHa Konezis ghiHaHCO80-eKOHOMIYHO20 ¢haKynbmemy

Tonosa peoaryiunoi koneeii B. K. XniBHuU#, KaH/I. €KOH. HAYK, JOLL.

Bion. cexpemap pedaxyitinoi konezii 1. M. Konopanoga.

Unenu pedaxyitinoi koneeii: M. J1. binuk, 1-p ekoH. Hayk, npod.; O. O. ['amaHkoBa, KaH/.
eKOH. HayK, npod.; M. A. ['anoHIOK, KaH]. €KOH. HayK, 1ol.; B. M. OmapiH, A-p eKOH. Hayk,
npod.; C. C. Ocageus, A-p ekoH. HayK, npod.; A. M. [lopneproriH, KaHA. €KOH. HayK, PoQd.;
0. O. TepetieHko, A-p ekoH. HayK, npod.; B. M. democos, aA-p ekoH. HAYK, Tpod.

pugb HadaHo MiHicmepcmeom oceimu i Hayku, Mosi0di ma criopmy YKkpaiHu
Jlucm Ne 1/11-9073 gi0 30.09.2010

Beckopogaiina H. O.
b33 OcHOBHY OyXrajITepCchKOro O0JIIKY aHTIIHCHKOI MOBOIO : HaBY.
noci6. / H. O. beckoposaitna, O. B. bensxoBa. — K. : KHEY,
2011.—261, [3]c.
ISBN 978-966-483-456-5

Temaruka MOCIOHMKA OXOILTIOE OCHOBHI aCMeKTH (piHAaHCOBOT'O Ta YHPaBIiHCHKOTO
00miky. TekcTH, 110 B3ATi 3 aBTEHTUYHHX JDKEPEN, Ta KOMIUIEKC MiCIATEeKCTOBUX
BITPaB CIPSIMOBAHI Ha aKTHBHE 3aCBOEHHS MPOQECiiHOT JIEKCHUKH, PO3BUTOK KOMYHIKa-
TUBHUX HaBHYOK, (OPMYBaHHS HABHUYOK pedepyBaHHs Ta MepeKiIaay HeOOXiJHUX st
e(eKTUBHOTO CITUIKYBaHHS B aKaIeMiYHOMY Ta MPpoQeciiiHOMYy CepeIOBHIIAX.

HapuanbHuil NOCiOHUK MPU3HAYEHUH JUIA CTYJCHTIB CTApIIHNX KYpCiB i acmipaHTiB
€KOHOMIYHHUX (haKyJIbTETiB BUIIMX HaBYAJIbHUX 3aKJIaJIB Ta CIELiaicTiB y cdepi Oyx-
TaJTepChKOro OOMIKY Ta ayJuTy.

YK 657(076)-111
BBK Y052.2a73
Posnoscrooacysamu ma mupasxcysamu
6e3 ogiyiiinozo 0oseony KHEY 3aboponsembcs

© H. O. Beckopogaiina, O. B. Bemsixosa, 2011
ISBN 978-966—483—456-5 © KHEYVY, 2011



> =

[IEPEJIMOBA

HapuanbHuil MOCIOHMK NPU3HAYCHHI JUIS CTY/CHTIB
CTapuIMX KypCiB i acIipaHTIB CKOHOMIYHHX (DaKy/IbTCTiB
BHIINX HAaBYAJIBHUX 3aKJIA/IB Ta CTCMIaICTIB y cdepi Oyx-
raJITepChbKOro 00JIIKY Ta ayIuTy.

Merta mocioauka — chopMyBaTH y CTYACHTIB mpode-
CIfHO Opi€HTOBAaHI KOMYHIKaTHUBHI MOBJICHHEBI KOMIIETEH-
mii s 3a0e3nedeHHsT iXHbOTO €(PEKTUBHOTO CITIJIKYBaHHS
B aKaJIeMiYHOMY Ta MpodeciiHOMY CepelnOBHII, HABUUTH
OCHOBaM IepeKiany Ta peepyBaHHs TEKCTIiB 3a (haxoM.

[TociOHMK € MOIYJIBHUM 3a CBOE€IO OpTaHi3alli€ero, CKia-
JA€ThCS 3 8 PO3JALIIB 1 OXOILTIOE TaKi TEMU:

1. OcHoBH 6yxranTepc1>K0r0 00IIKYy.

2. Cuctema MOABIMHOIO 3amucy y OyXraiarepcbKomy
00ITIKY.

3. ByxranTtepchbki 3BITH.

4. Ayaur.

5. OnogaTkyBaHHS.

6. YrpaBiiHCHKUH OOTIK.

7. O6mik BUTpAT.

8. BromkeryBaHHs.

Koxen po3nin MicTuTh /Ba 06a30Bi TEeMaTHYHI TEKCTH,
MiCJIs SIKMX TOJJAaHO HU3KY BIPAaB Ul PO3BUTKY Pi3HUX BHU-
IIIB MOBJIEHHEBOI MISTIBHOCTI, BKJIFOYAKOYM TEKCTH IS IIE-
peKiIagy Ta aHOTYBaHHS, KOMYHIKaTUBHI BIPaBU Ta MPoO-
JIEMHIi CHTYyaIlii.

TekcTy, 110 YBIHILIN 10 CKJIaay MOCIOHMKA, MiIi0paHi 3
OpHTiHAJBHUX AHTJIIHCHKUX, aMEPUKAHCHKUX Ta KaHAJCh-
KX HAayKOBHX IIpallb 3 OyXraaTepcbkoro oKy Ta ayjury.

CTpykTypa 1 HallOBHEHHs IOCIOHHMKa BIJIOBiA€ mpo-
rpami HaBYaJIbHOI AUCHUILTIHE «[HO3EeMHA MOBaY.
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ACCOUNTING AS A CAREER.
THE BASIC ACCOUNTING

CHAPTER 1> CONCEPTS

The chapter describes the purpose and objectives of accounting.
After studying this unit you should be able to:

1. Define terminology related to accounting and bookkeeping.

2. Enumerate the stages of the accounting system.

3. Explain the difference between managerial and financial
accounting, external and internal users.

4. Identify the differences in the work tasks of different
accounting workers.

5. Understand the generally accepted accounting concepts.

Active vocabulary:

accountability — mia3BiTHICTB, (iHAHCOBA BiIOBIIATHHICTD
assessment — OIIIHKa

caption — 3aroJIoBOK

consistent — Moci10BHUM

disclosure — po3kpuTTs iHop™MaIii

going concern — KOHIEMIs 6e31nepepBHOCTI
interpreting — TIyMadeHHS

materiality — cyTTeBiCTb

objective evidence — 00’ €KTUBHUH JT0Ka3

personal belongings — ocobucri peui

prudence — o0avHICTh

receipt — KBUTAHIIIA

relevant information — nopeuHa, akTyajibHa iHhopMallis
sales slip — ToBapHwmii 4ek

sundry — pizHe

to keep records — BecTn OyXranTepchbKuii 00K

to supplement — gomoBHIOBATH

transaction — JiioBa oreparis.
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Text A

THE FIELD OF ACCOUNTING

What is accounting? Accounting is the process of identifying,
measuring, interpreting financial activity. Many people think of
accounting as a highly technical field which can be understood only
by professional accountants. Actually, nearly everyone practices
accounting in one form or another on an almost daily basis. Whether
you are preparing a household budget, balancing you cheque book,
preparing you income tax return, or running a company, you are
working with accounting concepts and accounting information.

Accounting has often been called the “language of business”.
Since a language is a means of social communication, it is logical that
a language should reflect changes in our environment, our life-styles, and
our technology. Accounting, too, is a means of social communication
in which changes and improvements are continually being made in
order to communicate business information more efficiently.

We live in era of accountability. Although accounting has made its
most dramatic progress in the field of business, the accounting
function is vital to every unit in our society. An individual must
account for his or her income, and must file income tax returns. Often
an individual must supply personal accounting information in order to
buy a car or home, to qualify for a college scholarship, to secure a
credit card, or to obtain a bank loan.

Large corporations are accountable to their shareholders, to
government agencies, and to the public. The state and local
government, the school districts: all must use accounting as a basis for
controlling their resources and measuring their accomplishments.
Accounting is equally essential to the successful operation of a
business, a university, a social program, or a city.

In every election the voters must make decisions at the ballot box
on issues involving accounting concepts; therefore, some knowledge
of accounting is needed by all citizens if they are to act intelligently in
meeting the challenges of our society.

The Purpose and Nature of Accounting

The underlying purpose of accounting is to provide financial
information about an economic entity. The economic entity which we
shall be concentrating upon is a business enterprise. The financial



information provided by an accounting system is needed by
managerial decision makers to help them plan and control the
activities of the economic entity. Financial information is also needed
by outsiders — owners, creditors, potential investors, the government
and the public — who have supplied money to the business or who
have some other interest in the business that will be served by
information about its financial position and operating results.

A System for Creating Accounting Information

In order to provide useful financial information about a business
enterprise, we need some means of keeping track of the daily business
activities and then summarizing the results in accounting reports. The
method used by a business to keep records of its financial activities
and to summarize these activities in periodic accounting reports
comprise the accounting system.

The first function of an accounting system is to create a systematic
record of the daily business activity, in terms of money. For example
goods and services are purchased and sold, credit is extended to
customers, debts are incurred, and cash is received and paid out.
These transactions are typical of business events which can be
expressed in monetary terms, and must be entered in accounting
records. The mere expression of an intend to buy goods or services in
the future does not represent a transaction. The term transaction refers
to a completed action rather than to an expected or possible future
action.

Of course, not all business events can be measured and described
in monetary terms. Therefore we do not show in the accounting
records the appointment of a new chief executive, the signing of a
labour contract or the appearance of a new competing business on the
scene.

In addition to compiling a narrative record of events as they occur,
we classify transactions and events into related groups or categories.
Classification enables us to reduce a mass of detail into compact and
usable form. For example, grouping all transactions in which cash is
received or paid out is a logical step in developing useful information
about the cash position of a business enterprise.

To organize the accounting information in a useful form, we
summarize the classified information into accounting reports
designed to meet the information needs of business decision makers.

These three steps we have described — recording, classifying, and
summarizing — are the means of creating accounting information. It
is important, however, to recognize that the accounting process is not

6



limited to the function of creating information. It also involves
communicating this information to interested parties and interpreting
accounting information as it relates to specific business decisions. For
example, you may want to compare the financial statements of
Company A with those of Company B to determine which company is
the more profitable — which is financially stronger — and which
offers the better chance of future success. You can benefit personally
by making this kind of analysis of a company you are considering to
work for or invest in.

Users of Accounting Information

Users of accounting information may be divided into two major
categories: external users and internal users. External users are
those groups of individuals who are not directly concerned with the
day to day operations of the entity, but who are indirectly related to it.
These users include: owners, lenders, suppliers, potential investors
and creditors, employees, taxing authorities etc. Internal users include
all levels of management personnel within an entity who are
responsible for the planning and control of operations.

Several branches of accounting have evolved to meet the needs of
these groups. Two of the most important branches have been identified
as financial accounting and managerial accounting. Financial
accounting systems are primarily designed to provide financial
statements to external users for their decision processes, although
internal users also have access to the statements and use them in many
of their decisions. Managerial accounting systems are primarily
designed to supplement the financial accounting information for
internal users, thus assisting them in reaching certain operating
decisions. As businesses have become more complex, the availability
of relevant information provided on a timely basis has become highly
important to both classes of users.

The Distinction between Accounting and Bookkeeping

Persons with little knowledge of accounting may also fail to
understand the difference between accounting and bookkeeping.
Bookkeeping means the recording of transactions, the record-making
phase of accounting. The recording of transactions tends to be
mechanical and repetitive; it is only a small part of the field of
accounting and probably the simplest part. Accounting includes the
design of accounting systems, preparation of financial statements,
audits, cost studies, development of forecasts, income tax work,
computer applications to accounting processes, and the analysis and
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interpretation of accounting information as an aid to making business
decisions. A person might become a reasonably proficient bookkeeper
in a few weeks or months, however, to become a professional
accountant requires several years of study and experience.

The Accounting Profession and the Work of Accountants

In terms of career opportunities, the field of accounting may be
divided into three broad areas: (1) public accounting, (2) private
accounting, and (3) governmental accounting.

Public accounting. Public accountants are independent professional
persons comparable to attorneys or physicians, who offer accounting
services to clients for a fee. The specific requirements regarding the
right to practice public accounting vary among different countries.
The three primary types of services rendered by public accountants
are: auditing, income tax services, and management advisory
services.

Private accounting. In contrast to the accountant in public
practice who serves many clients, an accountant in private industry is
employed by a single enterprise. The chief accounting officer of a
medium-sized or large business is usually called the controller, in
recognition of the fact that one of the primary uses of the accounting
data is to aid in controlling business operations. He or she is a part of
the top management team charged with the task of running the
business, setting its objectives, and seeing that these objectives are met.

The accountants in a private business must record transactions and
prepare periodic financial statements from accounting records. Within
this area of general accounting, a number of specialized phases of
accounting have developed. Among the more important of these are:
design of accounting systems, cost accounting, financial forecasting,
tax accounting, internal auditing, managerial accounting.

Government accounting. Government officials rely on financial
information to help them direct the affairs of their agencies. Many
governmental accounting problems are similar to those applicable to
private industry. In other respects, however, accounting for
governmental affairs requires a somewhat different approach because
the objective of earning a profit is absent from public affairs.
Universities, hospitals, churches, and other non-for-profit institutions
also follow a pattern of accounting that is similar to governmental
accounting. Governmental agencies employ accountants to prepare
budgets and to audit the accounting records of various governmental
departments. Every agency of government at every level must have
accountants in order to carry out its responsibilities.

8



\ Key terms
&J

Accounting — Oyxranrepchkuii o0k — the process of identifying,
measuring, recording, and communicating economic transactions.

Bookkeeping — Oyxrantepis, paxiBHUIITBO — the recording of all
financial transactions undertaken by an individual or organization.

Accounting system — cuctema Oyxraatepcbkoro o0iiky — the
system designed to record the accounting transactions and events of a
business and account for them in a way that complies with its policies
and procedures. The basic elements of the accounting system are
concerned with the collecting, recording, evaluating, and reporting
transactions and events.

Accountant — Oyxrantep-ekcneprt, kBaiidikoBaHui Oyxraiarep —
one that keeps, audits, and inspects the financial records of individuals
or business concerns and prepares financial and tax reports.

Bookkeeper — Oyxranrep — a person employed to keep the
books of account for a business. A bookkeeper is responsible for
ensuring that all transactions are recorded in the correct daybook,
suppliers ledger, customer ledger and general ledger. The bookkeeper
brings the books to the trial balance stage. An accountant may prepare
the profit and loss statement and balance sheet using the trial balance
and ledgers prepared by the bookkeeper.

Business entity — cy0’ext rocniogaproBanns — the unit for which
accounting records are maintained and for which financial statements
are prepared.

Controller — ronoBuuit Oyxrantep — the top managerial and
financial accountant. The controller supervises the accounting
department and assists management in interpreting and utilizing
managerial accounting information.

Creditors — kpenuropu — those to whom an organization or an
individual owes money. The balance on the creditors’ ledger control
account is included in the balance sheet.

Financial accounting — ¢inancoBuii 06yik — the branch of
accounting concerned with classifying, measuring, and recording the
transactions of a business. Financial accounting is primarily
concerned with providing a true and fair view of the activities of a
business to parties external to it.

Managerial accounting — ynpasniacekuii 00k — the branch of
accounting which is mainly concerned with providing information
helpful to managers running a business.



Internal users — BHyTpimHiI kopuctyBaui — the whole staff of
the company who is in charge of planning, maintaining, and supervising
its financial activity.

External users— 30BHIimHI KopuctyBadi — those groups of
individuals who are not directly concerned with the day to day
operations of the entity, but who are indirectly related to it (owners,
lenders, suppliers, potential investors and creditors, employees, taxing
authorities etc.).

Governmental accounting — 007k y nep)kaBHUX yCTaHOBaX —
used by government agencies, usually unprofitable organizations, but
which also need to record financial information.

Private accountant — mratHuii 6yxraiarep — an accountant who
works in private industry and is employed by a single enterprise.

Public accountant — nHe3zanexHnuii Oyxranrep — an independent
professional person who offers accounting services to clients for a fee.

;\ EXERCISES

I. Fill in the missing words in the sentences below. Choose
from the box. You will need to use each word more than once.

NOTE. Accountancy (noun) is the theory of keeping financial
records. Accounting (noun+ adjective) refers to the activity of
keeping financial records. Account (noun) is a record of money
received and spent. Accountant (noun) is a person who keeps
and works with financial records.

Account; accounts; accountant; accounting; accountancy.

1. Can you check that the figures have been entered correctly in the
bank account?
2. He’s at university studying
3. The management of the company have not yet decided on their
policies.
4. A bookkeeper writes details of financial transactions in the

5. Most people on the profession read magazines and
journals in order to stay informed.

6. She’s been working as an with this firm for several
years now.
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7. The directors of the company approve the at the

end of the year.

8. The chief has completed the draft
for this year.

9. Each branch maintains its own full system.

10. They have opened an for the consignment to
Glasgow.

11. is really not an exact science.

12. A business manager needs some knowledge

in order to understand what he reads in the company

II. The word account is now used in everyday English to form
phrases with different meaning. Guess the meaning of the phrases
in bold in the sentences (1-10) below. Choose the correct definition
(a-j) on the right.

1. How do you account for the sudden fall in | a) people say
the stock value?

2. Agents buy and sell goods on their own | b) report
account.

3. They gave the solicitor a detailed account | ¢) under no
of the customer’s business deals in the last | circumstances
year.

4. The draft accounts had to be adjusted on | d) consider
account of the discovery that a major debtor
had gone bankrupt.

5. Raw materials account for 30 % of the | e) explain
manufacturing cost.

6. They are regular customers in this shop and | f) big customers
are able to buy on account.

7. On no account should these figures be | g) for themselves
released before the board meeting.

8. When making decisions for the future the | h) because of
managers have to take this year’s poor
performance into account.
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9. By all accounts, they will benefit greatly if | 1) on credit
the deal goes through.

10. The advertising company has won two | j) represent
new accounts in South Africa.

I11. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

BuzHauyeHHs; BUMIPIOBaHHS; CiIMEWHHI OFOJDKET; TMOJATKOBA JCKJIa-
partist mpo npuOyTOK; oTpUMaTH OaHKIBCHKY ITO3WKY; MMpoOIeMa; ma-
Tepiann Oyxrantepcpkoro o0iKy; y rpOIIOBOMY BUMIpI; OJaBAaTH HA
o3HalOMJICHHS (Ha pO3TIIsA) iH(pOpMaIliio; TOCTaYaaIbHUKHU; HASBHICTh
JIOpPEeYHOi iHpOopMallii; po3poOka MPOTHO3IB; 3aMKC OINepalii; mporo-
HYBaTH OyXTaJTepChbKi IMOCIYTH; KOHCYIbTAIiiHI MMOCIYTH 3 yIpaB-
JIHHSI; TOJIOBHUN OyXraiurep; JOpYy4aTd; BCTAHOBIIOBATH 3aBJaHHS,
TOTYBATH NEPIOANIHI (HIHAHCOBI 3BITH; OOMIK BUTPAT; (hiHAHCOBI MPOT-
HO3M; TOH, 1[0 3aCTOCOBYETHCS; BIAMIHHUM MiAX1A.

IV. Match the terms to their definitions.

1. Accountants a) the work or skill of keeping account books or
systematic records of money transactions
(distinguished from accounting).

2. Accounting b) the phase of accounting that is concerned
with providing information to managers for use
in planning and controlling operations and in
decision making.

3. Bookkeeping | ¢) persons who are responsible for collecting,
recording, and communicating financial
information and the preparation of analyses for
decision-making purposes.

4. Business entity | d) the phase of the accounting that is concerned
with the providing information to the
stockholders and others who are outside of an
organization for use in evaluating operations
and current financial condition.
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5. Controller e) the theory and system of setting up,
maintaining, auditing the books of the firm; art
of analyzing the financial position and
operating results of a business house from a
study of its sales, purchases, overhead, etc.

6. Financial f) the unit for which accounting records are

accounting maintained and for which financial statements
are prepared.

7. Managerial g) an organization’s chief accounting officer,

accounting who is responsible for establishing and

maintaining the organization’s accounting system.

V. Fill in the blanks with the proper words and phrases from
the box and translate the text into English.

Non-profit organizations; accounting records; accounting
information; owners; accounting training; making decisions;
business decisions; bankruptcy.

Managers and owners of both large and small profit-making
organizations use (1) to answer important questions. Are
profits sufficient? Should selling prices be increased or decreased?
How many workers should be employed? etc.

Persons responsible for non-profit organizations also need
accounting information as the basis for (2). (3), such as
churches, social clubs, and city governments, must keep spending
within money available.

Business managers and (4) need good financial information
to make good business decisions. Orderly records of a business’
financial activities are called (5). Inaccurate accounting
records often contribute to business failure and (6). Failure to
understand accounting information can result in poor (7) for
either profit or non-profit businesses and organizations. (®)
helps managers and owners make better business decisions.

VI. Answer the following questions.

1. In broad and general terms, what is the purpose of accounting?
2. Why is the knowledge of accounting terms and concepts useful
to persons other than professional accountants?

13



3. What does the term accounting system mean? What are the main
functions of the accounting system?
4. What are the means of creating accounting information?
5. What does the accounting process involve?
6. What two main groups do users of financial information fall into?
7. What are the main branches of accounting?
8. What are the distinctions between accounting and bookkeeping?
9. What is the principal function of public accountants? What other
services are commonly rendered by public accounting firms?
10. What is the scope of private accounting?
11. What is the purpose of governmental accounting?

VII. Read the text and describe four major accounting job
categories.

The following questions may be helpful.

1. What are the responsibilities of accountants?

2. What accounting work do bookkeepers do?

3. What is the relationship between the accounting clerk’s job titles
and what they do?

4. Why should general office clerk study accounting?

5. How can a person earn a designation as a CPA?

JOB OPPORTUNITIES IN ACCOUNTING

Many people use accounting as a means of earning a living.
Accounting jobs can be grouped into four major categories.

1. Persons who plan, summarize, analyze, and interpret accounting
information are called accountants.

2. Persons who do general accounting work plus some summarizing
and analyzing are often called bookkeepers.

3. Persons who record, sort, and file accounting information are
often called accounting clerks.

4. Persons who do general kinds of office tasks, including some
accounting tasks, are called general office clerks.

Accountants

Accountants plan, summarize, analyze, and interpret financial
information. They also prepare various accounting reports and assist
owners and managers in making financial decisions. Accountants also
supervise the work of other accounting workers, which includes
checking the accuracy of recorded financial information.

14



Some accountants work as members of accounting firms that sell
accounting services to other businesses. For example, a small gasoline
station owner may not need a full-time accountant. The station owner
or an employee may do the day-to-day accounting tasks. These tasks
include recording and summarizing basic accounting information. The
owner may hire an accounting firm to help plan the accounting system
and to analyze, report, and interpret the accounting information. A
business selling accounting services to the general public is called a
public accounting firm. Public accounting firms provide a variety of
accounting services to other businesses and individuals. These
accounting services may include all accounting tasks as well as
planning an accounting system. Accounting firms may periodically
check the accuracy of a business’ records and prepare monthly or
annual statements and reports.

Some accountants, known as private accountants, are employed by
a single business. The work of private accountants is similar to that
done by public accounting firms. However, a private accountant
works for only one business.

Many professional accountants in the United States also earn the
Certified Public Accountant (CPA) designation. Each state sets
standards that persons must meet to earn the CPA. These standards
usually include passing a rigorous examination and having some
actual accounting experience. In some states, college accounting study
can substitute for some of the required experience. The CPA designation
is important to professional accountants. The public knows that CPAs
are accounting professionals. Public accounting firms often require
that accounting employees earn a CPA to be eligible for promotion for
top positions. Many businesses also require that top accounting
personnel earn the CPA designation.

Bookkeepers

Bookkeepers do general accounting work plus some summarizing
and analyzing of accounting information. In some businesses,
bookkeepers may supervise accounting clerks. In small to medium-size
businesses, bookkeepers may also help owners and managers interpret
accounting information. Many of these small to medium-size businesses
may also employ a public accountant to plan an accounting system.
However, a bookkeeper may do all of the remaining accounting tasks.

Bookkeepers in small firms may do additional general office work.
Many businesses require that bookkeepers have filing and typing
skills. These two office skills are needed for storing accounting
records and preparing accounting reports.
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Accounting clerks

Some businesses have large quantities of day-to-day accounting
tasks to be done. These businesses will not want their highly trained
accountants and bookkeepers doing the routine work. Instead,
accounting clerks are assigned the day-to-day accounting tasks.

Accounting clerks record, sort, and file accounting information.
Accounting clerks’ job titles often show the accounting records on
which they work. For example, a clerk working on payroll records is
sometimes known as a payroll clerk. Other common job titles are
accounts receivable clerk, inventory clerk, and vouchers clerk. These
clerks usually work with only a small part of the total accounting
activities. However, accounting clerks who know the total accounting
system will understand the importance of the work being done. With
accounting knowledge and some experience, accounting clerks may
earn promotions to more responsible accounting positions.

General office clerks

General office clerks generally do some work related to
accounting. A secretary may be in charge of a small cash fund. A
typist may file accounting records and type accounting reports.

Accounting tasks performed by general office clerks must be done
according to basic accounting concepts and procedures. All persons
performing some accounting tasks need to understand a business’
accounting system. General office clerks with knowledge of
accounting will understand better the importance of the accounting
tasks they do.

VIIIL. Here are some jobs and definitions. Fill in the gaps in the
definitions with words from the box below.

Specializing; studying; for inspecting its accounts; processing the
records; giving administrative support; to inspect its accounts.

Trainee accountants

Accountants who are for professional examinations.
Bookkeepers
Administrative staff responsible for of a business’s

financial activities.
Tax accountant
An accountant in a company’s tax affairs.
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Back-office manager

Person in charge of the staff responsible for to the
Finance department.

Internal auditors

Employees of a company who are responsible

External auditors

People employed by an outside firm of accountants and hired by a
company

EX. IX. Read the text and answer the following questions:
What should modern accounting be like?

How well are students prepared for the profession?

What kind of people makes good accountants?

In all countries of the world the complexity of economic activity is
gradually growing. And this, in its turn, leads to the increasingly
important role of accounting as a function of economic management.
At present the necessity of improving accounting through raising its
operational utility and quality is regarded as one of the most important
tasks.

The main condition for the solution of this task is improving
quality of accounting personnel. To attract able young people to the
study of accounting, to raise its prestige and demonstrate its
importance is an urgent task in many countries of the world.

What do accountants think of the current state of accounting
education? How well are students prepared for the profession? What
changes are on the horizon and will these changes produce better-
educated accountants? To answer these questions a poll was conducted.

A lot of accountant professionals have been asked to share their
views on these issues and to comment on the value of accountancy
programs. In all about 140 accountants have been interviewed. Their
positions ranged from higher level management accountants to
assistant controllers. The interviews revealed that the majority
favoured radical reconstruction of accounting education. All agreed
that there should be new programs setting the foundation for
understanding all aspects of accounting. Most respondents were
concerned with the fact that the majority of accounting graduates lack
computer skills and oral and written communication skills. Several
respondents stated that inadequate computer skills are becoming more
noticeable as the demand for computer knowledge grows. Many
respondents emphasizes that the lack of good communication skills is
the most serious deficiency of graduates. Students in accounting are
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sure to submit short papers to develop writing skills because as future
managers they must be able to write concise reports. Other
respondents dealt with personality characteristics of the graduates.
Many respondents indicated that graduates lack self-motivation and
enthusiasm. Some stated that graduates have a lack of common sense.

Many spoke in favour of strong conceptual over a practical
approach to learning because understanding concepts is critical to coping
with the dynamic nature of accounting problems. All academics
(78 %) agree that there should be additional emphasis on the
conceptual knowledge. However accounting managers favoured a
practical approach as did most low level participants.

You are unlikely to make a good accountant if you think that
arithmetic and maths are beyond your comprehension. But that does
not mean that mathematical geniuses make the best accountants. They
almost certainly do not, as you have to be interested in other things
besides figures and calculations. If you are reasonably good at basic
mathematics, and know how to use a calculator (and how to check
that you are using it correctly), that should be sufficient.

Another important quality is the ability to think clearly. And keep
track of many different strands in what may be confused mass of
figures. If you can keep hold of the various strands, and disentangle
them so as to present a coherent picture that is consistent. You should
be able to acquire the necessary techniques for compiling and
presenting accounts. A liking of crosswords and other puzzles is
probably a good indication of analytical skills that are crucial for
accountants.

Then you must be able to put down your thoughts and conclusions
simply and clearly, so that they can be understood not only by other
accountants, but also clients or management without accountancy
training. All the accountancy qualifications lay great stress on this
skill, perhaps because it is rather unexpected. Figures alone are no
use, but it is essential for the message they carry to be communicated
properly.

Traditions are known to die hard in most professions, and
accountancy is no exception as far as appearance is concerned. You
are most likely to be expected to wear a suit at work rather than jeans
and a sweat-shirt, and you would have to be extraordinary brilliant, or
self-assured, to get away with spiky hair in an office. But
paradoxically, good accountants should not be too conformist in their
thinking. They have to know their own mind and have confidence in
their professional judgment. It is essential that the advice they give
should not be swayed by what their clients may want to hear.
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In a word, it is not easy to put the qualities of a good accountant in
a nutshell. Some of them are inborn, others must be acquired by
education and experience.

Among the most important of that sort of qualities are the
following: a good knowledge of accounting and the ability to apply its
principles in a practical life; a broad general outlook and understanding
of economic trends and events; responsibility, decision making ability,
the knowledge of accounting techniques; the ability to get on with
colleagues, personnel and people in general.

X. Read the following information and compare the process of
becoming an accountant in Ukraine to those described below.

BECOMING AN ACCOUNTANT
CPA

The body which represents the interests of accountants in the U.S.
is the American Institute of Certified Public Accountants (AICPA).
To become a CPA, the applicant must meet the requirements of the
state where he/she wishes to practice, as established by the law of that
state and administrated by the state boards of accountancy.

To qualify for certification, the applicant must:

a) study accountancy at a college or university

b) pass the CPA examination, which consists of four sections:

1) Business Law and Professional Responsibilities

i) Auditing

ii)Accounting and Reporting— Taxation, Managerial, and
Governmental and Not-for-Profit Organizations

iv) Financial Accounting and Reporting — Business Enterprises

c¢) have professional work experience in public accounting.

Most states require a qualified CPA to carry out regular professional
training.

Chartered Accountant

The major accounting body in the U.K. is the Institute of Chartered
Accountants in England and Wales (ICAEW).

To become a Chartered Accountant, the applicant must:

1. have sufficient school or university education

2. apply for a training contract with a recognized company, which
will give him/her three year’s work experience

3. pass the ICAEW’s exams on:

e Accounting
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e Audit and Assurance

e Business Finance

¢ Business Management

¢ Financial Reporting

e Taxation

4. as well as prove his\her knowledge on Commercial and Company
Law, and then with further exams on:

¢ Business Environment

¢ Business Life Cycle

e Advanced Case Study

XI. Translate into English.

Byxrantepcbkuit 0011k — 1€ croci® 6e3nepepBHOro i MOBHOTO Bi-
TOOpaskeHHST TOCIOMAPChKOI MISUTBHOCTI MIAMPUEMCTBA, OpraHizaiii,
YCTaHOBHU, BUPAKEHOTO B TPOIIOBUX OJUHHMIISX, 3 METOIO 3a0€3MeUYCH-
Hs1 KEPIBHUIITBA HEOOX1THOIO iH(OpMAITi€tO.

J1o ocobmuBOCTEM OyXraaTepchKOoro 00Ky CIiJl BITHECTH:

— Oe3nepepBHE, TOBHE 1 MOCIIIOBHE Big0OpaKeHHS rocroaap-
CbKHUX 3aco0iB Ta omepallii (1o J03BOJsI€E OTPUMATH BCEOIUHY Kap-
THHY TOCTOJAapChKOI MisUTBHOCTI MiANMPUEMCTBA, OpTaHi3aiii, ycTa-
HOBH);

— 000B’s13K0BE JNOKYMEHTa/TbHE MiATBEP/HKCHAS HAasBHOCTI TOC-
MOJAPCHKHX 3aCO0IB Ta 3MiHCHEHHS rOCIIOAPCHKUX ONepalliil (3a3Ha-
YeHE MiATBEP/HKECHHS 3IMCHEHHS TOCMOIapChKOI Oneparii € €JHHuM
JoKepesioM 00ITiKoBOi iHpopMartii);

— Yy3araJlbHeHHs JIaHUX y TPOIIOBOMY BHpPa3i;

— BHUKOpHCTaHHS crnenudiuaux 3aco0iB Ta TpuiioMiB (OIliHKAa,
KJIbKYJIFOBAHHSI, PaXyHKH, OABIHHUMA 3aIIMC TOLLO).

¥ cBoro uepry. OyxranTepchkuid 00JIiK MOAUIAETHCS Ha (DiHAHCOBUI
Ta YHPaBIIHCHKHU.

dinancoBuil 00K BeAyTh YCI HIANPUEMCTBA, OpraHisaii, ycra-
HOoBH. BiH Mae 3abesredyBaTd NOBHE i KOMILIEKCHE BINOOpaKCHHS
rOCHOJApPCHKOI AISIIBHOCTI 3a BIANOBITHUN 3BITHIN mepiof, ctaH (i-
HaHCOBO1 3BiTHOCTI. DiHAHCOBUN OOJIIK 1 3BITHICTh PETYNIOIOTHCS B
VYkpaini MibKHApOJAHUMH CTaHIApTaMH, JEPKAaBHUMH PeTJIaMEeHTaMu
pI3HHX piBHIB, a HOT0 JaHI BUKOPHCTOBYIOTHCS BHYTPIIIHIMH 1 30B-
HIIIHIMH CIIO’KUBAaYaMH.

VYrpaBiiHCEKHNA OOJIIK BENEThCS MIANPUEMCTBAMH IS 3a0e3re-
YEeHHs BJIacHHUX NOTpeO B iHQoOpMalliil yciX piBHIB YIpaBIiHHA 1 € KO-
MEPIIITHOI0 TAEMHHUIICI0 KOHKPETHOTO i AMPUEMCTBA.
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HaiiBaxmuBilmiMu 3aBIaHHAMU OYXTaJaTepChKOTO O0JIKY € HACTYITHI:

— 30upanHs, 00poOKa 1 Bi1oOpakeHHs MEPBUHHUX JTAHUX MPO TO-
CHOJIAPCHKY JiSUTbHICTB;

— cucTeMaTu3allisl JaHuX 3 METOI0 y3arajbHEHHS 1 OJepiKaHHA
MiICYMKOBOI iH(pOpMAIIiT PO TOCIIOAAPCHKY MisSITHHICTD;

— 3a0e3neueHHs] HeoOX1THUMU JaHUMH 3 METOIO 3/11MCHEHHS KOH-
TPOJIO 32 BHKOHAHHSAM IUIaHIB (MIPOTHO3IB) MisUTBHOCTI, PEKHUMOM
€KOHOMII.

Text B

ACCOUNTING CONCEPTS

Accounting professionals are guided by accounting concepts. The
twelve concepts described in this chapter are commonly accepted by
all professional accountants. Throughout this textbook, materials and
procedures are described which apply one or more of these concepts.

CONCEPT: Business Entity

A business’ financial information is recorded and reported
separately from the owner’s personal financial information.

A person who owns a business may also own a personal house and
car. However, an individual’s business financial records should not
include information about the individual’s personal belongings.
Financial records for a business and for its owner’s personal
belongings should not be mixed. For example, one checking account
is used for the owner and another for the business. A business exists
as an entity separate from its owner.

CONCEPT: Going Concern

Financial statements are prepared with the expectation that a
business will remain in operation indefinitely.

Any business is started with every expectation that it will be
successful. Owners expect to continue operating their businesses well
into the future. For example, Jerry Fiord starts a business expecting to
continue it until he retires. When he retires, Mr. Fiord expects to sell
the business, and he expects the new owner to continue the business.
All accounting records and statements are prepared, as though the
business will continue even after the present owner is gone. The
opposite eventually may prove true, but Mr. Fiord expects his
business to continue indefinitely.

21



CONCEPT: Accounting Period Cycle

Changes in financial information are reported for a specific period
of time in the form of financial statements.

Accounting records are summarized periodically and reported to
business owners and managers. The reports or statements are prepared
to cover a specific period of time. The period of time may cover a
month, three months (quarter of a year), six months (half a year), or a
year. Most individuals summarize personal financial information once
a year in order to prepare tax reports.

CONCEPT: Objective Evidence

Each transaction is described by a business document that proves
the transaction did occur.

A business transaction should be recorded only if it actually
occurred. The amounts recorded must be accurate and true. Nearly all
business transactions result in the preparation of a business paper.
Checks are prepared for cash payments. Receipts are prepared for
cash received. Sales slips are prepared for items sold. One way to
check the accuracy of specific accounting information is to look at the
business paper giving details of the transaction. Most accounting
entries are supported by business forms.

CONCEPT: Unit of Measurement

All business transactions are recorded in a common unit of
measurement — the dollar.

Accounting records are used to prepare financial reports. Reports
would not be clear if some information were reported in dollars and
some in Swiss francs. In the United States, a business’ financial
information is reported in dollars, a common unit of measurement. In
Ukraine, a business’ financial information is reported in Hrivnas, our
nation’s common unit of measurement.

Also, a count of items owned is not a good common unit of
measurement. Some items are counted as single items, such as one
truck and five tractors. Other items may be counted as single items or
groups of items, such as twelve eggs or one dozen eggs. A business
would have difficulty in figuring its worth from a record showing only
a unit count of items owned.

CONCEPT: Realisation of Revenue

Revenue from business transactions is recorded at the time goods
or services are sold.
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Some businesses sell goods or services for cash only. Other
businesses sell goods or services on one date and receive payment
from customers on a later date. Judy Calhoon buys a dress for
$75.00 on September 1. She pays the store on October 1. The store
records the sale on September 1, not on October 1 when the cash is
received.

CONCEPT: Matching Expenses with Revenue

Revenue from business activities and expenses associated with
earning that revenue are recorded in the same accounting period.

Joyce McPherson operates a public accounting firm and uses a
monthly accounting period. In February she spends $150.00 for
gasoline used while driving back and forth to clients’ businesses. She
also spends $360.00 for supplies. These amounts are expenses of her
business. Ms. McPherson receives $700.00 for her services to clients.
She should record the revenue, $700.00, and the expenses, $510.00, in
February, the same accounting period. Ms. McPherson’s February
financial statements must show how much she earned and how much
it cost her to earn the revenue.

CONCEPT: Historical Cost

The actual amount paid or received is the amount recorded in
accounting records.

A microcomputer is advertised at a price of $1,500.00. However,
John Workoski arranges to buy the microcomputer for $1,200.00. The
microcomputer is recorded at a value of $1,200.00. A year later, Mr.
Workoski has a disk drive installed in the microcomputer at a cost of
$695.00. His total historical cost is now $1,895,00, Mr. Workoski
believes he could sell the microcomputer for §2,000.00. However,
accounting practice requires that all things be recorded at a historical
cost that is known. Therefore, Mr. Workoski’s records continue to
show the microcomputer’s value as $1,895.00, the definite, known
value.

CONCEPT: Adequate Disclosure

Financial statements should contain all information necessary for
a reader to understand a business’ financial condition.

Many persons need a business’ financial information. These
persons include owners, managers, bankers, and other executives. A//
financial information must be reported if good business decisions are
to be made. A financial statement with incomplete information is
similar to a book with missing pages. The complete story is not told.
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CONCEPT: Consistent Reporting

In the preparation of financial statements, the same accounting
concepts are applied in the same way in each accounting period.

Sarah keeps records about her school costs. In her personal records
last year, Sarah reported the number of lunches she bought at school.
This year Sarah reported the amount she spent for lunches at school.
Sarah cannot compare her lunch costs for the two years very
effectively because she has not been consistent in reporting lunch costs.

Owners and managers use information reported on financial
statements when making business decisions. Information from one
year is often compared to similar information for the previous year. If
accounting information is recorded and reported differently from one
year to the next, the information cannot be compared. Unless changes
in recording and reporting make information more easily understood,
changes in accounting methods are not made.

CONCEPT: Prudence

Revenues and profits are only included in the accounts when they
are realized or their realization is reasonably certain.

This is the concept that where alternative procedures, or alternative
valuations, are possible, the one selected should be the one which
gives the most cautious presentation of the business’s financial
position or results.

CONCEPT: Materiality

Some types of expenditure are less important in a business context
than others. So, absolute precision in the recording of these
transactions is not absolute essential.

Determining whether or not an item is material is a very subjective
exercise. There is no absolute measure of materiality. It is common to
apply a convenient rule of thumb (for example to define the material
items as those with a value greater than 5 % of the net profit disclosed
by the accounts). But some items disclosed in accounts are regarded
as particularly sensitive and even a very small misstatement of such
an item would be regarded as a material error.

The assessment of an item as material or immaterial may affect its
treatment in the accounts. For example, the profit and loss account of
a business will show the expenses incurred by the business grouped
under suitable captions (heating and lighting expenses, rent and rates
expanses and so on); but in the case of very small expenses it may be
appropriate to lump them together under a caption such as “sundry
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expenses”, because a more detailed breakdown would be inappropriate
for such immaterial amounts.

;\ EXERCISES

I. Find in the text the words to complete the following phrases
and use them in the sentences of your own to illustrate their
meaning.

1. ...concepts;
2. to prepare ... statements;
3. owner’s ... ... information;
4. Accounting Period ...;
5. ... Evidence;
6. common ... of measurement;
7. monthly ... period;
8. ... belongings;
9. to make ... decisions;
10. checking ... .

II. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

Ocobucti peyi; MOTOYHUN PaxyHOK; HEOOMEXKEHO; BHXOJHWTU Ha
TICHCII0; AUIOBA ONepallis; KBUTaHLIisl; TOBAPHUMN YeK; 6yxranTepcr>Km71
3aIIMC; OAMHMLS BUMIpY; TOTIBKa; JOXil; KII€HT; MONCPEAHIN pIK;
BlI[06pa>K6HH}I MTOCTTi JOBHUH; O6a‘IHICTB 06epe>i<HI/m (mepenbawim-
BUi1); CYTTEBICT; HENPABUILHE q)opMymOBaHHﬂ OLIIHIOBaHHSI; PO3PUB,;
HECYTTEBHI.

III. What do the following abbreviations mean? Check the
answers in the article below.

GAAP IFRS IAS IASC

INTERNATIONAL ACCOUNTING

International companies can choose how they present financial
information to outside parties. The rules and regulations between
countries vary significantly. Accountants worldwide are familiar with

25



the words “Generally Accepted Accounting Principles (GAAP)”.
Some of the basic principles are:

e the going concern principle

e the matching principle

e the consistency principle

e objectivity principle

e the prudence principle.

The development of these principles has greatly differed between
countries. For example, in most English-speaking countries it is often
accepted practice to offset unrealized gains from unrealized losses, or
to re-value long term assets upwards, provided sufficient proof of the
current value can be shown. This means that accounts can have very
different values, depending on whether the company chooses to
follow local accounting standards, International Financial Reporting
Standards (IFRS) — formerly the International Accounting Standards
(IAS) — or U.S. GAAP. Whether the company can choose is
governed by the laws of the country where it is registered. For
example, the U.S.A. and Japan currently allow publicly-traded
companies to prepare their financial statements using the standards of
the International Accounting Standards Committee (IASC), but they
must also include a reconciliation to domestic GAAP.

IV. The article in Ex. III mentions four basic principles of
accounting. Match them to the definitions below.

1.

This principle is concerned with the timing of the recognition of
transactions in the accounts. Items are recorded when the income or
expense arises, and are not dependent on the movement of cash.

2.

When preparing accounts, one must assume that the enterprise will
still be viable in the years to come. Practically all accounting items are
affected by this assumption, such as the carrying value of fixed assets
and inventories, and the ability to repay debts and other obligations.

3.
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What value should be given to the numbers in the accounts? It is
normal to act pessimistically, so that profits and assets are not
overstated, and expenses and liabilities realistically valued.

4.

Accounts should be produced using the same principles from one
year to the next. Deviations from this principle must be noted, and the
effects on the accounts shown.

S.

As accountants we should view the business and its transactions in
a dispassionate way. The accounts should not be prepared with any
personal bias. To avoid this bias figures should, where possible, be
backed by source documents.

V. Complete the following statements and explain your choice.

1. The petrol in the tank of the delivery van, worth $8.50, has not
been recorded in the business balance. This is the example of using
concept of

2. The owner is using 10 % depreciation on all fixed assets in the
business because fixed assets have always been depreciated using this
percentage. This is the example of the concept of

3. A customer is expected to place a substantial order worth
$8,800 next month. This is the example of the concept of

4. Jim feels that the old “Olivetti” typewriter valued at cos cost $47
on the balance sheet could fetch $350 at auction. This is the example
of the concept of .

5. Tom is to put the family holiday on the profit and loss account
because he needs the relaxation to help him cope with the rigours of
business. This is the example of the concept of

6. Stocks being valued at the lower of cost or net realizable value
is an example of using the concept.

VI Answer the following questions.

1. When changes in financial information are reported for a
specific period of time in the form of financial statements, which
accounting concept is being applied?
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2. When financial statements contain all information necessary for
a reader to understand a business’ financial condition, which accounting
concept is being applied?

3. When a business’ financial information is recorded and reported
separately from the owner’s personal financial information, which
accounting concept is being applied?

4. When the same accounting concepts are applied in the same
way in each accounting period, which accounting concept is being
applied?

5. When financial statements are prepared with the expectation
that a business will remain in operation indefinitely, which accounting
concept is being applied?

6. When each transaction is described by a business document that
proves the transaction did occur, which accounting concept is being
applied?

7. When the actual amount paid or received is recorded in
accounting records, which accounting concept is being applied?

8. When revenue and expenses are recorded in the same accounting
period, which accounting concept is being applied?

9. When revenue is recorded at the time goods or services are
sold, which accounting concept is being applied?

10. When all transactions are recorded in dollars and cents, which
accounting concept is being applied?

VII. Translate into English.

Opranizaitis OyXrajarepchbKoro OOJIKY 3IMCHIOETHCS Ha 3arajib-
HHX, OCHOBOIOJOKHHMX OyXranrepcbkux mpuxuunax. Lli npuHummm,
Ho-TiepIle, OAHAKOBI JUIS PI3HUX MIANPHUEMCTB: MaJMX, BEIUKHX; pi3-
HUX (hOPM BIIACHOCTI — NPUBATHHX, ACPKABHUX TOLLO; PI3HHUX rally-
3eil rOCIOJApIOBaHHA — POMHCIOBOCTI, TOPTiBI, TOLIO; PI3HHX
¢opM 1 piBHIB rocroaproBaHHs — MiANPHEMCTBA, 00’ €JHAHHS, KOP-
noparttii, 10 SIKNX BOHH BXOJSTb.

Byxrantepchkuii o0mik Ta (iHaHCOBA 3BITHICTh B YKpaiHi IPyH-
TYIOTBCSl HA TaKMX OCHOBHHUX NPHHLIMIAX: 00Aa4HICTh, TIOBHE BHCBIT-
JICHHSI, MOCIIOBHICTh, O€3MepepBHICTb, HApPaXyBaHHA Ta BIJIINOBIJ-
HICTBh JTOXOIIIB 1 BUTpAT, icTopndHa ((pakTHIHA) COOIBAPTICTH, €MUHUHT
TPOIIOBUH BUMIPHUK, IEPIOJUIHICTS.

O6ayHiCcTh — 3aCTOCYBaHHSA B OyXraiaTepchbKOMY OOJIKY METO-
IiB OIIHKHM, SKI IIOBMHHI 3amo0iraTh 3aHMKEHHIO OIIHKH 3a00-
B’si3aHb Ta BUTPAT 1 3aBUIICHHIO OIIHKY aKTHBIB 1 JTIOXOIB MiANpPH-
€MCTBA.
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[ToBHe BHCBITIEHHS — (DiHaHCOBA 3BITHICTH MAa€ MICTUTH BCIO 1H-
dopmariito mpo ¢GakTU4YHI Ta TOTEHIIMHI HACIIJKH TOCTOAAPChKHUX
oriepartiii i mojii, 3MaTHUX BIUTMHYTH HA PIMICHHS, IO MPHUHMAIOTHCS
Ha 1 OCHOBI.

ITocmioBHICTE — TOCTIfHE 3aCTOCYBaHHS ITiIITPHEMCTBOM O0Opa-
HO1 00:1iKOBOI momiTuky. Llel npuHIMI 03Hayae 3aCTOCYBaHHs B OyX-
TaJITepcbKoMy OOJTIKY Ta (DiHAaHCOBiH 3BITHOCTI MPOTATOM TPHUBAIOTO
yacy (K MpaBHJIO, 3BITHOTO POKY) 0OpaHUX METOJIB BU3HAUYEHHS J10-
XOIiB.

besnepepBHICT, — OIliHKAa aKTUBIB Ta 3a00B’S13aHb MMiNPUEMCTBA
3MIHCHIOETHCS BUXOSYN 3 TIPHUITYIICHHS, IO HOTO MisSUThbHICTH Oyne
TPUBATHU JaITi.

HapaxyBaHHS Ta BiITOBIAHICTD JOXO/IB 1 BUTPAT — JOXOMIH 1 BH-
TpaTH BiTOOPaKaIOThCS B OyXraiaTepchkomMy OONiIKy Ta (hiHaHCOBiH
3BITHOCTI B MOMEHT iX BHHUKHCHHS, HE3aJIC)KHO BiJl JIaTH HAJXO-
JOKEHHST 200 CIUTaTH TPOIIOBHX KOIIITIB.

Icropuuna (akTyHa) coOiBapTICTh — MOCIYTH, BUPOOJIEHA MPO-
IYKINis BiMoOpakaloThCs y OyXraiaTepchKkoMy OOJIIKY 3a TEepBICHOIO
(pakTuHOIO) BapTiCcTIO iX mpuaAOaHHS ab0 BUPOOHHUITBA, TOOTO 3a
(haKTHIHUMH BUTPATaMH.

€auHuil TPOMIOBUH BUMIPHHK — BHMIPIOBAaHHS Ta y3araJbHEHHS
BCIX TOCTIOZAPCHKHUX OTEpaIlii MmianprueMcTBa y oro (piHaHCOBIH 3BiT-
HOCTI 3JIIHCHIOETBCS B €TUHIN TPOIIOBIH OUHUIL.

[lepioguaHICTE — MOXJIMBICTH TOJUTY TisSUTBHOCTI TIAIPHEMCTBA
Ha MEBHI MeP10JIx Yacy 3 METOI0 CKJIaJlaHHs (piHAHCOBOI 3BITHOCTI.

VIII. Revise the information given in Unit 1 and test yourself.
Discuss your choice with your partner.

1. The main aim of accounting is to

A maintain ledger accounts for every asset and liability

B provide financial information to users of such information

C produce a trial balance

D record every financial transaction individually.

2. If the owner of a business takes goods from inventory for his
own personal use, the accounting concept to be considered is the

A prudence concept

B going concern concept

C unit of measurement concept

D business entity concept.

3. The main aim of financial accounting is to

A record all transactions in the books of account
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B provide management with detailed analyses of costs

C present the financial results of the organization by means of
recognized statements

D calculate profit.

4. Financial accounts differ from management accounts in that they

A are prepared monthly for internal control purposes

B contain details of costs incurred in manufacturing

C are summarized and prepared mainly for external users of
accounting information

D provide information to enable the trial balance to be prepared.

5. The historical cost concept

A records transactions from past years

B fails to take account of changing price levels over time

C values assets at their cost to the business, irrespective of any
depreciation or other loss in value

D is no longer used in modern accounting systems.

6. A “true and fair view” is one which

A presents the accounts in such a way as to exclude errors which
would affect the actions of those reading them

B occurs when the accounts have been audited

C shows the accounts of an organization in an understandable format

D shows the assets on the balance sheet at their current market price.

7. Your company auditor insists that it is necessary to record items
of plant separately and to depreciate them over several years, but that
items of office equipment, such as hand-held stapling machines, can be
grouped together and written off against profits immediately. The main
reason for this difference in treatment between the two items is because

A treatment of the two items must be consistent with treatment in
previous periods

B items of plant last for several years, whereas hand-held stapling
machines last only for months

C hand-held stapling machines are not regarded as material items

D items of plant are revalued from time to time, whereas hand-held
stapling machines are recorded at historical cost.

8. What is the role of the International Accounting Standards Board?

A To review company accounts and follow up companies in
breach of accounting standards

B To oversee the setting of accounting standards and ensure
adherence to them

C To review company accounts and encourage companies to
follow accounting standards.

D To issue International Accounting Standards.
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IX. Summarize the following texts in 50 words.

L.
IlousATTS Ta NpU3HaYeHHs (PiHAHCOBOIO 00JIIKY.

B VkpaiHi BepeHHs QpiHaHCOBOI Oyxrantepii € 000B’sI3KOBUM st
BCIX mifnpuemcts. DinaHCOBHIT 00K BeAETbCs B IHTEpECax 30BHILL-
HIX KOPHCTYBadiB — IOTCHIIWHIX IHBECTOPIB, OPraHiB IMOJATKOBOI
apminicTpanii, 6ipi, 6aHKy, MOCTaYaIBHNUKIB Ta MOKyNUiB Towwo. di-
HAHCOBa 3BITHICTh, CKJIajieHa Ha mifctaBi MCBY, 3angoBonbHse iHDOP-
MaliifHi moTpedu, 3arajbHi JUIs BCIX KOpUCTyBauiB. MeToro ¢inaHco-
BOro o0uiky € (opMyBaHHs Ta HaJlaHHS (PIHAHCOBHX 3BITIB 3araib-
HOTO [PHU3HAYCHHS, sKi MICTATh iHOpMALiI0 Ipo (iHAHCOBUIL CTaH,
pe3yabTATH TiSUTBHOCTI Ta PyX TPOIIOBUX KOIITIB MiJIPHUEMCTBA, KA
€ KOPUCHOIO TS MUPOKOTO KoJia KOprUCTyBadiB. DdiHaHCOBA 3BITHICThH
BIIKPUTO MYOJIIKYETHCSI, BOHA HE CTAaHOBUTH KOMEPLIHHOT TAaEMHHUIIL.
Cucrema (popmyBaHHs (IHAHCOBOI 3BITHOCTI IIOBHHHA OYTH MPO30POIO,
AOCTYIHOO JUIsl PO3YMIHHSI KOMIICTCHTHUMH KOPHCTyBauamu. Yei ui
(hakTOpH 3YMOBITIOIOTE YiTKY PErTaMEHTAIII0 CTPYKTYPH, GOPMH 30B-
HIIIHBOT 3BITHOCTI MiAMPUEMCTBA, TIPABIJI 1 IPUHLIUIIB 11 CKIIaIaHHS.

HauionanabHi ctangapTu 0yXrajarepcbKkoro 00JiKy.

3 MeTOI TapMOHi3allil HallOHAJBHOI CHUCTEMH OyXralTepchbKOro
00Ky Ha TijcTaBi MIKHAPOJHUX CTaHIApPTIB B YKpaiHi MpPOTITOM
2000—2001 pokiB Oynu po3poOieHi Ta BTUIeHHI HaiioHanbHi cTaH-
nmaptu Oyxrantepcbkoro ooiiky (HCBO). 3a ckimamom nutaHs, sKi pe-
rymorotbea HCBO, ix MoxHa 00’ €1HATH y YOTUPH TPYIIH:

I rpyna cripsivoBaHa Ha BPETyIIIOBaHHS IHTaHb CKJIaJaHHs QiHaH-
COBOT 3BITHOCTI.

I rpyna opieHTOBaHa Ha OOJIK OCHOBHMX 3ac00iB, HeMaTepiajb-
HUX aKTHUBIB X aMOpTH3aIlii Ta OpEHIH, TOBAPHO-MATEPiaIbHUX 3ara-
ciB, 3000B’s13aHb MO KpeauTax, MO3MKaX, Ooprax mnocravyajbHUKaM,
TIPS TIAKAM.

III rpyna Bupilrye 3aBaaHHs 00JIKY 10XO/AiB, BUTpAT Ta (piHAHCO-
BUX PE3YJIbTATIB.

IV rpyna ¢ikcye mpapuia 00IIKy IHBECTHIIH, IOAATKIB, AUBIACH-
JiB, TOBrOCTPOKOBHMX KOHTPAKTIB, BIUIMBY 3MiH BAJFOTHUX KYpPCIB, IliH
Ta QIS

[punuunm ¢pinancoBoro 00JiKy i 3BITHOCTI.

ABTOHOMHICTh — KOKHE MiIMTPHUEMCTBO PO3TIISIAETHCS SIK FOPH-
JudHa oco0a, BiIOKpeMJieHa Bijl HOro BIACHUKIB, y 3B 3Ky 3 UMM aK-
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THUBU 1 3000B’s13aHHSI BIIACHUKIB HE MOBHMHHI BijjoOpaXkatucs y (iHaHco-
Bili 3BITHOCTI.

besnepepBHICTS — OIliHKA aKTHUBIB 1 3000B’A3aHb IMiAPHEMCTBA
3A1UCHIOETHCS BUXOSIUM 3 MPUIYIIEHHS, 1110 HOro TisJIbHICTE Oy/e
TPUBATH Jaii. SIKII0 miaAnmpueMcTBO Ma€ Hamip, abo moTpedy B JIiK-
Bifamii 4 CKOpo4YeHHi 00’eMy HMisSIBHOCTI, TO 3BITHICTH MOBHHHA
CKJIaJlaTHCS HA MMIJICTaBl IHIMWX TPHUHIIMIIB, 0 MalOTh OyTH PO3-
KpHUTI.

[TepioguaHICTh — MOMJIUBICTH PO3IMOAUTY JiSUTBHOCTI MiIPUEMC-
TBa Ha BU3HAUEHI MEPIOU Yacy 3 METOIO CKJIa/JaHHs (PiHAHCOBOT 3BIT-
HOCTI. 3BITHUM TIEpPioIOM JUIS CKJIaJaHHs (DIHAHCOBOI 3BITHOCTI € Ka-
JICHJApHUH PiK, KBApTAaJl.

Icropruna (dakTryHa) cOOIBApTICTh — MPIOPUTETHOIO € OIlIHKA
AKTHBIB MiAMPHUEMCTBA, BUXOJSYH 3 BUTPAT Ha X BUPOOHUIITBO 1 TIpH-
nOaHHs.

HapaxyBaHHS 1 BiIIOBIIHICTh JOXOJMIB 1 BUTPAT — JJIsI BU3HA-
yeHHs (DIHAHCOBOT'O PE3yJbTaTy 3BITHOTO IEpioay HEOOXiJAHO Mo-
PIBHATH JOXOJH 3BITHOTO IMEPiOTy 3 BUTPATaMHU, IO 3AiHCHEH] s
ofepKaHHs X Hoxoxis. IIpu mpomy goxoxu i BUTpaTH Bifobpa-
KAIOTHCS B OyXTanTepchbkoMy 00Ky 1 (piHAHCOBIiH 3BITHOCTI B MO-
MEHT iX BUHUKHCHHS, HE3aJE€KHO BiJl JaTH HAAXO/KEHHsS abo
CIUTaTH KOIITIB.

[ToBHOTa (MOBHE BHUCBITJIEHHS) — YyC1 FOCMOAAPCHKI Oneparii mij-
JISTaroTh PeECTpaLlii Ha paxyHKax Oyxranrepcbkoro o6iiky. PinaHco-
Ba 3BITHICTh TTOBUHHA MICTUTH BCIO 1H(b0pMaL11}o po (I)aKTI/I‘{Hl i mo-
TeHIIHHI HACIIIKM TOCIOJAPCHKMX ONepaliil i MOiM, 31aTHHX
BIUIMHYTH Ha PILIEHHS, 10 IPUHMAIOThCS Ha i1 OCHOBI.

[TocninoBHICTH (CTa0IMBHICTE) — TOCTIMHE (13 POKY B PiK) 3acTO-
CYBaHHS ITiIITPHEMCTBOM OOpaHHUX METOJIB 00Ky (0OpaHOi 00ITiKO-
BOI TOMITHKH). 3MiHa OOJIKOBOI MOJITHKY MOXIINBA JIUIIE B THX BH-
najkax, sKi nepenbdaderi Hauionansaumu I1(C)BO, 1 nosunna Gy
0oOrpyHTOBaHa i po3KpuTa y (hiHAHCOBIH 3BITHOCTI.

O0ayHiCTh — 3aCTOCYBaHHS B OyXTaJTepChKOMY OOJIKY METOIIB
OIIIHKM, SIKI MOBHMHHI 3aMo0iraTd 3aHWKEHHIO OIIIHKH 3000B’s3aHb 1
BUTPAT 1 3aBUIIICHHIO OIIHKHA aKTHBIB 1 IOXOIIB i PHUEMCTBA.

[IpeBantoBaHHs CcyTHOCTI Haja (GopMOIO — omepalii BpaxoBy-
IOTHCS BIJMTOBITHO 1O X CYTHOCTI, 8 HE TUIBKU BUXOISUYH 3 FOPUINI-
HOT (hopmu.

€IUHMIA TPOIIOBUI BUMIPDHUK — BUMIPIOBaHHS Ta y3araJbHEHHS
BCIX TOCTIOJJAPCHKHUX OTIEpAIlii MiIIPUEMCTBA B Horo (hiHaHCOBIiH 3BiT-
HOCTI 3J[IHCHIOETHCS B €IUHIN TPOIIOBIH OUHUILI.

32



II.

®opMyBaHHS NMOKA3HUKIB AiJILHOCTI mianpuemMcrTBa y ¢inan-
COBOMY 00JIiKY.

O)_'[HI/IM 13 HampsIMiB (popMyBaHHa MOKa3HUKIB (hiHAHCOBOT 3BITHO-
CTi TIMPUEMCTB € BUSHAYCHHS BUIIB I[l?IJ'ILHOCTl 0 OKPEMHUM TOCTIO-
JapchbkuM omepamrisM. [isnpHicTh, SKy 3A1HCHIOE TiATPUEMCTBO TIO-
TUTSIETBCS HA 3BUYAHY Ta HAA3BUYAHY.

3BuyaitHa — 1e Oy/b-sSKka OCHOBHA JiSUTBHICTH MIANPUEMCTBA, a
TaKOoX orepartii, ski 1 3a0e3nedyoTh Y1 BUHUKAIOTh y pe3yabTaTi ii
3IHCHEHHS.

Hanzsuvaitna — 11e moii, sKi 9iTKO BiAPI3HAIOTHCS Bij 3BUYANHOI
JSITBHOCTI, Ta HE Tiepe0avaeThes, M0 BOHU OyayTh MTOBTOPIOBATHUCS
MEPIOANYHO YM B KOXXKHOMY HACTYITHOMY 3BiTHOMY Tepiomi. Hampu-
KJIaJ1, JTIKBIJAIlisl HACTIAKIB TIOYKEX1, TOBOJII, TEXHOTEHHHX aBapii.

V Mexax 3BHYaiHOI Ta Ha;[3BI/1an7IHo'1' JliSIJ'IBHOCTi BUIIAIOTE OIle-
pariiiny, IHBECTHIIIHY Ta (blHaHCOBy ,I[lSIJ'II:HICTB

Onepauu/IHa — II€ OCHOBHA MISIBHICTD, @ TAKOK 1HII BUIU TislIb-
HOCTI, 5Kl HE € 1HB€CTI/II_III/IHOIO 9u (iHAHCOBOIO ,I[lSIJ'IBHICTIO

OnepamI/IHa I[ISIJ'II:HICTL y CBOIO 4Yepry, MOJIIISETHCS Ha OCHOBHY
Ta HIIY ONepaIiiHy ,HIHJ'IBHICTB

OcHoBHa — 1ie omepalii, OB s3aH] 3 BUPOOHULTBOM 4H peasi-
3aLi€r0 npoz[ylcuu (ToBapiB, pobIT, MOCIYT), SIKi € TOJTOBHOIO METOIO
YTBOPEHHS MiANPUEMCTBA Ta 3a0€3MEUyIOTh OCHOBHY JIOJIO HOTO
TIOXOTY.

Iama onepauiﬁHa — 1€, 30KpeMa, onepauil’ 3 peaizailii iH03eMHOT
BaJIIOTH, peajizallii 1HIInuX 060pOTHHX aKTHBIB, OINEPATHBHOI OPCHIH;
B1I[06pa)KeHH$I KyPCOBHX Pi3HHUIb, CTBOpPEHHS pe3epBlB CyMHlBHI/IX
Oopris, yI_IlHKa 3amaciB, OTpUMaHHS Ta CIlaTa MeHi, mTpadiB Ta iH-
IIUX CAHKI[IHA Ta 1HIII.

IuBecTumiiina — 11e mpuaAOaHHS Ta peai3allis THX HeOOOPOTHHX
aKTHBIB, a TaKOXX THX (PIHAHCOBUX IHBECTHIIIH, SIKI HE € CKJIAJIOBOIO
YAaCTUHOIO €KBIBAJICHTIB IPOLIOBHX KOIIITIB. HaHpI/IKJ'IaIL, 3I1MCHEHHS
KaIlTaJbHUX 1HBECTHINH y OCHOBHI 3ac00M, peai3allisi OCHOBHUX 3a-
co01B, 110 HE BUKOPHUCTOBYIOTHCS, JIIKBIJAIsl OCHOBHHX 3ac001B, OIle-
pamii 3 HemaTepialbHUMH aKTWBaMH, (iHAHCOBHMH IHBECTHUIIISIMHU
(mpualaHHs IHHKUX MANepiB), HAJaHHS MO3UK Ta OTPUMAHHS IPOLEH-
TiB 10 HHX, HAJXO/UKCHHS NIUBINEHIIB BiJl (PIHAHCOBUX IHBECTHIIIM,
TepeoIlinka HEOOOPOTHUX aKTHBIB Ta IHBECTHUIIIH.

dinancoBa — I JiSUIBHICTD, IKa BeJe J0 3MiHU pPO3Mipy Ta CKJia-
Jy BJIACHOTO Ta TO3WKOBOTO KamiTamy. Hampukmanm, emicis akiii,
OTPUMAaHHI Ta MOTAIIEHHS KPEIWTiB, BUIJIATA JAUBIACH/IB, (JiHAHCOBA
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OpeH/ia aKTHUBIB (HaJlaHHS Ta OTPUMAaHHs), CIJIaTa MPOLIEHTIB 3a KOpHU-
CTyBaHHS TPOLIOBHMH KOIITAMH, J0X01U B1J CHIJIBHOL )_'[iSIJ'ILHOCTi

Ipu BiJTHECEHHI OKpEMHX OTmepalliii 10 KOHKPETHOTO BUILY ISIIb-
HOCTI1 HEOOXIJTHO BPaXOBYBATH 0COOJIMBOCTI KOHKPETHOTO Hl,[[HpI/ICM-
cTBa. Hampukian, iHBecTHIii y I[iHHI Tamepu, SK MPaBHIIO, BiIHO-
CATHCS 0 IHBECTHIIMHOI TisSIIBHOCTI, ajie IJIsl IHBECTUIIIHOI KOMIaHi1
11€ OCHOBHA OTepaIlliifHa JisITbHICTb.

[Tpu cknamanni (biHaHCOBo'l' 3BITHOCTI JIaHi PO JOXOAM 1 BUTPATH,
a TAKOX PyX I'POIIOBHX KOIIITIB HAal0THCS OKpEeMO JUIst orepariifaoi
lHBeCTI/ILIlI/IHOI (I)lHaHCOBOI Ta HAJ3BUYANWHOI AISUTBHOCTI, 110 CTPHUSE
T BUIIIEHHIO TOCTOBIPHOCTI 00 1iKOBOI iH(popMarii Ta moraubIeHHIO
aHaJli3y MOKa3HUKIB (PIHAHCOBOI ISIILHOCTI.

E}\ SITUATIONS FOR DISCUSSION

Situation 1.

Ms. Nelson starts a new business. Ms. Nelson uses her personal car
in the business with the expectation that later a business can buy a car.
All expenses for operating the car, including license plates, gasoline,
oil, tune ups, and new tires, are paid for out of business funds. Is this
an acceptable procedure? Explain your answer.

Situation 2.

ANYcompany makes some sales for cash. For some sales however
cash is not received until a later date. NNN company record sales only
when cash is actually received. Which accounting concept is not being
followed in this procedure? Explain your answer.

Situation 3.

Mr. Smith owns his own business, and he uses a monthly account-
ing period. He spends cash for business expenses while he is away
from the business. When this happens, he writes the amounts spent on
a piece of paper he carries in his appointment book. Whenever he
thinks of it, usually several weeks later, he summarizes these amounts
and records in the business records one entry for the total expenses.
Which accounting concept is not being followed with this procedure?
Explain your answer.
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THE ACCOUNTING
PROCESS

CHAPTER 11>

The chapter describes the main steps of accounting process
and explains the essence of double-entry bookkeeping system.

After studying this unit you should be able to:

1. Define accounting terms related to starting an accounting system.

2. Analyze accounting equation.

3. Use T accounts to analyze transactions showing which accounts
are debited or credited for each transaction.

4. Enumerate all the steps of the accounting cycle.

5. Understand the purpose of double-entry bookkeeping system.

Active vocabulary:

accounting equation — Oyxrairepcbke (0anaHcoBe) piBHSIHHS

assets — aKTHUBH

disbursement — Burmiata

dual aspect — moABIHMI aCTIEKT

entry — 3ammuc

equity — JacTKa BJIACHOCTI

general ledger —romoBHa OyxranTepcbka KHHUTA

generally accessible —3aransHOMOCTYTHUM

inventory — TOBapHi 3amacu

invoice — paxyHOK-(akTypa, HaKJIaJHa

liabilities — macuBu

liability account — paxyHoOK macuBiB.

nominal account — HOMiIHaJILHUH paXyHOK; THMYaCOBHH PaxyHOK,
1110 [I0Ka3y€ HApaXyBaHHsl JOXO/IB Ta BUTPAT JIAILE 32 3BITHIH 1epion

on a continual basis — mocTiiiHO

posting — mpoBoAKa

real accounts — peaybHI paXyHKH; paXyHKH OajlaHCY; paXyHKH, Ha
SKMX 3aJTUIIKH 30€piratoThes 1 MiCHs 3aKiHYeHHI 3BITHOTO TIEpioay
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receipt — KBUTaHITIS

source document — NEpPBUHHUHN TOKYMEHT

to maintain the balance — minTpumyBaT 6ananc
trial balance — npoGHuii Ganauc.

Text A

STARTING AN ACCOUNTING SYSTEM

Business owners and managers need accounting records in order to
properly manage a business and prepare financial reports. Accounting
information may be recorded by hand or by using accounting
machines or computers. The kind of business and its size usually
determine how its accounting records are best kept. Regardless of the
accounting records kept, the concepts and principles are the same.

The Accounting Equation

A business owns things, such as cash, equipment, and supplies,
which it uses to conduct its activities. Anything of value that is owned
is called an asset. Financial rights to the assets of a business are called
equities. A business owns the assets with which it conducts business.
A business’ owner has a financial interest in the business and
therefore has rights to its assets. Individuals or other businesses to
whom a business owes money also have rights to the business’ assets.

A business’ accounting records are kept separate from records of
individuals or businesses that have equities in that business. Thus, a
business’ owner keeps one set of accounting records for the business
and another set of records for personal finances. (CONCEPT:
Business Entity)

There are two kinds of equities. (1) Equity of persons to whom a
business owes money. An amount owed by a business is called a
liability. (2) Equity of the owner. The value of the owner’s equity is
called capital. The value of an owner’s equity is the amount
remaining after the value of all liabilities is subtracted from the value
of all assets.

An equation showing the relationship among assets, liabilities, and
capital is called an accounting equation. An accounting equation is
most often written as:

Assets = Liabilities + Capital
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Implementation of this equation begins with the recording of raw
data— that is, the firm’s day-to-day financial transactions. It is
accomplished through the double-entry system of bookkeeping.

The Double-Entry Bookkeeping System

Double-entry bookkeeping is a system in which each financial
transaction is recorded as two separate accounting entries to maintain
the balance shown in the accounting equation. Most often one entry
changes the left (asset) side of the equation, and the other entry
changes the right (liabilities + owners’ equity) side. However, for the
few types of transactions the two entries change only one side of the
equation. This occurs, for example, when cash (an asset) is used to
purchase equipment (another asset).

How the Double-Entry Bookkeeping System Works

Suppose that John Thompson and Mark Martin each invest
$25,000 in cash to start a new business. Before they make these
investments, both sides of accounting equation are equal to zero. The
firm has no assets no liabilities, and no owners’ equity. The results of
their investments are shown as transaction A in Illustration 2-1. Cash
(an asset) is increased by $50,000; owners’ equity is also increased by
a total of $50,000 to balance the increase in assets.

Note that the entries for this transaction are not lumped together as
one asset increase and the owners’ equity increase. Instead the entries
are placed in separate accounts, which show exactly what is being
increased. Here the investments are cash, so the Cash account is
increased. Similarly, under owners’ equity, there is one account for
Thompson and one for Martin.

Three additional transactions are shown in Illustration 2-1:

In transaction B, A bank loan of $10,000 was used to purchase
equipment. The loan is a liability, and the equipment is an asset.

In transaction C, inventory worth $5,000 was purchased on credit.
The inventory is an asset, and the amount owed is a liability.

In transaction D, $5,000 in cash was used to pay off part of the
bank loan. The payoff decreases cash, an asset; the reduction of the
loan amount decreases a liability.

Four Business transactions are recorded using the double-entry
system.

Double-entry bookkeeping is used to balance the accounting
equation:

Assets = Liabilities + Owner’s Equity
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Assets = Liabilities + Owrner’s Equity

Cash Erggrill:- Inventory | = ]]?oa;ri(s Suppliers | +| Tompson | Martin
Transaction A | +50000$ 0 0 = 0 0 +| 4250008 | +25000%
(cash
investment) 500003 0 0 0 0 +250008 | +25000$
Transaction B 0 +10000$ 0 =| +10000 0 + 0 0
(equipment
purchase via | 500003 | 100008 0 10000$ 0 +250008 | +25000$
bank loan)
Transaction C 0 0 +5000 0 +5000% 0 0
(credit purchase
of inventory) 500008 | 10000$ | +5000$ [=| 10000$ | 5000$ |+|-+25000$ [ +25000%
Transaction D | —5000$ 0 0 -5000% 0 0 0
(partial payoff
of loan) 45000$ | 10000$ | 50008 |=| 5000$ | 5000$ |-+|+25000$ |+250008

Follow through each of these transactions in Illustration 2-1 to
make sure you understand why each entry is recorded as shown. Also
note that, after all four transactions, assets total $60,000 and liabilities
and owners’ equity total $60,000. Thus the books are still balanced.
That is assets are indeed equal to liabilities plus owners’ equity.

The Accounting Cycle

In the typical accounting system, raw data are transformed into
financial statements in five steps. The first three — analysis,
journalizing, and posting— are performed on a continual basis
throughout the accounting period. The last two — preparation of the
trial balance and of the financial statements — are performed at the
end of the accounting period.

Analyzing Source Documents The basic accounting data are
contained in source documents, which are the receipts, invoices, cash
register tapes, sales slips, and other documents that show the dollar
values of day-to-day business transactions. The accounting cycle
begins with the analysis of each of these documents. The purpose of
the analysis is to determine which accounts are affected by the
documents and how are they affected.

Journalizing the Transactions Every financial transaction is next
recorded in a journal — a process that is called journalizing.
Transactions must be recorded in the firm’s general journal or in
specialized journals. The general journal is a book of original entry
in which typical transactions are recorded in order of their occurrence.
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An accounting system may also include specialized journals for
specific types of transactions that occur frequently. Thus a retail store
might have cash receipts, cash disbursements, purchases, and sales
journals in addition to its general journal.

Posting Transactions Next the information recorded in the
general journal or specialized journals is transferred to the general
ledger. The general ledger is a book of accounts that contains a
separate sheet or section for each account. An account is a form used
to sort and summarize changes in a specific item. Separate accounts
for each item may be kept on cards, sheets, or in bound book form.

Ledger accounts are a means of accumulating in one place all the
information about changes in specific assets, liabilities, and owner’s
equity. In its simplest form, an account has only three elements: (1) a
title, consisting of the name of a particular asset, liability, or owner’s
equity; (2) a left side, which is called a debit side; and (3) a right side,
which is called a credit side. This form of account is called a T
account because of its resemblance to the letter T.

Title of Account

Left or debit side Right or credit side

An amount recorded on the left or debit side of an account is called
a debit, or a debit entry; an amount entered on the right or credit side
is called a credit, or a credit entry. Accountants also use the words
debit and credit as verbs. The act of recording a debit in an account is
called debiting the account; the recording of credit is called crediting
the account. A debit to an account is sometimes called a charge to the
account; an account is debited or charged when an amount is entered
on the left side of the account.

Students beginning a course in accounting often have a
preconceived but erroneous opinion about the meanings of the terms
debit and credit. For example, to some people unacquainted with
accounting, the word credit may carry a more favourable connotation
than does the word credit. Such connotations have no validity in the
field of accounting. Accountants use debit to mean an entry on the
left-hand side of an account, and credit to mean an entry on the right-
hand side. The students should therefore regard debit and credit as
simple equivalents of left and right, without any hidden or subtle
implication.

The process of transferring journal entries to the general ledger is
called posting.

39



Accounts are usually arranged in the ledger in financial statement
order, that is, assets first, followed by liabilities, owner’s equity,
revenue, and expenses. The number of accounts needed by a business
will depend on its size, the nature of its operations, and the extend to
which management and regulatory agencies want detailed
classification of information. An identification number is assigned to
each account. A chart of accounts is a list of the accounts titles and
account numbers being used by a given business.

Preparing the Trial Balance The trial balance is a summary of
the balances of all general ledger accounts at the end of the accounting
period. After all transactions for the period have been posted to the
ledger accounts, the balance for each account is determined. Every
account will have either a debit, credit or zero balance. A trial balance
is a list of each account balance and it, therefore, indicates whether in
total the debits equal the credits. Thus a trial balance helps provide a
check on the accuracy of the recording and posting. It does not,
however, guarantee that the recording and posting have been done
correctly. Errors, such as posting an amount to the wrong account, are
of course possible even though the trial balance does balance.

Preparing Financial Statements and Closing Books The firm’s
financial statements are prepared from the information contained in
the trial balance. This information is presented in a standardized
format to make the statements as generally accessible as possible to
the various parties who may be interested in the firm’s financial
affairs.

Once these statements have been prepared and checked, the firm’s
books are “closed” for the accounting period. A new accounting cycle
is then begun for the next period.

Key terms

wJ

Account — paxyHok — a record used to summarize all increases
and decreases in a particular asset, such as Cash or any other type of
asset, liability, owner’s equity, revenue, or expense.

Account balance — canbno — the difference in dollars between
the total debits and total credit of the account.

Accounting equation — Oyxranrepcbke piBHSHHA (OanaHCOBE
piBHsIHHS) — assets equal liabilities plus owner’s equity.

Assets — akTuBH — economic resources (things of value) owned
by a business which are expected to benefit future operations.
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Chart of accounts — mnan paxyHkiB — a listing of the ledger
accounts titles and numbers being used by a given business.

Credit — xpenuT, mpaBa CTOpOHa paxyHKy — an amount entered
on the right-hand side of an account. A credit is used to record a
decrease in an asset and an increase in a liability or owner’s equity.

Credit balance — kpeauTtoBe canbao — the balance of an account
in which the total amount of credits exceeds the total amount of
debits.

Debit — nebert, niBa cTOpoHa paxyHKy — an amount entered on
the left-hand side of an account. A credit is used to record an increase
in an asset and a decrease in a liability or owner’s equity.

Debit balance — ne6etoBe canbo — the balance of an account in
which the total amount of debits exceeds the total amount of credits.

Double-entry bookkeeping system — crucTema o BiiHOTO 3arH-
cy — in recording transactions the total dollar amount of debits must
be equal the total dollar amount of credits.

Entry — 3anuc rocnogapcbkoi oneparii — a record made in a
book of account, register, or computer file of a financial transaction,
event, proceeding, etc.

Equity — gactka BimacHocTi — a share of owner’s capital in a
company.

Financial Statements — ¢inancoBi 3BiTH — reports which
summarize the financial position and operating results of a business
(balance sheet and income statement).

Financial statement order — mops10k 3anucy crateil y pinanco-
BOoMY 3BiTi — the usual sequence of accounts in a ledger; that is, assets
first, followed by liabilities, owner’s equity, revenue, and expenses.

Journal (book of original entry) — >xypnan 00J1iKy rocrnoapcbKux
omepariiiit — A chronological record of transactions, showing for each
transaction the debits and credits to be entered in specific ledger
accounts. The simplest type of journal is called a general journal.

Journalizing — dikcamis TpaHcakuii B XypHani o0miky — the
process of recording a transaction in a journal. To journalize means to
prepare an entry in a journal.

Ledger — ronoBna Oyxranrepchbka kHura — a loose-leaf book,
file, or other record containing all the separate accounts of a business.

Liabilities — macusu; 3amydeni komTu — debts or obligations of
a business. The claims of creditors against the assets of a business.

Owner’s equity — BiacHuil kamitan — the excess of assets over
liabilities. The amount of an owner’s net investment in a business plus
profits from successful operations which have been retained in a
business and minus losses.
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Posting — mnpoBoaka — the process of transferring information
from the journal to individual accounts in the ledger.

Source (business) document — nepBUHHMI JOKYMEHT — original
evidence of transactions, as for example, cheque, sales tickets, and
cash register tapes.

Trial balance — npoOuuii 6amanc — a two-column schedule
listing the names and the debit or credit balances of all accounts in the
ledger.

;\ EXERCISES

I. Find in the text Ukrainian equivalents to the following words
and word combinations and translate the sentences in which they
are used.

Double-entry bookkeeping system; an accounting entry; to be
lumped together; to be placed in separate accounts; to purchase
equipment; inventory purchased on credit; to pay off the bank loan;
raw data; to be performed on a continual ba51s preparation of the trial
balance; a receipt; an invoice; a sales slip; original entry; to show the
dollar value of a business transaction; to occur frequently; to transfer
information to a general ledger; to have a preconceived opinion; to
have no validity; subtle implication.

II. Find in the text English equivalents to the following words and
word combinations. Make sentences of your own with these phrases.

AKTUBY; BIACHUH KalliTal; MacUBH; OalaHCOBE PiBHSIHHS; TOJIBIM-
HUIl 3aIuc; TOJOBHA OyXralTepchka KHUTA; JKypHal OONIKY TrocCIo-
JapChKHUX OIeparliif; marpuMyBaTH OajaHC; yacTKa BJIACHOCTI; BKJIA-
JATH TPOIII B IMiIIPUEMCTBO; 30LTBITYBAaTHCh Ha; OAHKIBCHKA MTO3MKA;
3BITHUH MEpioj; MEPBUHHUN JTOKYMEHT; I'POIIOBI HAJIXOKEHHS;, TPO-
IOBI BHILIATH, TUIAH PaxyHKIB; MIPOBOJIKA; MPOOHMI OaslaHC; 3araiib-
HOJIOCTYIHHMIA; LIKAaBUTHCH (DIHAHCOBUMMU CIIpaBaMu (PipMHU.

III. Task 1. Complete the text using the words and translate it
into Ukrainian.

Credits; debits; invoice; double-entry; journals; ledger; posted;
receipt; transactions; transferred; trial balance; vouchers.
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Bookkeepers record every purchase and sale that a business makes, in
the order that they take place, in (1). At a later date, these
temporary records are entered in or (2) to the relevant account
book or (3). Of course the “books” these days are likely to be
computer files. At the end of an accounting period, all the relevant
totals are (4) to the profit and loss account. (&)
bookkeeping records the dual effect of every transaction — a value
both received and parted with. Payments made or (6) are
entered on the left-hand (debtor) side of an account, and payments
received or (7) on the right-hand side. Bookkeepers will
periodically do a (8) to test whether both sides of an account
book match. In most business (9), the seller of goods or
services sends the buyer a bill or (10), and later a (11)
acknowledging payment. Business are obliged to retain the
documents — known as (12) — that support or prove an item
in an account, and make them available to the internal and external
auditors who check the accounts. Bookkeepers are not to be confused
with librarians, who also keep books, or with bookmakers, who “make
books” in the sense that they accept bets (on horse races, etc.) and
traditionally wrote them down in a book like a bookkeeper’s journal.
Accountants, unlike bookkeepers, analyze financial records, and
decide how to present them.

Task 2. Add appropriate verbs from the text above to these
sentences and translate them into Ukrainian.

Bookkeepers business transactions.

. A debit is a payment

A credit is a payment .

. Debits are on the left-hand side.

At the bottom of the page, bookkeepers the totals.
Companies have to invoices and receipts.

The auditors the accounts.

. Accountants, managers and shareholders the accounts.

500 mh O 0 o' R

IV. Fill in the missing prepositions. Translate the passages into
UKkrainian.

in (2), to (1), by (1), through (1), on (1), at (1), up to (1), of (1).

Certain procedures must be established ... every business entity to
provide the data to be reported ... financial statements. These
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procedures are frequently referred ... as the accounting process.
During the fiscal period it is necessary to engage ... a continuing
activity — the recording ... transactions ... the various journals and
ledgers. ... the end of the fiscal period, the recorded data are brought
...... date ... adjustments, are summarized, and financial statements
are prepared.

of (3), in (3), on (2), within (1), against (1).

The manner ... which the accounting records are organized and
employed ... a business is referred to as its accounting system. The
exact form the accounting records take depends ... the complexity and
degree ... mechanization ... the system. The various recording
routines ... each system are developed to meet the special needs ...
the business entity. Recording processes must be designed to provide
accurate information ... a timely and efficient basis, while they must
also serve as effective controls ... preventing mistakes and guarding
... dishonesty.

of (8), for (4), by (2), (up)on (2), through (1), with (1), in(2).

A relatively large organization ordinarily provides ... the control
... purchases and cash disbursements ... adoption ... some form ...
voucher system. ... the use ... a voucher system, cheques may be
drawn only ... a written authorization ... the form ... a voucher
approved ... some responsible official. A voucher is prepared, not
only ... support ... each payment to be made ... goods and services
purchased ... account, but also ... all other transactions calling ...
payment ... cheque, including cash purchases, retirement ... debt,
replenishment ... petty cash funds, payrolls and dividends.

V. Complete the following words.

1. This company has supplied goods but
has not received any money for them yet. CREDITOR

2. Companies make this when they sell
their goods for more than it cost themto [P T
make them.
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3. Companies make this when they sell

their goods for less than it cost them to |L S
make them.
4. Goods which are bought by the company. |P ES
5. Goods which the company has available S K
to sell. ——=
6. An amount of money which is taken out W D L
of the account. - -
7. Customers who have received goods but

: D RS
not paid for them yet. -———-
8. A reduction in the price which is offered

D C T
to customers. - ===
9. This is the name of the difference
between the credit and the debit sides ofan | B~ E
account.
10. This is drawn up to check that the two T LB
sides of the accounts are the same. ——— T
11. The official books for keeping accounts. | L D S
12. This is the name for buildings,
machinery, money in the bank and money | A~ S
owed by customers.
13. The loss of value of the things in
D P

number 12. -
14. Money which is borrowed. L
15. Extra money a company or person pays I ST
for borrowing money. | ————-—
16. The total sum of money which is
supplied by the owners of the company to |C T
set it up.
17. These are bought by people wishing to S S
invest in the company. -———=
18. The extra amount which is paid for a GOO

company above the value of its assets.
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19. An official examination of the A T
accounts. -

20. A statement of the financial position of B ES T
the company. | T=———= —

VL. Fill in the missing words (choose from the box). Translate
the passage into Ukrainian.

credit; ledger accounts; total; debit; a trial balance; account
balances; financial statements.

Before using the (1) ... to prepare a balance sheet, it is desirable to
prove that the (2) ... of accounts with (3) ... balances is in fact equal
to the total of accounts with credit balances. This proof of the equality
of debit and (4) ... balances is called (5) .... To prepare a trial
balance, the accountant determines and lists the balances for all (6)
.... If the trial balance totals are correct, the accountant can proceed to
the (7) .... If not, there is a mistake somewhere. The accountant must
find and correct it before proceeding.

transaction; reporting; accounting cycle; accounting process;
statements; recording.

The (1) ... includes the entire field of analyzing, classifying, (2) ...,
summarizing, and (3) .... It includes the successive steps that
constitute the (4) .... It starts with the first written record of the (5) ...
of the business unit and concludes with the final summarized
financial (6) ....

VII. Task 1. All the words below can be combined with
account, accounts or accounting, in a two-word partnership: e.g.
bank account, accounts payable or tax accounting. Add the
account, accounts or accounting to each of the words below and
translate them into Ukrainian.

1. holder
2. methods
3. day

4. equation
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5. payable
6 principles
7 period
8 procedures
9 receivable
10. standards
11. book
12. bank
13. current
14. deposit
15. cost
16. managerial
17. numbered
18. profit and loss
19. savings
20. tax

Task 2. Now complete the following sentences using the
expressions from task 1 and translate the completed sentences
into Ukrainian.

1. Auditors are supposed to make sure that companies follow their
stated .

2. Companies can choose from a variety of , but they are
not allowed to change them too often.

3. Lots of money obtained in dubious or illegal ways is deposited
in in Swiss banks.

4. The basic is Assets = Liabilities + Owners’ Capital.

5. The at the London Stock Exchange usually lasts two
weeks. It is followed by an on which all bills must be settled.

6. The is one of the three basic financial statements.

7. consist of money that is expected to be received. The
contrary, consist of money that is owed to other people.

8. The role of is to provide figures and statements that will

aid decision-making.

VIII. Answer the following questions.

1. Why do business owners and managers need accounting
records?

2. What usually determines how a business accounting records are
best kept?
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3. Who may have equity in a business?

4. Keeping separate records for a business and for personal
finances is an application of what accounting concept?

5. What are the two groups of equities?

6. How is the owner’s equity figured?

7. How is the accounting equation stated?

8. Assuming that a business will exist forever is an application of
what accounting concept?

9. What is the relationship of the amounts on the left side and on
the right side of the accounting equation?

10. What requirement is imposed by the double-entry system in the
recording of any business transaction?

11. For each of the following accounts, state whether it is an asset,
a liability, or owner’s equity: a) Office Equipment, b) John William’s
Capital, c) Accounts Receivable, d) Accounts Payable, e) Cash, f)
Notes Payable, g) Land.

12. List the following five items in a logical sequence to illustrate
the flow of accounting information through the accounting system:

(1) Information entered in journal

(2) Preparation of a business document

(3) Financial statements prepared from ledger

(4) Occurrence of a business transaction

(5) Debits and credits posted from journal to ledger

13. Compare and contrast a journal and a ledger.

14. Which step in the recording of transactions requires greater
understanding of accounting principles: (a) the entering of transactions in
the journal, or (b) the posting of entries to ledger accounts?

15. Using dollars and cents to record all financial information is an
application of what accounting concept?

16. A transaction’s source document is dated September, 15. The
entry is not recorded in a journal until September, 17. Which date is
recorded in a journal entry?

17. What purposes are served by a trial balance?

18. List and describe the procedures in the accounting process.
Why is each step necessary?

IX. Translate into English.

lNocogapcbka MisIbHICTE MiANPUEMCTBA JOCHUTH pPi3HOMaHITHA 1
ckinamaa. CyTh OyXraiatepchbKoro OOJiKy Tojsirae He JIMIe y Bifo-
OpaxkeHH1 IIi€l AISUIBHOCTI, a B TOMY II00 3a0e3nedyuTH ePeKTUBHE
YIPaBIIiHHS TOCTIOAAPCTBOM 3 ypaxyBaHHSIM HaNCKIQJHIIIMX B3a€MO-
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3B’SI3KIB MK €J€MEHTaMH YIPaBIIHCBKOiI cucTeMu. Po3B’sizatu 1e
3aBJaHHS MOXKIIMBO JIMIIE 32 JJOMTOMOTOK) BUKOPUCTAHHS KOMILIEKCY
C1oco0iB OyXTranTepchKOro 00iKy.

MeTtoa OyxraiaTepchbKoro o0JiKy — 1€ CYKYNHICTh CIOCOOIB, IO
3a0e31euyroTh OTpUMaHHs, 00pOOKy Ta Bumady 00JiKoBO1 iH(pOopMaItii
3 METOI BUKOPUCTAHHS 1i B MPOLIECT yIIPaBIIHHS.

VYci 00’ekTH OyXrantepchbKoro OOJIKY IMiUISTaloTh TMEPBHHHOMY
BIIOOP@KCHHIO 33 10MOMOT00 JOKYMCHTALIII.

Jnsi BUKOHAHHS TOCTOZAPCBHKOI MiATBHOCTI MOCTIHHO HEOOXiHi
JlaHi PO rOCroAapChKi onepaLlii, pyX TocoaapchKuX 3aco0iB Ta 3Mi-
Hy JUKepen iX yTBOPEeHHs. 3 I[i€l0 METOI0 BUKOPUCTOBYIOTHCS OyXra-
TEpChbKi paxyHKH, L0 SBJISIOTH COOO0 crocid rpymyBaHHA 1 BigoOpa-
YKEHHSI eKOHOMIYHO OJTHOPITHUX 00’ €KTiB OOIIKY.

Koxna rocnoapcbka ornepariisi BUKJIMKA€e 3MiHH SK MIHIMYM JTBOX
00’eKTiB 00Ky, 110 3yMOBJIIOIOTh 3AINC HA JBOX PaXyHKaX CIIOCO-
6om mozsiiiHOro 3anmcy. Hanpukian, npu HaJXOUKEHHI TPOLIeH 10
KacH MiIMPUEMCTBA 3 PO3PaXyHKOBOTO paxyHKa IMiJIPHUEMCTBA B OaH-

Ky — 3aJIMLIOK KOIITIB Ha PaXyHKY B 6aHKy — 3MEHIIIY€ETHCS, a B Kaci
MiAMPUEMCTBA 30LIbUIYEThCA. Y TaKuii Croci0 BioOpaxaroThes roc-
0JAPCHKI OMepaLii OCTIHHO, IIOACHHO.

Ilo 3akiH4eHHIO TOTO 4u 1HIIOrO OOJIIKOBOTO MeEpioAy (Micsilb,
KBapTai, MiBPivq4st, ACB’STh MICSLIB, PIK) fAaHi OOJIKY y3aralbHIOKTh-
Csl 1 BAKOPUCTOBYIOTBHCS 3 METOIO KOHTPOJIIO 100 BUKOHAHHS TUIAHIB
(IpOrHO3iB) 32 OKPEMHMMH ITOKa3HHUKaMH TOCIOJAPCHKOI JisUIBHOCTI
nianpuemctBa. [lpu 1boMy 3aCTOCOBYIOTH Takuil crocid Metoay Oyx-
raJITepcbKoro 00Ky, K OyXraaTepcbkuii OanaHc.

Criocobu MeTozy OyXranTepcbkoro 0011iKy HEpO3PUBHO OB s3aHi,
JIOTIOBHIOIOTH OJIMH OJTHOTO 1 JIMIIE Y KOMIUIEKCI JO3BOJISIOTH BiJO-
OpasuTu mpeaMeT OyXraaTepchKoro 00Ky .

Criocobu merony OyXraiaTepchbKoro OONIKYy peai3yloThCs 3a J0-
IIOMOT'0I0 OKPEMHX METOJUYHHUX Ta TEXHIYHHX MPHUHOMIB, IO CKJIa-
JAI0Th OOJIKOBHI MPOLIEC B LIJIOMY 1 OKpeMi Horo o0J1iKOBI 3aB/IaHHS.

Text B

DOUBLE-ENTRY BOOKKEEPING SYSTEM

Accountants as well as bookkeepers deal with figures. Some of
these figures are used to prepare balance sheets, some figures are used
to prepare profit and loss accounts so that the net profit of a business
can be determined.
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In the “real world” these figures will be derived from the transac-
tions undertaken by a business on a daily basis. There are two main
ways in which businesses record their financial transactions. They use
either

¢ a double-entry bookkeeping system; or

e a single-entry bookkeeping system.

We will look at the double-entry bookkeeping system that provides
the accountant with the information needed in order to provide the
data required to prepare the final accounts.

As the name implies, double-entry bookkeeping recognizes that
there are two sides or aspects to every business transaction.

I fill my car with $20 diesel. The two aspects of this transaction
are:

— I receive the diesel

— The filling station gives me the diesel.

I buy a pair of trainers costing $53:

— I receive the trainers

— The sports shop gives me the trainers.

There are two more aspects to these transactions.

When I give the filling station attendant my $20 note:

e she receives the cash

o | give the cash.

When I give the shop assistant my $53:

e he receives the cash

e | give the cash.

This way of recording both sides of any transaction is known as
the dual aspect principle of accounting.

An account contains the detailed record of financial transactions
undertaken by a business. All financial transactions involving the
business are recorded in a format called an account.

You can find each account on a separate page in the ledger. In fact,
if a great many transactions of a similar nature are undertaken, an ac-
count may spread over several pages.

The ledger is the book where are all accounts are kept. For con-
venience’s sake, this one book is divided into several smaller
books. You can imagine that large businesses like Marks and
Spencer or McDonald’s could not possible keep all their financial
records in one book.

Each account has two sides:

(a) the left side is known as the debit side

(b) the right side is known as the credit side.
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An account

DEBIT CREDIT
The debit side of an account is | The credit side of an account
always the receiving side or is always the giving or losing
the side that shows gains in side or the side that shows
value. “Debit” is often abbre- | value given. “Credit” is often
viated shows gains in to “Dr”. abbreviated to “Cr”.
Dr An account Cr
RECEIVES GIVES
Or Or
GAINS LOSES

An account in the ledger would be headed thus:

Dr *FkRE* gccount Cr

Note that there should always be a heading; if the account shown is
not a personal account, the heading should include the word “account”.

Purchases are any items that are purchased with the intention of
selling them to customers. They are revenue expenditure.

Sales are any items that are sold in the normal course of business
to customers. They are revenue income.

The golden rule of the game of “double entry” is that every time
you enter something on the debit side (left side) of an account, you
must enter an equivalent amount on the credit side (right side) of
another account.

Credit customers are people or businesses that we sell goods to;
they will pay for their goods at some time in the future. The goods are
sold on credit.

Credit suppliers are people or businesses that we purchase goods
from; we will settle the debt that we owe at some future date. The
goods are purchased on credit. Until we pay for the goods that we
have purchased, the credit suppliers will be creditors.

All accounts are entered in one book called the ledger. Because the
number of accounts could run into many hundreds, it is obviously
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more convenient to split the ledger into a number of different books.
What we do is to put:

o all credit customers’ accounts together

o all credit suppliers’ accounts together and

o all other accounts in another ledger.

All transactions involving credit customers will be found in the sales
ledger (also known as the debtors’ ledger). All transactions with credit
suppliers will be found in the purchases ledger (also known as the
creditors’ ledger). All other transactions will be found in the general ledger.

The tricky ones are:

e The sales account will not be found in the sales ledger. The sales
ledger is reserved for the accounts of our credit customers. The sales
account would be found in the general ledger.

e The purchases account will not be found in the purchases ledger.
The purchase ledger is reserved for the accounts of credit suppliers
only. The purchases account would be found in the general ledger.

e We only record credit transactions in sales ledger and purchases
ledger.

If a sale is made for cash, it is not entered in the sales ledger. If
something is purchased for cash, it is not entered in the purchases
ledger. These transactions appear in the general ledger.

Ledger accounts may be classified under the following headings:

¢ Personal — these are accounts that record transactions with
credit customers and credit suppliers.

+ Nominal accounts, real accounts and liability accounts will all be
found in the general ledger.

+ Nominal accounts record expenses, profits, losses and gains.

¢ Real accounts record the acquisition and disposal of fixed assets
like land, buildings, equipment and vehicles.

«+ Liability accounts record the acquisition and repayment of loans
and overdratft.

Remember that each account would be in a different ledger
according to this classification.

EXERCISES

T
=/

I. Match the terms to their definitions.

1. Double-entry | a) a ledger account for certain types of property
bookkeeping (e.g. land and buildings, plant, investments,
system stock).
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2. Personal
account

b) a collection of accounts of a similar type.
Traditionally, a ledger was a large book with
separate pages for each account; in modern systems
they will usually consist of computer records.

3. Dual aspect

c¢) an entry on the left-hand side of an account in
double-entry bookkeeping that increases either the
assets or the recorded expenditure of the
organization keeping the book.

4. Ledger d) a ledger account that is not a personal account
in that it bears the name of the concept, e.g. light
and heat, bad debts, investments, etc.

5. Nominal e) a bookkeeping system that only records one

account aspect of each transaction, i.e. either a debit or a
credit.

6. Debit f) the principle that every financial event has an

aspect that gives rise to a debit entry and an aspect
that gives rise to a credit entry.

7. Single-entry

g) an account used to record transactions with

bookkeeping persons, for example debtors and creditors.

system

8. Real h) an account in a ledger that holds the records for

account all the transactions relating to the particular person
(e.g. a debtor), thing (e.g. stock item), or activity
(e.g. sales).

9. Ledger 1) an entry on the right-hand side of an account in

account double-entry bookkeeping, usually showing a sale
or a liability.

10. Credit j) a method of recording the transactions of a

business in set of accounts, such that every
transaction has a dual aspect and therefore needs
to be recorded in at least two accounts. This
double aspect enables the business to be controlled
because all the books of account must balance.

I1. Test yourself.

1. All financial transactions are recorded in
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2. Name the book in which all financial transactions are entered.

3. List the three divisions of this book. State the purpose of this
division.

4. Name the two main ways in which businesses record their
financial transactions.

5. Explain the meaning of “the dual aspect” principle of accounting.

6. What is the alternative name given to the purchase ledger? What
is the alternative name given to the sales ledger?

7. Complete the sentence: “Every needs a corresponding
credit”.

8. The purchase ledger contains the accounts of with credit
accounts.

9. The sales ledger contains the accounts of with credit
accounts.

10. The general ledger contains , and accounts.

11. Define the term “account”.

12. Which side of an account is the “receiving” side?
13. Which side of an account is the “giving” side?
14. Explain the meaning of “personal” accounts.

I1I. Translate into English using the following economic terms.

OO0’ exT rocnoIapchbKoi AisUIbHOCTI — business entity;
aKTHBH Ta JDKepena — assets and sources;

cucTeMa paxyHKiB — system of accounts;

MMOTOYHMI 001K — current record;

rOCIIo/IapChKa MisUTBHICTH — economic activity;
ctarta 6anancy — balance sheet account;

caipa0 — balance;

rocmojapchbki 3acodu — capital goods.

VY OyxranrepcbkoMy OaslaHCl B110OpakatoTbCs aKTHBH Ta JHKepea
iX yTBOpeHHsI Ha BU3HAYCHWI MOMEHT. BHACTIIOK 3/MiHCHEHHS TOCIIO-
JIapChKHUX OMeparliii mpoTATroM MicsIs BiJOYBarOThCS 3MiHU Y CKIIAJTi
aKTHBIB Ta pKepell. |Jis moToYHOro OOJIKY TOCTIONapChKUX aKTHBIB
Ta JOKEpeN IX YTBOPEHHS, a TAKOX TOCIOIaPChKHUX OIEpalliil 3aCTOCO-
BYIOTh paxyHKH OyXTaJaTepChKOTO OOTIKY.

KoxHiit rpyrii akTHBIB, JDKEPET iX YTBOPEHHS Ta MPOIECIB BiIKPH-
BAETHCS PAXYHOK.

VY OyxrantepcbkoMy OOJIIKY 3aCTOCOBYETHCS CHCTEMa pPaxyHKIB,
sIKa JI03BOJISIE OXOILTFOBATH BC1 aKTHBH, JDKEPENa Ta MPOLECH i CHCTEMHO
BiToOpakaTH MisUTbHICTH 00’ €KTA.
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Cucrema paxyHKiB € CIIOCOOOM T'pYIyBaHHS aKTHBIB, Kepel
iX YyTBOpEHHs, TOCIOAAPCHKUX OIepaliid, MOTOYHOTO iX OONiKy Ta
KOHTPOJIIO.

VY HaBYAILHUX HUIAX CXEMATUYHO OyXTalTepPChKUH PaxyHOK 30-
OpaxyeTbcs y BUTISIAL JTiTepu «T».

BHacniiok TrocrmomapchbKoi JSUIBHOCTI aKTHBU Ta JDKepena ix
YTBOPEHHSI MOXYTh 30UTBIITYBaTUCh a00 3MEHINYBATHCh. TaKoX 1 B
OyxraiatepcbkoMy OOJIIKY 3MIHM Y HampsMKy 30UIbLICHHS a0 3MEeH-
IICHHS OOJIIKOBYIOTBCS OKpeMO. Y 3B’S3Ky 3 IIMM 1 cXeMa Mae JBi
CTOpPOHHU: JiBYy yMOBHO Ha3uBawoTh JJEBET (Bi,u naTuHCbkoi debet —
BUHCH), a npaBy — KPEJIUT (Bin naruHcbkoi credit — Biputh). ¥
TeHepilHiil yac AeGeT i KPeJUT — Le yMOBHI TEXHIYHI I103HAYCHHSL
CTOPIH PaxyHKa, aje 3aCTOCOBYIOTBCS 1 PO3YMIIOTBCS OJJHAKOBO OyX-
rajgTepamMu BChOTO CBITY.

3aneKHO Bif OOMIKY aKTUBIB ab0O JpKepeln iX yTBOpeHHs Oyxrai-
TEPChKI PaxXyHKH MOAUISIOTh HAa aKTHBHI Ta MACHBHI.

AKTUBHI paXxyHKH MpH3HAYCHI U1 00Ky HAassBHOCTI Ta PyXy ak-
THUBIB 1 BIIKPHBAIOTHCS JUIs CTAaTel OaslaHCy, SIKI 3HAXOISATHCS B aKTH-
Bl OyXraiarepchbKoro 0ajgaHcy.

IlacuBHI paxyHKH BUKOPUCTOBYIOTBCS 3 METOK OOJIIKY HAasBHOCTI
Ta 3MIHM JDKEPENl YTBOPCHHs aKTHUBIB i BIAKPUBAOTBCS JUIsl CTAaTei
OaJtaHCy, 1110 MICTSTHCS B TACHBI OaJIaHCY.

[Ipu BiAKpUTI paXyHKIB Ha MiJACTaBl cTaTel OallaHCy 3a HUMH 3a-
MUCYIOTHCS TTOYATKOBI 3JIMIIKU (CaJIbJI0) TOCIONAPCHKUX 3ac00iB Ta
JDKEpen iX yTBOPEHHSI.

BinnoBigHo 10 po3MilleHHs cTaTel y JiBii cTOpoHi OanaHcy (ak-
THBI) a00 B MpaBii (MTACKBI) 3aMMCYIOTHCS 3aJIHUINKH 32 CTOPOHAMH pa-
XyHKa a0o 3a gebetoM (neberoBe caiib/i0) ab0 3a KpeauToM (Kpeau-
TOBE Calbl0). B akTHMBHHX paxyHKax, Ha SKUX BiTOOPaKyrOTHCS
TOCIOIAPChKI 3aCO0M, 3aIMIIKK 3alMCYIOTHCS B JIIBOMY OOIl paxyH-
Ka — 3a Je0eToM (3a Ii€0 CTOPOHOI0 OalaHCY BiMOOpaKarOThCS 3a-
co0M), a B TACHUBHUX PaxyHKax, Ha SIKUX TOKa3yKThCs JDKEpesa yTBO-
peHHs 3ac00iB, 3ATUIIKK 3aMMUCYIOTHCS Y JIBil CTOPOHI paxyHKa — 3a
KpeAUTOM (3a LI€I0 CTOPOHOIO OanaHCy BiAOOpa)KalOThCS JKepena
YTBOPEHHSI 3ac00iB). Y IbOMY i TOJISITA€ B3a€MO3B 30K PAaXyHKIB 3
OalaHCOM.

Ha Tiit cropoHi paxyHKa, e TIOKa3yeThCsl 3aJIMIIOK, BigoOpaka-
€THCS HOTO 301IBIIICHHS, a HA TIPOTUIIC)KHI — 3MEHIIICHHS.

B akTuBHUX paxyHKax, Ji¢ 3aJIMIIOK MOKa3yeTbCs 3a qe0eToM pa-
XYHKa, 301JTbIIICHHS] KOIITIB BiTOOpaxaeTbes 3a 1e0eToM, a 3MEHIIICH-
HSl — 32 KpeAUTOM. Y MACHBHUX PaxXyHKax 3allHCU BiIOOpakaroThCs
HaBIAKU: 32 KPEAUTOM — 30UTBIICHHS, a 3a 160€TOM — 3MEHIIICHHSI.
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TakuM YMHOM, CTOPOHU OyXTraJITepChbKUX PaxyHKIB SBIISIOTH CO-
0010 TPOTHJICKHI €KOHOMIYHI XapaKTepUCTHKHU CTaHy 3aco0iB Ta Bi-
TO0OpaskeHHS TOCTIOAPCHKHUX OTIEPaIliid.

IV. Summarize the text in 50 words
XpoHosoriynmii i cucreMaTnyHui 00JIiK.

Posrnsnatoun mopsmok 00Ky TOCTIOapChKUX OIeparii y cucTe-
Ml paxyHKiB CIOCOOOM MOJBIMHOTO 3amucy, 3’sSICOBYEThCS, IO CYMH
ormepariiii He BiApaszy BimoOpakalOThCsAd Ha paxyHkax. [lomepemHbo
CKJIaJarTh OyXraiTepChKi NPOBOJKH, B SIKMX BKa3yIOTb, HA SIKUX pa-
XyHKax Mae OyTH BioOpa’keHa ToCroiapchka oreparis i B AKiil cymi.
Byxranrepchki IPOBOAKM CKIAJAIOTh HA CaAMOMY JOKYMCHTI, SKHUM
oopmiieHa naHa omeparis, abo Ha CrelianbHOMy OIaHKY (MeMOpi-
anmbHOMy opzepi). Jlis 3a0e3neueH s KOHTPOIIO 33 MPAaBHIBHICTIO 1
OBHOTOO OOJIIKOBHX 3aIKCIB OCIOAAPCHKI ONepaLlii, He3alIeKHO BiJ
iX eKOHOMIYHOTO 3MICTY, PEECTPYIOTbCS B XPOHOJIOTIYHIN MOCIII0B-
HOCTI 1X 3/ificHeHHs1. [IpUKIagoM pericTpy XpOHOJIOTI4HOro OOIIKY €
PeECTpALIiHIIA JKypHAL, y SKOMY 3alMCYIOTh JaTy, HOMEp i Cymy
omeparlii, a 4acTo TaKOX — 1 KOPeCHoHAyro4i paxyHku. Ilincymox
I[bOTO JKypHaJly TMOKa3ye 3arajibHy CyMy 3apeecTpOBAaHHX 32 MiCAIb
omepawii i BUKOPHCTOBYETHCS JUIsL ICPEBIPKU IIOBHOTH 1 IIPaBUIBHOC-
Ti BiT0OOpaxeHUX onepaum Ha paxyHKax: NMpH NpPaBUWIBHOMY BiJ0O-
OpaxeHHI omepauiil mACYMKH 1€0ETOBUX i KPEAUTOBUX 00OPOTIB Ha
paxyHKax IMOBUHHI 30iraTiCs 3 MiICYMKOM PEECTPALIHOTO KypHATY.

Ha paxynkax Oyxrajirepcbkoro oOdiKy rocrnoaapchki oneparii cu-
CTEeMaTH3yIOTh 32 MEBHHUMU OJHOPITHMMHU O3HaKamu. Tomy rpymy-
BaHHS OIEpaIiil y CHUCTeMi paxyHKiB HA3WBAETHCS CHCTEMATHUYHUM
obmikom. Ilpuknagom cucTteMaTuyHOro OOJIIKY € MOpSAAOK BigoOpa-
JKEHHsI TOCTIOZApChKHUX orepariii Ha paxyHkax «Kacay, «[loTounuit
paxyHok», «BupoOHUITBOY», «CTaTyTHUHN KamiTam.

XPOHOJIOTIYHHN 1 CHCTEMAaTHIHUIA OOJIK TpH TeBHUX (hopmax Oyx-
raJiTepcbKoro oOJIKYy BeIyTh MapajielibHO B OKPEeMHX OOJIIKOBUX pe-
rictpax. [IpoTe 31e61IbII0T0 XPOHOJIOTIYHAN 1 CUCTEMATUIHHIA 00K
MOEJHYIOTh B OIHOMY KOMOIHOBaHOMY OOJIIKOBOMY pETIiCTpi (Hampu-
KJIaJ1, )KypHJIN-OpJIEPH, KHUTA KYPHAJI-TOJIOBHA TOIIO), 110 3MEHIIYE
o0csr 00J11KoBOT poOOTH, pOOUTH 00JIIKOBI 3aIUCH HAOYHIIIMMHU.

CuHTeTHYHI il aHATITHYHI pAXyHKH.

I'pymyBanHst 3aco0iB, iX DKepen Ta TOCHOJIAPCHKHUX IPOIECiB
3/11MCHIOETHCS HAa PaxyHKax 3 OUIbIIMM a00 MEHILUM CTYNEHEM JeTa-
mizarnii. Paxynkn OyxranTepchkoro oOJiKy, sKi BIIKPHBAIOTH Ha TIiJI-
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cTaBl crareit OanaHcy Juist 00JIiKy rOCIOIapChKUX 3ac00iB Ta iX JpKe-
per, MICTATh y3aralbHeHi (CHHTCTUYHI) TOKa3HHKH y TPOLIOBIiT OLiH-
ui. 30kpema, Ha paxyHKy «OCHOBHi 3ac0O0M» BILOOpaXaroTh Hasis-
HICTB 1 PyX BCiX OCHOBHHUX 3ac00iB; HII[HpI/IGMCTBa (OynmiBmi, ciopyau,
MaIllMHH, YCTAaTKyBaHHS TOIIO); Ha paxyHKy ‘“‘Marepiann” — HasB-
HICTh 1 pyX BCIX MPEAMETIB Ipalli JaHoi Ipynu; Ha paxyHKy «llocra-
YaJIbHUKW» — 3arajbHy CyMy 3a00proBaHOCTI BCIM IOCTadaIbHUKAM
3a ojJiepkKaHl MaTepiajabHi HIHHOCTI, @ TAKOX 3MIHH 11i€i 3a00proBaHo-
cTi i T. 1. Taki paxyHKH IPUHHATO HA3UBATH CUHTECTHYHUMH.

OTxe, CHHTETUYHUMU HA3UBAIOTh PaXyHKH, MPU3HAYEH1 Il 00Ti-
Ky €KOHOMIYHO OJTHOPITHUX TPy 3ac00iB, iX JDKEpes, TOCIIOAapChKUX
MPOLECIB 1 pe3yNbTaTiB JISUIBHOCT] Y TPOLIOBOMY BUMIPHHUKY.

OO0k, MO 3MIMCHIOETHCS 33 TOTIOMOTOI0 CHHTETHUYHHX PAaXyHKIB,
HA3UBAETHCSA CHHTETHYHUM 00ikoM. lleli o0mik HeOOXigHuMH s
OIePXKaHHs y3araJbHeHOI iH(popMaLii PO AUIBHICTH rOCIOAAPCTBA,
aHaji3y wiel JISUIBHOCTI 1 IUIaHyBaHHs. [IpoTe Jyist ONepaTHBHOTO Ke-
PIBHHIITBA TOCIIOAAPCTBOM 1 KOHTPOJIIO 32 30€peKEeHHSIM 1 pallioHab-
HUM BUKOPHCTAaHHSIM PECypCiB 3aMalio TIJIbKM y3arajibHEeHOi iH(pOop-
Malii, moTpiOHa neTanbHima iH(OpMalis MPO HASABHICTH 1 3MIHHU
KOXHOTO BHJly 3aC001B, JpKepes, 3AIHCHEHHS EBHAX IOCIO/APChKHX
nporeciB. Tak, n0Tp16Ha iH(popMaLis SIK PO 3arajbHy BapTiCTh BU-
pOOHHYMX 3amaciB Ta iX BUKOPHCTAHHS, TaK 1 TIpO 3amacu KOHKPETHUX
BUJ/IIB MaTepialbHUX LIHHOCTEeW 3a iX HAWMEHYBAaHHSMH, COpPTaMH,
po3MipaMH TOLLO; B OOJIIKY PO3PaxyHKIB II0 OIUIaTi Ipaui, KpimM y3a-
ranbHeHoi iHpopMmaLii, OTpiGHI BIJOMOCTI PO PO3PAXyHKU 3 KOXK-
HUM OKPEMUM IpauiBHUKOM i T. Ji. Taky iHpOpMALi0 0epXKyOTh 3a
JIOTIOMOT OO0 AHATITUYHUX PAXYHKIB.

AHaJITUYHUMHU HA3MBAIOTh PaxyHKH, NMPU3HAYEHI AJs OOJIKY Ha-
SIBHOCTI 1 3MiH KOHKPETHHX BHJIIB 3aCc00iB, iX JKepen i Tocroaapch-
KHX MPOILIECIB.

OO0uiK, 10 3MIMCHIOETHCS 3a JOMOMOTOI0 aHATITUYHUX PaxXyHKIB,
HA3MBAETHCS aHATITUYHUM OOJIIKOM.

KinpkicTh aHamITHYHUX PaxXyHKIB IO BiJMOBITHOMY CHHTETHY-
HOMY paxyHKy BHU3HAUA€ThCA KOXXHUM HIiANPUEMCTBOM 3aJICKHO
Bi/I HAABHOCTI 00’ €KTIB, MO MiIATAIOTH 00JiKy. B aHamiTHaHOMY
00Ky, MOpsia 3 TPOLUIOBHM, BUKOPUCTOBYIOTh HATYpaJIbHI U TpY-
JIOBI BUMIPHUKH.

CuHTeTHYHI ¥ aHAIITHYHI PaxXyHKH TICHO B3a€MOIIOB’SI3aHI MiX
c00010, OCKIJIbKM Ha HUX HA MiJICTaBl OJTHUX 1 THX € JOKYMCHTIB Bi-
I0OpakaroThCs OJHI 1 Ti 3K TOCTIOAAPCHKI OTepartii, ajie 3 pi3HUM CTy-
NICHEM JIeTai3allii; Ha CHHTETHYHOMY PaxyHKY — 3arajbHOI0 CYMOIO,
a Ha AHATITHYHHUX PaxyHKax J0 HbOI'O — YaCTKOBMMHU cymamu. Kommn
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neberyeTbes a00 KPeAUTY€EThCS CUHTETUYHHM paXyHOK, TO OHOYACHO
JIeOCTYIOThCSl 1 KPEAWTYIOTHCS BiJIMOBIIHI aHANITHYHI paxyHKH 0
HBOTO. 3BiJICH, 00OPOTH 1 3aJTUINKH aHATITHIHUX PAaXyYHKIB y MiIACYyM-
Ky TIOBHHHI JJOPIBHIOBaTH 000POTaM 1 3aJIUIIKY CHHTETUYHOTO paxyH-
Ka, AKkuid X 00’emHye. BincyTHICTh Takoi PIBHOCTI CBITYHUTH MPO Ha-
SIBHICTb MOMHJIOK Yy OyXrajTrepchbKuxX 3ammcax, ki Tpeba 3HalTH 1
HETaHO BUIIPABUTH.

IIpaBHiIbHICTH OOIIKOBHX 3alNCIB Ha aHATITHIHHX paxyHKax re-
PIOAMYHO NEPEBIPSAETHCS 3 JAOMOMOIO0 IHBEHTapH3aLlii, 1o 3abe3me-
4y€ AOCTOBIPHICTb OKA3HMUKIB IPO X 3aJIMLIKHL.

PaxyHKH aHAITHIHOTO OOJIKY MOXYyTh 00’ €aHyBaTHCs Gesmoce-
PEHBO BIMOBIHUM CHHTCTHYHHUM DAaXyHKOM (HAIPUKIAJ, PaXyHKH
«BupobHUITBOY», «PO3paxyHKH 3 MOCTa4YaibHUKAMH 1 MiJpsI4nKa-
Mu», «Po3paxyHKH 3 MA3BITHUMU Ocobamm» Ta iH.). IIpore B OKpe-
MHX BHUIQ[KaX BMHHMKA€ HEOOXIJHICTb y JNOAATKOBOMY IPYIyBaHHI
OJTHOPITHUX aHATITUYHUX PAXyHKIB y MeKaX CHHTETHYHOTO 1 paxyH-
Ka Il OTPUMaHHs y3arajJbHEHHX MOKa3HUKIB (IO TPYIl aHATITUYHUX
paxyHKiB), HEOOXITHUX JJIsl YIPAaBIiHHS, CKJIaJaHHS OalaHcy Ta iH-
mux Gopm 3BITHOCTI. Take rpymyBaHHs 3AIHCHIOETCS 32 JOMOMOTO0
cybpaxyHkiB. Tak, 10 CHHTETHYHOMY paxyHKy «ToBapn» aHaIITHYHI
PaxyHKH IPYIyIOTh 3a cybpaxyHkamu: «ToBapu Ha cknai», «ToBapu
B TOprieii», «ToBapu Ha komicii», «Tapa mix TOBAPAMI»; IO PAXyHKY
«Kaca» — 3a cybpaxyHkamu: «Kaca B HalllOHa/bHIN BamoTI», «Kaca
B IHO3eMHIN BaroTi» Towo. [Toxanbuior aeraiisawieto cy6paxyHI<113
€ aHATITUYHI paxyHKH, SIKI BIZOOPAXKAKOTh HASBHICTB 1 3MIHH OKPEMHX
00’€KTiB 32 HalMCHYBaHHSAMH, PO3MIPAaMH, COPTAMH, MiCLEM 3HAXO-
JOKeHHs (30epiraHHsIM, €KCIUTyaTalli€l0), MaTepialbHO BiIIOBITAIb-
HUMH 0c00aMH TOLIO.

Otxe, cyOpaxyHKH 00 €IHYIOTH BIATOBITHI TPyNH aHATITHYHHX
PaxyHKIB i, B CBOIO Y€pry, y3arajJbHIOIOThCS CHHTETHYHHM PaXyHKOM.

.g/\ SITUATIONS FOR DISCUSSION

I. During the first week of an accounting course Student A
expressed the opinion that a great deal of time could be saved if a
business would record directly in ledger accounts rather than entering
transactions first in a journal and then posting the debit and credit
amounts from the journal to the ledger. Student B disagreed with this
view but added that such a system should not be called double-entry
bookkeeping since each transaction would be entered only once.
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Student C disagreed with both A and B. He argued that the use of a
journal and ledger was more efficient than entering transactions
directly in ledger accounts. Furthermore, he argued that the meaning
of double-entry bookkeeping did not refer to the practice of
maintaining both a journal and a ledger. Evaluate the statements made
by all three students.

II. Trevor Smith owns and runs a general store. The following
transactions took place last week:

Trevor’s cash sales for the week amount to $1,634.

He pays wages for the week $899.

Trevor takes $180 cash from the business for his own private use.

He pays $328 cash for servicing his delivery van.

Trevor sells meat, rolls etc. $65 to the local squash club; the
treasurer will pay Trevor next week.

Enter the transactions into either debit or credit side of Trevor’s
Smith ledger accounts. Explain your choice.

III. In which ledger would you expect to find the following
accounts? Explain your choice.
Account name Purchases Sales General
ledger ledger ledger
Tamsin; a credit customer
Frank; a supplier to be paid
next month
Returns inwards account
Cash sales account
Rent account
Bank account
Capital account
Credit sales account
Drawings account
Motor expenses account
Purchases account.
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FINANCIAL STATEMENTS

CHAPTER 1>

This chapter presents the basic financial statements and
analyses their main constituents.

After studying this unit you should be able to:

1. Define terminology related to different financial statements.

2. Understand the different purposes for which accounts are
prepared.

3. Classify financial items as assets, liabilities, or capital.

4. Analyze financial statements.

5. Comment on the purposes of producing cash-flow statement.

6. Explain the significance of ratios.

Active vocabulary:

accounts payable — kpeauTopchbka 3a00proBaHiCTh

accounts receivable — nmebiTopcbka 3a00proBaHiCTh

adjustment — KOpUTyBaHHS

allowance for doubtful accounts — pe3epB Ha MOKPHUTTS CyMHiB-
HUX KPEIUTIB

apportion — IpONOpPIIiIHO AUTUTH, PO3NOIUIATH

catchcall category — mo3wuiist «iHIIe»

current assets — MOTOYHI aKTUBU, KOPOTKOCTPOKOB1 aKTUBHU

current liabilities — KOpOTKOCTPOKOBI, TOTOYHI 3200B’ I3aHHS

debenture — 6oprose 3a00B’ 13aHHS

depreciation — amMopTH3aIis

equity capital — 1) BnacHuit kamitan; 2) KamiTaa y BUIJISIL aKIIii

fixed assets — 1) ocHOBHI 3ac00H, 2) OCHOBHI aKTUBHU

inflows and outflows — BiIMBaHHA KamiTady Ta BUTIK KaIliTary

intangible assets — HeMaTepiaabHI aKTUBU

issuance of trade credit — Buaya TOProBoro Kpeaury

liquidity — mikBigHICTH

marketable securities — JiKkBiIHI [IHHI TATIEpU
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merchandise inventory — ToBapHi 3anacu

notes payable — Bekceni BI/I,[[aHi BEKCE JI0 OTUIaTH

notes receivable — Bekceni ofepxaHi; OyXralTepcbKuil paxyHoK,
Ha SIKOMY BiZOOpakeHI CyMmH, SIKi KOMIaHis [MOBHHHA OTPUMATH 3a
BEKCEIIIMU

par value — HOMiHaJbHA BapTICTh

prepaid expenses — aBaHCOBaHI KOIITH

promissory note — IpoCTUil BEKCEIb

retailing firm — po3apiOHa KoMITaHis

retained earnings — HepO3MOALICHNUI IPUOYTOK

sales allowances — 3HWXKHU TIpH TIPOTaXKi

sales discounts — 3HMKKa ISl CTUMYJTIOBAaHHS 30yTy Ta 30UTbIIEHHS
00cATYy IPOAaKy; 3HIKKH ITOKYIIIISIM, SIKi pO3IUTaYyIOTHCS TOTIBKOIO

sales returns — MOBEpHEHHS TOBapy

wholesahng firm — onToBa KOMIaHis

work in process (progress) — He3aBepIIeHe BUPOOHHIITBO.

Text A

THE BALANCE SHEET

A balance sheet (or statement of financial position), is a summary
of a firm’s assets, liabilities, and owners’ equity accounts at a
particular time, showing the various dollar amounts that enter into the
accounting equation. The balance sheet must demonstrate that the
accounting equation does indeed balance. That is, it must show that
the firm’s assets are equal to its liabilities plus its owners’ equity. The
balance sheet is prepared at the end of the accounting period, which
usually covers one year. Most firms also have balance sheets prepared
semiannually, quarterly, or monthly.

Figure 3.1 shows the balance sheet for Northeast Art Supply, a
small corporation that sells picture frames, paints, canvases, and other
artists’ supplies to retailers in New England. Note that assets are
reported at the top of the statement, followed by liabilities and
owners’ equity. This is the standard format for these statements. Let
us work through the accounts in Figure 3.1, from top to bottom.

Assets

On a balance sheet assets are listed in order, from the most liquid
to the least liquid. The liquidity of an asset is the ease with which it
can be converted into cash.
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NORTHEAST ART SUPPLY, INC

Balance sheet
December 31, 20..

ASSETS

Current assets

Cash

Marketable securities

Accounts receivable

Less allowance for doubtful accounts

Notes receivable

Merchandise inventory

Prepaid expenses
Total current assets

Fixed assets

Delivery equipment

Less accumulated depreciation

Furniture and store equipment

Less accumulated depreciation
Total fixed assets

Intangible assets
Patents
Goodwill
Total intangible assets
Total assets

LIABILITIES AND OWNERS’ EQUITY

Current liabilities
Accounts payable
Notes payable
Salaries payable
Taxes payable
Total current liabilities

Long term liabilities

Mortgage payable on store equipment
Total long term liabilities

Total liabilities

Owners’ equity
Common stock, 10,000 shares at $15
Par value
Retained earnings
Total owners’ equity
Total liabilities and owners’ equity

$59,000
10,000
$40,000
2,000 38,000
32,000
41,000
2,000
$110,000
20,000 $90,000
62,000
15.000 47,000
$ 6,000
15.000
$ 35,000
25,000
4,000
6.000
$ 70,000
$ 40,000
40,000
$150,000
80.000

$182,000

137,000

21,000
$430.,000

$ 110,000

230,000
$ 340.000

Figure 3.1
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Current Assets

Current assets are cash and other assets that can be quickly
converted into cash or that will be used within one year. Because cash
is the most liquid asset, it is listed first. Following that are marketable
securities—stocks, bonds, and so on—that can be converted into cash
in a matter of days. These are temporary investments of excess cash
that Northeast Art Supply doesn’t immediately need.

Next are the firm’s receivables. Its accounts receivable, which
result from the issuance of trade credit to customers, are generally due
within sixty days. However, the firm expects that some of these debts
will not be collected. Thus it has reduced its accounts receivable by a
5 percent allowance for doubtful accounts. The firm’s notes receivables
are receivables for which customers have signed promissory notes.
They are generally repaid over a longer period of time.

Northeast’s merchandise inventory represents the value of goods
that are on hand for sale to customers. These goods are listed as
current assets because they will be sold within the year. Since
Northeast Art Supply is a wholesale operation, the inventory listed in
Figure 3.1 represents finished goods that are ready for sale to retailers.
For a manufacturing firm, merchandise inventory can also represent raw
materials that will become part of a finished product or work in process
that has been partially completed but requires further processing.

Northeast’s last current asset is prepaid expenses, which are assets
that have been paid for in advance but not yet used. An example is
insurance premiums. They are usually paid at the beginning of the
policy year for the whole year. The unused portion (say, for the last
four months of the policy year) is a prepaid expense—a current asset.
For Northeast Art, all current assets total $182,000.

Fixed Assets

Fixed assets are assets that will be held or used for a period longer
than one year. They generally include land, buildings, and equipment.
Although Northeast owns no land or buildings, it does own delivery
equipment that originally cost $110,000. It also owns furniture and
store equipment that originally cost $62,000.

Note that the values of these fixed assets are decreased by their
accumulated depreciation. Depreciation is the process of apportioning
the cost of a fixed asset over the period during which it will be used.
The amount that is allotted to each year is an expense for that year,
and the value of the asset must be reduced by that expense. In the case
of Northeast’s delivery equipment, $20,000 of its value has been
depreciated (or used up) since it was purchased. Its value at this time
is thus $110.000 less $20,000, or $90,000. In a similar fashion the
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value of furniture and store equipment has been reduced by
accumulated depreciation of $15,000. For Northeast Art, all fixed
assets total $137,000.

Intangible Assets

Intangible assets are assets that do not exist physically but have a
value based on legal rights or advantages that they confer on a firm.
They include patents, copyrights, trademarks, and goodwill. By their
nature, intangible assets are long-term assets. They are of value to the
firm for a number of years.

Northeast Art Supply lists two intangible assets. The first is a
patent for an oil paint that the company has developed. The firm’s
accountants estimate that it has a current market value of $6,000.
The second intangible asset, goodwill, is the value of a firm’s
reputation, location, earning capacity, and other intangibles that
make the business a profitable concern. Goodwill is not normally
listed on a balance sheet unless the firm has been purchased from
previous owners. In this case, the purchasers have actually paid an
additional amount (over and above the value of the previous
owners’ equity) for this intangible asset. The firm’s accountants
included a $15,000 amount for goodwill. For Northeast Art,
intangible assets total $21,000. Now it is possible to total all three
types of assets for Northeast Art. As illustrated in Figure 3.1, total
assets are $340,000.

Liabilities and Owners’ Equity

The firms’ liabilities are separated into two groups—current and
long term—on the balance sheet. These liability accounts and the
owners’ equity accounts complete the balance sheet.

Current Liabilities.

A firm’s current liabilities are debts that will be repaid within one
year. Northeast Art Supply purchased merchandise from its suppliers
on credit. Thus its balance sheet includes an entry for accounts
payable. Accounts payable are short-term obligations that arise as a
result of making credit purchases.

Notes payable are obligations that have been secured with
promissory notes. They are usually short-term obligations, but they
may extend beyond one year. Only those that must be paid within the
year are listed under current liabilities.

Northeast also lists salaries payable and taxes payable as current
liabilities. These are both expenses that have been incurred during the
current accounting period but will be paid in the next accounting
period. Such expenses must be shown as debts for the accounting
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period in which they were incurred. For Northeast Art, current
liabilities total $70,000.

Long-Term Liabilities Loan

Long-Term Liabilities Loan are debts that need not be repaid for
at least one year. Northeast lists only a $40,000 mortgage payable in
this group. Bonds and other long-term loans would be included here
as well, if they existed. As illustrated in Figure 3.1 current and long-
term liabilities total $110,000.

Owners’ Equity

For a sole proprietorship or partnership, the owners’ equity is shown
as the difference between assets and liabilities. In a partnership, each
partner’s share of the ownership is reported separately by each
owner’s name. For a corporation, the owners’ equity (sometimes
referred to as shareholders’ equity) is shown as the total value of its
stock plus retained earnings that have accumulated to date.

Northeast Art Supply has issued only common stock. Its value
shown as its par value ($15) times the number of shares outstanding
(10,000). In addition, $80,000 of Northeast’s earnings have been
reinvested. in the business since it was founded. Thus, owners’ equity
totals $230,000.

As the two grand totals show, Northeast’s assets and the sum of its
liabilities and owners’ equity are equal to $340,000.

Key terms

LJ

Accounts payable — kpenuTopcbka 3a00proBaHiCTh — amounts
which a company owes its creditors for goods and services purchased
on credit.

Accounts receivable — neGiTopchka 3a00proBaHicTh — amounts
which a company expects to collect from its customers for goods and
services sold to them on credit.

Allowance for doubtful accounts — pe3epB Ha TOKPHUTTS CyMHiB-
HUX KpeauTiB — a valuation account or contra account relating to
accounts receivable and showing the portion of the receivables
estimated to be uncollectible.

Balance sheet — 6anancosuii 3BiT — a financial statement which
shows the financial position of a business entity by summarizing the
assets, liabilities, and owner’s equlty at a specific date.

Current assets — TOTOYHI aKTHUBHU, KOPOTKOCTPOKOBI aKTHUBU —
cash and other assets that can be converted into cash within one year
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or the operating cycle (whichever is longer) without interfering with
the normal operation of the business.

Current liabilities — KopoTKOCTpOKOBI, MOTOYHI 3000B’sI3aHHT —
any debts that must be paid within one year or the operating cycle
(whichever is longer), with payment being made from current assets.

Depreciation — amopru3anis — the systematic allocation of the
cost of an asset to expense during the period of its useful life.

Financial statements — ¢@inancoBi 3BiTH — reports which
summarise the financial position and operating results of a business
(balance sheet and income statement).

Fixed assets — ocHoBHI 3aco0u, OCHOBHI aKTHMBH — assets that
will be held or used for a period longer than one year.

Goodwill — ryasin (pemyramis ¢ipmu) — the present value of
expected future earnings of a business in excess of the earnings
normally realized in the industry. Recorded when a business entity is
purchased at a price in excess of a fair value of its tangible assets and
identifiable intangible assets less liabilities.

Intangible assets — nHematepianbHi akTuBH — those assets which
are used in the operation of a business but which have no physical
substance and are noncurrent.

Inventory (merchandise) — TOBapHO-MaTepiajabHI 3amacu —
goods acquired and held for sale to customers.

Liquidity — nikBigHicts — the ease (the speed) with which an
asset can be converted to cash.

Long term liabilities — noBrocTpokoBi KpeauTopchki 3000B’s-
3anHa — debts that have to be paid in more than a year.

Marketable securities — mikBimHi miHHI Tmamepu — a highly
liquid type of investment which can be sold at any time without
interfering with normal operation of a business. Usually classified as a
current asset.

Notes payable — Bekceni BumaHi; OyXraiaTepChKHil paxyHOK, Ha
SIKOMY BiJIOOpa)KeHi CyMH, SIKi KOMIIaHisl IOBHHHA CILIATUTH 32 BEKCe-
nsmu — a liability evidenced by issuance of a formal written promise
to pay a certain amount of money, usually with interest, at a future
date.

Notes receivable — Bekcelni onepkani; OyXraaTepchbKuil paxyHOK,
Ha SKOMY BIJIOOpa)XeHi CyMH, SIKi KOMITaHis IMOBHHHA OTPHMATH 32
BekcelmsiMu — a receivable (asset) evidenced by a formal written
promise to pay a certain amount of money, usually with interest, at a
future date.

Prepaid expenses — aBaHcOBaH1 KOIITH (BUTpaTH MailOyTHIX me-
pioniB) — advance payments for such expenses as rent and insurance.
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The portion which has not been used up at the end of the accounting
period is included in the balance sheet as an asset.

Promissory note — mpoctuii Bekcenb — a formal written promise
to pay an amount borrowed plus interest at a future date.

Retained earnings (undistributed profits) — Hepozmoinernii mpu-
O0yTox — the portion of shareholders’ equity derived from profitable
operations. Retained earnings is a historical concept, representing the
accumulated earnings minus dividends declared from the date of
incorporation to the present.

g\ EXERCISES

I. Find in the text Ukrainian equivalents to the following words
and word combinations and translate the sentences in which they
are used.

Liquidity; marketable securities; temporary investments of excess
cash; receivables; allowance for doubtful accounts; promissory notes;
accumulated deprec1at10n the process of apportioning; to allot to each
year; current liabilities; earning capacity; notes payable; salaries
payable; taxes payable; mortgage payable.

II. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

banancoBe piBHSHHS; BIIaCHUH KaIliTall; IO MiBPOKY; IIOKBapTaIb-
HO; pO3ApIOHMIA MpoaBelh; 00epTaTh Ha TOTIBKY; HAWOIIBII JIKBiI-
HU}i aKTHB; 3 JIYCHI JHi; BUa4a TOProBOro KpeAuTy; TOBApHI 3anacu
(cxnaucsm 3anac1/1) CTPaxoBi BHECKH; 3a0€3MCUCHHIT IPOCTHM BEKCe-
JIeM; 1MOTEUHHH KPeHT; HePO3NOALICHHI NPHOYTOK; HOMIHA/IbHA Bap-
TICTh; BUITYIIEHI aKIii (Ha pyKax y aKI[iOHEpiB).

II1. Answer the following questions.

1. What is the purpose of a Balance Sheet? What kind of
information does this statement provide?

2. What is the composition of a balance sheet?

3. Why are the total assets shown on a balance sheet always equal
to the total of the liabilities and the total equity?
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4. What are the major classification of (a) assets, (b) liabilities, and
(c) owners’ equity?

5. How are current assets distinguished from fixed assets? Give
two examples of each.

6. Why are fixed assets depreciated on a balance sheet?

IV. What kind of assets is each of the following? Which three
are not assets? Explain your choice.

1. Vans which a delivery company owns and uses to deliver
goods.

2. Vans for sale in a showroom.

3. A showroom owned by a company that sells vans.

4. A showroom rented by a company that sells cars.

5. Money which customers owe, that will definitely be paid in the
next 60 days.

6. Money which a bankrupt customer owes, that will certainly
never be paid.

7. The client list of a successful training company, all of which are
successful businesses.

8. The client list of a training company, with names of clients that
have all gone bankrupt.

V. Accountants use different terms to denote the same notions.
Match these accounting terms with the definitions below and
translate them into English.

current or floating or circulating assets
fixed or capital or permanent assets
intangible assets

liquid or available assets

net assets

net current assets or working capital
wasting assets

1. are anything that can quickly be turned into cash.

2. are the excess of current assets (such as cash, inventories,
debtors) over current liabilities (creditors, overdrafts, etc.).

3. are those which are gradually exhausted (used up) in
production and cannot be replaced.

4. are those which will be consumed or turned into cash in

the ordinary course of business.
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5. are those whose value can only be quantified or turned
into cash with difficulty, such as goodwill, patents, copyrights and

trade marks.

6. , or shareholders’ equity, on a business’s balance sheet, is
assets minus liabilities (which is generally equal to fixed assets plus the

difference between current assets and current liabilities).

7. , such as land, buildings and machines, cannot be sold
or turned mto cash, as they are required for makmg and selling the

firm’s product.

VI. Fill in the missing entries in the Balance Sheet below.

Choose from the following.

Amounts owed by related companies; Called up share capital;
Creditors: amounts falling due after one year; Development
costs; Fixtures and fittings; General reserve; Net current assets;
Profit and loss account; Stock; Tangible assets.

£ £ £
Fixed Assets
Intangible assets
(1) Development costs 180
GOODWILL 40 220
(2)
Land and buildings 600
3) 20 620
Investments
Shares in related companies 4,100
Loans to related companies 59 4,159 4,999
Current Assets
“4)
Raw materials 600
Finished goods 800 1400
Debtors
Trade debtors 1,200
) 400
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£ £ £
Called up share capital not paid 500
Prepayments 400 2,500
Creditors: amounts falling due within
one year
Debentures 600
Bank overdrafts 50
Bills of exchange payable 50 700
(6) 3.200
Total assets less current liabilities 8,199
(7)
Debentures 100
Bank loans 100 200
7,999
Capital and reserves
®) 6,000
Other reserves
Capital redemption reserve 300
) 599 899
(10) 1,100
7,999

VII. Goodwill may be treated in different ways in the accounts.
Fill in the missing words in the sentences below and translate
them into Ukrainian. Choose from the following.

nated; reserves; useful.

Acquired; amortized; balance sheet; brought; created; elimi-

In the company’s books:

Purchased goodwill should normally be (1)

immediately as an asset from the books when it is (2)
In some companies, it may be appropriate for purchased goodwill to
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be (3) year by year over its (4) economic

life. Goodwill which has been (5) within the company
and not bought, should never be (6) into the books at all.
When there is negative goodwill, it should be added to the
7 in the (8) of the firm.

VIIIL. Translate into English.

Byxrantepcekuii 6anmanc B YkpaiHi siBiiie co0OI0 CHOCIO TpyIry-
BaHHS Ta BiJOOpaXCHHsI y TPOIIOBOMY BHMIPHHUKY CTaHY TOCIIOAap-
CBKHX 3ac00iB, JKepes iX yTBOPEHHs Ha MEeBHY JAaTry. 3a JOMOMOIOI0
6yxranTepCI>I<oro GaaHCy rocrnogapebki 3aco0u TPYIYIOThCA Y JBOX
po3pizax — 3a iX CKJIaJ0M Ta PO3MILIEHHAM, 3a JPKEpeIaMHu iX yTBO-
PeHHsl Ta LUIbOBUM IpPHU3HAYCHHAM. Take IpyIyBaHHs 103BOJSE BU-
SIBUTH SIKUMH 3aC00aMH BOJIOI€ MiAIPHEMCTBO, & TAKOXK 3 SKUX JDKE-
pen i rocoIapCchKi 3acO0M OTpUMaHi.

bananc, y skoMy BimoOpakeHHI TOCTIOapChKi 3aCO0H, CKIIaIa€Th-
csi 3 ABOX yacTuH. JliBa yacTuHa OallaHCy HAa3MBA€ThCS AKTUBOM, a
npaBa — MacUBOM. B aKTHBI MOKa3yeThCs CKIa, PO3MIIIEHHS Ta BU-
KOpHUCTaHHS 3ac00iB, Y MacuBi — JiKepesia YTBOPEHHS 3aco0iB Ta ix
IThOBE TIPU3HAYCHHS (TOpU30HTANIbHA opMa OaIaHcy).

Takum yMHOM, B aKTHBI Ta TacWBi OallaHcy OAHI W Ti X 3aco0w,
ajyie y po3pizax, o BHPaXKEHHI y TPOIIOBOMY BUMIpHUKY. Bimmosim-
HO, IiJICYMKHU B aKTUBI OaJlaHCy Ta MacuBi Oy1yTh PiBHI.

Y GyxrantepcbkoMy 00Ky OalaHC BHKOPHCTOBYETBCS SIK CIIOCIO
TPYIYBAHHS TOCTIOAAPCHKHX 3ac00IB y JIBOX p03p13ax T00TO y Tab-
JHLI, B sIKii BIZOOpaXKCHHI roCIOAAapChKi 3aco0u Ta iX JuKepena, pis-
HICTb CyM aKTHBY 1 TaCUBY.

lNocnonapebki 3aco0u Ta jkepena iX YTBOpEHHS y OyXxraiarepch-
KOMY OaJlaHCi TIOKa3yIOThCS Y po3pisi crateil. Crarts O6amaHcy — 1€
CKJIaJIOBa YaCTHUHA 6anchy (axTuBY 200 MacwBYy), IO XapaKTepU3ye
Tpymy CKOHOMIYHO OJHOPIJHMX IOCIIOAPCHKHX 3ac00iB abo JuKepel
ix yrBopennsi. Tak, y O6anaHci € Taki craTti: B akTuBi — «OCHOBHI 3a-
cobn», <<CI/IpOBI/IHa Ta Matepianm», «'0ToBa MPOIYKIis» TOLIO; y
nacuBli — «CratyTHuit pona», «IIpudytku ta 30utku» tomo. Ilo
crarTi «OCHOBHI 3ac00M» BIOOPAKYETHCS BAPTICTH yCIX OCHOBHUX
3ac0o0iB, 10 € Ha MIANPUEMCTBI — OYAMHKH, MAIIWHHU, YCTaTKY-
BaHHS TOILO.

CratTi OyXraiarepchbKoro OajiaHCy, B CBOIO 4epry, 00’ €THYIOThCS B
€KOHOMIYHO OJTHOPIJHI TPYIU TOCMOAAPCHKUX 3acO0IB Ta JXKEpen ix
YTBOPEHHSI — PO3/UTH OaIaHcy.
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VY mepmomy po3niii 6anaHcy B aKTHBI BiIOOPaKarOThCS OCHOBHI
3ac00H Ta 1103a000pOTHI KOLITH, HeMaTepialbHi aKTUBH, yCTaTKyBaH-
Hsl, Mal{HO B OPEH/, JOBIOCTPOKOBI (pIHAHCOBI Ta HE3aBCPLICHI Kalli-
TalbHI BKIaJCHHs. B macusi joxepena BIacHHX Ta HpI/IplBHeHI/IX 710
HUX KOIITIB — CTaTyTHHUH, aMOPTH3ALIHHNUN, pe3epBHUN Ta CHelli-
anbH1 QoHIM, 3a00proBaHICTh 3a MallHO B OpeHl, NpUOYTOK, 301-
TOK TOIIO.

Y npyromy po3iii 6anaHcy B aKTUBI BIIOOPaKalOThCS 3aracu Ta
BUTPATH MIANPAEMCTBA — BUPOOHHYI 3aIlaCH, TOBAPH, FOTOBA IPOAYK-
Lis], HE3aBCPLICHE BUPOOHUITBO TOMIO. Y MacHBI— JOBIOCTPOKOBI
KpeIuTH OaHKIB Ta O3WYKOBI KOIITH.

VY Tperbomy po3auii 6aJ1chy B aKTHBI B1JOOPa)KalOThCS IPOIIOBI
KOWITH (Kaca, PO3paxyHKOBUH 1 BAIKOTHHH PaXyHOK), PO3PaxyHKH 3
nebiTopamMu, BUKOPUCTAHHS MMO3MYKOBUX KOMITIB. Y IacuBi — po3pa-
XYHKH 3 KpeIUTOpaMH, O3UKH JIJIsl IPALliBHUKIB I[LOTO IMiIPUEMCTBA
TOIIIO.

3asHaueHe IPYIyBaHHS IOCIOAAPCHKHX 3ac00IB JO3BOISIE 3a0e3-
evyBaTH MOXKIIHMBICTE 3IIHCHCHHS KOHTPOJBHUX (QYHKLIH 3a iX BHU-
KOPUCTAHHSM BiJINOBIZHO 110 iX LIIOBOIO MPU3HAYCHHS.

Y GanaHci rocrofapchbki 3aco0u Ta JpKepelna ix yTBOPCHHs BijO-
Opa)karoThCs HA NMOYATOK Ta KIHElLb 3BITHOT'O NEPIOAY.

Text B

THE PROFIT AND LOSS ACCOUNT
(THE INCOME STATEMENT)

THE CASH-FLOW STATEMENT

A Profit and Loss account is a summary of a firm’s revenues and
expenses during a specified accounting period. The Profit and Loss
account is sometimes called the income statement, the earnings
statement or the statement of income and expenses. It may be prepared
monthly, quarterly, semiannually, or annually. A Profit and Loss account
covering the previous year must be included in a corporation’s annual
report to its stockholders.

Figure 3.2 shows the profit and loss account for Northeast Art
Supply. Note that it consists of four sections. Generally, revenues less
cost of goods sold /ess operating expenses equals net income from
operations.
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NORTHEAST ART SUPPLY, INC

Profit and loss account
For the year ended
December 31, 20..

Revenues

Gross sales $465,000

Less sales returns and allowances $ 9,500

Less sales discounts 4,500 14,000

Net sales $451.,000

Cost of goods sold

Beginning inventory, Januaryl, 20.. $40,000

Purchases $346,000

Less purchase discounts 11,000

Net purchases 335,000

Cost of goods available for sale $375,000

Less ending inventory December 31, 20.. 41,000

Cost of goods sold 334,000

Gross profit on sales 117.000

Operating expenses

Selling expenses $ 30,000

Sales salaries 6,000

Advertising 2,500

Sales promotion 3,000

Depreciation — store equipment 1,500

Miscellaneous selling expenses $ 43,000

Total selling expenses

General expenses $ 18,000

Office salaries 8,500

Rent 4,000

Depreciation — delivery equipment 1,500

Depreciation — office furniture 2,500

Utilities expenses 1,000

Insurance expenses 500

Miscellaneous expenses 36,000

Total general expenses

Total operating expenses 79.000

Net income from operations $37,500

Less interest expenses 2,000

Net income before taxes $ 35,500

Less federal income tax 5,325

Net income after taxes $30.175
Figure 3.2
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Revenues

Revenues are dollar amounts received by a firm. Northeast obtains
its revenues solely from the sale of its products. The revenues section
of its profit and loss account begins with gross sales. Gross sales are
the total dollar amount of all goods and services sold during the
accounting period. From this are deducted the dollar amounts of

» Sales returns or merchandise returned to the firm by its
customers

» Sales allowances or price reductions offered to customers who
accept slightly damaged or soiled merchandise

» Sales discounts, or price reductions offered by manufacturers
and suppliers to customers who pay their bills promptly.

The remainder is the firm’s net sales. Net sales are — the actual
dollar amount received by the firm for the goods and services it has
sold, after adjustment for returns, allowances, and discounts. For
Northeast Art, net sales are $451,000.

Cost of Goods Sold

According to Figure 3.2, Northeast began its accounting period
with a merchandise inventory that cost $40,000 (see beginning
inventory under Cost of goods sold). During the period, the firm
purchased for resale merchandise worth $346,000. But, after taking
advantage of purchase discounts, it paid only $335,000 for this
merchandise. Thus, during the year Northeast had goods available for
sale valued at $40,000 + $335,000 = $375,000.

At the end of the accounting period, Northeast had an ending
inventory of $41,000. Thus it had sold all but S41,000 worth of the
available goods. The cost of goods sold by Northeast was therefore
$375,000 /ess $41,000, or $334,000.

This is the standard method of determining the cost of the goods
sold by a retailing or wholesaling firm during an accounting period. It
may be summarized as follows:

Cost of goods sold = beginning + net _  conding
inventory purchases inventory

A manufacturer must include its raw-materials inventories, work-
in-process inventories, and direct manufacturing costs in this
computation.

A firm’s gross profit on sales is its net sales /ess the cost of goods
sold. For Northeast, this was $117,000.
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Operating Expenses

A firm’s operating expenses are those costs that do not result
directly from the purchase or manufacture of the products it sells.
They are generally classed as either selling expenses or general
expenses.

Selling expenses are costs that are related to the firm’s marketing
activities. They include salaries for members of the sales force,
advertising and other promotional expenses, and the costs involved in
operating stores. For Northeast Art, selling expenses total $43,000.

General expenses are costs that are incurred in managing a
business. They are sometimes called administrative expenses.
Typical general expenses are the salaries of office workers and the
costs of maintaining offices. A catchcall account called miscellaneous
expense is usually included in the general expenses section of the
profit and loss account. For Northeast Art general expenses total
$36,500. Now it is possible to total both selling and general
expenses for Northeast Art. As illustrated in Figure 3.2, total
operating expenses are $79,500.

Net Income

Net income is the profit earned (or the loss suffered) by a firm
during an accounting period, after all expenses have been deducted
from revenues. In Figure 3.2 Northeast’s net income from operations
is computed as gross profit on sales ($117,000) less total operating
expenses ($79,500). For Northeast Art, net income from operations
totals $37,500. From this, an interest expense of $2,000 is deducted to
give a net income before taxes of $35,500. The interest expense is
deducted in this category because it is not an operating expense. It is,
rather, an expense that results from financing the business.

Northeast’s federal income taxes, based on its pretax income, are
$5,325. Although these taxes may or may not be payable immediately,
they are definitely an expense that must be deducted from income.
This leaves Northeast with a net income after taxes of $30,175. This
amount may be used to pay a dividend to stockholders, retained or
reinvested in the firm, used to reduce the firm’s debts, or all three.

Cash Flow Statement

The balance sheet and profit and loss account are important
accounting statements. But they do not contain a sufficiently wide
range of information to enable users to make a full assessment of a
company’s performance. Most specifically, an important gap is left
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because the profit and loss account provides financial information
relating to only a limited range of financial transactions entered into
during an accountant period, namely those which impinge on the
calculation of reported profits, i.e. revenues and expenditures. Other
transactions involving flows of cash, such as an issue of shares or
debentures or the purchase of a fixed asset, are not reported in the
profit and loss account since these are capital transactions. The view
gradually developed that capital inflows and outflows, which often
involve large amounts of money, should be reported to investors and
the cash flow statement was devised to provide this information.
FRSI1, entitled “Cash Flow Statements”, makes publication a
requirement. The statement must contain full details of the cash
inflows and outflows which have taken place during an accountant
period, and it is thought that the information it contains, when used in
conjunction with other details in the corporate report, will help
bankers and other users when they assess:

= An enterprise’s ability to generate positive future net cash flows.

= Whether an enterprise is likely to be able to meet its financial
obligations.

= The effect on the enterprise’s financial position of investments
undertaken during the accounting period.

» The reasons for differences between profits and cash flows
arising from normally operating activity.

= The value of a business as the statement provides a useful input
for business valuation models based on estimates of likely future cash
flows.

All enterprises are required to present a cash flow statement that
reports cash flows during the reporting period, classified as follows:

Operating activities: Principal revenue-producing activities and
other activities that do not include investing or financing activities.

Investing activities: Acquisition and disposal of long-term assets
and other investments not included in cash equivalents.

Financial activities: Activities that change the size and composition
of the equity capital and borrowings.

Key terms

wJ

Beginning inventory — mnovarkoBi 3amacu (3amacu Ha MOYaToK
niepiogay) — goods on hand and available for sale to customers at the
beginning of the accounting period.
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Cash flow statement — 3BIiT Ipo pyX TpOIIOBUX KOMITIB — a
statement showing the sources of cash receipts and purchase of cash
payments during an accounting period.

Cost of goods sold — cobGiBapricTs peani3oBaHOi MPOAYKUIT (IIpo-
JaHWX TOBapiB) — a computation appearing as a separate section of
an income statement showing the cost of goods sold during the
period. Computed by adding net delivered cost of merchandise
purchases to beginning inventory to obtain cost of goods available
for sale, and then deducting from this total the amount of the
ending inventory.

Ending inventory — kiHIeBi 3amacu (3amacw Ha KiHEIb Tepio-
ny) — goods still on hand and available for sale to customers at the
end of the accounting period.

Expenses — Butpatu — the cost of the goods and services used
up in the process of obtaining revenue. Sometimes referred to as
expired costs.

General expenses — 3arajbpHi BUTpaTH — expenses of general
offices, accounting departments, personnel office, credit and collection
department and activities other than the selling of goods. A subdivision
of operating expenses.

Gross profit on sales — BanoBuii mpuOyTOK Bin peanizawii —
revenue from sales minus cost of goods sold.

Investing activities — inBecTuiiiHa nisbHICTE — a heading
required in the cash-flow statement of an organization by Financial
Reporting Standard 1, Cash Flow Statements, which shows the cash
flows related to the acquisition or disposal of any asset held by the
organization as a fixed asset or as a current-asset investment, other
than assets included within cash equivalents.

Net income — uncTnii noxin — the excess of revenue earned over
the related expenses for a given period

Operating expenses — omnepawuiiiHi BUTpaTh, BUTPATH [0 OCHOB-
HUX BuAax JisimbHocTi — include both selling expenses and general
and administrative expenses. Deducted from gross profit on sales to
determine income from operations or net income.

Profit and loss account (income statement) — 3BiT npo ¢iHaH-
COBI pe3yibTaTu (3BIT MpO MPUOYTKU Ta 30MTKM) — a report used to
evaluate the performance of a business by matching its revenue and
related expenses for a particular accounting period. Shows the net
income and the net loss.

Revenue — noxin, Bupydka — the price of goods sold and services
rendered by a business. Equal to the inflow of cash and receivables in
exchange for services rendered or goods delivered during the period.

77



Sales discounts — 3HWKKa 17 CTUMYJIOBaHHS 30yTy Ta 3011b-
mieHHsa o0csary npogaxy — a reduction in the price of goods below
list price . A discount granted by a company to a client, for example
for a bulk purchase or a prompt payment, or for buyers who pay cash.
It is shown as an expense in the profit and loss account.

Sales returns — noBepHeHHs ToBapy — goods returned to an
organization by customers, usually because they are unsatisfactory.

Selling expenses — BUTpaTHU Ha peai3allilo TOBapiB — expenses
of marketing the product, such as advertising, sales salaries, and
delivery of merchandise to customers. A subdivision of operating
expenses.

FRS (Financial Reporting Standards) — crangaptu ¢inaHcoBoi
3BiTHOCTI — any of a series of standards issued by the UK Accounting
Standards Board. Many of the more recent FRSs have the aim of
harmonizing UK practice with the standards published by the
International Accounting Standards Board.

g\ EXERCISES

I. Give Ukrainian equivalents to the following phrases and
translate the sentences in which they are used.

Actual dollar amount; adjustment for returns, allowances and
discounts; merchandise inventory; to take advantage of purchase
discounts; raw-materials inventories; work-in-process inventories;
direct manufacturing costs; members of the sales force; pretax
income; a sufficiently wide range of information; issue of shares or
debentures; to arise from normally operating activity.

II. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

BukiiouHO Bil MpoJaxy TOBapiB; TPOXH IMOIIKOKEHUN abo 3a-
OpyIHEHHH TOBap; BUACHO CIUIAUYBATH PAXyHOK; 3aJMIIOK; KYIUIATH
JUISL TIEPETIPOAaXKy; TOBapH, IO € B HASBHOCTI; 3aI1aci CUPOBHHU; BH-
TpaTH Ha PEKJIaMy Ta ITPOCYBAHHS TOBAPIiB; 1HIIN BUTPATH; MMOAATOK Ha
npuOYTOK; BHILUIAYyBAaTH NMBIACHIHM AaKLiOHEpaM; 3pOOHTH IOBHY
OL{HKY JisUIBHOCTI (ipMu; BUKOHYBaTH (IHAHCOBI 3000B’sI3aHHS; iH-
BECTHIIIi, 3p00JIeHI MPOTATOM 3BITHOTO TEPiOAy; BIACHUHA KamiTal;
3ar03MYCHHS.
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IIT Answer the following questions.

1. What is the purpose of a Profit and Loss account? What kind of
information does this statement provide?

2. What is the composition of a Profit and Loss account?

3. What are the major classification of (a) revenues, (b) cost of
goods sold, and (c) operating expenses?

4. Explain how a retailing firm would determine the cost of the
goods it sold during an accounting period.

5. How does a firm determine its net income after taxes?

6. Do the balance sheet and the profit and loss account contain all
the information you might want as a potential lender or stockholder?
What other information would you like to have?

IV. Match the terms to their definitions.

1. Assets

a) Any year connected with finance, such as a
company’s accounting period or a year for which
budgets are made up. This is not necessarily
January to December.

2. Profit and
loss account

b) A statement showing the inflows and outflows
of cash and cash equivalents for a business over a
financial period.

3. Operating
expenses and
revenues

c) A company’s good reputation with existing
customers.

4. Financial
year

d) The amounts owed by a business to suppliers
(e.g. for raw materials). They are classed as
current liabilities on the balance sheet.

5. Balance sheet

e) An asset of a business intended for continuing
use, such as equipment, machinery, buildings,
land.

6. Current
assets

f) The measure of the cost or revalued amount of
the economic benefits of a tangible fixed asset
that have been consumed during an accounting
period. This includes the wearing out, using up,
or other reduction in the useful economic life of a
tangible fixed asset.
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7. Liabilities

g) An asset that can neither be seen or touched.
The most common of these are goodwill, and
intellectual properties such as patents, trademarks
and copyrights.

8. Goodwill

h) The amounts owing to a business from
customers for invoiced amounts. They are
classed as current assets on the balance sheet.

9. Fixed assets

1) The funds of an organization that have been
provided by its owners, i.e. its total assets less its
total liabilities.

10. Accounts

J) A statement of the total assets and liabilities of

payable an organization at a particular date, usually the
last day of the accounting period.

11. Cash-flow k) A source of future economic benefits obtained

statement or controlled as a result of past transactions or

events.

12. Intangible
assets

1) The costs and revenues incurred or generated
by an organization in the normal course of
business, excluding any extraordinary items.

13. Owner’s
equity

m) A company’s debts to suppliers, lenders, the
tax authorities.

14. Accounts
receivable

n) Money in the bank, investments that can easily
be turned into money, money that customers
owe, stocks of goods that are going to be sold.

15. Depreciation

o) A statement of the profit (or loss) of an
organization over a financial period. It explains
what has happened since the previous balance
sheet; the users of financial statements require
information on the progress and future prospects
of the company.

V. Fill in the missing words in the sentences below. Choose

from the box.

Administrative expenses; cost of sales; distribution; dividend;
extraordinary; ordinary; retained; turnover.
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1. As AZ Designs is a small printing company, all their printing
contracts are known as activities.

2. Recently, a film company paid AZ Designs a large amount of
money to use the company s premises when they were making a film.
This was recorded in the Profit and Loss Account as
income.

3. Income which the company makes in its normal activities is
known as

4. At the end of the year, some of the profits may be shared out
among the shareholders who will receive a

5. The costs of getting the goods to the customers are shown as

costs in the Profit and Loss Account.

6. Materials which are used up in manufacturing and workers’
wages are recorded as

7. The secretary’s salary and expenses incurred in the office are
shown as

8. The company may decide to keep some of the profits at the end
of the year and the amount is shown as profits.

VI. Here is a letter from a firm of accountants to a client.
Complete the letter by inserting the missing phrases. Choose from
the box below.

a) adjustments f) accumulated
b) the audited accounts g) change
¢) ended 30 April 2010 h) the bank overdraft

d) do not hesitate to contact i) cheque for £2,500

¢) with the final accounts j) provision for bad
Dear Mr. Lee
We have pleasure in enclosing five copies of the full accounts for
the period (1)

We are also sending you a list of the adjustments which you need
to make to your Nominal Ledger so that the opening balances at 1
May 2010 agree with (2) .

Please put in the details of a (3) drawn in
December 2009 for Customs and Excise into bank payments. These
details are missing so the Nominal Ledger understates (4)
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Increase bank payments by £185.20 and code it direct to
purchases. This will cover various small differences which have
®)] over the years.

Make the new Nominal Ledger code headings for (6)
debts.

(7 the present code headings for plant and
equipment at cost to 0011.

We feel it is better to separate the cost and depreciation of the
fixed assets in the Nominal Ledger to make it easier to compare

(®) . It also makes it easier to find any
) which have been made.

If you have any problems with changes or would like to discuss
them further, please (10) us.

Yours sincerely
Lydia Triffs

VII Task 1. Insert the following words in the gaps in the text
and translate it into Ukrainian.

Insolvent; reputation; liquidity; reserves; net; suppliers; positive;
working.

Cash flow is essentially a company’s ability to earn cash. It is the
amount of cash made during a specified period that a business can use
for investment. (More technically, it is ...(1) profit plus depreciation
plus variations in ...(2)). The flow of funds is cash received and
payments made by a company during a specific period — except that
many people also use the term cash flow to describe this! New
companies generally begin with adequate funds or ...(3) capital for
the introductory stage during which they make contacts, find
customers and build up sales and a ...(4). But when sales begin to
rise, companies often run out the working capital: their cash is all tied
up in work-in-progress, stocks and credit to customers. It is an
unfortunate fact of business life that while ...(5) tend to demand quick
payment, customers usually insist on extended credit, so the more you
sell, the more cash you need. This provokes a typical ...(6) crisis: the
business does not have enough cash to pay short-term expenses. A
...(7) cash flow will only reappear when sales growth slows down and
the company stops “overtrading”. But companies that have not

82



arranged sufficient credit will not get this far: they will find
themselves ...(8) unable to meet their liabilities.

Task 2. Match up these words to make word partnership from
Task 1, then match them with the definitions below.

1. extended a. capital
2. working b. profit

3. cash c. crisis

4. net d. credit

5. liquidity e. received

i. money already paid

ii. the money and stocks of goods held by a company which are
used to produce more goods and to continue trading

ii1. longer than normal payment terms

iv. short of cash

v. the money made from selling goods after the deduction of all
associated costs.

VIII. Insert the following expressions in the gaps in the text
and translate it into Ukrainian.

In the red; annual report; pre-tax loss; accounting standards;
hemorrhaging red ink; exceptional profit or loss; makes a profit;
bottom line; red ink; pre-tax profit; net profit; bleeding red ink;
profit and loss account; makes a loss; accounting rules; gross
profit.

A firm reports its performance in a particular period in its results.
Results for a particular year are shown in the company’s ...(1). This
contains, among other things, a ...(2).

In theory, if a company makes more money that it spends, it ...(3).
If not, it ...(4). But it’s possible for a company to show a profit for a
particular period because of the way it presents its activities under the
... (5) or ...(6) of one country, and a loss under the rules of another.

A ... (7)ora...(8) is one before tax is calculated. An ...(9) is for
something that is normally repeated, for example the sale of a
subsidiary company or the cost of restructuring. A company’s ...(10)
is before charges like these are taken away; its ...(11) is afterwards.
The final figure for profit or loss is what people call informally the
...(12). This is what they really worry about!
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If a company is making a loss, commentators may say that it is
...(13). They may also use expressions with ...(14), saying, for
example, that a company is ...(15) or ...(16).

IX. Match up the following British and American terms.

1. creditors a. amortization

2. debtors b. accounts payable
3. depreciation c. accounts receivable
4. overheads d. inventory

5. profit and loss account e. stockholder

6. stock(s) f. income statement
7. shareholder g. overhead

8. share premium h. paid-in-surplus.

9. retained and undistributed profits 1. undivided profit

X. Task 1. Read the text and say what the best way to make the
meaning of a company’s ratios clear is.

Once you understand how a set of accounts is constructed, you
need to be able to analyse them to find out what they really disclose.
Interpreting and analysing financial statements will enable you, as a
manager, to compare the performance of your company this year with
last year, to compare your company with its competitors, and to detect
weaknesses which you can improve.

Absolute figures in financial statements do not tell you much. For
example, to be told that Retail Stores Plc made £196 million profits
before tax is not a useful piece of information unless it is related to,
say, the turnover which produced the profit or to the capital employed
in the group.

Ratio analysis is a useful tool with which to interpret financial
accounts. But for ratios to be meaningful, they must be compared with
equivalent ratios calculated for previous years and with those of the
industry in which the company is positioned. Industrial ratios are
produced by a variety of clearing houses for industrial statistics.

Ratios reduce the amount of data contained in financial statements
to workable form. This aim is defeated if too many are calculated.
You must learn which combination of ratios will be appropriate to
your needs.

Ratios lead you to ask the right questions; however they seldom
provide conclusive answers.
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A financial ratio is a number that shows the relationship between
two elements of a firms financial statements. Many of these ratios can
be formed, but only about a dozen or so have real meaning. The
information required to form these ratios is found in the balance sheet
and the profit and loss accounts.

Liquidity
Your first concern as a manager is to ensure the short-run survival
of the company. Is the company able to meet its short-term

obligations?
Current assets

Current ratio = —
Current liabilities

Most commentators prefer to see a company with more current
assets than current liabilities. But in the retail sector, most companies
work on cash sales (i.e. no debtors) which makes for healthy liquidity.

Current assets — Stocks

uick ratio =
© Current liabilities

In some manufacturing companies stocks are too high and contain
obsolete, unsellable items. To provide a more rigorous test of the
company’s ability to meet its short-term obligations, this item is
removed from the calculation.

Capital structure

The net assets of the company can be financed by a mixture of
owners’ equity and long-term debt. Gearing ratios analyse this
mixture by measuring the contributions of shareholders against the
funds provided by the lenders of loan capital. Retail Stores Plc has no
long-term debt; but the significant ratio is:

Long-term debt
x 100

Net assets

The profit and loss account provides another useful angle on the
capital structure. Is there healthy margin of safety in the profits to
meet the fixed interest payments on long-term debt? An overgeared
company may show signs of running out of profit to pay this fixed
burden.

Profit before taxes

Times interest earned =
Interest charges
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To be sure that their dividend is safe, sharcholders will want
profits compared with the dividend payable:

Profit for the financial year

Dividend cover = —
Dividend payable

Activity and efficiency

The ratios showing stock turnover and average collection period
help managers and outsiders to judge how effectively a company
manages its assets. The figure of sales is compared with the
investment in different assets. The following rapid stock turnover is
typical of the retail sector. Manufacturing companies tend to show
much slower turnover.

Sales

Stock

The following rapid collection period is typical of the retail sector
which tends to avoid substantial credit sales. Manufacturing companies’
collection period can often creep up to 60 days and more.

Debtors
Sales per day

Stock turnover =

Average collection period =

Similarly, managers should aim to extend the period of credit taken
to pay suppliers. Too long a period, however, will lead to poor trade
relations with suppliers, and may even be an indication of cash flow
problems.

Profitability

This ratio shows management’s use of the recourses under its
control.

) Profit before taxes
Profit margin = x 100
Sales

Extraordinary items are excluded from this ratio because they do
not represent normal operating profit.
Profit before taxes

Return on total assets = x 100
Total assets

Profit is closely related to the assets employed by the company.
Some analysts calculate the return on specific assets, e.g. inventory.
Profit before taxes

Return on owners’ equity = o - " x 100
wners’ equity
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If a quoted company fails to earn a decent return, the share price
will fall and prejudice chances of securing additional capital or long-
term debt on beneficial terms.

Current ratio — xoe(diIieHT TOTOYHOT JIIKBITHOCTI

Quick ratio (acid-test ratio) — xoedillieHT MBUAKOT JIIKBITHOCT1

Gearing (leverage US) ratios — koe(]illieHTH TUIATOCTIPOMOKHOCTI

Times interest earned — xkoedilieHT 3a0€3M€YEHOCTI MIPOLEHTIB 110
KpeIuTy

Dividend cover — cmiBBiTHOIICHHS BETUYWHM JUBIJICHTIB 10 MPH-
OyTKy Kopmoparfii

Stock turnover — xoedilieHT 0O0POTHOCTI MaTepiaIbHUX 3aMaciB

Average collection period — cepenHiii TepMiH TOKpUTTS 1ebi-
TOPCHKO1 3200pTOBAaHOCTI

Profit margin — penTabenbHICTD

Return on total assets — GoHnoBinma4a (0AMH i3 KOEQIIiEHTI peH-
TabeNbHOCTI)

Return on owners’ equity — xoediIlieHT Bimadi BIACHOTO KaITiTawy.

Task 2. From what the text says, identify the groups of people
for whom each ratio would be most useful. Some ratios are useful for
more than one group. The following possible groups are suggested
but add others in your answers if you can think of more.

Possible groups of users
Shareholders of the company
A company’s debtors
Investment analysts
Employees of the company
Management of the company
A company’s creditors

Rival companies

Ratio Groups of users

1. Liquidity

2. Capital structure

3. Activity and efficiency
4. Profitability
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XI. Match the ratios listed in the text with their main functions.

1. Current ratio

a. Allows shareholders to judge their
chance of receiving payment.

2. Quick ratio

b. Helps a company decide its debt collection
policy.

3. Gearing

c. Shows if a business can pay its most
urgent debts.

4. Times interest
cover

d. Shows profits compared to all a
company’s capital.

5. Dividend cover

e. Shows if funds are available to pay long-
term debt costs.

6. Stock turnover

f. Shows equity capital of a company
compared to loan capital.

7. Average collection
period

g. Permits management to evaluate its use
of assets.

8. Profit margin

h. Provides a more accurate picture of
short-term debt strength.

9. Return on total
assets

1. Shows profit compared to non-loan
capital.

10. Return on equity

Jj- Snows profits compared to sales earnings.

XII After reading and translating the text (1) compare the
main function of accounting in the times of command economy
and nowadays; (2) explain the purpose of the Chart of Accounts
and its relation to the Financial Statements; (3) name reports that
comprise the annual financial statements; (4) prepare a brief

summary of the text.

ACCOUNTING AND FINANCIAL REPORTING

IN UKRAINE

Accounting in any country reflects the level of its economic
development to some extent. As a dynamic system, accounting is
being constantly improving in response to changes in the practice of
managing economic activities and informational need of users.
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In times of command economy the main purpose of accounting
was to control the safety of state property. Since the State was almost
the sole owner, accounting was subordinated to the State as to the
main user.

Transition to the market economy has created new targets and
assigned new functions to accounting. This resulted in accounting
reforms in Ukraine as a result of bringing the economy into
compliance with market requirements.

A new phase of accounting development in Ukraine began on
January 1, 2000, when the Law “On Accounting and Financial
Reporting in Ukraine” and the Accounting Standards (Provisions) of
Ukraine (ASU) came into force.

The Law of Ukraine “On Accounting and Financial Reporting in
Ukraine” determines legal foundations for regulating, organizing and
performing the accounting and preparing financial statements in
Ukraine. It applies to all legal entities founded in compliance with the
legislation of Ukraine, irrespective of their organizational and legal
forms, as well as forms of ownership. It also relates to representative
offices of foreign economic entities, which are liable to perform the
accounting and present financial statements in accordance with the
legislation.

In compliance with the Law, the purpose of accounting and
financial reporting is to provide full, true and unbiased information on
financial situations, activity results and cash flow of an enterprise.

Accounting is performed by an enterprise in the currency of
Ukraine. Financial, tax, statistical and other types of reporting
prepared in monetary terms are grounded on accounting data.

The methodology of accounting and financial reporting is
regulated by the Ministry of Finance of Ukraine, which approves the
accounting Standards of Ukraine (ASU), the Chart of Accounts, the
instruction on its application, and other normative legal acts related to
performing the accounting and compiling the financial reports.

The important instrument of accounting regulation in Ukraine is
the Chart of Accounts, an arranged list of accounts necessary to reflect
activities of enterprises and organizations.

The Chart of accounts is formed in accordance with the elements
of financial reports and includes ten classes of accounts.

The first six classes provide information necessary for preparing a
balance sheet. Their purpose is to represent availability, state and
changes in assets, owner’s equity and liabilities. Classes of accounts
7, 8, 9 are transit and intended for accounting income, expenses and
activity results of an enterprise, and for preparing an income statement.
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Classes of accounts
1,2,3 4 5,6 7 8,9 0

Off-
balance
sheet
accounts

Notes to

Elements of Income the
Statement financial

statements

Owner’s

Assets .
equity

Liabilities Income Expenses

Balance Sheet Elements

Figure 3-3. The general scheme of interrelation of the Chart of Accounts
and basic forms of financial reporting

The financial report is to be authentic. Therefore, before preparing
the financial report it is mandatory to make an inventory of an
enterprise’s assets and liabilities and to document their availability,
state and assessment.

The annual financial statements of enterprises (except for budgetary
institutions, small business entities and representative offices of non-
residents) comprise the following:

e Balance sheet;

e Income statement;

e Cash flow statement;

e Owner’s equity statement;

e Notes to the annual financial statements.

A calendar year is the reporting period for preparing financial
reports. The interim financial reports are to be prepared quarterly as a
part of the balance sheet and income statement with the running total
beginning in the reporting year. Enterprises, which have subsidiaries,
in addition to financial reports on their own economic operations, are
to prepare and present the consolidated financial statement to owners
(founders).

XIII. Translate into English.

Mertoto ckiagaHHs 3BiTy npo (pinancoOBI pe3yNbTaTH € HaJlaHH:
KOPHCTyBayaM IIOBHOI, NMPABAUBOI 1 HeyIepeKeHoi iHdopMaLii 1po
JIOXOJIH, BUTPATH, HpI/I6yTKI/I Ta 30MTKH BIJ TiSUIBHOCTI MiJIPUEMCTBA
3a 3BITHUI Mepioz.

3a yMOBH, 0 OIIHKA JI0XOAY MOXe OyTH JIOCTOBIPHO BH3HAYEHA,
noxin y 3BiTi mpo (iHaHCOBI pe3yibTaTH BimoOpakaloThb Y MOMEHT
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HA/IXOJKEHHs aKTHBY a00 morameHHs 3000B’s13aHHsI, K€ MPUBOJIUTH
J10 30LIBLICHHS BIACHOTO KaliTaly MANPHEMCTBA (KPIM 3pOCTaHHS
KaIliTally 3a paXyHOK BHECKIB YYaCHUKIB).

3a yMOBH, 11O OLIHKAa BUTpAT MOXe OyTH JOCTOBIPHO BH3Ha-
YeHa, BUTPATH Bi10OpakatoThCs y 3BiTi po (iHAHCOBI pe3yiabTaTH
B MOMEHT BHUOYTTS akTUBY a0o0 301IbLICHHA 3000B’s3aHHS, SKE
MPU3BOIUTE JI0O 3MEHIICHHS BJIACHOTO KaIliTaly MiANpHeMcTBa (KpiM
3MCHILICHHS KaliTally 32 PaxXyHOK HOr0 BHJIYYEHHS YU PO3IOALTY
BIIACHUKAMH).

3BIT npo (PiHAHCOBI PE3YIbTATU CKIAAAETHCS 3 TPHOX PO3JILIIB:

I. ®inaHCcoOBI pe3ynbTaTH.

II. EnemMenTu onepauiiHux BUTpaT.

I11. Po3paxyHOK MOKa3HUKIB PHOYTKOBOCTI aKIIiii.

®iHaHCOBI pe3ynbTaTd (OPMYIOTHCS Ha IMIACTaBI BU3HAYCHHS (i-
HAHCOBHMX PE3yJIbTATiB Bil yCiX BUAIB AisIbHOCTI. Buaiisors Taki
BU/IU JiSUTBHOCTI: onepamHHa IHIIA 1 HA/[3BHYAHHA.

Onepauiiina JisIbHICTE — OCHOBHA JISUIBHICTD IANPUEMCTBA, A
TaKO’X 1HII BHJM TiSUTBHOCTI, IO HE € 1HBECTHLIHHOI0 a00 (iHaHCO-
BOIO JiSUIBHICTIO.

/1o OCHOBHOI AisUIBHOCTI MIJIPUEMCTB HAJIEKaTh BI/Ip06HI/II_ITBO
1/abo peanizanis NpoAYKLUii, TOBAPiB, PoOIT, OCIYT, AKi 3/11iCHIOIOTh-
Csl Ha MIJICTaBl CTAaTyTy MiIIPUEMCTBA; 10 1HIIOI isUIBHOCTI i/PH-
€MCTB — MpoJax a0o OpeHJa OCHOBHMX 3ac00iB, HeMaTeplaJlbHUX
aKTUBIB, BUPOOHWYMX 3aImaciB, JOXOIU BiJl OTIEPAIiHHUX KYPCOBUX
PI3HHILIb.

Inma aisabpHICTL — J0XO0AM BiJl iHBECTHUIIHHOT abo (iHaHCOBOI
TiSUTBHOCTI (AMBIICHM, BICOTKU Ta 1HI JOXOH; YIaCTh Y JOYIPHIX
MiTPUEMCTBAX TOIIIO).

Hapn3Buyaiina gissibHicT — mOil Ta omepariii, SKi HEMOXKITUBO
nepez[ﬁan/ITH B MeEXax 3BHYANHOI MisUIBHOCTI; BOHHU BiJOYBarOThCS
6e3 yyacTi MANPHEMCTBA | HEPETYISIPHO (LIOBEHI, 3CyBH, 3eMJICTPYCH,
MOKeXK1, aBapii).

XIV. Revise the information given in Chapter III and decide
which of these statements are true or false. Discuss the answers
with your partner.

1. Balance sheets are prepared on one day.

2. Balance sheets show a company’s financial situation on 31
December.

3. The totals in balance sheets generally include sums of money
that have not yet been paid.
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4. Assets are what you own; liabilities are what you owe.

5. Liabilities represent the indebtedness of the business to the
owner of the business.

6. Depreciation is a source rather than a use of funds.

7. The two sides of balance sheet should not always balance
because of the accounting equation.

8. A profit and loss account calculates the assets and liabilities of
the company.

9. A profit and loss account provides the detail for the stewardship
and management functions of accounting.

10. Cash inflows represent money spent by the business, cash

outflows represent money that has been received into a business.

"3) SITUATIONS FOR DISCUSSION

I. Read what different people say about financial statements
and fill in the gaps with the words which are given below.

Financial situation, point, exactly, creditors, interpreted,
profitable, count up, themselves, rely on, take responsibility,
got a clue, picture, find out, sources, trained, stuff, fuss.

Accountant: The financial statements of a company are the most
important documents that a company produces. Investors, ,
banks, customers — everybody reads the statements. The accounts
show what a company does with its money, how it is, and also
how risk-worthy it is. And you can see warning signs for the future.
Our stock exchanges depend on properly prepared accounts.

Trader: I agree that the accounts of the companies have a lot of
information, but it’s very hard to understand it all. In my job, I need to
know the of a company. People interested in the stock
exchanges experts like me. But there also many other

of information. As for the accounting rules, they don’t interest
me, or anyone else, at all. That’s for the accountants.

Investor: All those numbers, and I haven’t _ , what
they all mean. Pages and pages of them, and apparently they are often
only “estimates”, or they can be in one of many ways. What’s
the when the accountants can’t agree on how to show
the numbers? Most of us need a lot more information and knowledge
about a company than what we get in the accounts.
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Layman: Is it all ready that hard? Can’t we just look at the profit
or loss of the company to how it’s doing? I don’t see all
the . Accountants are there to tell us about the numbers, and I
thought that’s what they do. They are to report these numbers,
and it can’t be that hard to everything that’s happened.

Managing Director: This is the problem. There are many
ways to change the numbers to give a better . Some of my peers
have been guilty of doing just that. The accountants and auditors have
to for the way that numbers are reported. Accountants
and their work are extremely important, they just need to make it all a
little easier to understand.

Which comments do you agree with? How would you respond
to the people you don’t agree with?

II. Which do you think are the two or three most important
financial ratios? Why?
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AUDITING

CHAPTER IV >

This chapter gives an introduction to auditing practice.

After studying this chapter you should be able to:

1. Define terminology related to auditing.

2. Define and explain auditing.

3. Explain the content of basic types of independent auditors’
reports.

4. Analyze auditing risks.

Active vocabulary:

adverse opinion — HeTaTUBHA JTyMKa

ascertain — BCTaHOBIIIOBATH, 3’ ICOBYBAaTH

assert — 3asBJISATH, TOBOJAUTH

assertion — TBEPKCHHS

attestation — miITBEPPKCHHS, 3aCBITUCHHS

audit engagement — ayJMTOPCHKE 3aBIaHHS

auditee — 06’€KT ayUTOPCHKOI NIEPEBIPKH

conformity — BiIOBIAHICTH

disclaimer — BizMoBa

evidence — CBIAYCHHS, JOKa3

external auditor — 30BHILIHIH (HE3aIeKHUIT) ayAUTOP

independent auditors — He3anexH1 ayAUTOPH

internal auditor — BHYTpiIIHIN ayauTOp

IRS (Internal Revenue Service) — BHYTpilIHS MOAATKOBA CiIyx0a
CIOA

material misstatement — CyTTeBE BUKPHUBIICHHS

objective intermediaries — HeymepeKeHi TOCEPETHUKN

omniscient — BCe3HAIOUUI

qualified opinion — yMOBHO-TIO3UTHBHA JyMKa
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reliable information — gocToBipHa iHpopMmarlis

scope paragraph — MyHKT (B ayAUTOPCbKOMY BUCHOBKY) 13 3a3Ha-
YeHHSIM MacmTallB ayTMTOPCHKOT TIEpEBIpKU

unqualified opinion — 6e3yMOBHO MMO3UTHBHA JTyMKa.

Text A

INTRODUCTION TO AUDITING

Decisions to purchase or sell securities, lend money, extend
commercial credit, enter into employment agreements, and other kinds
of economic decisions depend in large part on financial information.
Financial decision makers (users of financial information) demand
reliable information, and accountants help satisfy that demand.

Financial decision makers wusually obtain their accounting
information from companies that want to secure loans or sell stock.
This source of information creates a potential conflict of interest,
which is a condition that creates society’s demand for audit services.
Users need more than just information; they need reliable information.
Thus they depend on professional auditors to serve as objective
intermediaries who will lend some credibility to financial information.
This “lending of credibility” is known as atfestation, and independent
auditing of financial statements is described as attest function.

Reliable financial information helps make capital markets efficient
and helps people know the consequences of a wide variety of
economic decisions. However, independent auditors practicing the
attest function are not the only auditors at work in the economy. Bank
examiners, IRS auditors, state regulatory agency auditors (e.g., auditors
in the state’s insurance department), internal auditors employed by a
company, and federal government agency auditors all practice auditing
in one form or another.

Let’s begin our acquaintance with auditing by learning definition.
The most general definition is from a committee of the American
Accounting Association. Auditing is a systematic process of
objectively obtaining and evaluating evidence regarding assertions
about economic actions and events to ascertain the degree of
correspondence between the assertions and established criteria and
communicating these results to interested users.

This definition contains several ideas important in a wide variety
of auditing practices. Auditing is a systematic process. It is purposeful
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and logical and is based on discipline of a structured approach to
decision making. It is not haphazard, unplanned, or unstructured.

The process involves obtaining and evaluating evidence. Evidence
consists of all the influences that ultimately guide auditor’s decisions.
The evidence relates to assertions about economic actions and
events. When beginning an audit engagement, an independent auditor
of financial statements is given financial statements and other
disclosures by management and thus obtains management explicit
assertion about economic actions and events.

The purpose of obtaining and evaluating evidence is to ascertain
the degree of correspondence between the assertions and established
criteria. Auditors will ultimately communicate their findings to
interested users. In order to communicate in an efficient and
understandable manner, a common basis for measuring and describing
financial information should exist. Such a basis constitutes the
established criteria essential for effective communication. These
criteria largely consist of generally accepted accounting principles.
All auditors rely to some extend on exclusive criteria of general truth
and fairness.

The American Institute of Certified Public Accountants has not
defined the audit but it gives the main objective of financial audit in
Statement on Auditing Standards.

The objective of the ordinary examination of financial statements
by the independent auditor is the expression of an opinion on the
fairness with which they present financial position, results of
operations, and changes in financial position in conformity with
generally accepted accounting principles. The auditor’s report is a
medium through which he expresses his opinion or, if circumstances
require, disclaims an opinion. In either case, he states whether his
examination has been made with generally accepted auditing
standards.

The practical audit method. Inherent in the definition and
objectives of auditing the practical audit method is a central emphasis
on making decision. The important aspect of audit decision making is
the method of approaching and solving an audit problem. An inquiring
“audit attitude” is very important. A practical approach to problems
can help us develop such an attitude.

The practical method is both an attitude and an organized
procedure for reaching logical and supportable conclusions. Auditors
must possess the inquiring mentality of a problem solver. For the
auditor, the ever-present question is: “What economic action or event
is being asserted?” Following closely is the next question: “Is it s0?”
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Use of the practical method in auditing involves a three-step
process:

1. Problem recognition. Recognize the information being asserted by
management — financial numbers, disclosures, and control effectiveness.

2. Evidence collection. Plan and perform procedures designed to
produce evidence related to the information being asserted.

3. Evidence evaluation. Determine whether you have enough good
evidence to make a justifiable decision about the problem. “Justifiable”
means your decision will pass the test of review and criticism by
someone else.

The most important step is the first one — recognizing the
information being asserted. The “problem” is always the question: “Is
it s0?” Audit problems requiring decision are numerous, ranging from
questions of the actual existence of things (assets, liabilities) and the
actual occurrence of events (sales, cash receipts) to the proper
accounting treatment for reporting purposes (classification, disclosure).

The second step in the practical audit method is the technical-
procedural aspect of auditing. By collecting evidence, auditors build
the basis for justifying a decision about the asserted information.

The third step is decision making. The auditor must decide
whether the evidence shows anything wrong; for example, the
evidence may show that the recorded value of accounts receivable is
materially misstated or the contract terms are being violated. The
assertions of accurate accounts receivable numbers and conformity
with contract terms must be assessed in light of available evidence.

Consequently, the practical method applied in audit decisions is
completed with this step: Formulate a judgment on the conformity of
the asserted information with reality as the auditor perceives reality
at the time the evidence is evaluated. This final statement of the
decision-making method incorporates the concept of the careful,
prudent practitioner — one who is not omniscient but who is
professionally competent, careful, and knowledgeable.

Key terms

wJ

Audit — aymut — an independent examination of, and the
subsequent expression of opinion on the financial statements of an
organization.

Auditor — ayautop, peBizop — a person or firm appointed to
carry out an audit of an organization. In the UK an external auditor
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must be a registered auditor or a member of a recognized supervisory
body and be eligible for appointment under the rules of that body. The
five recognized bodies are the Association of Charted Certified
Accountants, the Institute of Charted Accountants in England and
Wales (ICAEW), the Institute of Charted Accountants in Scotland
(ICAS), the Institute of Charted Accountants in Ireland (ICAI) and the
Association of Authorized Public Accountants (AAPA).

Attest function — nisbHICTD MO MiATBEpKeHHIO — the function
performed by a qualified auditor who provides an audit opinion as to
the truth and fairness statements of an organization.

Audit evidence — aymuTopchke CBimYeHHS (mokaszum) — the
evidence required by an auditor on which to base an audit opinion on
the financial statements of the company whose accounts are being
audited.

Auditing Standards — npunnunu ayaury — basic principles and
essential procedures with which auditors are required to comply in the
conduct of any audit of financial statements.

External audit — 3oBHImHINA (He3anekHUiT) aynuT — an audit of
an organization carried out by an auditor who is external to, and
independent of, the organization. An example would be a statutory
audit carried out on behalf of the shareholders of a limited company.

Internal audit — BHyTpimmHIi aymut — an audit that an organization
carries out on its own behalf, normally to ensure that its own internal
controls are operating satisfactory.

Internal Revenue Service (IRS) — BHyTpilHS moaaTkoBa ciry»k0a
(CIOA) — in the USA, the branch of federal government responsible
for collecting most types of taxes. The IRS investigates tax abuses,
and makes criminal prosecution for tax fraud through the US tax
court.

EXERCISES

T
=/

I. Find in the text Ukrainian equivalents to the following words
and word combinations and translate the sentences in which they
are used.

Extend commercial credit; conflict of interest; objective
intermediaries; lending of credibility; attestation; capital markets;
internal auditors; external auditors; haphazard; evidence; assertions
about economic actions and events; audit engagement; general truth
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and fairness; to disclaim an opinion; method of approaching and
solving an audit problem; evidence collection; evidence evaluation;
make a justifiable decision; the actual occurrence of events; the proper
accounting treatment for reporting purposes; to violate the contract
terms; consequently; omniscient.

II. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

Kynysartn Ta npojaBati UiHHI NAanepy; BUMArati JOCTOBIPHY iH-
(hopmartito; ayaMTOPCHKI MOCIYIH; HACHIIKH MHPOKOI PiSHOMAHITHO-
CT1 €KOHOMIYHHUX plIHeHb ay[UTOpU BHYTPIMIHBOI MOJATKOBOI CIIYXK-
oun (CIHA) 3HAMOMCTBO 3 ayJUTOM; OLIHIOBaHHs] ayMTOPCHKHX
CBIYCHB; 3’5ICOBYBaTU CTYIIHb BIMOBIAHOCTI; CTPYKTYPHHH IiaXia
I10/10 IPUAHATTS PillleHb; 3PEIITO0; TOJIOBHE 3aBIaHHSA (iHAHCOBOTO
ayJuTy, HE3aJICKHHUW ayAUTOp; Y BIAMOBIIHOCTI 3 3araJbHONPHIAHS-
TUMU OyXTaJTepChKUMU MPUHITUITAMHE; PO3TTi3HABAHHS TPOOIEMHU.

IIT Answer the following questions.

1. What caused the demand for audit services?

2. Why is information provided by auditors so important for
financial decision makers?

3. How do you understand the terms “attest” and “attest function™?

4. What is the American Accounting Association definition of
audit? What main ideas does this definition contain?

5. What is the main objective of audit?

6. What is the essence of the practical audit method?

7. What steps does the practical audit method involve? Give brief
description of each step.

IV. What does an auditor do? Look at the following activities
and decide which ones are normally done internally or externally.

An auditor ...

1. spends time getting to know the business as well as the
environment and the industry in which it operates;

2. analyses the internal business and financial control system used
to make and record transactions;

3. gather evidence on the financial control systems and the figures
in the financial statements;

99



4. gives advice on the business methods and transactions of the
company;

5. examines financial statements to determine whether they
conform to generally accepted accounting principles;

6. prepares the financial statements in accordance with the
generally accepted accounting principles of the country where the
enterprise operates;

7. examines the management report and determines whether it
conforms to the financial statements;

8. guarantees the correctness of the figures presented in the
accounts;

9. provides consulting services;

10. presents a written report to the management of the company,
describing whether the accounting records, financial statements and
management reports conform to legal requirements;

11. maintains confidentiality and independence.

V. Read passages describing some important aspects of general
technology of auditing and answer the following questions.

What benefits are obtained by an engagement letter?

What are the five types of general analytical review procedures?

Engagement letter

An audit engagement begins with decisions about client
acceptance and retention. When a new audit client is accepted, an
engagement letter should be prepared. (The letter should be obtained
each year from continuing clients.) This letter sets forth the terms of
the engagement, including an agreement about the fee to be charged.
In effect it is the audit contract. It may contain special requests to be
undertaken by the auditors, or it may be a rather standard letter that an
audit of financial statements will be performed in accordance with
generally accepted auditing standards. An engagement letter is highly
recommended as a means of reducing the risk of misunderstandings
with the client and as a means of avoiding legal liability for claims
that the auditor did not perform the work promised.

Analytical review procedures

Analytical review procedures are the methods of deriving
information by studying and comparing relationship among data.

There are five types of such procedures:

1. Comparison of the financial information with information for
comparable prior periods.
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2. Comparison of the financial information with anticipated results
(e.g., budgets and forecasts).

3. Study of the relationship of elements of financial information
that would be expected to conform to a predictable pattern based on
the entity’s experience.

4. Comparison of the financial information with similar information
regarding the industry in which the entity operates.

5. Study of relationship of the financial information with relevant
nonfinancial information.

In the planning stage, analytical review procedures are used to
identify potential problem areas so the audit work can be planned to
reduce the risk of missing something important.

VI. Read and translate the text. Say what risks an auditor
must consider and what each type of the risks involve.

Assessment of audit risk

Knowledge of the client’s business from a preliminary analytical
review can help auditors identify problem areas and make broad risk
assessments. However some more technical risks need to be assessed.
These are known as inherent risk, internal control risk, detection
risk, and audit risk.

Inherent risk is the probability that material errors or irregularities
have entered the data processing system used to develop financial
statements. Inherent risk is a characteristic of a client’s business, the
major types of transactions, and the effectiveness of its accountants.
Auditors do not create or control inherent risk. They can try to assess it.

Internal control risk is the probability that the client’s internal
control procedures will fail to detect material errors and irregularities,
provided any enter the data processing system in the first place.
Auditors do not create or control internal control risk. They can only
evaluate a company’s control system and assess the probability of
failure to detect errors and irregularities. An auditor’s assessment of
internal control risk is based on the study and evaluation of internal
control.

Detection risk is the probability that the audit procedures will fail
to produce evidence of material errors and irregularities, provided any
have entered the data processing system in the first place and have not
been detected and corrected by the client’s internal control
procedures. In contrast to inherent and internal control risk, auditors
are responsible for performing the evidence gathering procedures that
manage and control detection risk. These audit procedures represent
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the auditor’s opportunity to detect material errors and irregularities
that can cause financial statements to be misleading.

In an overall sense, audit risk is the probability that an auditor will
give an inappropriate opinion on financial statements. For example,
the worst manifestation of this risk is giving an unqualified opinion on
financial statements that are misleading because of material errors and
irregularities the auditor failed to discover. Such a risk always exists,
even when audits are well planned and carefully performed. The risk
is much greater in poorly planned and carelessly performed audits.

VII. Task 1. Read the text and answer the questions: What is
the role of evidence? How are different kinds of evidence classified?

Evidence in auditing

After the preliminary planning stage, auditors proceed to the task
of specifying procedures for gathering evidence. The accounting
records (journals, ledgers, computer files, and the like) are evidence of
the bookkeeping-accounting process but are not sufficient, competent
supporting evidence for the financial statements. Evidence corroborating
these records must be obtained through auditor’s direct personal
knowledge, examination of documents, and the enquiry of company
personnel.

To be considered competent, evidence must be valid, relevant, and
unbiased. The following hierarchy of evidential matter will help
understand the relative competence and persuasive power of different
kinds of evidence.

1. An auditor’s direct, personal knowledge, obtained through
physical observation and his or her own mathematical computations,
is generally considered the most competent evidence.

2. Documentary evidence obtained directly from independent
external sources (external evidence) is considered very competent.

3. Documentary evidence that has originated outside the client’s
data processing system but which has been received and processed by
the client (external-internal evidence) is generally considered
competent. However, the circumstances of internal control quality are
important.

4. Internal evidence consisting of documents that are produced,
circulated, and finally stored in the client’s information system is
generally considered low in competence. However, internal evidence
is used extensively when it is produce under satisfactory conditions of
internal control. Sometimes, internal evidence is the only kind
available.
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5. Verbal and written representations given by the client’s officers,
directors, owners, and employees are generally considered the least
competent evidence. Such representations should be corroborated with
other types of evidence.

Auditors must be very careful about the competence of evidence.
When specifying audit procedures for gathering evidence, the best
approach is first to seek the evidence of the highest competence. If
physical observation and mathematical calculation are not relevant to
the account or are impossible or too costly, then move down the
hierarchy to obtain the best evidence available.

Task 2. Classify the following evidential items by type (direct
knowledge, external and so on), and rank them in order of
competence. Explain your choice.

1. Amounts shown on a letter received directly from an independent
bond trustee.

2. Amounts obtained from minutes of board of directors’ meeting.

3. Computation of bond interest and amortization expense when
remaining term and status of bond are audited.

4. Amounts shown on canceled cheques.

VIII. Task 1. Number the following words or expressions
given in the box with their underlined equivalents in the text and
translate the text into Ukrainian.

accuracy; Annual General Meeting; board of directors;
checking; deficiencies; determine; deviations; directives; external;
implemented; ratified; shareholders; standard operating
procedures; subsidiaries; a synonym; transnational corporations.

The traditional definition of auditing is a review and an evaluation
of financial records by a second set of accountants. An internal audit
is a control by a company’s own accountants, checking for
completeness, (1) exactness and reliability. Among other things,
internal auditors are looking for (2) departures from (3) a firm’s
established methods for recording business transactions. In most
countries, the law requires all firms to have their accounts audited by
an outside company. An (4) independent audit is thus a review of
financial statements and accounting records by an accountant not
belonging to the firm. The auditors have to (5) judge whether the
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accounts give what in Britain is known as a “true and fair view” and
in the US as a “fair presentation” of the company’s (corporation’s)
financial position. Auditors are appointed by a company’s (6) most
senior executives and advisors, whose choice has to be (7) approved
by the (8) owners of the company’s equity at the (9) company’s yearly
assembly. Auditors write an official audit report. They may also
address a “management letter” to the directors, outlining (10)
inadequacies and recommending improved operating procedures. This
leads to the more recent use of the word “audit” as (11) an equivalent
term for “control”: (12) multinational companies, for example, might
undertake inventory, marketing and technical audits. Auditing in this
sense means (13) verifying that general management (14) instructions
are being (15) executed in branches, (16) companies which they
control, etc.

Task 2. Add appropriate words to these phrases.

1. Auditors companies’ accounts.

2. Accounts have to a fair presentation.

3. Auditors write a .

4. 1t’s the directors who the auditors.

5. Auditors sometimes better accounting procedures.
6. Using external auditors is a requirement.

IX. Translate into English.

baTpKiBIIMHOIO HE3aJIeKHOTO ayauTy BBakaeTbes Lllotmanmis, ne
Hanpukinm XVII ct. 6yB npuiHATUN EepIInil 3aK0H, SKUM 3a00pOHS-
JIOCh OKPEMHM MOCAJI0BUM 0CO0aM CIIY’)KUTH MICBKHMH ayIUTOPaMH,
a B 1853 p. Oynu opraHisoBaHi iHCTI/ITyTI/I OyxrantepiB B EqunOyps3i 1
I'nasro (remep — iHCTHTYT npuBLIeioBanuX Oyxranrepis Ilorian-
nii). [Ipore 3ragku npo ayauTOpiB MICTATHCS Y TOKYMEHTaX, JaToBa-
Hux 1299 p.

TepMiH «ayauTOp» — JATUHCHKOTO MOXOKEHHS, 10 B MEepeKaii
Ha YKpaiHChKY MOBY O3HA4a€ «BiH BUCITyXOBYE».

VY naBHI Yacu KOHTPOJIb HA MPHUBATHOMY PiBHI HAaHOUIBLIOrO pO3-
BUTKY HaOyB y apesHiii I'penii Ta Pumi, Ha nepxaBHOMYy — y Bagu-
noHi, €runri Ta Kurai. TenaeHuis mapalebHOro ClliBICHYBaHHS KOH-
TPOJIO Ha MPUBATHOMY 1 JEp:KaBHOMY pIBHSIX 30epiraeTbcsi B
0araTboX €BPONEHUCHKUX AEprKaBax.

[Ticas mianucanus Pumcbkoro porosopy (1957 p.), skum 3amouart-
KoBaHO €Bporelickke Exonomiune CHiBTOBApUCTBO Ta IMepeadadeHo
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BU3HAHHS JOKYMEHTIB IPO OCBITY 1 MpaBO HaJlaBaTH MpodeciiiHi mo-
CIIyTH 32 KOPJOHOM, ayAuT HabyB MDKHapOJHOrO CTaTycy. Y cyuac-
HOMY CBITI (yHKI[IOHY€ BEJMKa KUIbKICTh ayAMTOPCHKHX OpraHisawii
SIK Ha HAUIOHAIBHUX, TaK 1 Ha CBITOBOMY piBHsX. HailOinbmr BigoMu-
MH TPAaHCHANIOHAJHPHUMHU ayIUTOPCHKMMH KOMITAHISIMH, SIKI MalOTh
¢imianu Ta mpencTaBHUITBA B OaraThox KpaiHax, € «EpHct eng SHr
Iarepuemnn Jitny, «lemont-Pocc-Tomany», «llIpaiic Yorepxayc
Kymnepce».

AyauTopchbKa JISUIBHICTD I0Yalla PO3BMBATHCS B YKpaiHi 3 mepe-
XOJOM 10 PHHKOBHX BIJHOCHH. AYIUTOPCBKI nocIyru 0cobuBo Oy-
JIM OTPIOHI CHUIBHUM ITIANPHEMCTBAM, iHO3EMHHUI lHBeCTOp BHUMaras
MiATBEP/DKEHHS 3BITHOCTI ayauTopoM. PO3BUTOK aynuTy i opraHiza-
Iisl HOTO 3MIWCHIOETHCS 3 BUKOPHUCTAHHSIM JIOCBimy, HAOyTOrO CBITO-
BOIO MTPAKTHKOIO.

B Vkpaini ayauropcbka AisiIbHICTh BKJIIOYA€ TaKi OCHOBHI PIBHI.

Hepwuii — ue yxBanenHs 3akony Ykpainu «IIpo aynuTopceky
TIsUIbHICTE» y 1993 p., skuil BU3HAYMB y MPaBOBOMY IOJI MicCIe
ayIuTy, IO AY>Xe BAXKIIHMBO.

Jpyeuti pisens — po3pOOICHHS CHCTEMH HOPMATHBHO-IIPaBOBOTO
PETYIIOBAaHHS ayIUTY, sIKa BKJIIOYAE HAI[IOHAIBbHI HOPMATHBH 1 KOJIEKC
npoq)ecumm €THKH ayJAUTOPIB YKpaiHu.

Tpemiii pisent — pO3pOOICHHS I[OKyMeHTlB K1 moTpiOHI 11 pe-
ai3anii HOpMaTHUBIB 1 BAKOPUCTAHHS iX.

Text B

AUDITOR’S REPORT

The Auditor’s report is a formal opinion, or disclaimer of
opinion, issued by either an internal auditor or an independent
external auditor as a result of an internal or external audit performed
on a legal entity (“an auditee”). The report is subsequently provided to
a “user” (such as an individual, a group of persons, a company, a
government, or even the general public) as an assurance service in
order for the user to make decisions based on the results of the audit.

An auditor’s report is considered an essential tool when reporting
financial information to users, particularly in business. Since many
third-party users prefer, or even require financial information to be
certified by an independent external auditor, many auditees rely on
auditor reports to certify their information in order to attract investors,
obtain loans, and improve public appearance.
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Auditor’s report on financial statements

The most common auditor’s report in the world is an external
auditor’s report on an auditee’s financial statements and its
accompanying notes. This auditor’s report is intended to advise
investors, the government, and other users on whether the auditee’s
financial statements have been prepared in accordance with Generally
Accepted Accounting Principles (GAAP), whether they are free of
material misstatement (e.g. free of important and significant errors),
and whether they show a true and fair view of the operating results,
financial position and cash flows of the auditee. In layman’s terms,
the report is an assurance, but not necessarily a legal guarantee, on
whether the financial information presented by the auditee is materially
correct and trustworthy for making various business decisions.

Reports can take a wide variety of forms and contents but all of
them have three things in common:

1. They are all addressed to the person or organisation that engaged
accountants and auditors. Occasionally, the addressee-client may
differ from the auditee — the entity audited.

2. All the reports are signed with the name of the CPA firm and
dated.

3. All the reports have a “ scope paragraph” and an ‘“opinion
(conclusions) paragraph”. Some of the reports have other explanatory
paragraphs in the middle.

It is important to note that auditor reports on financial statements
are neither evaluations nor opinions as to the financial health,
performance, attractiveness, potential, or any other similar determination
used to evaluate entities in order to make a decision. The report is
only an opinion on whether the information presented is correct and
free of material misstatements, whereas all other determinations are
left for the user to decide.

There are four common types of auditor’s reports, each one
presenting a different situation encountered during the auditor’s work.
The four reports are as follows:

Unqualified Opinion report

The most frequent type of report is referred to as the Unqualified
Opinion. This type of report is issued by an auditor when the
financial statements presented are free of material misstatements and
are in accordance with GAAP, which in other words means that the
company’s financial condition, position, and operations are fairly
presented in the financial statements. It is the best type of report an
auditee may receive from an external auditor.
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The first paragraph (commonly referred to as the introductory
paragraph) states the audit work performed and identifies the
responsibilities of the auditor and the auditee in relation to the
financial statements. The second paragraph (commonly referred to as
the scope paragraph) details the scope of audit work, provides a
general description of the nature of the work, examples of procedures
performed, and any limitations the audit faced based on the nature of
the work. This paragraph also states that the audit was performed in
accordance with the country’s prevailing generally accepted auditing
standards and regulations. The third paragraph (commonly referred to
as the opinion paragraph) simply states the auditor’s opinion on the
financial statements and whether they are in accordance with
generally accepted accounting principles.

Qualified Opinion report

A Qualified Opinion report is issued when the auditor
encountered one of two types of situations which do not comply with
generally accepted accounting principles, however the rest of the
financial statements are fairly presented. This type of opinion is very
similar to an unqualified or “clean opinion”, but the report states that
the financial statements are fairly presented with a certain exception
which is otherwise misstated. The two types of situations which
would cause an auditor to issue this opinion over the Unqualified
opinion are:

¢ Single deviation from GAAP — this type of qualification occurs
when one or more areas of the financial statements do not conform
with GAAP (e.g. are misstated), but do not affect the rest of the
financial statements from being fairly presented when taken as a
whole.

e Limitation of scope — this type of qualification occurs when the
auditor could not audit one or more areas of the financial statements,
and although they could not be verified, the rest of the financial
statements were audited and they conform GAAP.

Adverse Opinion report

An Adverse Opinion is issued when the auditor determines that
the financial statements of an auditee are materially misstated and,
when considered as a whole, do not conform with GAAP. It is
considered the opposite of an unqualified or clean opinion, essentially
stating that the information contained is materially incorrect, unreliable,
and inaccurate in order to assess the auditee’s financial position and
results of operations. Investors, lending institutions, and governments
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very rarely accept an auditee’s financial statements if the auditor
issued an adverse opinion, and usually request the auditee to correct
the financial statements and obtain another audit report.

Disclaimer of Opinion report

A Disclaimer of Opinion, commonly referred to simply as a
Disclaimer, is issued when the auditor could not form, and consequently
refuses to present, an opinion on the financial statements. This type of
report is issued when the auditor tried to audit an entity but could not
complete the work due to various reasons and does not issue an
opinion.

Statements on Auditing Standards (SAS) provide certain situations
where a disclaimer of opinion may be appropriate:

e A lack of independence, or material conflict of interest, exists
between the auditor and the auditee.

e There are significant scope limitations, whether intentional or
not, which hinder the auditor’s work in obtaining evidence and
performing procedures.

e There is a substantial doubt about the auditee’s ability to
continue as a going concern or, in other words, continue operating.

e There are significant uncertainties within the auditee.

Investors, lending institutions, and governments typically reject an
auditee’s financial statements if the auditor disclaimed an opinion, and
will request the auditee to correct the situations the auditor mentioned
and obtain another audit report.

Key terms

wJ

Adverse opinion — HeratuBHa aymMKa — an opinion expressed in
an auditors’ report to the effect that the financial statements do not
give a true and fair view of the organization’s activities. This situation
usually arises when there is a disagreement between the auditor and
the directors, and the auditor considers the effect of the disagreement
so material or pervasive that the financial statements are seriously
misleading.

Audit opinion — nymka ayauropa — an opinion contained in an
auditors’ report. It expresses a view as to whether or not the financial
statements audited has been prepared consistently using appropriate
accounting policies, in accordance with relevant legislation, regulations,
or applicable accounting standards. The opinion also has to state that
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there is adequate disclosure of information relevant to the proper
understanding of the financial statements.

Auditor’s report — aynuTopchkuii BUCHOBOK — a report by the
auditors appointed to audit the accounts of a company or other
organization. Auditors’ reports may take many forms depending on
who has appointed the auditors and for what purposes.

Disclaimer of opinion — BigMoBa Bij BHUCIIOBICHHS TYMKH — a
statement made by an auditor to the effect that a limitation of the
scope of the audit report is so material that he or she has not been able
to obtain sufficient evidence to support an opinion on the financial
statements.

Materiality — cytreBicTh — the extent to which an item of
accounting information is material. Information is considered material
if its omission from or misstatement in a financial statement could
influence the decision making of its users.

Qualified opinion — ymoBHO-TTO3UTHBHa aymMka — an audit
opinion which is issued if the scope of the auditors’ examination has
been limited, or the auditors disagree materially with the treatment or
disclosure of a matter in the financial statements, or they do not
comply with relevant accounting or other requirements.

Unqualified opinion — 6e3ymM0BHO no3UTHBHA AyMKa — an audit
opinion which is given if the auditors are satisfied on all the points of
the financial statements, and if any departure from legislation,
regulations, or applicable accounting standards has been justified and
adequately explained in the financial statements.

EXERCISES

T
=/

I. Find in the text Ukrainian equivalents to the following words
and word combinations and translate the sentences in which they
are used.

Disclaimer of opinion; legal entity; assurance service; to rely on
auditor’s report; to improve public appearance; to be free of material
misstatement; in layman’s terms; scope paragraph; opinion paragraph;
explanatory paragraph; performance; introductory paragraph; to
identify the responsibilities of the auditor and the auditee; single
deviation from GAAP; not to conform with GAAP; limitation of
scope; an adverse opinion; substantial doubt; to reject an auditee’s
financial statements.
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I1. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

OG’eKT ayAMTOPCHKOI NEPEBIPKH; HE3AIC)KHMI 30BHIIHIN ayauTop;
3aJly4aTd IHBECTOPIB; 3BIT HE3AICKHOTO ayAUTOpa; OE3yMOBHO I03U-
THUBHA JIYMKa; MyHKT (B ayJAHTOPCHKOMY BHCHOBKY) i3 3a3HaYCHHSIM
MacIITabiB MPOBEIEHOI ayJUTOPCHKOI MEPEBIPKH; YMOBHO-IIO3UTHBHA
JyMKa; HEraTUBHUI BHCHOBOK ayJIUTOPIB; BIIMOBA PO HAaJaHHS ayaH-
TOPCHKOTO BUCHOBKY; 3HAUYHUI MacITad 0OMEeXeHb.

III. Answer the following questions.

1. What is an auditor’s report? What is its purpose?

2. What information does standard auditor’s report contain?

3. What do all auditor’s reports have in common?

4. What are the main types of auditor’s reports?

5. When is Unqualified Opinion report issued? Why is it considered
to be the best type of report? What parts does it consist of?

6. What is the distinction between Unqualified and Qualified
opinion reports? In what situation Qualified Opinion report can be
issued?

7. When is Adverse Opinion report issued?

8. In what circumstances can an auditor issue a Disclaimer of
Opinion report?

9. Explain the difference between Adverse Opinion and Disclaimer
of Opinion? What features do they have in common?

10. What type of opinion could be expressed when an auditor has
significant limitations in obtaining enough/sufficient evidence on
company performance?

11. If an auditor is not independent with respect to a client, what
type of opinion must be issued? Why?

IV. Fill in the missing prepositional phrases in the following
sentences. Choose from the box.

Agree with; blame for; caused by; difference between; in line
with; insist on; reason for; refer to; responsible for; suspicious of.

1. The auditor discovered that there was the cash book
and the bank balance.
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2. If the entries in the accounts are not clear, he can
the original invoices.

3. You must an official signature on all large
orders.

4. The auditor must check that the records are the
company requirements.

5. The auditor must ask the any large discounts
or allowances.

6. The auditor is checking the reason for any
changes in the accounts.

7. The authorities will the auditor
any mistake in the accounts.

8. The auditor must check the purchase invoices
the entries in the Purchases Journal.

9. The auditor should be any short cut methods of
correcting errors.
10. Mistakes may be the wrong step used in the

original accounting process.

V. Uncertainty Expression Terminology.

Listed below are 15 common words or phrases that are used to
express certainty or uncertainty. Beside each item, please write
the probability number (from 0.01 to 0.99) which most clearly
reflects the degree of probability implied by beach word or
phrase.

unlikely

extremely doubtful
low probability
likely

high probability
minimal likelihood
very unlikely
probable
very likely
10. reasonably possible
11. excellent chance
12. remote
13. possible
14. slight
15. highly probable

RN W=
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VI. Match the following terms (1-14) with the correct definition
(a-n) on the right.

1. statutory audit a) official document stating the internal
rules of the company

2. continuous audit b) following one after another without a
brake

3. Memorandum of c) this checks that controls are operating

Association efficiently

4. Articles of Association | d) required by law

5. walk through test e) money received from one debtor is
wrongly recorded to another

6. compliance test f) regulates the company’s relationship
with the public

7. substantive test g) testing a small number of representa-
tive items

8. teeming and lagging h) carried out all the time

9. auditor 1) following documents or transactions
through the system

10. prior period J) piece of work you are given to do

11. audit assignment k) careful study of all the details

12. corroborate 1) accountant who examines a firm’s
accounts

13. statistical sampling m) previous length of time

14. consecutive numbers | n) make sure it’s true with more infor-
mation

VII Read this example of an extract from an independent
auditors’ report in the USA and answer the questions.

1. According to the report, an audit does several things. What is
mentioned?

2. What documents did the auditors look at?

3. In what ways is this report different from those used in your
country?
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To Share Owners and Board of Directors of Megatrap Corp.

We have audited the accompanying statement of financial position
of Megatrap Corp and consolidated affiliates as of December 31, 2007
and 2006, and the statements of earnings, changes in share owners’
equity and cash flows for each of the years in the three-year period
ended December 31, 2007. These consolidated financial statements
are the responsibility of the Company’s management. We have to
express an opinion on these consolidated financial statements based
on our audits.

We conducted our audits in accordance with auditing standards
generally accepted in the USA. Under these standards we have to plan
and perform the audit to obtain reasonable assurance that the financial
statements do not have any material misstatement. We examined on a
test basis the evidence supporting the figures and disclosures in the
financial statements. We also assessed the accounting principles used
and significant estimates made by management, and we evaluated the
presentation of the statements.

In our opinion, the aforementioned financial statements present
fairly, in all material respects, the financial position of Megatrap Corp
and consolidated affiliates at December 31, 2007 and 2006, and the
results of their operations and their cash flows for each of the years in
the three-year ended December 31, 2007, in conformity with accounting
principles generally accepted in the USA.

VIIIL. Translate into English.

AyaUTOPCBKI NPOLEYPH — LIe CYKYIHICTh BIANOBIIHUX IiH ayu-
TOpa MIOZ0 MePeBipKH (HIHAHCOBO-rOCMONAPCHKOI MISIIBHOCTI, CTaHy
001iKy 1 (hiHAHCOBOI 3BITHOCTI FOPHAMYHHX 1 QI3HYHUX OCI0, 3aiiHs-
THX HIANPUEMCTBOM. AYIUTOP CHOYATKY 30Mpae i aHamizye 1H¢)0pMa-
10, HEOOXiJHY JUIs OLIHIOBaHHS JIOCTOBIPHOCTI OyXrajTepchKOro
Oanancy i (piHaHCOBOI 3BITHOCTi, BUBYA€ CTATyTHI JOKYMEHTH, BUSB-
JIsi€ BIAXWJICHHS CTaHy I[iSIJ'ILHOCTi MiIPUEMCTBA Bijl TOTO, SKHA TIe-
pendayeHo CTaTyTHUMU JIOKyMEHTaMHU.

3apyOiKHHI NOCBiA mepembaydae Taki e€Tanmud ayIuTOPCHKOI Iie-
PEBIpKU:

O3HaifoMJIEHHS 3 IEPCOHAJIOM 1 IIJITAHOM.

OtpumaHHsl 1 JOKyMEHTYBaHHs iH(pOpMALIT PO KIEHTA, CTPYKTY-
Py KOHTPOIIIO, Y TOMY YHCII B OKPEMHX BHUIAJKAX LPO 33C00H KOHT-
POJIIO TSI OIIIHKH BHYTPIIIHBOTO PU3HKY 1 PU3HUKY IiJT YaC KOHTPOIIO.

Po3po0ka riany npoBeieHHs IEPEBIPOK y paMKax ayauTy.
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[IpoBeneHHsT JOMOMDKHUX MEPEBIPOK 3ac00IB KOHTPOIIO. (IiCIs
MIPOBEJICHHS MEPEBIPOK HA CYTTEBICTH), IO JAIOTh 3MOTY MiJABHILUTH
pIBCHb BIICBHEHOCTI CTOCOBHO OKPEMHX LILICH ayAMTOPCHKOI IepeBip-
KN 1 GyXraiTepChbKuX PaxyHKIB.

ITpoBeneHHs mepeBipOK Ha iICTOTHICTh, OLIHIOBAHHS 1 peempaum
JIOCTaTHBO MEPEKOHIUBUX JOKA31B TOT0, IO CYKEHHSI YIPaBIIHCHKOI
JIaHKH, BimoOpakeHi y Oyxrantepchbkux OanaHcax i (piHaHCOBUX HO-
KyMEHTax, € OOTPYHTOBaHHMMH 1 JIAIOTh 3MOTY JOCAITH BIINOBIAHUX
L{UICH, IO CTOSTH MEpe]| ayIUTOPCHKOKO [EPEBIPKOIO.

BukopucTaHHs KIHLIEBUX aHANITHYMHUX Ta IHIIMX NPOLEAYP, & Ta-
KO>X aHaJIi3 1 OI[IHIOBaHHS PE3yJIbTaTiB ayIuTy.

CkiiaaHHs ayJUTOpPOM 3BITY 1 HaJlaHHA 1HPOPMAIIil PO HEJAOTIKU
y CTPYKTYPi KOHTPOJIO.

IX. Summaries the text in about 50 words.
I.

Ayaut — 11e He3aleHa ekcrepTusa (piHaHCOBHMX 3BITIB Ta 1HIIOL
iH(popMaIii Ipo rocrmoaapchko-PpiHAHCOBY TisSUTBHICTh Cy0’€KTa Toc-
NOJJAPIOBaHHS 3 METOI ()OPMYBaHHsI BHCHOBKIB MPO HOro peanbHUi
(binaHCOBHIA CTaH.

Lle BU3HAuYCHHS CYTTEBO BIJPI3HSAIOTHCS BiJl BU3HAYCHHS ayIHUTy
3rifHo 3 3akoHoM YKpainu «IIpo ayauTopchKy AisUIbHICTB». 3a 3aKo-
HOM, ayJIUT — e IepeBipka MyOmiuHoi GyXraarepchbKoi 3BITHOCTI,
06J111<y, MIEPBUHHUX JOKYMEHTIB Ta iHIIO1 iH(popMarIii 1momo clecho-
BO-TOCTIOAAPCHKOT JIISTIBHOCTI CYO’ €KTIB T'OCIOJAPIOBAHHS 3 METOIO
BU3HAYECHHS JOCTOBIPHOCTI iX 3BITHOCTI, OOJIIKY, HOTO IMOBHOTH 1 BIJIO-
BiZJAIFHOCTI YUHHOMY 3aKOHOJIAaBCTBY Ta BCTAHOBJIEHUM HOPMAaTHBAM.

V 3axigHuX KpaiHax myOJIiyHO € He OyXrajirepcbka, a (hiHaHCOBa
3BITHICTb. SIKOH Oyxranrepcbka 3BITHICTB Oy1a Ony0IiKoBaHa, TO BU-
sIBUIACH OU Jly)Ke CKIAIHOK Ayt kopucrysauis. Kpim Toro, y Gara-
ThOX KpaiHax CBiTy He iCHye exuHoro [lnany paxychlB 6yxranTepCL-
Kkoro o0uiky. Kopucrysad nicrae jerky Juist CHPHHHSTTS I PO3YMIHHSL
1H(OpMALiIO Y BATIISAL GIHAHCOBHX 3BITIB, Lis 1H(1)0pMau1;[ € TIOBHOIO,
OCKUIbKM TOJA€ThCA PO3MIU(PPYBAHHS OKPEMHUX cTaTei (I)lHaHCOBOI
3BITHOCTI.

B Vkpaiui x 3a Hassrocti Ilnany paxyHkis OyxranTepcekoro oo-
JIKY aKTHBIB, KalliTainy, 3a00B’s3aHb i TOCIOAAPCHKHX OIEpaLii mi-
NPUEMCTB 1 OpraHizauiii omyOJiKyBaHHS OyXTalTepchbKOi 3BITHOCTI
a6o iH(opMallii MOYKHAa BBaKAaTH MO3UTUBHUM SIBUILEM, NPOTE OyXrai-
TepchKka iH(opMarlis €, 3 0MHOTO OOKy, JOKJIaTHOW, a 3 IHIIOTO —
00MEXEHOI0, OCKUIBKM BOHA HE PO3KPUBAE MOBHICTIO JACSKUX Ba)IIU-
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BUX MOMEHTIB, HAlIPUKJIAJ YCiX KOHKPETHUX J€OITOPIB 1 KpEeAUTOPIB
i TPUEMCTB.

CyTHICTh ayuTy TONATA€ y MEPEBIPII OyXranTepchKoi 3BITHOCTI,
00Ky, NIEPBUHHMX OYXTalITepCKHX TOKYMCHTIB Ta iHIIOf 1H(1)opMa-
1ii, OO0 CTOCYEThCS (PIHAHCOBO-TOCIIONAPCHKOT MiSUIBHOCTI CYO €KTIB
TOCHOJIAPIOBAHHS 3 METOI BUCIIOBIICHHS HE3aJIC)KHOI TYMKHU ayAUTO-
pa mpo ii JOCTOBIPHICTH B YCiX CYTTEBUX acIleKTax i BiIMOBIIHICTh
BMMOTaM 3aKOHIB YKpaiHM Ta HAaLlOHaJIbHUM IOJOXKCHHAM (CTaHIap-
Tam) 6yxranTepCLK0ro 00Ky a0 IHITUM TIpaBUJIaM 3TiTHO 3 BUMO-
ramu ii KOpUCTyBayviB.

AynuT — 11€ BU MANPUEMHHUIIEKOI SUTBHOCTI ayTUTOPiB abo ay-
JUTOPCHKUX (DipM, K1 MOKIMKAHI 3aXMUIIATH IHTEPECH BIACHHUKIB, 1H-
BECTOPIB, JICP)KaBH.

IL.

Opranizalito ynpasiaiHHS ayAUTOM B YKpaiHi 040I0€ AyAUTOPCH-
ka nanata Ykpaiau (AIlY). Ayauropchka majnara € He3aJeKHUM ca-
MOCTIfHUM OpraHoM, MeTa SIKOTO — CIIPHSATH PO3BHUTKY, BJOCKOHAJICH-
HIO Ta yHidikamii ayauTopcbkoi cripaBu B kpaini. AITY ¢dyHKIiOHYE
Ha 3acaJlaX CaMOBPSIyBaHHS, € IOPUAMYHOIO 0COOOI0, MAa€ CBOIO Iie-
4aTKy, eMOJieMy, paXyHKd B OaHKax, Bele OyXraiaTepChKuid OOJiK Ta
CKJIaJIa€ 3BITHICTh B YCTAHOBJICHOMY TOPSIIIKY.

loBHoBaxeHHst AITY BH3HAYAIOTBCS YHHHUM 3aKOHOIABCTBOM i
CTaTyTOM, BOHA 3AIHCHIOE cepTudiKaliro ocib, 1o MarTh HaMip Bec-
TH ayAUTOPCBKY JISUIBHICTB, 3aTBEP/DKYE HOPMH 1 CTAHAAPTH ay/UTy
Ta [POrpamu IMirOTOBKU ayauTopis, Bene HawjonanbHuii peectp ayau-
TOPCHKUX (ipM Ta ayJUTOPIB, CTBOPIOE PErioHANbHI Bi/UILICHHS, BH-
3HAYa€ 1XHI MOBHOBAKEHHA 1 KOHTPOIIOE JiSUIbHICTH, YCTAHOBIIOE
po3Mip ru1aT 3a NPOBeACHH: cepTudikalii 0ci6, posrisiaae ckapru Ha
JUSUTBHICTE OKPEMEX ay[MTOPIB Ta ayAMTOPCHKHX (ipM 3 TMHTaHb ii
kommnereHiii. AITY 3acTocoBye 10 ayTUTOPIB CTATHEHHS 32 HEHAJIEK-
HE BUKOHAHHS CBOiX MPO(eCiiHMX 00OB’S3KIB Y BUIIIAII MOTEPEKEH-
Hsl, 3YMHHEHHS Jii cepTH(]IKaTIB CTPOKOM JI0 OHOTO POKYy abo aHyIko-
BaHHS WOTO Ta BUKJIOYCHHS 3 Peectpy. AITY dbopMyeTbes JieneryBaH-
HsIM JI0 i1 CKyIajly I1’SITH NIPe/ICTABHKKIB Bijl PoQeciiitoi rpomaichKoi
opranizanii ayauTopiB YKpaiHu, IO OJHOMY NpPEJCTaBHUKY BiJg MiH-
¢biny Ykpainu, ['onoBHOi monaTtkoBoi aamiHicTpauii Ykpainu, Hamio-
HaJBHOTO OaHKy YKpainu, Min’tocty Ykpainu, [lepxkomiTety 3i cra-
tuctuku. [lependagaeTbess Takok ydacTh IpeacTaBHHKa JlepikaBHOT
KOMICIi 3 HIHHUX ManepiB Ta (JOHIOBOrO PUHKY i OKpeMHX (haxiBIIiB
BiJl HABYAJHHUX HAYKOBUX Ta IHIITMX OpTaHi3allii.
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@]\ SITUATIONS FOR DISCUSSION
=

Controller as Auditor.

The chairman of the board of ABC Ltd. Proposed that the board
hire as controller a CPA who had been the manager on the
corporation’s audit performed by a firm of independent accountants.
The chairman thought that hiring this person would make the annual
audit unnecessary and would consequently result in saving the
professional fee paid to the auditors. The chairman proposed to give
this new controller a full staff to conduct such investigations of
accounting and operating data as necessary. Evaluate this proposal.

Auditor as Guarantor.

Your neighbour invited you to lunch yesterday. Sure enough, it
was no “free lunch” because he wanted to discuss the annual report of
the AAA Corporation. He owns AAA stock and just received the
annual report. He says: “Price Waterhouse prepared the audited
financial statements and gave an unqualified opinion, so my investment
must be safe.”

What misconceptions does your neighbour seem to have about the
auditor’s role with respect to AAA Corporation?
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TAX ACCOUNTING

CHAPTER V>

This chapter gives an introduction to tax accounting.

After studying this chapter you should be able to:

1. Define terminology related to tax accounting.

2. Distinguish between taxable and accounting income.
3. Define different classes of tax payers.

4. Discuss different methods of calculating depreciation.

Active vocabulary:

accelerated depreciation — MeTOIM TPUCKOPEHOTO HapaxyBaHHS
3HOCY

accounting income — JOXiJ] 3a TaHUMHU OyXTaJTepPCHKOTO 00Ky

actual usage — (akTHYHE BUKOPUCTAHHS

adjusted gross income — CKOpUTOBaHWI BAJIOBUI JOXiJ (BaJOBHI
JIOX1J1 32 BUPAXyBaHHSM JI03BOJICHUX 3aKOHOM BiJIpaxyBaHb)

current value of an asset — MOTOYHA BapTiCTh aKTHBY

deductions — BigpaxyBaHHs (BUpaxyBaHHs)

defer — Bigknamatu

depreciation — amMopTH3aIis

depreciation charge — amopTtu3ailiiine BipaxyBaHHs, cyma Hapa-
XOBAHOT'O 3HOUTYBAaHHS OCHOBHOTO KaiTay

gross income — BaJIOBUH J0Xi]

income tax — MPUOYTKOBHIA MTOIATOK

itemized deduction — meTaizoBaHe BiipaxyBaHHS 33 BUJIAMH BUTPAT

levy a tax — oOKIaIaTH MOAATKOM

life estate — nmoBiuHe mMpaBo Ha HEpPyXOMe MalHO (MaiHO y JTOBIY-
HOMY KOPHUCTYBaHHI)

municipal bond — myHinunaneHa ooiraiis

obsolescence — MopabHUI 3HOC
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personal exemption — ocoOuCTe 3BUIBHEHHS BiJ] OJATKIB

physical wear and tear — ¢i3uuHui 3HOC

residual value (salvage Value) — 3aJTUIIKOBA BapTICTh

scrap value — mikBifaniliHa BapTicTh BAKOPUCTAHOTO aKTHBY, Bap-
TICTh OPYXTY

social security benefits — corianpHi BUIUIaTH (BUIUIATa 332 CUCTE-
MO0 COITIATBHOTO 320€3eUeHHS)

straight-line method of depreciation — MeToj1 piBHOMIPHOTO (TIPSIMO-
JHIAHOTO) HapaXyBaHHS 3HOCY

sum of the years’ digits method — meTon cymu pokiB

tax accountant — Oyxrairep, 1o 3aiMa€eThCS TOJaTKaMHU

tax liability — momaTkoBe 3a00B’sI3aHHS

taxable entity — rocmogap4a OQMHHUIISA, 110 OMOIATKOBYETHCS

taxable income — m0Xi, IKUH OOKJIaIa€THCA TOAATKOM

the annuity method — amopTu3aiiis METOJIOM CKJIaJHOT'O MIPOLIEHTY

the reducing balance method — MeTon 3anuIIKy, MO 3MEHIITY€E€THCS

trust — JoBipuya BIIACHICTH (MalHO, SIKUM YIPaBISIFOTH 3a JOPY-
YEHHSIM )

useful life — nepiox HopmanbHOT ekcIuTyarallii, pecypc

write off (v) — cnmcysaru.

Text A

INCOME TAXES AND BUSINESS DECISIONS

Taxes levied by federal and local governments are a significant
part of the cost of operating a typical household, as well as a business
enterprise. The knowledge required to be expert in taxation has made
it a field of specialization among professional accountants. However,
every manager who makes business decisions, and every individual
who makes personal investments, urgently need some knowledge of
income taxes. A general knowledge of income taxes will help any
business manager or owner to benefit more fully from the advice of
the professional tax accountant.

Some understanding of income taxes will also aid the individual
citizen in voting intelligently, because a great many of the issues
decided in every election have tax implications. Such issues as
pollution, inflation, foreign policy, and employment are quite closely
linked with income taxes. For example, the offering of special tax
incentives to encourage business to launch massive programs to
reduce pollution is one approach to protection of the environment.
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Income taxes are determined from information contained in
accounting records. The amount of income tax is computed by
applying the appropriate tax rates to taxable income. Taxable income
is not necessarily the same as accounting income even though both are
derived from the accounting reports. Although taxes are involuntary
and often unrelated to benefits received, some of degree of control
over the amount of tax is usually attainable. Business managers can
influence the amount of taxes they pay by their choice of form of
business organization, methods of financing, and timing of
transactions. Thus, income taxes are inevitably an important factor in
arriving at business decisions.

Income taxes are periodic charges levied by federal, state and city
governments on the taxable income of both individuals and business
corporations. Taxable income is a statutory concept (i.e. it is defined
by law and it’s equal to gross income minus all allowable deductions).
For businesses organized as corporations, income taxes are accounted
for as an expense which is deducted in computing the net income for
the period. The amount of taxes owed, but not paid, is a liability
which is included in the balance sheet. Because income taxes
normally represent a significant cost to a business enterprise, an
awareness of the tax laws and how they are applied is essential to a
complete understanding of accounting information.

Data which are required for the determination of income taxes are
usually found in the accounting records. Taxable income, however,
may not be the same as the income reported in the income statement
even though both are determined from the identical set of accounting
records. This difference often occurs because income tax law is not
always the same as the basic concepts which are used for financial
accounting purposes.

Classes of taxpayers.

Income taxes are levied upon four major types of taxable entities:
individuals, corporations, and estate trusts. Business entities organized
as sole propr1etorsh1ps or partnerships are not taxable entities. Instead,
their income is included in the gross income of the individual owner
or owners, whether or not it is actually withdrawn from the business
and distributed to these owners. A partnership, however, is required to
prepare an information return which indicates the items of its gross
income, deductions, and credits and how these are allocated to the
partners. The partners then report these amounts in their own tax returns.

A corporation is treated as a separate entity for tax purposes and
must pay taxes on its taxable income. In addition, individual corporate

119



stockholders must include any dividends received from the
corporation as a part of their taxable income. For this reason, it is
often argued that the profits of a corporation are taxed twice — once
to the corporation when the income is reported and again to its
stockholders when dividends are distributed.

An estate trust is a separate legal entity which is created to take
charge of the assets of deceased person to pay the decedent’s debts
and distributed any remaining assets to the heirs.

Individual income tax. The cash basis of measuring taxable
income is used by almost all individuals in preparing their tax returns.
Generally, revenue is recognized upon the actual or constructive
receipt of cash and expenses are recognized as cash is expended.

The amount of income tax that an individual must pay is generally
determined by knowledge of gross income, deductions for adjusted
gross income, itemized deductions (deductions from adjusted gross
income), personal exemptions, tax table income or taxable income,
and credits.

Gross Income. Gross income is defined as all income from
whatever source derived. This includes income from sources such as
wages, dividends, interests, partnership income, rents, and numerous
other items. Among the important classes of income which are
currently excludable from gross income by law are gifts, life
insurance proceeds received at the insured’s death, social security
benefits (up to certain amounts), inheritances (but not income from
trusts and life estates), workmen’s compensation, and interest on
certain state and municipal bonds.

Deductions for Adjusted Gross Income. The deductions for
adjusted gross income are business expenses and other expenses
connected with earning certain types of revenue. These include ordinary
and necessary expenses incurred by the taxpayer in the operation of his
unincorporated business or profession, certain business expenses of an
employee, losses from the sale or exchange of certain property,
expenses incurred in connection with earning rent and royalty income.

Itemized Deductions (deductions from adjusted gross income).
Itemized deductions include such items as a limited amount of
charitable contributions, mortgage interest payments, other interest
payments, certain taxes paid by the taxpayer, a limited amount of
medical expenses, a limited amount of casualty and theft losses, and
non-business expenses (other than expenses incurred in connection
with earning rent or royalty income).

Personal Exemption. A taxpayer is allowed a deduction for each
personal exemption to which he or she is entitled.
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Credits. A credit is an amount by which the tax liability is
reduced. The most commonly used credits included the earned income
credit, credit for the elderly, credit for child and dependent care
expenses, and the foreign tax credit.

Corporate Income Tax. A corporation is a taxable entity which is
separate and distinct from its stockholders. In general, the taxable
income of a corporation is computed by deducting its ordinary
business expenses and special deductions from its gross income.
Although a corporation is taxed in generally the same manner as
individuals, there are several important differences:

1. The concepts of itemized deductions and personal exemptions
are not applicable to corporations.

2. Corporations may ordinarily deduct 80 percent of all dividends
received on investments in stocks of other taxable domestic corporations.

3. The deduction for charitable contributions is limited to 10
percent of taxable income (before charitable contributions, before the
80 % dividend deduction and before certain other deduction) in any
one year.

Income Taxes and Management Decisions.

Because money has a time value, it is rational for corporate
manager to defer as long as possible the incurrence and payment of
corporate income taxes. Thus, a major consideration in tax planning is
the timing of income and deductions. Management will normally
attempt to minimize the current tax liability by deferring income or
accelerating deductions to the extent possible under the tax laws.
Successful tax planning is dependent upon a timely selection of the
most advantageous tax alternatives.

Major areas of importance in tax planning are the following:

1. Selecting the form of business organization;

2. Acquisition, use, and disposition of fixed assets;

3. Employee compensation;

4. Corporate reorganization; and

5. Financing arrangements.

Key terms

wJ

Accounting income — J0XiJ 32 JaHUMH OyXraJaTepchbKoro o0Jii-
Ky — the amount of income determined using generally accepted
principles.
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Adjusted gross income (for individuals) — cxopuroanwuii Basno-
BUIA 0Xi1 — gross income less deductions for adjusted gross income.

Deductions for adjusted gross income (for individuals) —
BUpaxyBaHHs JUIsi CKOPUTOBAHOI'O BaJloBOro jaoxoay — include
business and other expenses connected with earning certain types of
revenue. These include ordinary and necessary expenses incurred by
the taxpayer in the operation of his business or profession and certain
employee expenses.

Deductions from adjusted gross income (for individuals) — Bu-
paxyBaHHsI 31 CKOPUTOBAaHOr0 BajioBoro aoxony — are legally allowable
deductions that may be classified as either itemized deductions or
personal exemptions.

Gross income — BanoBuii noxig — includes all income from
whatever source derived unless expressly excluded by law.

Income tax — nomatok Ha npubyTok — a direct tax on an
individual’s income.

Itemized deductions — neranizoBaHe BiJpaxyBaHHS 3a BUAAMHU
BuTpatr — deductions for certain employee business expenses and for
personal expenses and losses such as charitable contributions, taxes,
interest, casualty losses, and medical expenses.

Personal exemptions — ocoOucte 3BUIBHEHHS BiJl MOJATKIB — a
deduction from adjusted gross income for the taxpayer, his spouse,
and qualified dependents. There are additional exemptions for the
taxpayer and his spouse who are over 65 or blind.

Tax credit — nmogarkoBuii kpenut — any allowance against a tax
liability.

Taxable income — goxin, skuii OOKIamacThCAd MOJATKOM — IS
obtained by reducing adjusted gross income by the sum of : (1) the
difference between the taxpayer’s itemized deductions, (2) the
deduction for personal exemptions.

EXERCISES

:3)
!

I. Find in the text Ukrainian equivalents to the following words
and word combinations and translate the sentences in which they
are used.

Tax implications; special tax incentives; to encourage business; to
launch programs; appropriate tax; involuntary; allowable deductions;
awareness of the tax laws; required data; to withdraw from the
business; tax return; deceased person; decedent’s debts; heirs; tax
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table income; inheritances; mortgage interest payments; charitable
contributions.

II. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

OOxknanaTy nmoaatkoM; (enepanbHUil Ta MICHEBUH yps; TUIIOBE
JIOMOTOCIIOJIAPCTBO; YHCTHI TOXiZ; OJHOOCIOHAa BIACHICTH; IBidi
OTIOJIATKOBYBATHCS; CKOPUTOBAHUI BaJIOBUH JIOXiJ; OCOOHCTE 3BiJb-
HEHHSI BiJl TIOJJaTKiB; TPOIIOBI BUIUIATH II0 TIONICY CTpaXyBaHHS JKUT-
TS, HEIIACHUM BHIAJ0K; MaTH MPaBO; TOAATKOBI 3a00B’sI3aHHS; BiTEp-
MIHOBYBATH; MIPUCKOPIOBATH BiJJpaxyBaHHS; IPUI0aHHS Ta PO3MIIICH-
HSl OCHOBHHX (DOHIIIB.

II1. Answer the following questions.

1. Why is there the necessity of some understanding of income
taxes?

2. How is taxable income calculated?

3. What are the three major classes of taxable entities?

4. Why are sole proprietorships or partnerships not taxable
entities?

5. The earnings of a corporation are the subject to a “double tax™.
Explain.

6. How is gross income defined?

7. What are the deductions for adjusted gross income?

8. What do itemized deductions include?

9. What are some of the differences between the tax rules for
corporations and those for individuals?

10. What are the major areas of importance in tax planning?

IV. Read the text about accounting income and taxable income
and explain the main distinction between them.

Differences Between Accounting Income and Taxable Income.

The taxable income of a corporation often differs from the net
income reported in its financial statements. Taxable income is
determined by tax law while accounting income is based on generally
accepted accounting principles. The rules and regulations comprising
the income tax laws reflect the objectives of income taxation as well
as administrative rulings which have been made to implement the law.
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Financial accounting, on the other hand, is concerned with the proper
determination and matching the revenues and expenses in order to
measure the income.

Some differences between taxable income and accounting income
occur because of special tax rules that differ from generally accepted
accounting principles. Certain items of revenue are excluded by law
from taxable income. For example, interest on state and municipal
bonds is included in accounting income but not in taxable income.
Similarly, certain expenses may not be treated as deductions for tax
purposes. For example, goodwill is amortized as an expense for
accounting purposes but it is not subject to amortization under current
tax regulations. These items represent permanent differences between
taxable and accounting income and are referred as such.

Other differences between taxable and accounting income are not
permanent. These result from temporarily differences in the timing of
the recognition of revenues and expenses. Temporarily differences
occur because, in some instances, one method or procedure may be
used for tax purposes and a different method or procedure for
financial accounting purposes. The underlying reason why different
methods are used is because of the differences in the objectives of
accounting and taxation. The objective of financial accounting is a fair
and accurate measurement of income and financial position, while the
objective of a business in selecting tax methods is usually to minimize
taxable income and postpone of payment of taxes. Although over a
long period of time the temporarily differences should “wash up” so
that total taxable income and total accounting income are the same,
the difference during any one year may be significant.

V. Use words from the box to fill in the gaps.

abolish; bracket; breaks; exempt; exile; increase; property; return.

1. The government needs more money, so it is planning to
taxes.
2. He earns a lot of money — he must be in the highest tax

3. She lives there because she has to — she’s a tax

4. They are planning to the tax on large company cars, and
replace it with a tax on all company cars.

5. She is a student, so she is a tax
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6. The government is planning to introduce new tax

companies.

7. Don’t buy a house this year — the

for IT

taxes are being

abolished next March.

8. A tax

is the same as a tax declaration — it’s a list of

income and tax deductible expenditure for the tax authority.

VI. Match the terms on the left with their definitions on the right.

1. Capital gains tax

a. People pay this tax on the money they earn.

2. Corporation tax

b. Companies pay this tax on their profits.

3. Creative
accounting

c. Profits from the sale of assets may be
subject to this tax.

4. Excise duty

d. These payments are not subject to paying tax.

5. Income tax

e. This kind of tax means that the more money
you earn, the higher the rate of tax you have

to pay.

6. Loophole f. A clever but still legal of reducing the
amount of tax to an absolute minimum.

7. Money g. A country such as Liechtenstein and the

laundering Bahamas where tax is low.

8. Progressive tax

h. A mistake in the law which allows people to
avoid paying tax.

9. Tax deductable

i. Government tax on the things such as
cigarettes, alcohol and petrol.

10. Tax evasion

j- In the accounts the company is seen to make
this if capital expenditure is brought forward
to use up profits.

11. Tax haven

k. Investment schemes which allow people to
postpone paying tax.

12. Tax loss

l. Avoiding paying tax by giving false
information to the authorities.

13. Tax shelter

m. This tax is added to the price of goods and
services.

14. Value added tax

n. Handling money made from illegal activity.
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VII. The following phrases are from three different letters
written by an accountant concerning tax matters. They are all
mixed up. Put them in the correct order to produce three correct
letters.

1. Yours sincerely
M D Tippet
The Tippet partnership

2. We notice from our files that your 2010 Income
Tax return has not been completed yet.

3. Yours faithfully

M D Tippet

The Tippet partnership
Enc.

4. We would recommend that you make payments on
account of £2.345 on 1 January 2011 and £2.346 on 1
July to avoid interest charges.

5. Dear Sir/Madam

6. Dear Mr. J. Davis

7. We also enclose the Corporation Tax return and
trust that you will be able to agree our figures in due
course.

8. Dear Ms Post

We have recently received a copy of your 2010/ 2011
tax assessment. As this is incorrect we have lodged a
Notice of Appeal.

9. We would like to complete it and would be
greateful if you could let us have the details of dividends
received from your UK shareholdings for the year ended
5 April 2010.
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10. Yours sincerely

M D Tippet

The Tippet partnership
Letter 1 6
Letter 2 7
Letter 3 8

VIIIL. Translate into English.

B YKpa'l'Hi noynHarouu 3 1997 poky 3aKOHO/IaBYO cq)opMyBaﬂaCﬂ
OKpema HijicucTemMa OyXraiarepebkoro o0niKy — IMOAATKOBHi 00K,
TOMY HI,I[HpI/ICMCTBa 3000B’s13aH1 BECTH TPU BUIHM OOMIKY — 6yxran-
TEPChKUH, BHYTPIIIHBOTOCTIONAPCHKUN (YIPABIIHCHKiI) 1 MOmaTKo-
BUM. 3aBISKU NOJATKOBOMY 3aKOHOJABCTBY, SIKE, 10 peyi, 3MIHIOETh-
cs1 Maibke moMicsns, popmyBaHHs iHGOpMaIii mpo 00’ €KTH OOITIKY B
OyxranTepcbkoMy 1 MOJAaTKOBOMY OOJIIKY IPHHIHUIIOBO Pi3HE (HAmpu-
KJIaJl, OCHOBHI 3aC0O0M 1 OCHOBHI (DOH/IH, BaJIOBI BUTPATH 1 BUTPATH Ai-
SUTBHOCTI, BaJIOB1 JOXOJU 1 IOXOAU AISUTBHOCTI TOILO).

[lonatkoBuit 00K — Lie MiAcucTeMa OyXrajaTepCchKoro OoOIiKY,
sKa 32 BCTAHOBJICHHMH JIEP’KaBOIO MpaBwiIaMu Gopmye iHpopmarliro
PO HapaxyBaHHs Ta CIUIATY MOAATKIB i 300piB BIAMOBIIHUM [€pKaB-
HUM OpraHaM, OCHOBHMM 3aBJaHHsIM 5IKOTO € KOHTPOJIb 3a [PaBHIIbHI-
CTIO, CBOEYACHICTIO 1 TIOBHOTOI HapaxyBaHHS Ta CIUIATH MOAATKIB 1
360p113.

3MICTOM MOJATKOBOrO OONIKY € (pIHAHCOBI BIIHOCHHHM, 110 BHUHH-
KaroTh MPH HapaxyBaHHI Ta CIUIATI MOJATKIB 1 300piB, TOOTO MiXKIep-
KABHUMH TOJJATKOBUMHU OpPraHaMH 1 IOPUANYHUMH Ta (i3UYHUMHU
0co0aMH 11010 TIOJIATKIB 1 000B’I3KOBUX IIATEXKIB IO OFOIKETIB YCIX
PIBHIB.

MeTor0 BeleHHS TIOJaTKOBOTO OOJIKY € HaJaHHS MOBHOI 1 TOCTO-
BipHOI iH(OpMarii gepxasi (B 0c001 TOJJATKOBUX OpraHiB), 1m0 3a0e3-
nevye BU3HAYEHHS CYM IOJATKIB 1 300piB Ta KOHTPOJIb 3a IX CBO€YAC-
HOIO CIUIaTOI0, JJIsl HANOBHEHHS OIO/KETYy 3 METOI0 BHUKOHAHHS
JiepkaBoro cBoix (yHkmik. KiHIeBoto MeTor oONiKy € CKIagaHHS
3BITHOCTI, IO € JpKepestoM iHdopMallii mpo Xia Ta pe3yiabTaTh JistTb-
HOCTI TJIATHUKA MOAATKIB 3a BIANOBIIaNbHUNA nepioa. CucremMy mokas-
HUKIB 3BITHOCTI, TTOPSAJIOK iX po3poOKu i hopMyBaHHs Bu3Ha4ae Jlep-
’KaBHA MOJIaTKOBA ajMiHicTparlisi Y KpaiHu.
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Text B

METHODS OF DEPRECIATION

This text looks at an important concept of tax accounting, that of
depreciation. It discusses different methods of calculating
depreciation and shows how the method chosen can affect strongly the
amount of tax company has to pay.

By definition, fixed assets are those which will provide services
over a number of years and the matching convention tells us that we
should recognize the expense in the same period as we recognize the
associated revenue. Thus we must not write off, or expense, the whole
cost of the asset in the period in which the asset is acquired, but
should instead convert the asset into an expense over its life. This
gradual conversion is known as depreciation.

How should we compute the depreciation charge for each year? An
obvious way should be to compare the current value of an asset at the
end of the year with its value at the start of the year and say that the
difference is depreciation. But as we have already emphasized,
traditional accounting practice is based on historical cost and not
current values; consequently this method is not acceptable. The
traditional approach is to estimate the total expenditure to be written
off, i.e. the cost of the asset less its estimated scrap value, and then to
write off that expenditure over the estimated life of the asset by using
one of the methods that we shall describe.

It would be helpful to look at a simple example. If a firm
purchased a machine on 1 January 200X for £22,000, which is
expected to last for four years and then be sold for £2,000:

Cost £22,000
Estimated residual value £2,000
Amount to be written off over 4 years £20,000

The life of the asset is usually measured in time, but in some
instances may be measured on the basis of actual usage.

Depreciation on the basis of ‘actual usage’ is rare.

In order to consider the difficulties inherent in estimating the life
of an asset we should think about the reasons why most fixed assets
other than land have a limited life. These reasons may be classified as
physical wear and tear, and obsolescence. Obsolescence may be of the
asset itself, e.g. a new machine may make the use of the original asset,
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an older machine, uneconomic because the new machine is faster or
requires less labour. Obsolescence can also be caused by the object
produced by the asset, if, for example, it goes out of fashion. In the
latter case, the degree of obsolescence will depend on the specific
nature of the asset; some assets may be easily adapted to alternative
uses while others may have only one use, the original.

None of the above variables can be determined with any accuracy;
obsolescence, in particular, is rapidly increasing in importance
because of rapid changes in technology.

Deciding how much should be written off and over what period is
not the only problem, for there are a number of depreciation models
from which to choose. A firm’s management must decide which one
to employ, and a user of financial statements who wishes to compare
the financial performance of a number of companies must appreciate
the effects of the various methods.

In practice we find two main methods of depreciation — a straight-
line basis and accelerated depreciation. There is another method, the
annuity method which takes account of the interest costs involved in
investing in a long-lived assets; this method has many theoretical
attractions but is rarely used.

Straight-line basis

The total expected cost is simply spread over the number of years of
expected service giving the amount of depreciation expense per annum:
Original cost minus expected residual value

Expected number of years in use
Accelerated method

With these methods the depreciation charge in the earlier years of
the use is greater than in the later years.

Accelerated methods include (a) the Sum of the Years’ Digits
Method and (b) the Reducing Balance Method.

Sum of the years’ digits method

Let n be the asset’s life; the years are each represented by a digit 1,
2, 3, 4, ... n. Having fixed on n, the digits are summed and the
fractions of the asset cost are charged to the years in reverse order so
that the earlier years are charged more than the later years.

The reducing balance method

Here the depreciation charge for each year is a fixed percentage of
the ‘net amount’ of the asset (cost less accumulated depreciation to
date) at the start of the year.
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\ Key terms
&J

Accelerated depreciation — MeToau MPUCKOPEHOTO HApaxXyBaHHS
3Hocy — methods of depreciation that call for recognition of
relatively large amounts of depreciation in the early years of an asset’s
useful life and relatively small amounts in later years.

Annuity method — amopTHu3aiis METo0M CKJIaIHOTO TPOICH-
Ty — a method of calculating depreciation on a fixed asset. The
objective of the method is to produce an approximately constant
annual charge for the total depreciation and cost of capital of an
asset. It is calculated in such a way that a low depreciation charge
is made in the earlier years when interest costs are high, and a
higher charge is made in the later years when interest costs are
lower. It is less popular than the strait-line method or the reducing
balance method.

Depreciation — amopruzanis — the systematic allocation of
the cost of an asset to expense over the years of its estimated useful
life.

Obsolescence — mopanbsHuii 3Hoc — the process of becoming
out of date or obsolete and less efficient than newer types of
equipment. A major factor limiting the useful life of most depreciable
assets.

Reducing (declining, diminishing) balance method — merton
3aJIMIIKY, 10 3MEHITyeThcsl — an accelerated method of depreciation
in which the rate is a multiple of the strait-line rate, which is applied
each year to the undepreciated cost of the asset. Most commonly used
is double the strait-line rate.

Residual (salvage) value — 3anumikxoBa BapTicTh — the portion
of an asset’s cost expected to be recovered through sale or trade-in of
the asset at the end of its useful life.

Straight-line method (of depreciation) — merton piBHOMipHOTO
(mpsiMotiHiiHOTO) HapaxyBaHHs 3Hocy — A method of depreciation
which allocates the cost of an asset (minus any residual value) equally
to each year of its useful life.

Sum of the years’ digits method — meTon cymm pokiB — an
accelerated method of depreciation. The depreciable cost is multiplied
each year by a fraction of which the numerator is remaining years of
useful life (as of the beginning of the current year) and the
denominator is the sum of the years of useful life.
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;\ EXERCISES

I. Give Ukrainian equivalents to the following phrases and
translate the sentences in which they are used.

Matching convention; to convert an asset into an expense; to
measure in time; to have a limited life; to require less labour; specific
nature of an asset; to increase in importance; financial performance;
long-lived assets; to have many theoretical attractions; to spread over
the number of years; accumulated depreciation to date.

I1. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

BusHaBaTH BUTpaTH; CHHCYBaTH MOBHY BapTICTh aKTUBY; O004YHMC-
JIOBAaTU CyMY aMOPTHU3ALIMHOTO BiJpaxyBaHHs; HENPUUHATHUN Me-
TOZ; (aKTHYHE BUKOPHCTAHHS; JIETKO NMPUCTOCOBYBATHCH 10 AJIbTEP-
HATUBHOTO BHKOPHCTaHHSI; 3aCTOCOBYBaTH (BHKOPHCTOBYBATH); OLLi-
HIOBATH BIUIMB PI3HUX METOMIB; OUYIKyBaHI BHUTpaTH; 3aJUIIKOBA
BapTICTh; CTAJIMIA MTPOLIEHT.

III. Say whether the following statements are true or false
according to the text. Prove your answer by the appropriate
expression(s) from the text.

1. The cost of an asset is usually written off over a period of time.

2. Depreciation is never calculated on the basis of how much asset
is used.

3. Accounting convention requires that the cost of fixed assets be
extended over the year when they are bought.

IV. Answer the following questions.

1. What does the term depreciation mean?

2. Why is it not acceptable to measure depreciation as value at
purchase minus present value?

3. For which two groups is the choice of depreciation method
particularly important?

4. What are the main reasons why most fixed assets have a limited
life?
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5. How many methods of calculating depreciation are described in
the text?

6. What is the main feature of straight-line basis of calculating
depreciation?

7. What is the main feature of the accelerated methods of
calculating depreciation?

8. What are the two accelerated methods of depreciating assets?

V. Complete these sentences about obsolesces using information
contained in the text. Translate the completed sentences into
Ukrainian.

1. Obsolescence is one of two reasons why

2. Obsolescence can be caused either because or
because .
3 decides how obsolescent a change in fashion for

its product makes it.

VI. Look at how the following words are used in the text.
Then put each word into one of the sentences below, using the
correct grammar form. Translate the completed sentences into
Ukrainian.

Convention; associated; compute; scrap; residual; inherent;
determined; appreciate; take account of; accumulated.

1. Usually obsolescent machinery has to be .

2. Trying to future costs at a time of growing
inflation is difficult.

3. Rules which are generally followed but are not obligatory are

4. Given their shortage of foreign language, there are
difficulties in trading with Eastern Europe.

5. the taxes of self-employed workers can be very
complex.
6. Any sensible system of taxation must the needs to

encourage business enterprises.
7. The difficulties of exporting are sometimes not
by companies wishing to expand.
8. Together with the income produced by a new product there are
costs.
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9. Owing to its inefficient management, the company
debts of £10, 000,000 up to now.

10. After a company has paid a dividend there is a
amount known as retained profits.

VII. Task 1. Complete the text by inserting the correct forms
of the verbs in the box and translate it into Ukrainian.

allow; exist; convert; charge; increase; spread; deduct; involve;
wear out; encourage; lose; write off.

Fixed assets such as buildings, plant and machinery (but not land)
gradually (1) value, because they (2) or decay, or
because more modern and efficient versions are developed.
Consequently, they have to be replaced every so often. The cost of
buying or replacing fixed assets that will be used over many years is
not (3) from a single year’s profits but is accounted for over
the several years of their use and wearing out. This accords with the
machines principle that costs are identified with related revenues. The

process of (4) an asset into an expense is known as
depreciation.
Various methods of depreciation (5), but they all (6)

estimating the useful life of the asset, and dividing its estimated cost
(e.g. purchase price minus any scrap or second-hand value at the end
of its useful life) by the number of years. The most usual method,
which simply spreads the total expected cost over the number of years
of anticipated useful life, and charges an equal sum each year. The
reducing or declining balance method (7) smaller amounts of
an asset’s value each year in cases where maintenance costs for the
use of an asset are expected to (8) over time. The annuity
system of depreciation (9) the cost of an asset equally over a
number of years and (10) this, and an amount representing the
interest on the asset’s current value, each year.

Some tax legislations (11) accelerated depreciation: writing
off large amounts of the cost of capital investments during the first
years of use; this is a measure to (12) investment.

Task 2. Add appropriate words from Task 1 to these sentences.

1. A worn out or obsolete machine has to be .
2. Land, unlike machines, usually appreciates — i.e. it
in value.
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3. To depreciate an asset accurately, you have to its useful
life.

4. The materials that make up an obsolete machine can be recycled
if it is sold for

5. A percentage of the value of fixed assets is against or
from the profits, and becomes a source of funds.

6. Writing off value means it.

7. Keeping a machine in good working condition is called

8. Accelerated depreciation allows firms that makes capital
investments to pay less

VIII. Replace the words in brackets in each of the following
sentences with a phrasal verb of similar meaning. Choose from
the following and make any necessary changes.

Carry on; catch on; clear up; close off; draw up; go over; look
up; sell off; set aside; set out; turn out.

1. As the machine had no scrap value, they simply (recorded as
worthless) it
2. The method used for deprematmg the fixed assets should be

(displayed) in the notes at the end.

3. Despite massive losses this year, the firm intends to (continue)

trading.

4. They found the true value of the land when the firm had to
(dispose of) it

5. We think it is best to (keep available) money each
year for future investment in new equipment.

6. The estimated life of the assets (proved) to be

very accurate.
7.1If you cannot remember the formula for the reducing balance

method of depreciation, (find in a book) it

8. It’s a good idea to (consider) the different ways of
depreciating assets before deciding on one particular method.

9. After disposal of the asset you can (finish) the
account.

10. The surplus or deficiency is transferred when you (prepare)
the Profit and Loss Account.
11. The sum of the year’s digits method of depreciation is beginning
to (become popular) in Europe now.
12. A change in the method of depreciation should (solve)
the problem of allocating costs.
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IX. Translate into English.

MeTtonuka BU3HAYCHHS MPUOYTKY B MOJATKOBOMY OOIIKY Biapi3-
HSETbCS BiJl METOJAMKHM BHM3HAUYCHHs NPUOYTKY y OyXraiarepcbkomy
00xiky. B GyxranrepcbkoMy OOJIKY NpU BU3HAYCH] (PiHAHCOBOTO pe-
3yJIbTaTy CIIij JOTPUMYBATUCS IPHHLMILY HAPAXyBaHHS I BIAMOBIHO-
CT1 IOXOJIB 1 BUTPAT Ta NPUHIUITY MEPIOAUIHOCTI.

OCHOBHUM MPHUHLIMIIOM MOJATKOBOIO OOJIKY € BiJI0OpakKeHHs Ba-
JIOBHX JIOXOJIIB Ta BAJIOBHX BUTPAT 3a MOJIEI0, KA CTajacs paHilile:
a00 3a yacoM HAJIXOKEHHS (BHOYTTS) TPOIIOBUX KOINTIB 32 TOBApH
(poboTH, mocayru), abo 3a yacoM BiJBaHTaKEHHS (OTPUMAaHHS) MaTe-
plaJIbHUX I[IHHOCTEH, poOIT YM MOCIyr, — TOOTO /i€ Tak 3BaHE Ipa-
BUJIO TIEPIIOT MOTIi.

O0’exTOM OMOJATKYBaHHS MOAATKOM Ha TPUOYTOK € MPHOYTOK,
SIKM BU3HAYAETHCS IIJISIXOM 3MEHIIEHHS CYMH CKOPUTOBAaHOTO BaJlO-
BOTO JI0XOJy 3BITHOTO nepioz[y Ha CyMy BJOBHX BUTPAT IUIATHHKA
OJATKY Ta CyMy aMOPTH3ALiHNX BiJpaxyBaHs.

BasoBuit joxi — 3araibHa Cyma J0XOJy IUIATHHKA MOJATKY Bij
yCiX BUJIB JisTIBHOCTi, OTPUMAHOTO (HapaxOBaHOTO) MPOTATOM 3BiT-
HOTO TIepio/Iy B TPOIIOBiH, MaTepiaibHil a00 HemMaTepiaibHii Gopmax
SK Ha TepuTOpii YKpainu, Tak i 3a ii MexaMH.

[Ipr bOMy CKOpWUTOBAHWU BAJOBUH JIOXiN — II€ BaJOBHH JOXIi
0e3 ypaxyBaHHs CyM 3a OIEpallisiMi MiANPUEMCTB, IO HE BKIHOYa-
IOTBCS /IO BAJIOBOTO JI0XOJY.

Banosi BuTpaT BUPOOHUIITBA Ta 061ry — cyma 6y/:u> SIKUX BH-
TpaT IIATHHKA MOJATKY B IPOLIOBIH, MaTepianbHiil abo HemaTe-
pianpHil Gopmax, 31IHCHIOBAHUX SK KOMIICHCAIisl BapTOCTI TOBa-
piB, sIKi IpUA0AIOTHCS (BUTOTOBIISIIOTHCS ) TAKUM IUIATHUKOM IMOJAT-
Ky I iX TMOJAJbIIOTO BUKOPUCTAHHS y BIIACHIN TOCIOMApPCHKIi
MISABHOCTI.

Y ¢inaHcoBoMy 0Oiry HapaxyBaHHs amoprusaiii 06asyerbcs Ha
NPUHINII BIAOBIAHOCTI JOXOAIB Ta BUTPAT, I Ma€ 3a METy PO3IOJi-
JUTH BapTICTh OCHOBHUX 3ac00iB 3a MepiofiaMu IX BHUKOPUCTAHHS
NPOTOPLIHHO 10 BUTPATH OCHOBHUMH 3aC00aMH iX KOPHCHOCTI.

[IpaBmia X MOJAaTKOBOTO 3aKOHOJABCTBA M0N0 aMOPTHU3AIii
MOJKHA PO3IVISAIATH SIK [EBHUH MEXaHI3M 3MCHIICHHS OIOJATKOBY-
BaHOTO MpUOYTKYy Ha cymy aMOpPTH3aLIfHNX BipaxyBaHb, PO3MIp
SKAX HE Ma€ HPSIMOro 3B’sI3Ky i3 BUTPAaTOX OCHOBHUMH 3acobamu
KopucHOCcTi. Hampukman, iHKOMM aMopTH3allisi BapTOCTI MEBHUX
OCHOBHHX 3acO0IB 3 METOI0 OIOJATKYBaHHS MOXE IPOIOBXKYBa-
THUCh HaBITh Micis X (aKTUYHOTO BUOYTTS (CrucaHHs). Y LUIOMY
MEeXaHi3M MOJaTKOBOI aMopTH3allii 3HaYHOI0 MIpO0 TOB’sI3aHUH 3i
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CTUMYJIOIOYOI0 (YHKIII€I0 MOAATKY HAa NPUOYTOK 1 Ma€ CIPUITH
OHOBJICHHIO OCHOBHHX 3aC001B MiANPHEMCTBA.

X. Summarize the following text in 50 words.

Byxrantepcbkuii 1 mogaTkoBUM 00K MalTh pi3HI . byxran-
TEepPChKUI 00JIIK Ma€e Ha METiI HaJaHHS JOCTOBipHOI iH(opMmarii mpo
(I)iHaHCOBI/Iﬁ CTaH MiANPUEMCTBA st HOTGHL{if/iHOFO 1HBECTOPA, noJar-
KOBHH 001K BUKOHYe (hickaibHi 1 peryssropti pynkuii. Tomy nesHi
PO301KHOCTI MIXK 3a3HaYEHUMH CHCTEMaMu OOJiKy OyayTh iCHYBaTH
3aBXKIH.

[Mopsin 3 uum Oyxrantepcbkuid 00K — 1€ YHOPSIKOBaHA CUCTE-
Ma PETIiCTpiB, i3 3aTBEPIHKCHUM IIIAHOM PAaXYHKIB, CBOEIO aHAJITHKOIO,
3aBISIKM YOMY JIOCSTAETHCSI JIOCUTh BUCOKA CTYIIHB 00’ €KTHBHOCTI
(hiHaHCOBHX MOKA3HUKIB.

Ha croromni Oyxrantepcekuii 00k B YKpaini 6azyerbes Ha [lo-
JIOXKEHHX (CTaHAapTax) OyXraJrepchbkoro o0JIIKY, SIKi BIAMOBIIAIOThH
BAMOTaM MIDKHAPOIHHUX CTaHAAPTIB OyXraJTepCchbKOro OOJIKY 1 B Haii-
OB CTyHeHi iHTerpOBaHi 70 cucteMu 00JiKy €Bpocorosy. lle
HaJ(3BMYAi{HO BaXIMBUMI aCIIeKT B CBITJI 0OpPaHOro YKpaiHOKO HalpsiM-
Ky PO3BHTKY CKOHOMIKH — €BPOIEHCHKOro BHOOPY PO3BHTKY iHBEC-
THUIIHHOT MO/IETl €KOHOMIKH.

Binnosiano no myHkty 2 crarti 3 3akony Ykpainu «IIpo Oyxrai-
TEepPChKHUil 00JIiK Ta iHAHCOBY 3BITHICTH B YKpa'l'Hi» OyxranTepchKuii
0011k € 00OB’SI3KOBUM BHJOM OOJIKY, SKMH BEACTHCS MiPHEMCT-
BoM. DiHAaHCOBA, MOJATKOBA, CTATHCTHUYHA Ta iHINI BUAM 3BITHOCTI,
10 BUKOPHCTOBYIOTh TPOIIOBHI BHUMIPHHUK, IPYHTYIOTbCS Ha JAaHHUX
OyXraiaTepchbKoro o0iKy.

Takum 9uHOM, BCSI CTATUCTUYHA 3BITHICTB MO0 0OCATIB BUPOO-
HHUILTBA, NPUOYTKOBOCTI (36HTKOBOCTi) o0csriB excnopty (iMmop-
Ty), (IHAHCOBHMX IHBECTHLIH 1, HAPELITI, BAJIOBOrO BHYTPILIHBOIO
MPOAYKTY 6asyeThCsi Ha JaHMX (IHAHCOBOI 3BITHOCTI, OCHOBOIO
K01 € OyXxranrepchkuii 00K, a 3a3Ha4YCHI MaKpoeKOHOMqui MOKa3-
HUKH € BUpIIAJIbHUM (DAaKTOPOM MPUUHATTSA YHPABIIHCHKUX JEp-
YKaBHUX PIIlICHb.

Tomy, He3asexKHO B IPU3HAYCHHS ABOX CHCTEM O0IIKY — IOJaT-
KOBOTO Ta OyXralTepChbKOro, 3aBXK/1 iCHye HeOOXIHICTh CIIIBCTABHO-
CTi JIBOX CHCTEM I BHABIICHHS MPHINH PO3ODKHOCTEH, AKIIO MOKA3HH-
KU OJTHI€T CUCTEMU Pi3KO BiJIPI3HAIOTHCS BiJl iHIIOT CUCTEMH.

VY 3B’513Ky 3 MM BUHUKA€E HEOOXITHICTH CIPOIICHHS MOJATKOBOTO
00J11Ky, MaKCUMaJIbHOTO HAONMKEHHS MOT0 MOKa3HUKIB 10 CUCTEMH
OyXTaJTepchbKOTo O0JIIKY, IO € HAaI3BHYAHO BaXKJINBUM MOMEHTOM
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MIO/I0 MiJABHIICHHS KOHTPOJIHLOBAHOCTI TOCIONAPCHKUX OIEepaliid Ta
NOTIEPE/DKEHHST YXUIICHD BijJ omnojaTtkyBaHHs. CucTeMa MOJBIHHOTO
001Ky € OOTSHKIIMBOIO TSl TUTATHUKIB TIOJIATKIB 1 3aBHIye cOoOiBap-
TICTh, € CKJIQJHOIO B aMIHICTPYBaHHI NOJATKOBUX HAIXO/IKEHb, Ie-
PELIKO/KAE B MUTAHHSAX MPOTHO3YBAHHS JIOXOIHOI YaCTHHU OIO/IKETY,
OCKUTBKU TUIAHM €KOHOMIYHOTO PO3BUTKY €KOHOMIKH BHKOPHCTOBY-
I0Th CTATHCTUYHI J1aHi 1 HE MOXYTh BUKOPHCTOBYBATH ITOJIATKOBY 3BIT-
HICTB SIK TaKy, 110 HaJa€ 3BITHICTh HE IOBHOTO KPYTy TOCMOIAPCHKUX
Cy0’€KTiB, a JIWIIe TUITATHUKIB ITO/IATKIB.

3 BpaxyBaHHSM BHCJIOBJICHOTO, Mpo0iieMa HaOIMKEHHS MOJIATKO-
BOTO Ta OyXranrepcbkoro ooiiky Ha6yBae nepxaHoOi Baru. CBiTOBa
NPAKTHKA 3HAE JCKIIbKA BAaPiaHTIB MOEJAHAHHS OyXIaiTepChKOro Ta
MOJIATKOBOTO OOJIKIB, ajie BCI BOHM OEpyTh 32 OCHOBY JaHi Oyxrai-
TEPCHKOTO OOJIIKY. HaHnomeeHlml METOJM BHKOPHCTAHHS JaHHX
OyXranTepchKol 3BITHOCTI y MOJaTKOBOMY O0JIiKy — IEpILIHii: 1e KO-
JM 32 OCHOBY JUIsl BU3HAYEHHS MOAATKOBOI 0a3M MpUIMaeThCs OMOMaT-
KOBYBaHUI MpHOYTOK, BU3HAUCHHIA 32 JaHUMHU OYyXTaJTepPChKOTO 00-
JKy, KW MMOTIM KOPUTYEThCS (METOl peKoHcomiamii). Taka cucre-
Ma 3actocoByeTbes B CIIIA, Kazaxcrani, Momosi.

Hpyruii Mmetox — q)lHaHCOBI/II/I an6yT0K KOPHUTYETHCS 3T1HO 3
MOJaTKOBHM 3aKOHOJABCTBOM 1 BHU3HAYAETHCS OIMOJATKOBYBAHHM
npuOyToK (3acTocoByerhcsi B Himewunni, benwrii, @pantii, Hixep-
nangax). Jdns YkpaiHu y 3B’43Ky 3 HEpexoJoM Ha HalllOHaJbHI
CTaHIapTH, HAHOIIBII paI_liOHaJ'IBHI/IM BOayaeThcs BapiaHT GopMy-
BaHHS ONOJATKOBYBAHOI 0a3K LUISXOM KOPUIYBaHHs (hiHAHCOBOIO
npubyTKy Ha CyMH JOXOJIB Ta BUTPAT, SIKi 3 METOK OIOAATKYBaH-
HSl BUKOPHCTOBYIOTBCSI UM J[OJIAIOTHCS 710 AaHUX (iHAHCOBOI 3BIT-
HOCTI, i Ha LIl OCHOBI BU3HAUYEHHS 00’ €KTy omojAaTKyBaHHs. [ys
3aIpOBAKCHHS TaKUX MiIXOIB 1 CKJIaJaHHS TOJAaTKOBOI JeKapa-
i1, BUXOAAYH 3 TaHUX (biHaHCOBo'i 3BITHOCTI, Jly’Ke BaXXIIMBUM MO-
MCHTOM € 3alPOBA/PKCHHS €JHHOI METOXONOTIT (MpUHLKIIIB) op-
MyBaHHS JJOXO/IiB Ta BUTPAT SIK y MOJATKOBOMY, TaK i OyXrajirepch-
KOMY OOJTIKY.

VY MinictepeTsi ¢piHaHCciB YKpaiHu Oylia npoBesieHa neBHa podoTa
1010 BUSIBIICHHS PO301KHOCTEH y MeTomoJIoTii Bu3HaueHHs (popmy-
BaHHSI) IOXO/IB 1 BUTpaT.

3 ¢ickanbHOI TOYKK 30py Il METOIWYHI PO301KHOCTI HE MICTAThH
AQHTArOHI3MIB 1 IUJTKOM MOXYTh OyTH NPUUHATAMH 3 JETKUMU 0OMe-
KEHHSAMH U1 ToJaTkoBoro o6siky. HaiiOiabiie Bcboro po30ixkHOCTI
BUHUKAIOTh TpU (POpPMYBaHHI CKJIaMy JOXOIIB Ta BHUTpAT, ajieé TaKi
PO301KHOCTI HE CTBOPIOIOTH CKJIQJHOIIB IMiJ] 4YaC BUKOPUCTAHHS Ja-
HUX OJIHI€T 3BITHOCTI IS LiIeH 1HIIO].
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Ha HOBHX KOHIENTyaJbHHX 3acaliaX, 30KpeMa 3 BUKOPUCTAHHSIM
METOJUYHHUX MIAXO0/IIB OI[IHKU (hiHAHCOBOTO PE3YyIbTATy TaK, SIK y OyX-
rajTepcbkoMy OOJIKY, B IIOAATKOBOMY OOJIKY BUKIIA/ICHO:

1. Jlata BUHNKHCHHs. BAJOBUX LOXOAIB Ta BUTPAT 3a BiJBaHTaxke-
HOIO MPOAYKIIETO, IO JTO3BOJHUTH 3 BiAMOBIIHUM KOPUTYBaHHSM BU-
KOPHCTOBYBAaTH (DIHAHCOBUH pe3yJbTaT Bij peajizalii ToBapiB (poOit,
HOCITYT) JUIsl BU3HAYEHHS OIOJIATKOBYBAHOTO NMPHOYTKY.

2. O6mnik (hiHAaHCOBHX PE3yJIbTATIB MO KOKHOMY OKPEMOMY LIIHHO-
My manepy. [Ipu mpomy BummcaHi ocoOMMBOCTI (OPMYBAaHHS ITiHU
LIHHUX TMAanepiB Ha OpraHi30BaHOMY PUHKY Ta Ha HEOPraHi30BaHOMY
puHKY 1iHHEX manepiB. Llei miaxix 3 ¢ickanpHOI TOYKK 30py TOTIe-
peILKy€e YXUIICHHS BiJl OMTOIaTKyBaHHSI.

3 MeTor HaOJIMKEHHS MOJAaTKOBOTO Ta OyXraiTepchbKOro OOJiKy,
0e3 BTpaT MOJaTKOBUX HAIXOJDKEHb ITiJT 9aC OTIOJATKYBaHHS OTeparii
3 MIHHUMU Tanepamu, 3alpOINOHOBAHO BHKOPHCTOBYBAaTH aMOPTH3a-
Iif0 I[IHHKUX TIarepiB 3a METOJAOM €(EeKTUBHOI cTaBKH BincoTka. CyTh
IIbOI'0 METOJA IOJIAra€e B TOMYy, 1100 Ipemii Ta AUCKOHTH, OTPUMAHI
i yac 3/iHCHEHHs onepaii KyniB/i-pojaxy WHHAX Ianepis Bpa-
XOBYBaTH y CKJIajli BaJIOBOTO JOXO/y Ta BUTPAT HE 3pa3y, a IPOTIroM
IEBHOT'O IEpiofy 10 IMOBHOTO MOTAIICHHS (BUKYIY) LIHHUX IAnepis.
Jlnst mtaTHYKA MOAATKY 1€ TPUBAOIMBO 3 TOUKU 30pY PiBHOHAIPYXKE-
HOCTI II0/JATKOBOT'O TUCKY.

3. O0miK KOXOZIB IHBECTOPIB y CIILIbHY HisTBHICTE i3 CTBOPEHHAM
FOPHIMIHOT ocoOu, B acoriiioBaHi Ta 04ipHI MiIPHEMCTBA BUKIIAJe-
HO B HOr0 HAGTMKEHH 10 OyXranTepebKoro oMKy 1I0/J0 BU3HAYCH-
Hsl JIOXOJIB 33 METOLOM Y4acTi B KamiTaji (BUKOPUCTAaHHS OKPEMHUX
€JIEMEHTIB TaKOTO METO.Y).

4. AMopTH3allisi pO3TIIIAETHCS K CKIIAJI0Ba YaCTHHA BAJIOBUX BU-
Tpar 3 Moo0’€KTHUM OOYHCIICHHSIM amopTHu3allii. 30epeskeHHsT aMop-
TH3aIlil y CKJIaJll BAJIOBUX BUTPAT BAXKJIUBO JJIsi BU3HAYEHHS (piHAHCO-
BOTO pe3yJIbTATy BiJI peaizaiii.

5. ®iHaHCOBUI Ta ONEepaTUBHUM JI3UHT BHUKJIAJEHO B 17€0JIO-
rii cTaHmapTiB OyXraaTepchKoro oOMiKy, B TOMY YHCJI 3BOPOTHIH
J3UHT.

6. CriibHY MisUTBHICTH 0€3 CTBOPEHHS IOPUIUIHOT 0coOM BUTIHICA-
HO B METOO0JIOrIT OyXraiTepchbKoro o0miky, ToOTO pe3ynbTaTu (iHaH-
COBOI MisUTHHOCTI KOKHUH YYaCHUK Y MEKaxX BJIACHUX TaiB (YacTOK)
3MIIACHIOE BiJOKPEMIICHO.

7. 3 METOI YHHKHEHHS HEMOpPO3yMiHb B YaCTHHI BHKOPHCTAHHS
TEpMIHOJIOTI] BBEJECHO HOBE IMOHATTS — Y3arajJbHEHUH MOJATOK Ha
npuOyTOK, 3aMiCTh KOHCOJIIJJOBAHOTO MOJATKy Ha MPUOYTOK, OCKiJIb-
KU € TTOHATTS «KOHCOJIIOBAaHA 3BITHICTH.

138



Pa3oM 3 TUM BUNHCaHO MEXaHI3MU OMOJATKYBaHHS JI0XO/IB iHBEC-
TOPIB, sIKI BKIAIX CBOI KOLITH B CIUIBbHI MIANPUEMCTBA 13 CTBOPCHHIM
FOPH/IMYHOI 0COOH, B aCOLIH0BaHI Ta HOYIPHI M ANPHEMCTBA.

DinancOBHIt 00K nepeabadae GopMyBaHHs JOXOLIB TAKUX IHBE-
CTOpPIB 3 ypaxyBaHHSIM YacCTKH HEPO3MOMAIICHHUX NMPHOYTKIB 00’€KTa
1HBECTYBAHHS.

3 (hickabHOT TOYKH 30pYy 1€ TyKe BAXKIUBUN aCIIEKT, SIKAW TTOTIe-
pefuKye IepeToK KOILITIB, 30KpeMa, B iHII KpaiHu. Taki miaxoau mo-
JI0 ONOJATKyBaHHS HEPO3MOAICHUX npn6yTK113 BHKOPHCTOBYIOTBCS B
Amnrnii, Hosiit 3enannaii. ¥ 3a3HaueHux KpaiHax 0 MOJATKOBOI Jie-
KJIapalii MaTepuHCbKa KOMIIaHisg 3000B’s3aHa HaJaBaTH KOHCOJIJIO-
BaHy 3BITHICTb.

8. Illo cTocyeThes CKiIaay BajOBUX BUTPAT Ta JOXOIB, TO BOHU
MPAaKTHYHO BUIMCAHI B 1€0JIOTIi MiF0YOTO 3aKOHOJABCTBA, 3 TIEIO
JMILE PI3HUIICIO0, IO MEPEeTiK BUTPAT ACII0 PO3LIMPEHO HA COLialbHI
3axX0 (JOBIOCTPOKOBE CTpaxyBaHHS JKHUTTS, JTOJATKOBE IEHCiHHE
3a0e3MeyeH s, MEJJUUHE CTPaXyBaHHS Ta CTpaxXyBaHHs BiJl HEIIACHOTO
BUTIAJIKy HA BUPOOHMIITBI).

9. He Moxe OyTu migTpriMaHa 3 TO3MIlT M0JaTKOBOTO 3aKOHO1aB-
CTBa METOJIOJIOTiS TEepEoIiHKH (OIIHKHM) aKTUBIB TUIATHUKA TMONATKY
TaK, sIK 1€ 3alPOTIOHOBAHO B OYXTanTepChKOMY OOJTIKY.

10. ¥V mpoekTi OBl JeTaai3oBaHO BHITMCAHO MEXaHI3MHU 3aCTOCY-
BaHHSI 3BHYAIHUX IIiH.

.g/\ SITUATIONS FOR DISCUSSION

1. What is/should be the purpose of taxation system?

2. Does the taxation system in your country encourage individual
and business enterprise? If so how does it do that? If not what changes
would you propose?

3. Indicate the income tax status for each of the items listed
below. For each item, state whether it is (a) included in gross income,
(b) a deduction from gross income to determine adjusted gross
income, (c) an itemized deduction, or (d) none of the above.

e Property taxes paid on personal residence.

e Interest paid on mortgage on personal residence.

e Damages of $500 to personal residence from a storm.

e Capital loss on the sale of stock.

e Insurance on home.
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e Sales taxes.

e Inheritance received upon death of a relative.
e Interest received on municipal bonds.

e Share of income from partnership.

e Salary received as an employee.

e Rental income.

e Expenses incurred in earning rental income.
¢ Contributions to church.
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MANAGERIAL
ACCOUNTING

CHAPTER VI>

This unit describes the role of managerial accounting in a
business organization.

After studying this unit you should be able to:

1. Understand how important it is for managers to obtain and use
their organization resources in the best possible way.

2. Describe the similarities and differences between managerial
and financial accounting.

3. Recognize the most significant characteristics of managerial
accounting information.

4. Describe how the management process with a decision-making
focus is used for planning, organizing, directing, and controlling.

5. Define the role of a controller in an organization.

Active vocabulary:

assign — mpu3HaYaTH (Ha TI0Camy); J0pyJaTH (3aBIaHHS )

benchmark — eTanoHHuit MOKa3HUK

deviate — BIIXWIATHACH

deviation — BigXHUJICHHS

estimates — momnepeHi OiHKH (PO3paxXyHKH )

financial commitments — ¢iHaHcoB1 3000B’ 13aHH

financial performance — BukoHaHHS (DiHAHCOBHUX TUIAHIB (ITOKa3-
HHKIB)

general purpose financial statements — ¢iHaHcOBa 3BiTHICTBH 3a-
raJIbHOTO MPU3HAYCHHS

inventory cost — BapTiCTh (COOIBapTICTh) 3amaciB

performance evaluation — oIiHKa TisSUTBHOCTI

past performance evaluation — ouinka AisuibHOCTI (pipMu 3a mo-
TepeHIN TIepion
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relinquish — mepenaBaTu MpaBO YHpPaBIiHHS; BIAMOBIATUCS (BiA
npaBa)

stewardship — KepiBHHIITBO; HATJISIT; KOHTPOITb

verifiability — indopmarisg, sKy MokHa nepeBipUTH (SKiCHa Xa-
pakTepucTUKa iH(OpMaIii, Mo nepeadadac MOMXIJIUBICTH ITiITBEP-
JOKEHHST 200 CITPOCTYBaHHS).

Text A

MANAGERIAL ACCOUNTING: AN OVERVIEW

Managers working for various organizations (large corporations,
hospitals, government agencies) have an important common objective:
they must make good decisions to obtain and use their organizations’
resources—including people, money, inventory, real estate,
investments, technology, and equipment—in the best possible way.
This is the most fundamental business principle in use today. Every
organization’s resources are in limited supply, but the demand for
them is unlimited. This is true for a merchandising business, a
manufacturer, a service firm, a governmental agency, a utility, or a
not-for-profit organization. The resource decisions of most businesses
are made with the primary goal of earning a satisfactory profit as an
important measure of financial success. Even not-for-profit groups
must be certain that their expenses do not exceed their revenues for an
extended period.

Management decisions concerning the acquisition and use of
resources provide answers to such questions as:

e What products or services should be sold?

Where should they be sold?

What are the responsibilities of each management position?
Who should be hired to fill these positions?

How much does it cost to produce a product or offer a service?
What is the most profitable combination of products or services?

e What will happen to profits if selling prices are increased or
decreased?

e How much operating capacity is needed in the form of people,
funds, inventory, and fixed assets?

e How should the organization finance its various activities?

Good management decision making is highly dependent on good
information. Where does this information come from in a typical
organization? A great deal of information is made available to the
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managers of a business in the general purpose financial statements
prepared for the firm. But general purpose financial statements have
limited usefulness to managers. Managerial accounting is an
important branch of accounting that provides the information needed
by managers to determine how resources should be obtained and used
in any type of business—large or small. Managerial accounting builds
on the principles we learned in financial accounting to satisfy the
internal reporting needs of managers.

SIMILARITIES BETWEEN MANAGERIAL AND FINANCIAL
ACCOUNTING

Although the emphasis is different, both managerial and financial
accounting involve three types of functions:

1. Recordkeeping that is concerned with selecting, measuring, and
accumulating data concerning business transactions;

2. Performance evaluation that directs an interested party’s
attention to important features of a firm based on reports that classify
and summarize the financial results of operating a business or a part of
the business for a particular time period;

3. Decision making that is performed by a wide variety of interested
parties (both external and internal to the firm) who must choose between
alternative courses of action regarding the business’s future.

Financial accounting and managerial accounting are alike in two
other ways. First, they are both founded on the principle of
stewardship, which simply means that a firm (or a part of a firm) must
account for its financial and operating performance to all parties
having an economic interest in it. However, financial accounting is
concerned primarily with the firm’s entire operation, whereas managerial
accounting divides the business into well-defined responsibility units
to provide more detailed stewardship reporting. Second, both financial
and managerial accounting information should be developed within
the same general accounting system. The cost of maintaining two
separate systems would be excessive, if not prohibitive, because of the
duplication of such items as a chart of accounts, journals, ledgers,
bookkeeping, and computer time.

DIFFERENCES BETWEEN MANAGERIAL AND FINANCIAL
ACCOUNTING

There are several important differences between the two types of
accounting. These differences must be understood to realize how each
type of accounting is used properly by a business. They are
summarized in Figure 6-1.
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Comparative Basis

Financial Accounting

Managerial accounting

User orientation

External users

Internal users

Freedom of choice Mandatory Complete freedom
Time frames Historical Futuristic
Restrictive standards Generally accepted None

accounting principles

Accounting entity

Mainly firm as a whole

Mainly firm’s segments

Reporting frequency Well-defined schedule Whenever needed

Degree of precision Objectivity principle More subjective

Other disciplines Little use Used often
Figure 6-1

User Orientation

Managers need more comprehensive and detailed information than
that contained in the general purpose financial statements reported to
external parties. Managers are deeply involved with day-to-day
operations and need information to plan for the future, organize
resources, direct activities, and control performance. In turn, the
management process of planning, organizing, directing, and controlling
is the central theme of managerial accounting. The accounting
information needed by management would be meaningless to external
parties such as stockholders who do not actively participate in the
company’s daily affairs.

Freedom of Choice

Financial accounting must be performed to satisfy the requirements
of various external parties such as the Securities and Exchange
Commission (SEC) and the Internal Revenue Service (IRS). In
contrast, management alone must decide how much and what kind of
information it requires. The benefits of management reports must be
compared continually with their costs to assure that they are cost-
effective.

Time Frame

The emphasis of managerial accounting is on the future, whereas
financial accounting is concerned primarily with reporting what has
happened in the past. In managerial accounting applications, past
performance evaluations are used mainly as benchmarks for predicting
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the future. Such environmental changes as economic conditions,
technology, competition, product life cycles, and social responsibility
can quickly invalidate historical data.

Restrictive Standards

Managerial accounting is more flexible than financial accounting;
external reporting with financial accounting must be restricted by tight
accounting standards because of the typical separation of management
and ownership. Generally accepted accounting principles (GAAP)
dictate what can be done in financial accounting to protect the
interests of external parties who do not have access to a firm’s
accounting records. Managerial accounting focuses on usefulness to
managers and may involve departures from conventional GAAP
methods of accounting such as inventory costing, income determination,
and cost allocations.

Accounting Entity

Managerial accounting generally divides the firm’s total operation
into well-defined segments. It does not follow the accounting entity
concept used in external reporting for the firm as a whole.
Performance reports are prepared for such segments as departments,
divisions, offices, plants, product lines, and sales territories. Although
many large companies must report externally on the summarized
financial performance of their major lines of business, the reports
prepared for internal purposes are much more detailed and are
personalized to the managers who are responsible for the operating
results.

Reporting Frequency

The reporting frequency with managerial accounting also is subject
to management’s choice in contrast to the time period assumption of
financial accounting. Special reports on an infrequent basis as needed
or frequently prepared reports covering short time periods (e.g., daily)
may be used. For management purposes, the need for information is
the key factor.

Degree of Precision

Objectivity or verifiability is a major consideration in financial
accounting to assure that the information is free from any personal
bias on the part of the persons responsible for the financial statements.
Since managerial accounting is concerned more with the future than
the past and does not affect external parties, objectivity is not as
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important as it is with financial accounting; the result often is the use
of less precise information with managerial accounting.

Many management decisions have to be made quickly so managers
simply cannot wait until complete and verifiable information is
available. They must act on the basis of good estimates and projections
instead of waiting for better information. In other words, managerial
accounting often requires a trade-off between the benefits of
immediate action versus the cost of a delay for more precise information.

For example, a sales manager who has to price a product for a new
customer today will base the price on projections of the costs required
to produce the product instead of waiting for the accounting
department to perform a more sophisticated study of historical cost
data for similar products that will take a week. Otherwise, the sale
may be lost. This does not mean that managerial accounting is merely
a “guessing game”, because every effort must be made to use only
valid information. Nevertheless, the uncertainties of the future make
some degree of subjectivity (personal opinion) inevitable, thus
reducing the precision of the information involved.

Other Disciplines

In contrast to financial accounting, which basically is a self-
contained subject, managerial accounting is wide open in the way it
uses other disciplines to obtain the information needed by management.
Economics (micro and macro), finance, management, mathematics,
marketing, decision science, statistics, and behavioral science are
integrated with managerial accounting techniques whenever
necessary.

Key terms

wJ

Controller — romoBuuii Oyxraarep — the chief accountant
responsible for an organization’s accounting function with the dual
responsibilities of providing information and participating in the
management process.

Financial accounting — ¢dinancoBuii o0mik — a branch of
accounting that provides information for external sources such as
creditors, stockholders, and governmental agencies.

Managerial accounting — ympaBiiHchkui 00J7iK — a branch of
accounting that provides information needed by managers to perform
the various management functions.
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Managers — kepiBHukH — the persons within an organization
with the authority and responsibility to perform planning, organizing,
directing, and controlling functions.

Organization — opranizaiis — a group of people who share
common goals with a well-defined division of labor, are integrated by
an information based decision-making system, and have continuity
over time.

Cost allocation — po3nonin 3atpat — the process of assigning
costs to one or more cost objects when it is not possible to trace a cost
directly.

;\ EXERCISES

I. Give English equivalents to the following words and word
combinations.

Harsan; my0OnroBaHHS; TIOCTIHO OPIBHIOBATH; PEHTAOCIBHII; OIliH-
Ka ToNepeaHbO1 MsUTbHOCTI (BUKOHAHHS); €TAIOHHI TTOKA3HUKN (3Ha-
YCHH); BUKPHBIIIOBATH (I1030aBJISITH YMHHOCTI) IIONIEPE/IHI AaHi; BiJ-
OKPEMJICHHs YIPABIiHHS BiJ BIACHOCTI; Mard JOCTYH 10 Oyxrai-
TEPCHKUX JIOKYMEHTIB; BU3HAUEHHS BAPTOCTI TOBAPHO-MaTEpiaTbHUX
3aI1aciB; BU3HAYCHHS PIBHS JOXOJIB; PO3MOIIB IPIMHUX 3aTpaT; BiIXu-
JICHHS B/l 3arallbHONPUIHATHX OyXralTepChbKUX NMPUHIMINB; 9acToTa
MiArOTOBKH 3BITIiB; 0COOMCTA YIIEPEIKEHICTh; IHPOPMALLis, Ky MOXK-
Ha TEPEBIPUTH; CKJIAJHE JOCHIKCHHS (BUBYCHHS); CaMOJIOCTATHIN
mpeaMeT (TUCIUILIIHA).

I1. Answer the following questions.

1. What do managers of all organizations have in common?

2. What is the basis for making good business decisions?

3. How is information in the typical organization developed to
satisfy the needs of managers?

4. What principles underliec managerial accounting?

5. Identify the major similarities between financial accounting and
managerial accounting.

6. What are the basic differences between financial accounting
and managerial accounting?

7. Differentiate between recordkeeping accounting, performance-
evaluation accounting, and decision-making accounting.
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III. Read the text and describe the main functions and
responsibilities of the controller in an organization.

When a firm commits itself to managerial accounting, the position
of controller is usually created, and a person with the appropriate
credentials and experience is hired as the chief accountant who is
responsible for the organization’s entire accounting function. The
specific responsibilities of a controller vary significantly from firm to
firm, depending on factors as the size of the organization, the nature
of the operation, management information needs, and top management’s
commitment to accounting applications. However, one general
comment can be made about the typical controller. The controller is
an integral part of the management team with the dual functions of
providing information and participating actively in the management
process.

A statement by the National Association of Accountants states that
managerial accountants should provide information needed for: (1)
planning, evaluating, and controlling operations for all levels of
management; (2) safeguarding the organization’s assets; and (3)
communicating with interested parties outside the organlzatlon such as
shareholders and regulatory bodies. Participation in the management
process includes assisting in decision making and helping to coordinate
the efforts of the entire organization as a unified whole. All these
functions would be performed by the typical controller.

The title “controller” is somewhat of a misnomer because the
person does not actually control anyone or anything outside the
accounting function. In a large corporation, the controller usually has
several assistant controllers, each with assigned responsibility for
various accounting applications. The separation of duties is needed to
cope with the increasing specialization and complexities of accounting,
which are often more than one person can master. Represented in a
large controller’s department are specialists in such areas as
budgeting, financial reporting, strategic planning, cost accounting,
taxation, financial statement analysis, internal auditing, electronic data
processing, operations research, and management information systems.

IV. Complete the text using the words from the box and
translate it into Ukrainian.

Relevant data; management team; staff authority; controllership
function; financial statement analysis; the chief accountant;
decision making; line authority.
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The controller is ... (1) for the typical organization and is an
integral part of the ... (2), providing information and assisting in ...
(3). The modern controller does not do any controlling in terms of ...
(4) except over his own department. The controller has ... (5) while
performing in an advisory capacity. The modern concept of
controllership maintains that, in a special sense, the controller does
control: by reporting and interpreting ... (6), the controller exerts a
force or influence or projects an attitude that impels management
toward logical decisions that are consistent with objectives. In a large
decentralized organization, the ... (7) typically is divided into such
accounting specialties as budgeting, financial reporting, strategic
planning, managerial accounting, taxation, ... (8), and internal
auditing.

V. Study the following word combinations.

staff function — ¢yHKIIT HEeHTpaJIbHOTO anapary miANpUEMCTBA

staff management — ¢yHKIiOHAIEHE KEPIBHUIITBO

line authority — JniHilHI TOBHOBaXXEHHS

line function — ¢yHKIIISI JTIHIHHOTO TiAPO3ILTY

line management — JiHiliHE K€PIBHUILITBO

line manager — JiHIHHUNA KePiBHUK

line organization — JiHiiiHa opraHi3auiifHa CTpyKTypa

line-and-stuff — miHiiHEWA/QyHKITIOHATBPHUN (TTPO  KEpiBHUH
nepcoHan)

staff work — anminicTpatuBHa poboTa

executive staff — kepiBHUKH cepelHbOT JJAHKU

managerial staff — Bummii kepiBHMIA IepcoHan

VI. 1) Translate the text into Ukrainian paying attention to the
meaning of the underlined words. 2) Distinguish between line and
staff authority. 3) Do you agree with the statement that controller
is both a line executive and a staff executive? Why?

Most organizations are decentralized so that the work is divided
into specialized units, enabling the organizations to accomplish more
than they otherwise could. Decision making usually is better since the
managers of the decentralized segments are closest to the day-to-day
activities and can control them more effectively.

In the development of a decentralized organization, management
must carefully distinguish between line authority and staff authority.
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Line authority is that authority exerted downward over subordinates.
Staff authority is authority to advise not to command; it may be
exerted downward, laterally, or upward. Most organizations specify
certain activities as their basic mission, such as the production and
sale of goods and services. All subunlts of the organization that are
directly responsible for conducting these basic activities are called
line departments. The others are called staff departments because their
principal task is to support or service these line departments. Thus
staff activities are indirectly related to the basic activities of the
organization

The managers with line authority are in charge of the activities
representing the firm’s revenue-generating segments such as the
production and marketing functions of a manufacturing operation.
Staff functions provide support to the line segments and include such
activities as accounting, personnel, legal, maintenance, quality
control, and engineering. As such, the staff personnel, including the
controller, work with line managers in an advisory capacity by
providing information and consultation.

VII. Translate into English.

VY cydacHMX yMOBax IMpOIEC YIPaBIiHHS MiAMPUEMCTBOM 3HAYHO
YCKIIQHUBCS Y 3B’S3KY 3 HaJIaHHIM ITiAMTPUEMCTBY TTOBHOI TOCTIOap-
CBKOI Ta (hIHAHCOBOI CaMOCTIHHOCTI. BUKOPUCTAaHHS YIPaBIIHCBKOTO
00JTiKy cTIpUsi€e BAOCKOHAJIEHHIO BChOTO mporecy YIpaBIiHHS TiAIPH-
€MCTBOM, CTBOPIOE YMOBH JIJISI HOTO ONTHUMI3aIlii.

VYnpaBiiHCEKHNA OOJIK — II€ TIPOIEC BHSBIICHHS, BUMIipIOBaHHS,
HaKOIWYCHHS, aHaJli3y, MiJrOTOBKH, 1HTEpIpeTalli Ta nepenadi iHpop-
Marllii, o BHKOPHCTOBYETHCS YIPABIIHCHKOIO JIAHKOKO [UIS TIaHY-
BaHHsI, OLLIHKH Ta KOHTPOJIIO B CEPEUHI MiIIPUEMCTBA.

anaBmHCLKI/H/I 00K Jla€ MOMKIJIMBICTH OTPUMATH IH(oOpMALiO
PO pyX HEOOOPOTHUX AKTHBIB, BUPOOHWYMX 3aIMaciB, HAIXOHKCHHS
Ta BUTPAadaHHS TPOIIOBHUX KOIITIB, CTaH Je0ITOPCHKOI Ta KPEAUTOPChH-
Koi 3a00proBaHOCTI, BUTPATH Ha BHPOOHMIITBO Ta JOXOJM BIJ YCiX
BHJIIB JIISUTBHOCTI. YTIIPABIHCHKHAM OOJIIK TaKOX J1a€ MOXKIIHUBICTh 00-
TPYHTYBaTH TMOTOYHI Ta MEPCHNEKTHBHI YMPAaBIIHCHKI PIMIEHHS, 0
MPUIAMAaIOThC IPH (POpMyBaHHI BUPOOHUYOI Ta KOMEPIIHHOI TOJIITH-
KM I IITPUEMCTBA.

OTxe, ynpaBIiHCHKUN OONIK € THCTPYMEHTOM YIPaBIiHHS JIisUTb-
HICTIO IiAIPHEMCTBA, 00’ €THYIOUH MPAKTHYHO BCi (PYHKINT YIIpaBiIiH-
Hs — OOJIIK, IJIaHYBaHHS, KOOPAUHALIII0, KOHTPOJIb, aHAJII3, IIPUHAHAT-
TS PIllICHB.
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OCHOBHUMHU 3aBJJaHHSMH YIPABI1HCHKOTO OOJIKY €:

1. 36ip, 0O0poOka, y3aranbHeHHs, 30epiraHHsI HeoOXimHOI 1H(Op-
Malii IS ONepaTUBHOIO YIPaBIIHHA MMiANPUEMCTBOM Ta MPUHAHATTS
ONTUMAJIbHUX YIPABIIHCHKUX PIIICHb.

2. IlepeBipka 3aKOHHOCTI Ta AOLIUIBHOCTI TOCIIOAAPCHKUX OIEpa-
iH, 3a0e3meueHHs 30epeKeHHs T'OCIIOJAPChKUX 3ac00iB Ta KOIITIB,
e(eKTUBHE BUKOPHCTAHHS MaifHa.

3. Bu3HaveHHS MiJICYMKIB TOCMOJAAPCHhKOI JISUTBHOCTI Ta OIlHKA
e(heKTUBHOCTI AiSIBHOCTI i IPHUEMCTBA.

4. Cxnamga"fas BHYTPINIHIX 3BITIiB, iH(oOpMaIlis SKUX MpU3HAYCHA
JUIS BJIACHUKIB ITIIMPHUEMCTB Ta KEPIBHUKIB (MEHEIKEpIB) M iHIIMX
BHYTPIIIIHIX KOPUCTYBadiB OyXranTepchkol iHhopmarrii.

Omxe, B Ipoleci BEeJIeHHS OYXTaJTepPChKOIO YIIPaBIiHCHKOTO 00-
JIKY OJCPIKYETBCS y3arallbHIOKYa IHPOPMALIIS PO CTaH rOCIoapo-
BaHHS; 3MIHH, SKi BiJIOYBAIOTLCS; HAJIAEThCS KOPUCTYBavYaM JJIs TIPU-
MHSTTS pilUCHb IIOBHA, NPAaBIVBA Ta HEYNEPELKEHA IHPOpMALlis 1po
(biHAHCOBHII CTaH, PE3yJILTATH JAISTIBHOCTI Ta PyX KOIITIB I IPHUEMCTBA.

VIII. Summarise the text in about 50 words.
Emanu ghopmyeanns ynpaeiincoKozo 00iKy.

[Tporiec hopmyBaHHSI Ta PO3BUTKY YNMPaBIiHCHKOTO 00JIIKYy MOYKHA
MOJUIATH HA TPU C€TaIlH.

TpuBanuii yac Oyxrantepchbkuii 00JIiK OyB JHUIIE 3aCO00M PEECT-
palii rocnoJapchbKUX orepanii MeToA0oM MOABIMHOIO 3amlKcy 1 CKIia-
naHHs (iHaHcoBOi 3BITHOCTI. OOMIK BUTpAT (BUPOOHUYUI OOIIK), SIK
JacTHUHa OyXrajaTepchbKOTO 00Ky, 3A1HCHIOBAB TINBKU y3araJIbHCHHS
BUTPAT JUIsl KQJIBKYIIOBAHHS COOIBAPTOCTI POAYKIII. HpOTe BXKE Ha
no4atky XX CTOMITTS CTAI0 3pO3yMUIMM, IO TPaAULiiiHuii 001k He
TIOBHOIO MIpOIO 33/I0BOJIbHSIE TIOTPEON YIpaBIiHHS B YMOBaX 3aroct-
pEHHS KOHKYPEHIIil, YCKIaAHEHHSI TEXHOJIOTIl Ta opraHizaiii BHpOO-
HUITBAa. BHACITIZOK IBOr0 Ha MiJCTaBi PO3POOKH METOIIB HOPMYBaHHS
mpani OyJI0 MOCHIIEHO KOHTPOJIbHY (PYHKIIIO OOJIKY Yepe3 3acTOCy-
BaHHS CUCTEMH KaJIbKYJIIOBaHHs CTAaHJAPTHUX BUTPAT 1 ONIEPATHBHOTO
aHalli3y BiIXWICHb.

Jpyruii eTan po3BUTKY YIPaBIiHCHKOro OOJiKYy po3moyaBcs 3 ce-
peauau 30-x pokiB XX cT. 1 OyB OB’ s3aHMM, HacaMIiepea, 3 po3poo-
KOIO CHCTEMH KaJbKYJIIOBaHHS 3MIHHUX BUTpAT (SKa OTpUMaya Ha3By
«IHPEKT-KOCTHHI») Ta 00JIIKY 3a IICHTpaMH BiJIITOBIaIbHOCTI.

Bracnifok 3anpoBa/pKeHHsS IHX CHCTeM c(hopMyBallach OKpeMa
MiJCUCTEMa OYXTalTepChKOro O0JIIKY, SKa OlepyBaa He TIIbKH I'PO-
IIOBUMHU BUMipHHKaMu. BoHa Oyna opieHTOBaHa He Ha MOTPEOU Kallb-
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KYJTFOBaHHSI IPOAYKIT JUTsI CKJIaJanHst o(DimiitHOT 3BITHOCTI, a Ha MPHIA-
HATTS MIOTOYHHUX YIPABIIHCHKUX PIIICHb.

BBaxkaeThcs, MO YOPABIIHCHKHA OOJIIK SIK CaMOCTiIMHA CHCTEeMa
chopmyBascsa B cepenuni 50-x pokiB XX cr. CaMe BiATOJI BiH CTaB
000B’I3KOBHUM ITOYATKOBUM KYPCOM JJISI MCHEDKEPIB B YHIBEPCUTETAX
CHIA, a 3rojiom i B iHIIIMX KpaiHax CBITYy.

TpeTiii erar po3BUTKY YIPABIIHCHKOTO 00Ky Oepe CBiM IOYaTOK
3 cepenunn 70-X POKiB y 3B’S3KY 3 MOCUJICHHSM POJIi CTPATETTYHOTO
VOPABIIHHSA B YMOBax TJIOOAIBHMX 3MiH y TEXHOJIOTII Ta CHCTEMax
YOpaBTiHHSL.

SIKIIo o IbOro Yacy YNpaBIiHCHKUX OONIK OYB Opi€HTOBAaHHIA
JUIIe Ha YIpaBiIiHHSA BUPOOHHMITBOM. TO Temep BiH jaenani Oinbiie
MIEPETBOPIOETHCS HAa CTpaTariuHHMA ynpaBniHCLKHﬁ 00JIIK.

Cepen mepesyMoOB BHHHKHCHHS yl'[paBJ'IlHCBKOFO 00Ky MO>KHa
BUUIMTH HACTYIHI: 30LIBIICHHS YUCIa KOPIOPAUil, BIPOBA/KCHHSL
BUPOOHHYOrO HOPMYBAHH, 3MiHY NPABOBHX Ta CKOHOMIYHHX BIJIHO-
CUH, PO3IIUPEHHS BUPOOHMIITBA Ta 3POCTAHHS HOTO KOHIEHTpAIlii,
IEHTpaTi3allil0 KaIiTaay, YTBOPCHHS BCIMKHX KOMIIAHIH, HEOOXiJ-
HICTh 30epe)eHHs 1X KOMEPIINHOI TAEMHUIII TOIIIO.

IIpoTe ronoBHUM NPAKTUIHUM KPOKOM CTAHOBJICHHS 1 PO3BUTKY
6yxranTepc1,1<oro YIPABIIHCKOrO 001Ky Oyno BHALICHHS i3 3a-
rajgpHOl OyXraaTepchkoi CIyKOW TiAMPUEMCTBA YIPABIIHCHKOT
Oyxranrepii.

CyuacHuil ynpaBiiHCbKH OOJIK, BAKOPHCTOBYIOYH 30BHILIHIO Ta
BHyTplIJ_IHIO iH(popMalliio, 3a6e3neqye NOTpebH He TUIBKH BUPOOHHII-
TBa, aje i MapKETHHTY, YIPaBIiHHS JOC/IKCHHSIMHU T [HIIMX (yHK-
it 6i3Hecy. Bin 3miiicHIOE aHAII3 MisUTBHOCTI 3 YpaxXyBaHHSIM SK T10-
TOYHHUX, TaK 1 JIOBTOCTPOKOBHX IIIJICH, pO3p00JIsie METOAM OTPUMAHHS,
300py iH(popMaIii Ipo BUpPIIIAIBHI (aKTOPH YCIIXy: SKiCTh, IHHOBA-
11, 9ac TOMIO.

Text B

MANAGEMENT PROCESS: A PERSPECTIVE

Who are the managers we are concerned with in this text and what
do they do? Unfortunately, we must deal with generalities in
answering these questions because the titles and responsibilities of
managers are innumerable, depending on their qualifications as well
as the nature and size of the organizations in which they work. By
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definition, a manager is a person who is involved with planning,
organizing, directing, and controlling an organization’s human and
physical resources to achieve its stated goals. In this role, a manager
works with other people and must coordinate their efforts.

Large organizations classify managers as being part of top
management, middle management, or lower management. The amount
of authority and decision-making responsibilities decrease as we move
from higher to lower management levels. The president of the Coca-
Cola Company is part of the firm’s top management, the manager of
the company’s bottling plant located in New York is part of middle
management, and a production supervisor in that plant is part of lower
management. In a small business such as a local drug store, the
pharmacist who owns the store may be the only manager with a wide
range of job assignments involving purchasing, accounting, marketing,
personnel, and financing.

The structure and direction of an organization are provided by its
management process. A successful financial performance will be
highly dependent on the capability of management. For example,
Henry Ford started an automobile manufacturing firm in 1903. By
1920, he had built one of the largest and most financially successful
manufacturing operations in the world. His achievements resulted
primarily from engineering innovations involving mass production,
central assembly, and interchangeable parts. However, during the late
1920s, the organization experienced serious financial problems
because Ford was unwilling to hire competent managers. He believed
that all any business needed was an owner who made every decision
and some assistants who carried out orders. His firm simply outgrew
this management philosophy.

At the other extreme was Alfred P. Sloan, Jr. In 1923, Sloan
became president of a company that actually was a collection of small
automobile firms that, individually, had been unable to compete with
Ford. Sloan believed that the automobile business had become too
complicated for decision making by one person. He relinquished the
operating authority for the divisions of the organization to a number
of managers. A managerial accounting system was developed to
measure and compare actual performance versus the goals of the firm.
Through the combination of motivation and opportunity, Sloan
successfully obtained the cooperation of people who were too
individualistic to be managed in the Ford fashion, but who would
accept policy making through an orderly management process. As you
may have guessed, Sloan’s company is now known as General Motors
Corporation. In recent years, a number of Japanese companies have
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used a modern version of Sloan’s participative management to
achieve remarkable success in the automotive industry.

ROLE OF MANAGEMENT IN AN ORGANIZATION

A major goal of every organization is to achieve satisfactory
financial results. What is considered satisfactory depends on the nature of
the organization. At one end of the spectrum the management of a
business firm such as General Motors Corporation is accountable to its
owners—the shareholders—for adequate profits as indicators of a
successful operation. The sharcholders have invested money in the
business, and they expect a good return on their investment. At the other
extreme, the financial performance of a not-for-profit organization, such
as a local United Way, consists of (1) raising enough money to fund its
future activities and (2) spending that amount of money wisely. Every
organization, whether profit-making or not, must accept the fact that its
resources are limited and must be conserved if a satisfactory financial
performance is to be achieved. Such factors as inflation, technological
change, competition, government regulation, high interest rates,
increased energy costs, and declining productivity have an adverse effect
on most business firms’ financial performance.

If a business is to be financially successful, management must be
both efficient and effective. Efficiency means maintaining a
satisfactory relationship between a firm’s resource inputs and its
outputs of products or services (e.g., the number of labor hours
required to produce a product). Effectiveness refers to how well a firm
attains its goals (e.g., the number of products sold compared with the
number planned). The efficiency and effectiveness performances of
the management process are essential to the overall success of any
business. It is important to note that these management functions are
not always sequentially dependent since they often are performed
concurrently and constantly interact with each other.

Planning

A successful business prepares for the future by carefully setting
financial and nonfinancial goals with the planning function.
Examples of financial goals are earning a profit margin of 12 %,
increasing the return on shareholders’ investment to 22 %, and
obtaining 20 % of total industry sales. Nonfinancial goals include
introducing the best new products in the industry, improving
employee job satisfaction, and maintaining good public standing by
being socially responsible. Goal setting is the initial phase of
management by objective.

154



Management by objective means that the managers responsible for
the performance of the various segments of the firm will have the
opportunity to participate both in setting goals and in fulfilling them.
Management must decide what action the firm should take in the
future in order to achieve its goals. Alternative courses of action are
identified, their probable results are evaluated, and the course of action
that appears best for the achievement of the firm’s goals is selected.
Thus, planning is intended to help management anticipate future events
rather than react to actual circumstances once they are known.

Much of managerial planning is concerned with the efficiency and
effectiveness of future operations. Long-term planning (often called
strategic planning) for a period such as the next five to ten years is
mainly performed by the top management of a business. For example,
top management must anticipate what the firm’s customers will buy in
several years because it takes time and costs money to research,
develop, produce, and market new products or services. Short-term
planning (often called operational planning) is needed to implement
the goals established during long-term planning. It is primarily
performed by middle and lower management. For example, a firm
must plan how much it wants to spend to promote new products once
they are available.

Organizing

Plans are only words and numbers on paper until they are
implemented. The organizing function provides the structure or
capacity within which management will work to achieve its plans. The
organizing function identifies the work to be done to achieve the
firm’s goals and the relationships between the tasks to be performed.
Important steps involved in organizing are:

1. The firm is divided into segments (such as departments, divisions,
plants, and offices) to take advantage of the specialization of skills
and abilities.

2. The right people are hired, trained, and assigned to specific jobs.

3. Well-defined lines of authority and responsibility are established.

4. Sources of operating resources (such as materials, utilities, and
advertising) are selected, physical facilities (land, buildings, machinery,
and equipment) are obtained, and financing commitments are arranged
to fund the operation.

Directing

This function deals with the day-to-day management of the firm.
Actions, decision making, communication, and leadership are combined
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in the directing function to carry out the planned activities within the
organizational structure. Problems are solved, questions are answered,
disagreements are resolved, and the various operating segments are
coordinated.

Controlling

Performance evaluation is an essential managerial step needed to
identify problem areas and reward good results. Controlling with
managerial accounting is defined as the comparison of actual results
to the planned performance and the correction of any significant
differences, whenever possible. Management must be sure that the
actual results achieved by the firm and each of its segments compare
favorably with the goals established during the planning function. If
managers are to be held accountable for their performance, they
should know where and why actual results differ from planned results.
Control is based on the concept of management by exception.

Management by exception recognizes that (1) management time is
a scarce resource and (2) the attention of a manager should be directed
toward performance that deviates significantly from the related plan.
Even significantly favorable deviations must be considered because
the planned performance may have been too ecasy to attain. For
example, actual sales that are higher than those planned may be the
result of a sales forecast that was too low to begin with.

Performance evaluation reports are issued periodically to inform
management of any significant variations from the expected results.
Managers may take two types of action in evaluating deviations from
the planned performance: (1) The preferred type is corrective action
to improve the efficiency or effectiveness of future operations. For
example, in response to sales that were lower than expected,
management may increase its advertising or put more pressure on the
sales force. (2) Another type of management action is an adaptive
response, which is only appropriate when the plan itself is considered
unrealistic. Consequently, the related targets for the future are revised.
For example, further examination might show that the lower sales
noted earlier are acceptable because changes in the market have made
the original sales target impossible to attain.

Decision Making

Competent decision making is at the core of each management
function discussed above. A wide range of decisions must be made.
Top management is primarily concerned with strategic (long-term)
decisions concerning the firm’s environment, including such factors as
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economic conditions, social responsibility, technological developments,
and market considerations. For example, General Motors Corporation’s
top management made the strategic decision to significantly reduce
the size of its automobiles during the late 1970s and early 1980s to
have more fuel-efficient vehicles. Middle and lower-level management
is mainly engaged in operating decisions needed for the day-to-day
performance of a business. Operating decisions deal with such
functions as product pricing, selecting the amount of inventory to
have available, product cost analysis, equipment replacement
evaluation, and advertlslng media selection.

Management decision making, regardless of the level within the
organization or the time dimension involved, is concerned with the
selection between alternatives. Many managerial decisions are made
continually. For example, managers must decide daily what products
to produce, how many products are needed, and what prices should be
charged for the products. Other decisions are made infrequently.
Examples include whether to build a new plant, enter a new marketing
territory, or add a new product line.

All managerial decisions have one thing in common—the need for
reliable information. This information can be either historical or a
reflection of management’s expectations about the future. It can be
objective or subjective. It can come from either internal or external
sources, and much of it is provided by managerial accounting. One of
a successful manager’s most important assets is the ability to (1)
identify the important alternatives involved in a given decision, (2)
collect accurate information, and (3) make a decision based on an
assortment of quantifiable and subjective information.

Key terms

wJ

Controlling — xonTpomiHar — the management function concerned
with making sure that actual results agree with those planned.

Decentralization — nenentpanizaiis — dividing an organization
into specialized units so decision-making authority and responsibility
are spread throughout the organization.

Decision making — npuitHarTs pimenb — making a choice
among alternative courses of action.

Directing — (dbyHKIIis TeneryBaHHs OBHOBaXkeHh — the management
function that provides the leadership and motivation needed to carry
out an organization’s plans.
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Effectiveness — npoaykruBHicTh — a measure of how well a firm
attains its goals.

Efficiency — edexruBHicTF — maintaining a satisfactory relationship
between a firm’s resource inputs and its outputs of products or
services.

Management by exception — ympaBmiHHS O BiJXWJICHHSIX —
the concentration on performance results that deviate significantly
from those expected.

Management by ob]ectlve — YIpaBJIiHHSI METOJOM OIIIHKHU ¢(heK-
TUBHOCTI, IIJTLOBE ynpaBmHHﬂ — the process by which management
goals are developed by various managers and performance is evaluated
to determine if the goals are achieved.

Organizing — opranizaniina ¢yHkmis — the management function
used to provide the structure or capacity needed by a firm to operate
and achieve organizational goals.

Planning — mnanyBanHs — the management function used to
decide what action the organization should take in the future and how
it should be accomplished.

g\ EXERCISES

I. Find in the text the sentences in which the following
expressions are used and translate them into Ukrainian.

Decision-making responsibilities; job assignments; to measure and
compare actual performance; participative management; to be
accountable to; employee job satisfaction; to anticipate future events;
financial commitments; to be based on the concept of, favourable
deviations; corrective actions; adaptive response; market considerations;
product cost analysis; time dimensions involved.

I1. Answer the following questions.

1. How do large organizations classify managers?

2. How do the tasks of managers differ in commercial and not-for-
profit organizations?

3. What factors are more likely to affect a business firm’s financial
performance?

4. Distinguish between efficiency and effectiveness measurement.
Which of the two concepts is being measured in the following:
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a) Departmental sales salaries required to attain July in a retail
store.

b) Actual July sales compared with those planned by a retail store.

c) Labour costs needed to perform laboratory tests during May in a
medical clinic.

d) New car sales for an automobile dealership in August were 52
units. The sales manager forecasted 58 units.

e) The labour costs per tax return prepared by a CPA firm.

5. What are the basic steps of the management process? Do these
steps change as we move from higher to lower management in the
typical organization?

6. What does the notion management by objective mean?

7. What does the notion management by exception mean?

8. Explain why good decision making is highly dependent on
reliable information.

III. Read the text and answer the question: What are the
characteristics of good managerial accounting information?

CHARACTERISTICS OF USEFUL MANAGERIAL
ACCOUNTING INFORMATION

Although the two terms “data” and “information” are often used
synonymously, a useful distinction between them can be made. Data
are recorded facts; information is data that have been processed in
some prescribed manner so they are more useful to a potential user.
For example, sales data are collected chronologically on invoices,
processed through an accounting system, and reported as sales
information (revenue) on the income statement. If managerial
accounting information is to be valuable to management, it should
possess these characteristics:

Relevance

Accuracy

Timeliness

Understandability

Cost-effectiveness

Relevance is a key factor because of the flexible nature of
managerial accounting information that can take any form
management chooses. In this age of the computer, an endless stream
of information is available to management, so we need a way to
determine which information should be considered and which can be
ignored. This choice is made on the basis of relevance. What is
relevant in one use of managerial accounting information may be
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irrelevant in another. To be relevant to a manager, information must
make a difference in a decision being considered. If certain
information can be ignored because it has no bearing on the outcome
of the decision, that information is irrelevant for that decision. Thus,
the various functions performed by managers in a particular business
and their related information needs must be carefully analyzed when
the accounting system is developed to assure that relevant information
will be available.

To illustrate the concept of relevance, assume that you are
planning a trip and are comparing the cost of driving versus the cost
of flying. Would the annual automobile insurance premium you pay be
relevant to the decision? The answer is no because the premium will
be the same whether you drive or fly. Thus, it can be ignored in the
decision. However, the cost of automobile insurance is relevant if you
are going to purchase a new car and the two models you are
considering have significantly different insurance rates. In this case,
the amounts of the insurance premiums will influence your decision
because of the difference in operating costs for the two vehicles.

Even though much of the time managerial accounting is based on
estimates and projections, information must be as accurate as possible
if it is to have value. Sound judgment and experience should underlie
any development of subjective data. All available relevant information
should be considered and evaluated for accuracy, although this often
must be done quickly because of the time constraints discussed earlier
for many management decisions. At times, a range of values is
considered when the accuracy of a single measure is questionable. For
example, a sales manager may forecast next year’s sales within a
range of $1.5 to $2 million instead of identifying a single amount
because of too many uncertainties. In any case, management should
take all steps possible to use the most accurate information available.

Timeliness is important because management usually operates in a
changing environment. The concept of timeliness simply means that
information should be as current as possible because old information
may not be representative of present or future conditions. If a report is
issued months after the related performance, the information will have
lost much of its value as a result of subsequent activity.

The accounting information also must be understandable.
Typically, users of the information are not trained accountants, so any
preoccupation with technical jargon will adversely affect the use of
the information. Finally, managerial accounting information must be
cost-effective. This means it must pass a cost-benefit test in each
application. As we mentioned earlier, vast quantities of information
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can be developed with the computer systems in operation today. The
information available in a given business is limited only by the
imagination and capability of the firm’s management and its
managerial accounting staff. However, information costs money and
its value must exceed its cost. In most cases, the ultimate measure of
the benefits of the information is the quality of the decision making
based on it.

IV. Fill in the missing prepositions. Translate the passages into
Ukrainian.

I. Managerial accounting provides the accounting information
required ... management to plan its future, organize resources, direct
activities, and control performance. The goal ... achieving a
satisfactory financial performance is ... the core of managerial
accounting. Since every type ... organization must be certain that
resources are obtained and used ... the best way, managerial
accounting is universally applicable. Managerial accounting builds ...
the principles of financial accounting, and the two subjects are similar
in that they both involve the same three functions (recordkeeping,
performance evaluation, and decision making) characteristic of
accounting ... general. Financial and managerial accounting are
concerned ... the stewardship principle and should be developed ...
the same general accounting system. The major differences ... the two
subjects relate to their user orientation, freedom ... choice, time
frame, restrictive standards, accounting entity, reporting frequency,
degree of precision, and use of other disciplines.

II. The most important characteristics ... good managerial
accounting information are its relevance, accuracy, timeliness,
understandability, and cost-effectiveness. The nature of an
organization and the role of management must be considered carefully

. applying managerial accounting in the organization. Management
provides the structure and direction ... an organization ... its
planning, organizing, directing, and controlling functions. Each of
these functions requires decision making based ... reliable information.

V. Fill in the missing preposition in the sentences bellow.
Choose from the box.

1) Note! Using the wrong preposition could give the wrong
information. Compare: Prices rose to £100 and Prices rose by
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£100. To gives us the new level. By gives us the difference
between levels.

At; between; by; from; of; to.

1. Labour costs have fallen from ... 22 % of total production costs
.. 14 % in the last ten years. That’s 8 %.
2. There was a dramatic fall in sales to the USA ... 2001 and 2004.
3. The company is currently selling 20,000 units ... £23 each.
4. The growth in sales has led to a rise ... 30 % in profits.
5. A 10 % drop in sales has reduced the profit ... 40 %.
6. During 2004/2006 we increased retail floor space ... 5% ... a
total ... 48,000 m?.
7. They expect to create 1,450 jobs worldwide ... the end of next
year, at the latest.
8. Capital investment for the year stands ... £6,000.
9. Pre-tax profits reached a peak ... $5m two years ago but have
been lower since.
10. Weekly sales have leveled off ... £34,000.
11. Increased efficiency has resulted in a lowering of the break-
even-point from 2,770 ... 2,500 units.
12. The rise in raw material prices is expected to be ...3.5 % and
4.5 % this year.

2) Note! Certain nouns verbs and adjectives combine with
specific prepositions. It is important to learn the preposition
together with the word. For example, to have an effect on, to
decide on, to be interested in.

On; for; in; to; of.

1. The directors are interested ... the prospects of future
developments in South America.

2. At the meeting they will decide ... financial targets for the next
six months.

3. We look forward ... receiving a detailed plan of the project.

4. The directors gave a brief account ... the company’s recent
performance.

5. Future dividends will depend ... the success of the new product.

6. The director stressed the importance ... effective control on
spending.
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7. The marketing strategy is to concentrate ... developing markets
in Europe.
8. There is a need ... a full risk assessment before going into these
markets.
9. We must be aware ... the attitude toward foreign investors.
10. There may be difficulties ... enforcing contracts.
11. For the site construction we will rely ... local contractors.
12. We have already reached agreement ... local short-term credit.
13. It is necessary ... everyone involved in the project to show
respect ... local customs.
14. We are proud ... recent successes in these markets.
15. The sale of the building has been agreed subject ... contract.
16. We are all involved ... finding solutions ... the current
problems.

VI. Summarize the text in 50 words.
Ilepeoymosu nosaeu ynpasiincoekozo 001iKy 6 YKpaiui.

Byno 6 mMOMUIKOBUM CHpHHMAaTH YIPABIIHCHKUNA OOJIK K JEIIO0
HOBE JJIA BITUM3HSIHOI eKoHOMIKK. Y 20-X — Ha mouatky 30-X poKiB
(ynxuii 6yxranTepCI>KI/Ix CITy>0 OyJIM 3HAYHO IIMPIIUMH, HIXK y Ha-
CTYIHI POKH PaJsHCBKOI Biaau. byxrainrep toro uacy saiimascs sk
00J1IKOBOIO, TaK i INIAHOBO-aHATITHYHOO Po6OTOM0. [0 Mipi po3BHTKY
B KpaiHi COLHaliCTHYHOI CHCTEMM TOCHOAAPIOBAHHS 1 3MILHCHHS
LEHTPali30BaHOI0 IUUIAHYBAHH BIAOYJIOCS [OCTYIIOBE BiJOKPEMJICH-
HS BiJ 6yxramepcm<01 CIIy)kOW TUTAHOBUX 1 (PIHAHCOBUX BIAILTIB 3
nepeavyero iM YacTUHM OyXTaJTepChKHUX IMOBHOBa)KEHb. BHacimigok
IbOTO JiSIBHICTh OyXrajTepa (aKTHUHO 3BeJacsa J0 peecTpalii dak-
TiB 'OCIIOJAPCHKOTO XKUTTS HiNPUEMCTBA.

IIpore pesiki MeToAM IUIaHyBaHHsl, 300py iHpopmarii, KaybKyTio-
BaHHsI, aHaIli3y, 10 3aCTOCOBYBAJIMCH B yMOBAX LICHTPAi30BaHOI CHC-
TEMH YIPABIIHHS, CXOXKI Ha Ti, [0 BUKOPHCTOBYIOTBCS B CYy4acCHOMY
YIPaBIiHCHKOMY OOJIKY.

Tak, MeTon OrOJPKETYBaHHS B YIPaBIIIHCBKOMY OOJIKy Oarato B
YOMY Harajaye mopsjoK po3poOKH TUIaHy €KOHOMIYHOTO 1 COIiaJIbHO-
ro PO3BUTKY 3a PaAsSHCHKHUX daciB. PakTopHHUH aHali3, 100pe Bijo-
MUH pagsSHCHBKUM €KOHOMICTaM, TaK0XK BUKOPHUCTOBYETHCS B YIIpaB-
JIHCBKOMY OOJIIKY NpH aHalli3l BiIXWICHb (DaKTHUYHUX BHUTpaAT BiJ
KOIITOPUCHUX.

VYV paasHCHKil €KOHOMIII HEOAHOPa30BO POOMIMCS CIIPOOH BIIPO-
Ba/DKCHHSI BHYTPIITHHOTOCIIOIAPCHKOTO PO3PAXYHKY, MOMEPETHUKOM
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SIKOTO € OJ{HA 13 KOHIIEMIi OyXrajTrepchbKoro yrnpaBlIiHCHKOTO 0O0i-
Ky — OOJIIKY 3a IICHTpaMHt BiI[HOBiILaJ'ILHOCTi

Opnnak, came B paI[HHCBKI/II/I Iepioa yIpaBIiHChKUI OOJIIK OYyB
HAHOUIBIN TOMIMPEHUH Ha MIAMPUEMCTBAX 0OOPOHHOI MPOMMCIOBOC-
Ti, MaHII/IHO6y,HYBaHHH Ha BEJIMKUX LEJIIOJIO3HO-TIAICPOBHX Ta MeTa-
JyprifHuX KOMOIHATaX, a TaKOXK B IHIIMX Taiy3sX, sKi BHITyCKaII
000pOHHY Ta HapOJAHOTOCIOAPCHKY MPOAYKLIIO I MalM Maiixe CTo-
BiJICOTKOBE JICpKaBHE 3aMOBJICHHS.

Ha Toii yac OCHOBHE 3aBJjaHHsI OyXranTepchbKoro 00Ky MOJISralio
B 300pi iH(popMaLii PO BUTPATU MIANPUEMCTBA Ta C061BapTICTB Bit-
YU3HSHOIO TPAKTUKOI0 TIIMOOKO ONpanbOBaHI MHUTAHHS, TOB’s3aHi 3
KaJIbKYJIIOBAaHHSIM, HAKOIMMYCHWH OaraTUil TEOPETHYHUH 1 MPaKTHY-
HUH JOCBIiJ B 00JIaCTI HOPMATUBHOI'O METOAY OOJIIKY BUTpPAT 1 Kallb-
KYJIIOBaHHS, MOJIOHOrO 0 CHCTEMM «CTaHIAPT-KOCT» B YIIPaBIiHCh-
KOMY OOJTiKY.

[Ipote, nmpuiioMu i METOIU YIPABIIHCHKOTO OOJIKY, SIKi BUKOPHC-
TOBYBAJIUCS Y AUPEKTUBHIA €KOHOMIIli, HE JIaBaJId OaKaHOTO PE3yJib-
tary. He Oyno BiaacHuWKa, 3alliKaBJICHOrO y 3HIKCHHI BHPOOHHUHX
BurpaT. Came TOMy, B CBiil 4ac He BAANOCs 3pyHHYBaTH BUTPAaTHUIL
MEXaHi3M y UiHOyTBOpeHHI. TUIbKM B yMOBax PUHKOBHX BIJHOCHH
MOJKJIMBa 00’€KTHUBHA IHTErpallisi METOJIIB YIPABIIIHHSI B €JIMHY CHUC-
TEMY YIPaBIiHCHKOTO OOIIKY.

JIesIKUMU TTUTaHHIMM, SIKi € TIPepOraTUBOI0 OyXraJITepchbKoro o0-
JKY, 3alMAarOThCA ChOTOMHI OKpeMi MiAPO3IiIu HignpHeMcTBa (IpU
CKJIaJIJaHHI OTEpPaTUBHOI 3BITHOCTI, aHAi31 €KOHOMIYHOI isSTbHOCTI
TOLLO), TOMY List iH(pOPMALlisi, PO3/LICHA MIX PI3HUMH CIy)0amu, He
MO’Ke OyTH CBOE€YACHO 1 KOMIJIEKCHO BUKOPUCTaHA. AHAJII3 EKOHOMIY-
HOT JISUTBHOCTI SIKIIO 1 TPOBOJUTHCS, TO 3 BEIIMKUM 3aIli3HEHHSM, KO-
JIX OCHOBHI (DIHAHCOBI MTOKA3HUKHU IiAIPHEMCTBA Bike C(hOPMOBaHi Ta
MOJIUBICTh BIUIMHYTH Ha HHUX BTpavcHa; ed)eKTHBHiCTL poboTtu
OKPEMHX MI/IPO3/IUIIB, SIK IPABUJIO, 30BCIM HE aHAII3YEThCSL.

Ha minnmpuemMcTBax, He3Ba)KalOU¥ HAa HEOOXITHICTB, MPAKTHYHO
BIJICYTHE MMOJATKOBE IJIaHyBaHHs. Pa3som 3 TuM, mpoayMaHuid mij-
XiJl 10 KaJbKyJIOBaHHS, KUK JIGKUTh B OCHOBI YIPaBIIHCHKOTO
001Ky, B pAJi BHMNAAKIB 3JaTHUH ITOJETIIUTH HOJATKOBUU TATap
MIAIIPHEMCTBA.

[Tepexin Ha HAIiOHAJBLHI CTAaHAAPTH OYXraJaTepChKOro OO0JIKY, HO-
Bl CKOHOMIYHI YMOBH PO3IUMPIOIOTH (YHKLII Ta IIOBHOBaXCHHS OyX-
TaTepChKOi ciyx6u. Byxranrepcbka npod)ecm BUXOJHUTb HA SIKICHO
THTIHN plBeHb a OyxraJrep-aHaJliTHK y CBOIN AIsJIBHOCTI IAHIMA€ETh-
Cs Ha HOBHH ma0esb, MePeHIIOBIIN BiJl 00JIIKOBOI peecTpaltii Tocmo-
JMapchKuX (haKTiB 10 YIPaBIiHHSI BUPOOHUIITBOM.
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VII. Revise the information given in the unit and discuss the
following questions with the partner. Report your findings to the
class.

1. A university football team is an organization. How are such
managerial considerations as goals, management functions, and the
role of information important to the success of the team?

2. Explain why good decision making is highly dependent on
reliable information.

3. Identify how a decision you have made in recent months can be
structured within the management process discussed in this chapter.

4. Why do the controller and his or her staff have to understand
the firm’s organizational structure and the role of each manager?

5. It has been said that the controller is both a line executive and a
staff executive. Do you agree? Why?

6. What are some of the causes of disagreement between line and
staff managers?

@\ SITUATIONS FOR DISCUSSION
<

1. Comparing Financial Accounting with Managerial Accounting

You recently overheard a conversation between the controller of a
business and one of its engineers. In response to a description of the
firm’s accounting capabilities by the controller, the engineer replied:
“To me, accounting is accounting. I don’t see why any differentiation
is necessary concerning financial and managerial accounting.”

A. Identify the major differences between financial and managerial
accounting.

B. Why would the engineer be concerned primarily with managerial
accounting? Would that person ever be interested in financial
accounting?

2. Financial Accounting versus Managerial Accounting

Listed below are several accounting functions performed by the
NNN Company. Indicate whether each activity is financial accounting
or managerial accounting.

A. A monthly report on the profit performance of a new plant is
sent to the bank that funded the project.

B. The marketing manager receives a monthly report concerning
the advertising costs for each product line.
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C. A consolidated federal income tax return is prepared for a large
company.

D. A company’s annual report is prepared and sent to interested
parties.

E. Each regional sales manager is sent a report showing the actual
earnings performance of the operation compared with the expected
results.

F. A company’s independent CPA firm requests detailed product
cost information during the annual audit.

G. Monthly payroll costs are summarized and related to specific
work performances.

H. A detailed analysis of the cost of purchasing or leasing computer
equipment is prepared.

3. Evaluating Types of Accounting Information

Listed below are several types of accounting information. Identify
the primary function involved with each type of information
(recordkeeping, performance evaluation, or decision making):

A. The detailed description of a new product line’s profitability.

B. Journal entries for year-end accruals.

C. A report concerning the profit results of a production
department.

D. The payroll register for the engineering department.

E. A report showing why the marketing department did not
achieve its sales quotas.

F. Data regarding the costs and capabilities of three similar
machines when only one of them will be purchased by an automobile
factory.

4. Management Functions and Managerial Accounting

Indicate whether each of the following managerial accounting
items would be used primarily for planning, organizing, directing, or
controlling:

A. A sales forecast of consumer demand for a particular product
line.

B. A personnel report showing the number of new accountants
needed by a CPA firm during the next year.

C. A memo from a sales manager to a sales representative
explaining how a personnel issue should be resolved.

D. A report showing the differences between the forecast sales of
various product lines and those sales actually achieved.

E. A projection of net incomes for different sales levels.
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5. Role of a Controller

At a recent management meeting, the vice president of production
presented a proposal concerning a capacity expansion program. The
firm’s controller questioned the financial ramifications of the
proposal, given a recent decline in the profitability of the products
involved. The vice president of production became very disturbed and
said, “I don’t have to listen to you. You may not like the proposal but
you don’t make decisions and only the president can rule against my
plans.”

Is the vice president correct? What is the responsibility of the
controller in a situation like this?
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COST ACCOUNTING

CHAPTER VII>

This chapter describes how cost information is developed in a
business.

After studying this unit you should be able to:

1. Explain the terms direct costs, indirect costs, variable costs,
semi-variable costs, fixed costs.

2. Analyze the categories of indirect costs.

3. Define the difference between controllable and non-controllable
costs.

4. Define terminology related to break-even analysis.

5. Understand the purpose of break-even analysis.

Active vocabulary:

assembly workers — ckiaanbHUK, 30Upay
attributable — npuramaHHMIt

bottom line — kiHueBuU# pe3ynbrar, 6agaHc, 3aTUIIOK
break-even analysis — anaii3 6€330UTKOBOCTI
break-even point — To4ka 6€330UTKOBOCTI
contribution margin — MapXUHaJIbHUN TPUOYTOK
creep up — HEMOMITHO 3pOCTaTH

diligent — petenbuuit

direct costs — mpsiMi BUTpaTH

fixed costs — mocTiiiHi BUTpaTu

gross profit — BaJoBHi1 MPUOYTOK

indirect costs — HemnpsiMi BUTpaTH

landlord — momoBnacHuK

lubricating oil — macTuipHa ONMBa

maintenance engineer — iH)KEHEp IO eKCIUTyaTartii
manufacturing overheads — BupoOHMY1 HaKIaIHI BUTPATH
outcome — HACJiJIOK, pe3yIbTaT
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overhead costs — HakiaaH1 BUTpaTu

prime costs — MepBUHHI BUTPATH, COOIBAPTICTh

royalties — aBTOpPCHKHI TOHOpAp, JIIECH31HA T1aTa

semi-variable costs — 3Mimani BUTpaTi (yMOBHO-IIOCTIHHI, YMOBHO-
3MiHHI BUTPATH)

unit contribution — MapXuHaNbHUI TPUOYTOK HA OAUHULIO
MPOMYKIIii

variable costs — 3MiHHI BUTpaTH.

Text A

COST CLASSIFICATIONS

In large businesses the accounting function will most probably be
divided into: financial accounting and managerial accounting.

In financial accounting the accountants deal with:

— largely historic information and its presentation to the external
users of the final accounts;

— analysis for historic performance evaluation;

— recording all the financial transactions that have taken place;

— classifying all the financial transactions that have taken place
into major headings;

— summarizing all the financial transactions that have taken place
into the final accounts, ensuring that the final accounts show a true
and fair view of the state of affairs of the business;

— the application of the many regulations laid down in the
Companies Acts, Financial Reporting Standards and Statements of
Standard Accounting Practice.

Management accounting deals with:

e the comparison of the results shown by the final financial
accounts with the forecast results as predicted in budgets. By doing
this, managers may be able to control costs in the future;

e the determination of selling price by reference to information
supplied by the financial accountant and the cost accountant;

¢ the use of budgets to prepare future plans;

e the use of budgets to compare the plans with actual outcomes
and determine where any variations occur and the cause of these
differences;

e the use of budgets to co-ordinate the various sections/
departments/branches so that a unified approach and results will be
obtained;

169



e the making of decisions regarding future investment in the
business.

Cost accountants gather information about the costs of running the
business. They will provide this information to the management
accountant in order that rational decisions may made. Information
supplied by cost accountants must be submitted to management
regularly in order that speedy corrective measures may be taken.

Indeed the two branches of accounting are generally merged into a
cost and management accounting department supervised by the cost
and management accountant.

In order that information gathered by cost accountants for use by
management accountants is useful, it is necessary to classify the costs
incurred. It may be useful in a manufacturing business to classify
costs into direct costs and indirect costs.

A direct cost defined by CIMA is “expenditure which can be
economically identified with a specific saleable cost unit”.

Direct costs will vary (change) in direct proportion to the number
of units of the product (or service) produced, so that if 1.5 metres of
cotton is used to produce one shirt then 15 metres will be used to
manufacture 10 shirts, 45 metres of material will be used to
manufacture 30 shirts etc. If seven shirts can be produced by using
one hour of labour, then 14 shirts will be produced by using two hours
of labour; 56 shirts will be produced by using eight hours of labour etc.

Direct materials can be identified easily as being used in a specific
product. Direct material costs are involved in the acquisition of
materials that can be identified clearly as being part of the finished
product.

Direct labour are workers whose work can be identified clearly
with converting raw materials or components into a final product. It
could include a machine operators, assembly workers, packers.

Direct labour costs are directly attributable to a unit of production.
They form part of the prime cost in a manufacturing account. They
can be traced easily to the final product.

Other direct expenses may include manufacturing royalties. These
are paid when the product made by the business uses a pattern or
process that has been invented by another person or business.

Variable costs always change in direct proportion to a change in
the level of activity undertaken by the business. Direct costs are
always variable costs.

Indirect costs can be categorized as:

e Manufacturing overheads — these include indirect expenses
which are not directly identifiable with the final product. Examples
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might include factory rent and rates; depreciation of factory
machinery; factory power; factory lighting and heating expenses etc.

¢ Indirect labour costs are the costs involved in employing staff
whose work cannot be directly identified with the final product.
Examples might include wages paid to maintenance engineers; wages
of supervisory staff etc.

¢ Indirect material costs are costs incurred in acquiring materials
which cannot be directly identified with the final product. Examples
might include factory cleaning materials; machinery lubricating oil etc.

¢ Selling and distribution expenses are not directly identifiable
with the final product but are necessary in order to sell and distribute
the final product to customers. These expenses might include
advertising expenses; marketing expenses; delivery costs; costs for
maintenance of showrooms; sales staff salaries etc.

e Administration overheads cannot be directly identified with the
final product but again are necessary in order to run the business.
These expenses might include office rent and rates; office lighting and
heating expenses; telephone charges; stationery; depreciation of office
equipment etc.

The division of cost into direct and indirect costs helps when
identifying the various parts that constitute the full cost of sales.

Direct cost + Indirect cost = Total production cost
_l’_
Selling and distribution costs
+

Administration costs

Full cost of sales

Fixed costs are costs that do not change with levels of business
activity. Fixed costs are also known as period costs since they are time
based. That is, they tend to remain the same over a period of time.
Examples might include supervisors’ wages; rent and rates etc. Do not
say that fixed costs do not change — they might over time: supervisors
might be awarded an increase in pay; the landlord might increase the
rent; the local authority might increase the business rates.

Semi-variable costs cannot be classified as either fixed costs or
variable costs because they contain an element of both. (These costs
are also known as semi-fixed costs). An example of a semi-variable
cost is the charge for electricity. Part of the total invoice is a fixed cost
which must be paid even if no electricity is used; while the other part
is based on the number of units of electricity used by the business.
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\ Key terms
&J

Administration overhead (administration expenses) — aamiHi-
CTpaTWBHI HakJIaaHi BUTpaTH — that part of the general overhead of
an organization that is incurred in carrying out its administrative
activities. It includes general office salaries, stationery, telephones, etc.

Cost unit — onunung ButpaT — a unit of production for which
the management of an organization wishes to collect the costs
incurred. In some cases the cost unit may be the final item produced,
for example a chair or a light bulb, but in other more complex
products the cost unit may be a sub-assembly, for example an aircraft
wing or a gear box. Cost units may also be expressed as batches of
items, particularly when the unit cost of the individual product would
be very small; for example, the cost unit for a manufacturer of pens
might be the cost per thousand pens.

CIMA — Charted Institute of Management Accountants.

Direct costs — mpsmi BuTpatn — product costs that can be
directly traced to a product or cost unit. They are usually made up of
direct materials costs (which can be charged directly to the product by
means of materials requisitions), direct labour costs (charged by
means of time sheets, time cards, or computer direct data entries), and
direct expenses (which are subcontract costs charged by means of an
invoice from the subcontractor). The total of direct materials, direct
labour, and direct expenses is known as the prime cost.

Distribution overhead (distribution cost; distribution expenses) —
BUTpaTH Ha 30yT mpoaykiii — the cost classification that includes the
costs incurred in delivering a product to the customers. Examples
include postage, transport, packaging, and insurance.

Fixed cost (fixed expense) — mocrTiifHi BUTpaTH — an item of
expenditure that remains unchanged, in total, irrespective of charges
in the levels of production or sales. Examples are business rates, rent,
and some salaries.

Indirect costs (indirect expenses) — HenpsMi BHUTpaTH —
expenses that cannot be traced directly to a product or cost unit and
are therefore overheads.

Manufacturing overhead (production overhead) — BupoGHHUI
HakiaaHi BuTpatn — the costs of production that cannot be traced
directly to the product or cost unit. Apart from the direct costs, all
other costs incurred in the manufacturing process are the
manufacturing overhead; examples include depreciation of machinery,
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factory rent and business rates, cleaning materials, and maintenance
expenses.

Overhead (overhead cost) — mHaxmamui ButpaTé — an indirect
cost of an organization. Overheads are usually classified as
manufacturing overheads, administration overheads, selling overheads,
distribution overheads, and research and development costs.

Research and development costs — BuTpaTi Ha HayKOBO-IOCIIIHI
poboTtu — the costs to a company of its research and development.

Selling overhead (selling costs) — toprosi Burpatn — the
expenses incurred by an organization in carrying out its selling
activities. These would include salaries of sales personnel, advertising
costs, sales commissions, etc.

Semi-variable cost — 3mimani BuTpati (YMOBHO-IIOCTIiiHI, yMOB-
HO-3MiHHI) — an item of expenditure that contains both a fixed cost
element and a variable cost element. Consequently, when activity is
zero, the fixed cost will still continue to be incurred. For example, in
the UK the cost of gas is made up of a standing charge plus a cost per
unit consumed; therefore while the consumption of gas varies with
production the fixed standing charge will still be incurred when
production is zero.

Variable cost — 3minHi BUTpaTH — an item of expenditure that, in
total, varies directly with the level of activity achieved. For example,
direct materials cost will tend to double if output doubles, a
characteristic being that it is incurred as a constant rate per unit. In
practice, there are few examples of true variable costs or true fixed
costs, most costs being semi-variable costs.

;\ EXERCISES

I. Find in the text Ukrainian equivalents to the following words
and word combinations and translate the sentences in which they
are used.

Financial accounting; managerial accounting; the application of
regulations; a unified approach; a cost accountant; a management
accountant; to submit information; a specific saleable cost unit;
manufacturing royalties; factory power; factory lighting and heating
expenses; maintenance engineers; machinery lubricating oil; selling
and distribution expenses; advertising expenses; delivery costs;
telephone charges; stationery; supervisors’ wages; landlord.
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I1. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

JisIbpHICTD; CTaH CHpaB MiANMPUEMCTBA; TIOPIBHIHHS PEe3yIbTaTIB 3
NPOTHO30BAaHMMHU PE3yJIbTaTaMH; HACTIJIOK; BUMPABHHN 3aXijg; MpsMi
BUTPATH; HENPSMI BUTPATH; OJIUHUILI BUTPAT; MPUAOAHHS; TIPSIMi BH-
TpaTu mpali; CKIaJalbHUK (30upay); 3MiHHI BUTPATH; BUPOOHUY] Ha-
KJIaJIHI BUTPATH; aIMiHICTPATHBHI HAKJIQ/THI BUTPATH; TTOCTIHI BUTPATH,
3MilllaHl BUTPATH.

III. Answer the following questions.

1. What do the financial accountants deal with?

2. What does management accounting deal with?

3. State the difference between a direct cost and an indirect cost.

4. Give an example of a direct cost for a manufacturer of clothing.

5. Give an example of an indirect cost for a furniture
manufacturer.

6. State the difference between a fixed cost and a variable cost.

7. Give an example of a fixed cost for haulage contractor.

8. Give an example of a variable cost for a builder.

9. Define the term “period cost”.

10. Give an example of a period cost for a supermarket.

IV. Match the terms to their definitions.

1. Administrative | a) a cost that can be obviously and physically
costs traced to a unit of product or other organizational
segment.

2. Cost behavior | b) all costs associated with the manufacturing
process except direct materials and direct labour.

3. Direct cost c) a cost that varies, in total, in direct proportion
to changes in the level of activity.

4. Direct labour | d) all organizational, executive, and clerical
costs associated with the general management of
an organization.

5. Direct e) the potential benefit that is lost or sacrificed
materials when the choice of one course of action requires
the giving up of an alternative course of action.
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6. Finished
goods

f) Those materials that become an integral part
of a finished product and can be conveniently
traced into it.

7. Fixed cost

g) the way in which a cost will react or respond
to changes in the level of business activity.

8. Indirect cost

h) those materials such as glue and nails that
may become an integral part of a finished
product but are traceable into the product only at
great cost or inconvenience.

9. Indirect i) goods completed as to manufacturing but not
labour yet sold to customers.

10. Indirect J) those costs necessary to secure customer
materials orders and get the finished product or service

into the hands of the customer.

11. Manufacturing
overhead

k) a cost that must be allocated in order to be
assigned to a unit of product or some other
organizational segment.

12. Marketing or
selling costs

1) a cost that has already been incurred and that
cannot be changed by any decision made now or
in the future.

13. Opportunity
cost

m) the factory costs of janitors, supervisors,
engineers, and others that cannot be traced
directly to the creation of products in a “hands
on” sense.

14. Variable cost

n) a cost that remains constant, in total,
regardless of changes in the level of activity. If a
fixed cost is expressed on a per unit basis, it
varies inversely with the level of activity.

15. Sunk cost

0) those costs can be physically traced to the
creation of products in a “hands on” sense.

V. Task 1. The following sentences make up a short text about
cost accounting. Decide which order they should go in.

a) But to this have to be added all the factory’s overheads — rent
or property taxes, electricity for lighting and heating, the price of the
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machine used, the maintenance department, the stores, the canteen,
and so on.

b) Finally, where a company does not want to calculate the price
of specific orders or processes, it can use full costing or absorption
costing, which allocates all fixed and variable costs to the company’s
products.

c¢) For example, if you produce 500 wooden door-knobs, each one
requiring 100 grams of wood and taking the machine operator two
minutes to make, you can easily calculate the direct cost.

d) It is fairly easy to calculate the prime cost or direct cost of a
manufactured article.

e) One of these is job-order cost accounting, which involves
establishing a price for an individual item or a particular batch (a
quantity of goods assembled or manufactured together).

f) There also lots of other expenses of running a business that
cannot be changed to any one product, process or department, and
companies have to price their products in such a way as to cover their
administration and selling expenses, the finance department, the
research and development department, and so on.

g) This is the sum of the direct costs of the raw materials or
components that make up the product and the labour required to
produce it, which, of course, vary directly with production.

h) This is impossible where production involves a continuous
process as with steel, flour, or cement. In this case companies often
use process cost accounting, which determines costs over a given
period of time.

i) Various methods can be used to allocate all these expenses to
the selling price of different products.

LR R LN =

NOTE.
British English overheads and labour = American English
overhead and labor.
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Task 2. Complete the following sentences.

1. Manufactures have to find a way of
costs to their various products.
2. They have to cover the factory’s

all fixed and

, and things like

administration and selling .

3. The direct cost of

and labour is easy to calculate.

VL. Fill in the missing words in the terms below. Choose from

the box.

apportionment; centre; conversion; direct; fixed; integrated;
indirect; interlocking; labour; marginal

Term

Definition

1. direct costs

Costs which are directly related to making a
product (e.g. materials, labour and expenses).

2. costs Costs of changing materials into products.

3. costs Costs which are not directly related to making a
product, e.g. rent, administration.

4. costs This could be a location, a function, a piece of
equipment or a group of employees where you can
identify and allocate costs for control purposes.

5. costs You divide the common overhead costs between
the various activities which use them according to
how much they use.

6. costs Costs which always stay the same even if the
number of items produced changes.

7. costs The cost of paying workers to make the product.

8. cost The cost of making a single extra unit above the
number already planned.

9. cost You don’t separate financial and cost accounting.

accounts

10. cost Separate cost and financial accounts which are

accounts reconciled sometimes.
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VII. Read the article about controllable and noncontrollable
costs. Define the main differences between them and retell the text.

As with direct and indirect costs, whether a cost is controllable or
noncontrollable depends on the point of reference. All costs are
controllable at some level or another in a company. Only at the lower
levels of management can some costs be considered noncontrollable.
Top management has the power to expand or contract facilities, hire,
fire, set expenditure policies, and generally exercise control over any
cost as it desires. At lower levels of management, however, authority
may not exist to control the incurrence of some costs, and these costs
will therefore be considered noncontrollable as far as that level of
management is concerned.

A cost is considered to be a controllable cost at a particular level
of management if that level has power to authorize the cost. For
example, entertainment expense would be controllable by a sales
manager if he or she had power to authorize the amount and type of
entertainment for customers. On the other hand, depreciation of
warehouse facilities would not be controllable by the sales manager,
since he or she would have no power to authorize warehouse
construction.

In some situations, there is a time dimension to controllability.
Costs that are controllable over the long run may not be controllable
over the short run. A good example is advertising. Once an
advertising program has been set and a contract signed, management
has no power to change the amount of spending. But when the
contract expires, advertising costs can be renegotiated, and thus
management can exercise control over the long run. Another example
is plant acquisition. Management is free to build any size plant it
desires, but once a plant has been built, management is largely
powerless to change the attendant costs over the short run.

VIII. Translate into English.

3 MeTor0 OyXTanTepchKoro 00Ky, aHali3y Ta IJIaHyBaHHS BUTpa-
TH MIIIPUEMCTBA 00’ €AHYIOTBCS B OJHOPIJAHI TPYNH 32 PI3HUMHU 03-
HaKaMH. 3arajJoM BUTPATH IPYITYIOTHCS Ta O0TIKOBYIOTHCS 3a BUAAMH,
MicIleM BUHHKHEHHS Ta HOCISIMU BHTpAT.

Buau BUTpaT BH3HAYAIOTHCS BHXOJSYM 3 €KOHOMIYHOTO 3MICTY,
10 MICTUTBCSI B KOXKHOMY €JIEMEHT1 BUTpAT.

Micus BUHUKHEHHSI BUTpAT — L€ CTPYKTYPHI MiIPO3ALUIH, B SIKUX
BiTOYBa€THCS CIIO)KUBAHHS PECYPCIB Y BUPOOHUYHX, 30yTOBUX, aaMi-
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HICTPATUBHUX Ta 1HIIMX IIJIAX, TIOB SI3aHUX 3 0OOPOTOM KOIITIB IiJI-
NPUEMCTBA.

I[Tix TepmMiHOM HOCIi# BUTpAT CIiJl PO3yMITH HpOIIYKI_IIIO nlnaneM-
cTBa (BKJIIOYA0UU POOOTH Ta MOCIYTH), sIKA B TOH 1M IHIIMHA MOMEHT
MOXe nepe6yBaTI/1 Ha PI3HUX JOpeatizaliifHuX CTauisX, MOYHHAIOYH
BiJl cTajii mpuaOaHHs 3anaciB, MPU3HAYCHUX JUIA il BUITYCKY.

CraTTi BUTpaT — TMEBHHUIA BHJ BUTPAT, IO CTBOPIOIOTH COOiBap-
TICTH SIK OKPEMUX BHJIB IPOJYKIIii, TaK 1 CyKyITHOCTI BUTpAT Ha TOBAp-
HY IIPOJYKLIIO MANPHEMCTBA 3arajioM.

3a 0iIbOBUM CHPSAMYBAHHSM BHUTDPATH MiJNPHEMCTBA MOXHA
YMOBHO HOJUINTH Ha!

— OCHOBHI BUTpaTH;

— BUTPATH Ha 00CIIyrOBYBaHHSI;

— BUTpATH Ha YIPaBIiHHS.

OCHOBHI BUTpAaTH — L€ BUTPATH, OE3M0CEPEAHBO OB’ SI3aHi 3 TeX-
HOJIOTTYHHMM IPOIIECOM BUITYCKY MPOIYKIIii.

Butpatun Ha 00CIyroByBaHHS — 1€ BHUTpPAaTH HAa YTPUMAaHHS J0O-
MOMDKHUX ITIPO3LTIB (BKIIOYAIOYH BUTPATH HA 30yT) 1 MiAPO3IiTiB
COLIIAJILHOTO XapaKTepy.

Butparu Ha ynpaBniHHSI — BKJIIOYAIOTh BUTPATH Ha yTPUMaHHS i
00CITyroByBaHHs arapary ynpaBIiHHS BUPOOHHIMMH Ta HEBHPOOHU-
YUMHU MIAPO3AUIAMH, @ TAaKOK BUTPATH HAa YTPUMAaHHS W 0OCIYroBy-
BaHHsl allapaTy yNpasiliHHs HiANPUEMCTBA (aAMiHICTPATHBHI BUTPATH).

3a croco0oM BKIIFOYEHHS [0 COOIBApTOCTI OKPEMHUX BHAIB IPO-
JYKIii po3pi3HSAIOTh BUTPATH MPSIMI 1 HerHMl

Ipsivi BUTpaTH OE3MOCEPEHEO MOBSI3aHI 3 BUPOOHHULTBOM IIPO-
JYKIii; iX MO>KHA IPSMO BKIIIOYHUTH 10 cOOIBapTOCTI 32 BiJIOBIIHUMHU
o0’extamu 001iKy. Jlo BapTOCTI TaKMX pECypciB HajeXaTb 1 KUBa
mpars, SKa, BKIIYAE 3apoO0iTHY IUIaTy Ta COIialibHE CTpaxyBaHHS
HaiflMaHNX MPALIBHUKIB, 3afHATHX OC3MOCEPEAHIM BUIOTOBICHHIM
KOHKPETHHX BH/IIB nponyKuu

Hernpsimi BUTpaTH 1OB’s13aHi 3 BUPOOHHIITBOM BiJpasy KilbKOX abo
BCIX BHJIIB IIPOJYKLIIT IiIPHEMCTBA.

3a 03HAKOIO 3AIEKHOCTI BIA OOCSIIB BHITYCKY HPOAYKUII BUTpaTH
HiANPUEMCTBA MOIUISIOTH Ha MOCTINHI Ta 3MiHHI.

3MiHHI BUTpPAaTH HOPMYIOTBCS Ha KOKHY OJMHUIIIO MPOAYKIi, ix
PO3MIp 3MIHIOETBCS MPOMOPIIHHO 1O 3MIHH OOCATY BHITYCKY IPO-
JTYKIIii.

Po3mip mocTiiHUX BUTpAT HE 3aJIEKUTH BiJl 00CATY BUIYCKY IMPO-
IyKIIii, iX MATOMHNA pO3Mip y CKIIaJl 3aralbHUX BHUTPAT, 110 3MCHIITY-
I0Th (PIHAHCOBUU pe3yJbTaT, MpHU 30IbIIEHHI 00CATY BUIIYCKY CKOPO-
YYy€ThCS, a TIPH 3HIKEHHI — 301IBITY€EThCS.
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Text B

BREAK-EVEN ANALYSIS

Break-even analysis is not the report that is automatically
generated by most accounting software, nor it is one that is normally
produces by the accountant, but it is important analysis for any
business to have and understand. For any new business it is necessary
to predict what gross sales volume level it will have to achieve before
it reach the break-even point and then, of course, build to make a
profit. For early-stage businesses, accountants should be able to assess
their early prediction and determine how accurate these businesses
were, and monitor whether they are actually on track to make the
profits they need. Even the mature business would be wise to look at
their current break-even point and perhaps find ways to lower that
benchmark to increase profits.

You will start a break-even analysis by establishing all the fixed
(overhead) expenses of your business. Since most of these are done on a
monthly basis, don’t forget to include the estimated monthly amount of
line items that are normally paid on a quarterly or annual basis such as
payroll taxes or insurance. For example, if your annual insurance charge
is $9,000, use 1/12 of that, or $750 as part of your monthly budget. With
the semi-variable expense (such as phone charges, travel, and marketing),
use that portion that you expect to spend each and every month.

For the purpose of a model break-even, let’s assume that the fixed
expenses look as follows:

Administrative salaries $1,500
Rent 800
Utilities 300
Insurance 150
Taxes 210
Telephone 240
Auto expense 400
Supplies 100
Sales and marketing 300
Interest 100
Miscellaneous 400
Total $4,500
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These are the expenses that must be covered by your gross profit.
Assuming that the gross profit margin is 30 percent, what volume
must you have to cover this expense? The answer in this case is
15,000 — 30 percent of that amount is $4,500, which is your target
number.

The two critical numbers in these circulations are the total of the
fixed expense and the percentage of gross profit margin. If your fixed
expense is $10,000 and your gross profit margin is 25 percent, your
break-even volume must be $40,000.

You may do a break-even analysis before you even begin your
business and determine that your gross margin will come in at a
certain level. You will then be able to establish that your business will
break even (and then go on to a profit) at a certain level of sales
volume. But your prestart projections and your operating realities may
be very different. After three to six months in business, you should
compare projections to the real-world results and reassess, if
necessary, what volume is required to reach break-even levels.

Along the way, expenses tend to creep up in both the direct and
indirect categories, and you may fall below the break-even volume
because you think it is lower than it has become. Take your profit and
loss statement every six months or so and refigure your break-even
target number.

There are three ways to lower your break-even volume, only two
of them involve cost controls (which should always be your goal on
an ongoing basis).

1. Lower direct costs, which will raise the gross margin. Be more
diligent about purchasing material, controlling inventory, or increasing
the productivity of your labour by more cost effective scheduling or
adding more efficient technology.

2. Exercise cost controls on your fixed expense, and lower the
necessary total dollars. Be careful when cutting expenses that you do
so with an overall plan in mind. You can cut too deeply as well as too
little and cause distress among workers, or you may pull back
marketing efforts at the wrong time, which will give out the wrong
signal.

3. Raise prices! Most entrepreneurs are reluctant to raise prices
because they think that overall business will fall off. More often than
not that doesn’t happen unless you are in a very price-sensitive
market, and if you are, you really have already become volume
driven.

But if you are in the typical niche-type small business, you can
raise your prices 4 to 5 percent without much notice of your
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customers. The effect is startling. For example, the first model we
looked at was the following:

Volume $15,000
Direct costs 10,500 70 %
Gross profit 4,500

Raising the prices 5 percent would result in this change:

Volume $15,750
Direct costs 10,500 67 %
Gross profit 5,250

You will have increased your margin by 3 percent, so you can
lower the total volume you will require to break even.

You are in business to make a profit not just break even, but by
knowing where that number is, you can accomplish a good bit:

e You can allocate the sales and marketing effort to get you to the
point you need to be.

e Most companies have slow months, so if you project volume
below break-even, you can watch expenses to minimize losses. A few
really bad months can wipe out a good bit of previous profit.

e Knowing the elements of break-even allows you to manage the
costs to minimize the bottom line.

Once you have gotten this far in the knowledge of the elements of
your business, you are well on your way to success.

\ Key terms
J

Break-even analysis (cost-volume-profit analysis; CVP
analysis) — anami3z 06e330uTkoBOCTI — the technique used in the
management accounting in which costs are analyzed according to cost
behaviour characteristics into fixed and variable costs and compared
to sales revenue in order to determine the level of sales volume, sales
value, or production at which the business makes neither a profit nor a
loss. The technique is also used in decision-making to assist
management to determine such questions as the profit or loss likely to
arise from any given level of production or sales, the impact on
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profitability of changes in the fixed or variable costs, and the levels of
activity required to generate a desired profit.

Break-even point — Touka 0e330uTkoBOCcTi — the level of
production, sales volume, percentage of capacity, or sales revenue at
which an organization makes neither a profit nor a loss. The break-
even point may either be determined by the construction of a break-
even chart or by calculation. The formulae are:

break-even point (units) = total fixed costs/contribution per unit;

break-even point (sales) =

(total fixed cost x selling price per unit)/contribution per unit.

Contribution (contribution margin) — mapxuHaIEHUN TIPUOY-
Tok — the additional profit that will be earned by an organization
when the break-even point production has been exceeded. The unit
contribution is the difference between the unit selling price of a
product and its marginal cost of production. The total contribution is
the product of the unit contribution and the number of units produced.
This is based on the assumptions that the marginal cost and the sales
value will be constant.

Gross profit (gross margin; gross profit margin) — BanoBuit
npudyTok —the difference between the sales revenue of a business and
the cost of sales. It does not include the costs of finance, administration,
or distribution.

EXERCISES

T
=/

I. Find in the text Ukrainian equivalents to the following words
and word combinations and translate the sentences in which they
are used.

Accounting software; gross sales volume level; to assess prediction;
benchmark; payroll taxes; gross profit; break-even volume; an
ongoing basis; to be more diligent; to be reluctant; price-sensitive
market; startling effect; to wipe out.

II. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

Amnai3 0e330UTKOBOCTI; TOUKa 0€330MTKOBOCTI; Oi3HEC, SIKHH J10-
CSIT TIEBHUX PE3yJIbTaTiB; HAKJIAHI BUTPATH; MIOpivHA IJIaTa 3a CTpa-
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XYBaHHS; MICAYHHM OIO/DKET; BaJOBUU NpPUOYTOK; MEPEOIiHIOBATH;
MOBIJILHO 3pOCTATH; MiIBUIIYBATH I[IHW; MiHIMi3yBaTH BTpaTH; KiHIIE-
BHI pe3yNbTAaT.

II1. Answer the following questions.

1. Why is break-even analysis important for both early-stage
businesses and the mature ones?

2. What is break-even point?

3. What are the two critical numbers in the break-even analysis
calculations?

4. How often should you analyze your break-even and why?

5. What are the three ways to lower your break-even volume?

6. Why is it necessary for each businessman to know where the
break-even number is?

IV. Take one word from the left-hand column and one from
the right to complete each of the following sentences.

financial facilities
prime analysis
functional decisions
consumable process
maximum data
business profit
arbitrary materials
manufacturing cost

1. Accountancy provide financial data which is used to make
future business decisions.

2. In order to succeed, company managers try to make

because this is where capital growth comes from.

3. Because accountants rely on estimates rather than “true costs”,
they often have to make .

4. are used up in the manufacturing process but
are not part of the final product.

5. All the direct costs of manufacturing are referred to as

6. Overhead is the cost of providing which you
need to produce goods.
7. The management accountant should understand the
used to make a product in the factory.
8. Cost accounting uses which looks at where each
transaction comes from.
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V. Study the graphs and answer the following questions:
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1. What do the lines (a) and (b) in graph A represent?
aaT  C

b)S

What is point (c) called?

) - _POINT

What do areas (d) and (e) represent?

d)

e)______

2. What is area (f) in graph B known as?
M N OF SAFETY

3. How much are fixed expenses per annum in graph A?
4. How much are fixed expenses in B?
5. Which graph is a basic profit graph?

VI. Task 1. Which of the following manufacturing steps is
being described below?

assembly dispatch finishing maintenance
material material ackin production
handling storage p g set-up
. . quality .
production purchasing control sourcing

finding suppliers sourcing

buying

receiving and moving materials

providing space and the necessary

conditions for keeping materials

preparing machines for manufacture

keeping the machines in working order

making products

putting the products together

applying a protective cover to the product

10. checking to make sure the product reaches
the correct standard

11. putting products in boxes and crates

12. transporting the finished products

el

LR N

Task 2. Fill in the missing words in the sentences below.
Choose from the following.

Appropriate; cost driver; overhead; overstate; selling
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Costing methods are used to decide product (1) prices and
profitability. (2) costs are charged to products. A mistake in
the method of calculating could (3) the cost of the product.
The activity costing method means allocating the (4) share of
activities to each product. A factor which influences the cost of an
activity is known as a (5) and is used to calculate how much
should be apportioned to each product.

VIL. Task 1. Match the following phrasal verbs with a synonym
on the right.

1. go ahead (a) arrange/display
2. run into (b) proceed

3. go over to (c) understand

4. put forward (d) cause to happen
5. bring in (e) avoid

6. get out of (f) encounter

7. set out (g) change

8. make out (h) submit

9. bring about (i) earn

Task 2. Fill in the missing phrasal verbs in the sentences below.

1. The increase in raw material prices will a reduction in
profits.
2. The contract to refit the cruise liner will much needed
revenue.
3. Include all the relevant figures on the performance report then
it for senior management.

4. The company have problems of setting realistic budgets
because they have a poor accounting system.

5. The department managers have to their budgets by the
end of this week.

6. Because of incomplete records, it is impossible to how
the final figures were calculated.

7. It’s amazing what some firms will do to paying

corporate tax.
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8. Profits over the last three years have increased steadily and the

firm has decided to with the expansion of the business.

9. Because of large variances between the budgeted and actual
costs, they should a different method of calculating the
variance.

VIII. Translate into English.

Merta aHaiizy 0e330MTKOBOCTI — BH3HAYEHHS O0OCATY TPOIYK-
Lii, A7Is1 AKOTO OOCAT BUPYYKHU Bill MPOAAKIB JOPIBHIOE BHTPATAM.
Konu ob6csar nmpogaxiB HIDKYHM 1€l TOYKH, pipma 3a3Ha€e 30HUTKIB,
a B TOYlll, e BUPYYKa JOPIBHIOE BUTpaTaM, hipma Bene Oi3Hec Oe3-
30UTKOBO.

O6csir mponaxiB y TO4LI 6e330MTKOBOCTI SBIISE COOOKO BapTICTh
0e330MTKOBUX NPOJAXKIB, @ LiiHA OAMHULI NPOAYKUIl B LbOMY pasi €
0e330MTKOBOIO LIHOK NMPOJAXIB. SIKIO BUPOOHHYA NIpOrpama BKIIO-
4a€ PISHOMAHITHI MPOIYKTH, TO sk OYAb-IKOro 6€330HTKOBOrO 00-
CSATY MPOJAXKIB iICHYBATHMYTh Pi3HI BapiaHTH IiH Ha BUPOOH, ajne He
Oyne enrHOI 6€330MTKOBOT IiHH.

Anati3 6e330HTKOBOCTI Nepe/ibadae Taki JOIyIICHHS:

® HC BPAaxXOBYIOTbCS 3MIHM BMPOOHMYMX 3amacie 3 mepiofy B
niepiof] (06cAT BUpOOHHUIITBA JOPIBHIOE OOCITOBI TIPOIAXKIB);

® MIOCTIiiHI omnepaliifiHi BUTPATU OJHAKOBI AJisi OyAb-IKOro o0cAry
BUPOOHUIITBA;

® 3MIHHI BUTPAaTH 3MIHIOIOTHCS IPONOPUIHHO 0GCAry BI/Ip06HI/ILIT-
Ba, a OTXKE, 3araAJIbHUI 00CAT BUTPAT TAKOXK 3MIHIOETHCS TIPOTIOPIIIITHO
06c;1ry BI/IpO6HI/II_ITBa,

® [[iHA TPOAYKTY BBAXKAETHCS MOCTIHHOIO BEIHMYUHOIO IMPOTITOM
UKy TTPOEKTY;

® 4acTKa MPOJaXy MPOJYKTY B 00CSI31 BUPYYKU HE 3MIHIOETHCS

® HE3MiHHI BUTPATH BBAKAIOTHCS MMOCTIHHUMU.

3a3HaueHi 0OOCTaBHHU XO04a W 3HIKYIOTh MOKJIMBOCTI 3aCTOCYBaH-
HSl TAHOTO METOJY, ajieé TIPOCTOTa PO3PaxyHKiB poOUTH WOTO JOCHUTH
MOMYJISIPHUM Ha TPAKTHIIL.

Touka 6e330UTKOBOCTI — I1€ 00CST peaisaiii, Mpu AKOMY JTOXOIH
HiAMPUEMCTBA JOPIBHIOIOTH HOTO BUTpaTaM.

MapskuHaJIBHAN TOXi]] HAa OJWHUITIO MPOYKITIT — I1€ PI3HHIIT MiX
I[IHOXO OJMHMIII TPOAYKIIIi Ta CepeTHIMU 3MIHHUMH BUTPATaMH.

Jnst po3paxyHKy TOUKHM 6e330MTKOBOCTI B TPOIIOBHX OXMHHILIX
NOCTIHHI BUTPAaTH BIAHOCATH 0 KOS(ILIEHTY MapKUHAIBHOTO [0XO-
ny. KoedinieHT Map)KUHAIBHOTO TOXOIY — II€ BiTHOIICHHS MapiKu-
HAJIBHOTO JIOXOMY BiJ peami3arii mpoayKIii 10 1 IiHH.
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IX. Summarize the text in 50 words.

OCOBJIMBOCTI OBJIIKY BUTPAT TA KAJIBKYJIIOBAHHSA
COBIBAPTOCTI Y POCJIMHHUIITBI

Po3BUTOK PUHKOBHX BiJIHOCHH B YKpaiHi 3yMOBHB 3pOCTaHHS IO-
TpeOu B 00iKOBiH iHpOpMaIIii, HEOOXITHOT IS YIIPaBIIHHS TiIpPU-
€MCTBOM. BpaxoByroun TeHJEHIIi PO3BUTKY MIKHAPOIHOT €KOHOMi-
KH, TpouecH riodamsanii, Beryn Ykpainn xo CeiTooi oprasisanii
TOPriBII Ta eKOHOMIYHO] IHTerpauii 10 €BPOEHCHKOro CHiBTOBapHC-
TBA, BAYKJINBOIO NEPETYMOBOIO JOCSTHEHHSI YKpPaiHOIO BUCOKOTO PiB-
HS PO3BUTKY € KOHKYPEHTOCIIPOMOXKHA CUTBCHKOTOCIOJAapChKa IPO-
YKL

YIpaBIiHCHKUH OOJIIK BIAIrpae BaXKIIMBY POJIb B CTBOPEHHI KOHKY-
peHTOCHpOMO>KHOCT1 GizHecy. ITocTiHHNA PO3BUTOK YIPABIIHCBKOIO
00Ky MOB’s13aHUH 3 HEOOXITHICTIO BIUTUBY HAa MEXaHI3M YIpaBIIiHHSI
CUIBCHKUM T'OCIIOJIAPCTBOM, SIKE€ MIOBUHHO MepeOyBaTH B CTaH1 MOCTIiM-
HOTO YZIOCKOHAJICHHSI.

VYrpaBiiHHS BUTpaTaMH Ha CUTBCHKOTOCHOJAPCHKUX ITiIPUEMCT-
Bax € BOXKIMBUM 3aC000M MOOYIOBU CHCTEMH OOJIIKY BHTPAT, 3 ypa-
XyBaHHAM CTPAaTEriYHMX Ta TAKTHYHHX LUICH i BUMOT KEpIBHUITBA.
Lle ckmamgamii mporec, Mo mepeadadae He TUTBKH 3BaXeHY Kiacugi-
Kallilo, a i CUCTEeMaTHYHHI MOHITOPUHT (JaKTHYHHX BUTpAT Ta iX MO-
BEJ[IHKY TIi/T BIUTMBOM BHYTPIIIHIX 1 30BHINTHIX (h)aKTOPiB, TPUHHATTS
pILIEHD 11010 MOJIIMIIEHHS CTPYKTYPH CO0IBapTOCTI MPOIYKIIii, I[IHO-
YTBOPEHHSI.

Ha >xanp O1bIIiCTh TOCIIHKEHD, 10 TIPOBOIMIMCS OCTAaHHIMH PO-
KaMM y Tally3l yIpaBIiHCbKOTO 00JiKy, OYyJM MPUCBSYEHI IPOMHUCIO-
BOMY YMPaBIIHCHKOMY OOJIKY, KW PO3TJISLAA€ 3arajibHi MOJIOKEHHS
[I0/I0 METOJUKH BEJCHHS OOJIKY i HE TOPKA€EThCS OCOOIMBOCTEH 110-
OynoBH 00Ky Ha CLIBCHKOIOCIIOAAPCHKHX MIPHEMCTBAX.

B ymoBax 06Me:KEHOCTI peCypeiB i JOCATHEHHS IIAHOBOT eheKTHB-
HOCTI BUHHUKA€E NOTpeba MOCTIHOTO MOPIBHIHHS MOHECEHNUX BUTPAT 1
OTpUMaHUX pe3ynbTaTiB. Ll mpoOieMa MOCHITIOETHCS TiJl BILTHBOM
1HGIAIIT, KoK TaHi PO BUPOOHWYI BUTPATH HEOOXiTHO TOBCAKICH-
HO IOPIBHIOBATH 3 MailOyTHIMU BUTPaTaMH, LIO 3HAYHOIO MIPOIO 3a-
JICKHUTH BiJ BIUIMBY 30BHIIIHBOTO Cepe/ioBUIla. MOKIMBICTD YCYHCH-
Hs a0o nepeuGaquHﬂ BILUIMBY 0araTbOX HEraTWBHHX BHYTPILIHIX I
30BHIIIHIX ()aKTOPIB 3’SBISETHCS 3aBISKHU PaAllilOHAILHO OPraHi3oBa-
HOMY OOJIIKY BUTpAT Ha BUPOOHHIITBI.

[Iponykiiist pOCIMHHUITBA 3HAXOUTHCS Y TICHOMY 3B’SI3KY 3 KiJb-
KICHUMHU Ta SKICHUMH XapaKTepHUCTHKaMH BHTpadeHuX pecypcis. Jo-
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CJIIDKEHHS TaKHX B3A€EMO3AJICKHOCTEH € JIOCUTh TPYIOMICTKUM IIPO-
necoM. [Ipucytns nocriitna ﬁMOBipHiCTb BUTpPAT K Ha eTami BUpPOO-
HUIITBA, IPOXO/KEHHS MPOAYKIIii, TaK 1 Ha CTail MPOJaxKy.

O6u1ik BUTpAT Ta KaJbKYIIOBaHHS COOIBAPTOCTI MPOIYKIIi B POC-
JUHHUITBI BEACTHCS 3a €IMHUMH 3 IHIIUMHU TaTy3sIMH HapOJIHOTO
rOCIIOIapCTBA MPHUHIUITIAMH, OJIHAK, SIK OCHOBHA Tajly3b CLIbCBKOTOC-
MOJIAPCHKOTO0 BUPOOHUIITBA, MA€E CBOi crienu(idHi 0COOIMBOCTI: ce-
30HHUI XapaKTep, 3aleKHICTh BiJl IPUPOAHKX (aKTOPIB, CIeLiani3a-
uis Tomwo. Km0 BHPOOHMUTBO CIeLiaNi30BaHe Ha OJHIA rpymi
KyJIBTYp, TO OOJIK BUTPAT AOLLILHO BECTH B LLIOMY JUIsl FOCIIOAAPCT-
Ba. Y BUNAJKYy KUIBKOX HAmNpsMIiB AiSJILHOCTI, J€ € OKpPEMi BHIH TOBAp-
HOI MPOJYKIIii, BAPTO BECTH JETalli30BaHUN OOJIIK 3a LIEHTPaMU BU-
TpaT MO0 KOKHOTO 00’€KTa 001Ky 3 OKPEMOro BHILY MPOIYKIIIi.

KaJ'IBKYJ'IIOBaHHH c06IBapTOCTI OIMHULI IPOAYKLi (POOIT, mOCIYT)
3[ICHIOEThCS ISl BU3HAYCHHS e(peKTHBHOCTI 3alUlaHOBaHNX 1 (ak-
THUYHO 3/1MCHEHUX arpOTEeXHIYHUX, TEXHOJOTIYHNUX, OPTraHi3aiifHuX 1
€KOHOMIYHUX 3aXOJiB, CIIPSIMOBAHHUX HA PO3BUTOK BUpOOHHITBA. [Ipn
IILOMY TTOCTIiiHI 3araJIbHOBUPOOHNY1 BUTPATH BKIFOYAOTHCS JO CKJIa-
Zy BUPOOHMYOI COOIBapTOCTI MPOAYKLUI B IOBHOMY 00Cs3i JHIIe Y
pasi, kon pakTHIHuH 00CsT BI/Ip06HI/ILITBa JIOpiBHIOE 200 TIEPEBHIILYE
HOPMAIIbHY HOTYXKHICTh. SIKINO MOTYXHMH 0OCAT BUPOOHMITBA HIXK-
anii BiJi OYIKYBAHOTO CEPEAHBOrO PIBHS BUPOOHMITBA, TO IO CKIALy
BUPOOHNYOT COOIBAPTOCTI MPOMYKIIii BKITFOUAETHCS JIMIIE YACTHHA TO-
CTIHHMX 3araJlkHOBUPOOHWYMX BHUTpaT. Pemra BHUTpar, sSKi Ha3WBa-
I0THCSl HEPO3MOIIICHUMH, BU3HAIOTHCS BUTPATAMU 3BITHOTO MEPIOy.

Ce30HHUH XxapakTep BUPOOHHIITBA MPOYKIIii POCTHHHUITBA JIHK-
Ty€ HEOOXITHICTh MapalieIbHO 3 TPSIMHUMHU BPAaxOBYBATH IIe W HETIPS-
Ml BHUTpaTH. 3 METOI0 ONEepaTUBHOI 1H(oOpMauii A YHpaBIiHHS
OCTaHHI JIONIJTFHO MIOMICAIIS BIIHOCHTH Ha 00’ €KTH OOJIIKY 1O BCTa-
HOBJICHHX HOPMATHBAX, LIO JO3BOJSIE OLIBII YiTKO OPIEHTYBATHCA
IpH [PUAHATTI praBJ'IlHCLKI/IX pimenb. JlonaBaHHs HENPSIMHUX BH-
TPAT JIOri4HO 3AIACHIOBATH B CHCTEMI YIPABIIHCBKOro 00miKy. Lle n03-
BOJIMTH OPIEHTYBATUCS Y PO3MIPAX NPSIMHX 1 HEPSIMHUX BUTPAT Ha BU-
POLLYBaHHs CLIBCHKOrOCIOAAPCHKUX KYJIBTYp Bifpasy micis 36upas-
HS YpO’Kalo, a HE B KiHIII POKY.

[lepeBakHa OUIBIIICT AAMIHICTPAaTUBHUX BUTpPAT IOB’s3aHA 3
MIPOIIECOM BUPOOHMIITBA, TOMY B CIJTbCHKOMY TOCIIOJApPCTBI TaKi BU-
TpaTH JOTIYHO BiAHOCUTH Ha cOOiBapTicTh Mpoaykmii. B HuX B3arami
HE MOXXE UTH MOBa PO HASBHICTh OKPEMOI IPYIH BUTPAT, SIKI HAa3H-
BalOTHCS a/IMIHICTpaTHBHUMU. JIumie KpymHi Oaratoraiy3eBi CLIbCh-
KOTOCHOJIapChKi MIANPUEMCTBA, K1 MalOTh MEPEpPOOHI MPOMMCIOBI
MiAPO3/IUTH, MOKYTh BUIUISITH aIMiHICTpaTHBHI BUTpaTu. Lle oOrpyH-
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TOBYETHCS THM, IO COOIBapTiCTh Mae OyTH peajbHO0, BKIIOYATH
npsiMi 1 HepsIMi BUTpaTH, 110 3a0e3meuyroTh BUPOOHHUITBO. [HaK-
LIe BOHA HE MOXE e(eKTHBHO BUKOPUCTOBYBATHCS HPU NPHAHSTTI
YIPaBIIHCHKUX PIillIeHb, [0 HETATUBHO BIUIMBAE HA €KOHOMIKY TiJI-
NPUEMCTBA.

BuBYeHHs ckiamy craTeil BUTpAT POCIMHHMIITBA TOKA3ajo, M0 B
PI3HHX TIiANPUEMCTBAX BIH HEOMHAKOBUH. JlOCIIIKEHHS ITiITBEP-
JDKYEOTb, 110 HEJIOLIJIHHO IIEHTPaTi30BaHO BCTAHOBJIIOBATH HA3BU CTa-
TeH, 1Mo SKUX BeneThesl oOumik. [limmpueMcTBY Mae HalaBaTHCS TIPAaBO
CaMOCTIHHO BHPINIyBaTH MUTAHHS PO OOrPYHTYBaHHS CKJIAIy CTaTeit
BUTpAT.

@ SITUATIONS FOR DISCUSSION
-

Situation 1.

Greensward Ltd manufactures lawnmowers. It has the following
costs:

sales staff salaries

purchases of cutter blades

wages of assembly workers

rent of factory

rates for offices

royalties paid to Swedish designer of lawnmower

purchases of materials for construction of grass box

depreciation of factory machinery

advertising expenses

chief executive’s salary.

Required: Classify the costs into:

a) direct production costs

b) factory overhead expenses

¢) administrative overhead costs

d) selling and distribution overhead costs.

Situation 2.

Various costs associated with the operation of a factory are given
below.

1. Plastic washers used in auto production.

2. Production superintendent’s salary.

3. Laborers assembling a product.

4. Electricity for operation of machines.
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5. Janitorial salaries.
6. Clay used in brick production.
7. Rent on a factory building.
8. Wood used in ski production.
9. Screws used in furniture production.
10. A supervisor’s salary.
11. Cloth used in suit production.
12. Depreciation of cafeteria equipment.
13. Glue used in textbook production.
14. Lubricants for machines.
15. Paper used in textbook production.
Required: Classify each cost as either variable or fixed with
respect to volume or level of activity. Also classify each cost as being
either direct or indirect with respect to units of product.

Situation 3. Classification of salary cost.

You have just been hired by the Ogden Company, which was
organized on January 2 of the current year. The company manufactures
and sells a single product. It is your responsibility to coordinate
shipments of the product from the factory to distribution warehouses
located in various parts of the United States so that goods will be
available as orders are received from customers.

The company is unsure how to classify your $30,000 annual salary
in its cost records. The company’s cost analyst says that your salary
should be classified as a manufacturing (product) cost; the controller
says that it should be classified as a selling expense; and the president
says that it does not matter which way your salary cost is classified.

Required: 1. Which view point is correct? Why?

2. Is the president correct in his statement that it doesn’t matter
which way your salary is classified?
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BUDGETING

CHAPTER VIII>

This chapter presents the basic concepts and procedures used
to develop budgets that assist management in planning and
controlling a firm’s financial performance.

After studying this unit you should be able to:

1. Understand the need for budgeting.

2. Define budgeting and explain the difference between planning
and control.

3. Enumerate the principle advantages of budgeting.

4. Explain the limitations of budgetary control.

5. Show how different types of budgets relate to the master
budget.

Active vocabulary:

adverse variance — HECIIPHUATINBE BiIXUICHHS
anticipate — mepembavatu

assure — rapaHTyBaTH, 3alICBHATH

attain — J0CsTaTH, TOMaraTucs

budgetary control — KOHTpOJIb BUKOHAHHS OFO/KETY
complacency — caMOBJIOBOJICHHS

contradictory — cymnepeunBuit

favourable variance — cHpusTIMBE BiIXUJICHHS
financial condition — ¢inancoBwHii cTaH

flexible budgeting — ruyuke 6romKeTyBaHHS
intertwine — mieperutiTaTH(cs)

performance — BUKOHAHHS, pe3yAbTATH AiSTHHOCTI
perpetual budget — 6e3cTpokoBHit Or0TKET
recession — cmaj, 3HKCHHS

stewardship function — ¢yHKIIis KepyBaHHS.
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Text A

BUDGETING: A MANAGEMENT TOOL
FOR FINANCIAL PLANNING AND CONTROL

Nearly everyone prepares and uses budgets of some sort, even
though many of the people who do so may not recognize what they
are doing as budgeting. For example, most people make estimates of
the income to be realized over some future time period and plan
expenditures for food, clothing, housing, and so on. As a result of this
planning, spending will usually be restricted by limiting it to some
predetermined, allowable amount. In this type of action, a budget is
used as a control device. At other times, individuals use estimates of
income and expenditures to predict what their financial condition will
be at some specific future time. The budgets involved here may exist
only in the mind of the individual, but they are budgets nonetheless in
that they involve plans of how resources will be acquired and used
over some specific time period.

The budgets of a business firm serve much the same functions as
the budgets prepared informally by individuals. Business budgets tend
to be more detailed and to involve more work in preparation (mostly
because they are formal rather than informal), but they are similar to
the budgets prepared by individuals in most other respects. Like
personal budgets, they assist in planning and controlling expenditures;
they also assist in predicting operating results and financial condition
in future periods.

The terms planning and control are often confused, and occasionally
they are used in such a way as to suggest that they mean the same
thing. Actually, they are two quite distinct concepts. Planning
involves the development of future objectives and the preparation of
various budgets to achieve these objectives. Control involves the
steps taken by management to assure that the objectives set down at
the planning stage are attained, and to assure that all parts of the
organization function in a manner consistent with organizational
policies. To be completely effective, a good budgeting system must
provide for both planning and control. Good planning without
effective control is time wasted. On the other hand, unless plans are
laid down in advance, there are no objectives toward which control
can be directed.

Accounting fulfills two purposes:

— the stewardship function
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— the management function.

The management function can be broken down into:

e planning;

e coordinating;

e communicating;

e decision-making;

e controlling.

Budgets help to achieve all five of these functions.

¢ The budgets produced by a business are “plans expressed in
money”. The budgets show what management hopes to achieve in a
future time period in terms of overall plans as well as departmental
plans.

¢ The individual budgets are intertwined with each other — they
depend on each other and influence each other. There is a need to
ensure that the individual budgets are not contradictory or in conflict.

¢ Because of the inter-dependency and the coordination of the
budgets, managers must communicate with each other when preparing
budgets — they must also communicate the plans to staff below and
management above.

¢ The nature of forecasting means that decisions have to be made.
If profits are to increase then decisions must be made regarding sales;
production levels etc.

+ Budgets will be compared with actual results. Remedial action
can then be taken when actual results are worse than budgeted results.
In cases where actual results are better than those budgeted, examples
of good practice may be identified and copied elsewhere in the
organization.

One of the great values of budgeting is that it requires managers to
give planning top priority among their duties. Moreover, budgeting
provides managers with a vehicle for communicating their plans in an
orderly way throughout an entire organization. No one has any doubt
about what the managers want to accomplish or how they want it
done. Other benefits of budgeting are:

1. It provides managers with a way to formalize their planning
efforts.

2. It provides definite goals and objectives that serve as
benchmarks for evaluating subsequent performance.

3. It uncovers potential bottlenecks before they occur.

4. It coordinates the activities of the entire organization by
integrating the plans and objectives of the various parts. By so doing,
budgeting ensures that the plans and objectives of the parts are
consistent with the broad goals of the entire organization.
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But along with the advantages that budgeting has, everyone should
remember about its limitations.

e Budgets are only as good as the data being used — if data is
inaccurate the budget will be of little use. Should one departmental
budget be over-optimistic or pessimistic this will have a “knock-on
effect” on other associated budgets.

e Budgets might become an over-riding goal — this could lead to
a misuse of resources or incorrect decisions being made.

e Budgets might act as a demotivator if they are imposed rather
than negotiated.

¢ Budgets might be based on plans that can be achieved easily —
so making departments/managers appear to be more efficient than
they really are. There is also a possibility that this could also lead to
complacency and/or under-performance.

¢ Budgets might lead to departmental rivalry.

Budgets covering acquisition of land, buildings, and other items of
capital equipment (often called capital budgets) generally have quite
long time horizons and may extend 30 years or more into the future.
The later years covered by such budgets may be quite indefinite, but
at least management is kept planning ahead sufficiently to ensure that
funds will be available when purchases of equipment become
necessary. As time passes, capital equipment plans that where once
somewhat indefinite come more sharply into focus and the capital
budget is updated accordingly. Without such long-term planning an
organization can suddenly come to the realization that substantial
purchases of capital equipment are needed, but find that no funds are
available to make the purchases.

Operating budgets are ordinarily set to cover is one-year period.
The one year period should correspond to whatever fiscal year the
company is following, so that the budget figures can be compared
with the actual results. Many companies divide their budget year into
four quarters. The first quarter is then subdivided into months, and
monthly budget figures are established. These near term figures can
usually be established with considerable accuracy. The last three
quarters are carried in the budget are quarterly totals only. As the year
progresses, the figures for the second quarter are broken down into
monthly amounts, then the third quarter figures are broken down and
so forth. This approach has the advantage of requiring a constant
review and reappraisal of budget data.

Continuous or perpetual budgets are becoming very popular.
A continuous or perpetual budget is one that covers a 12-month
period but which is constantly adding a new month on the end as
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the current month is completed. Advocates of continuous budgets
state that this approach to budgeting is superior to other approaches
in that it keeps management thinking and planning a full 12 months
ahead. Thus, it stabilizes the planning horizon. Under other budget
approaches the planning horizon becomes shorter as the year
progresses.

Key terms

s

Budget — Oromxer — a financial or quantitative statement,
prepared prior to a specified accounting period, containing the plans
and policies to be pursued during that period.

Budget period — O6romkernuii mepiogq — a period for which a
budget is prepared and during which it is intended to apply. It is usual
for the budget period to be a year, but it is often broken down into
shorter control periods, such as a month or a quarter. The budget
periods should coincide with the accounting periods adopted by the
organization.

Capital budget (capital expenditure budget, capital investment
budget) — xaniTaneHuit 610/pkeT — the section of the master budget
that covers the amount of capital expenditure an organization expects
to undertake within a given budget period.

Continuous budget — 6e3cTpokoBuii OroxeT — a budget for a
future month or a quarter, which is added to an organization’s budget
as the latest month or quarter is dropped. The budget for the entire
period is revised and updated as necessary, which encourages
management to consider continuously short-range plans of the
organization.

Control — xepyBanHs, Harjsig, KoHTpods — the ability to direct
the financial and operating policies of another undertaking with the
intention of gaining economic benefits from its activities.

Functional budget — dynxiionansauii 6r0KeT — a financial or
quantitative statement prepared for a function of an organization; it
summarizes the policies and the level of performance expected to be
achieved by that function for a budget period.

Planning — nnanyBanus — one of the functions of management
accounting in which plans for the future activities and operations of an
organization are incorporated into its budgets.

197



;\ EXERCISES

I. Find in the text Ukrainian equivalents to the following words
and word combinations and translate the sentences in which they
are used.

To make estimates of the income; to plan expenditures for food,
clothing, housing; allowable amount; to predict financial condition; to
acquire resources, development of future objectives; to fulﬁll
purposes; overall plans; inter-dependency; forecasting; remedial
action; top priority; benchmarks; evaluate subsequent performance;
knock-on effect; an over-riding goal; to lead to complacency and/or
under-performance; to be updated; capital equipment; operating
budget; to break down into monthly amounts; reappraisal of budget
data.

II. Find in the text English equivalents to the following words
and word combinations. Make sentences of your own with these
phrases.

OOMexyBaTH BUTpATH, HE3Ba)KAIOUM Ha; OCOOMCTHI OIOIKET; 10-
NoMaraTH y TJIaHyBaHHI Ta KOHTPOJII 32 BUTpAaTaMU; LIJIKOM BIIMIiHHI
aCIIeKTH; MapHa TpaTa 4acy; [epeIUliTaTUCs OJMH 3 OLHUM; NepeBari
6}0)1>1<eTy, BU3HAYCHI LIl Ta 3aBJAaHHs, HCTOYHI JaHi; CaMOBIOBO-
JICHHS[; KOHKYPCHIis MDK BIJILIAMH; JOBIOCTPOKOBE ILUIAHYBaHHS,
HasiBHI (OHIM; (DIHAHCOBHUI PIK; MIAPO3AUIATH; MiAXOIM, OO CKIa-
JIaHHS OIOJKETY.

II1. Fill in the missing words in the sentences below by making
combinations with the word budget. In some expressions budget
appears as the second word. Choose from the following.

appropriation; cash; committee; current; fixed; functional;
master; officer; period; principal; selling

1. Next year’s budget is being prepared by the budget committee
over the next few weeks.

2. They haven’t taken variable output levels into account and have
set a of $800,000 for raw materials.
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3. The sales manager has to give his budget estimate to the
by tomorrow morning so that he can check it before the
meeting next week.

4. For most companies the is a year but due to the
rapidly changing nature of the fashion industry they prepare their
budget every four months.

5. There is a limit to the amount of money which may be sent on
research and development, so an has been prepared.

6. In order to have an effective management control system, we
prepare a for a short period of time.

7. The market demand is for 900,000 units, but the existing plant,
which is only capable of producing 500,000 units, is the

factor.

8. The marketing department is divided into ten territories, each
with its own .

9. Sales reps’ salaries, rent for sales offices, advertising and
publicity are some of the items included in the

10. In order to make sure that there will be enough cash available to
meet demands and provide additional finance if required, a
must be prepared.
11. The budgeted profit and loss account is incorporated in the final
once the board of directors has agreed it.

IV. Answer the following questions.

1. What is a budget? What is budgetary control?

2. “As a practical matter, planning and control mean exactly the
same thing”. Do you agree? Explain.

3. How do budgets help to achieve five of the management
functions?

4. Discuss some of the major benefits to be gained from budgeting.

5. What limitations may budgets have?

6. What are the main differences between capital budgets, operating
budgets and continuous budgets? Describe benefits and drawbacks of
each one.

V. Read the text about different types of budgets, study the key
terms given below the text and retell the text using the given key
terms.

The master budget is a network consisting of many separate
budgets that are interdependent. The most important ones are the sales
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budget, the production budget, the purchases budget, the debtors’
budget, the creditors’ budget, cash budget.

The sales budget is generally the first budget to be prepared since
most businesses are sales led. It shows predicted sales and revenues
that are expected to be generated for the budget period.

Once the sales budget has been drawn up the other budgets can be
prepared using the information from the sales budget. If the sales
budget is inaccurate, these inaccuracies will filter those and make the
other budgets inaccurate too.

The budget will be based on sales forecasts for the budgeted
period.

Sales forecasts are very difficult to prepare because there are so
many variables that are out of the control of the managers preparing
the budget.

These variables could include:

e actions of customers — customers changing to or from other
suppliers

e actions of competitors — competitors increasing or decreasing
their price

o the state of the economy — the economy in a state of (boom or
bust)

e governmental action — changes in the levels of taxation;
changes in government spending; imposition of sanctions etc.

The production budget is prepared to determine whether the
required future levels of production necessary to satisfy the
anticipated, the level predicted sales are attainable. It decides on the
quantities of finished goods that must be produced to meet expected
sales plus any increase in the stock levels that might be required.

The purchases budget is required to determine the quantities of
purchases required either for resale or for use in a production process.
The calculation to be used is similar to that used in compiling a
production budget.

The debtors’ budget forecasts the amount owed to a business by
credit customers at the end of each month. The debtors’ budget is
linked to the production budget; to the sales budget; and to the cash
budget. It will also take into account the length of credit period that is
allowed on outstanding customers’ balances.

The creditors’ budget forecasts the amounts that will be owed to
creditors at the end of each month. It is linked to the purchases budget
(i.e. purchases of components or raw materials in the case of
manufacturing business or purchases of goods for resale in the case of
retailing business) and to the cash budget.
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The cash budget shows estimates of future cash incomes and cash
expenditures. It is usually prepared monthly and includes both capital
and revenue transactions. It is drawn up to help management be over
of any potential shortages or surpluses of cash resources that could
occur; thus allowing management to make any necessary financial
arrangements.

The preparation of a cash budget:

e helps to ensure that there is always sufficient cash available to
allow the normal activities of the business to take place

e will highlight times when the business will have cash surpluses,
thus allowing management time to arrange short-term investment of
those surpluses in order to gain maximum return

o will highlight times when the business might have cash deficits,
thus allowing management to arrange short-term alternative sources of
finance through the arrangement of overdraft facilities or the
arrangement of extended periods of credit or the re-structuring of
existing longer-term depts.

Just like all the individual ingredients that are put together to make
a successful meal, after all the separate budgets are prepared they are
drawn together to prepare the master budget.

This provides a summary of all the planned operations of the
business for the period covered by the budgets. It is a sum of all the
individual budgets prepared by the different parts of the business.

It is made up of:

— a budgeted manufacturing account (where appropriate)

— a budgeted trading account

— a budgeted profit and loss account

— a budgeted balance sheet.

Key terms

wJ

Cash budget (cash-flow budget, cash-flow forecast) — Gromker
komTiB — a budget that summarizes the expected cash inflows and
the expected cash outflows of an organization over a budget period,
usually prepared on a monthly basis. It is the result of the analysis in
cash-flow terms of the functional budgets and the capital budget,
adjusted by other cash-flow items, such as interest, tax, and dividend
payments. It is used as a planning aid to determine when cash
surpluses are likely to be available for investment or when cash
deficits are likely to arise requiring additional finance.

201



Master budget — ronoBuuii Gro/KeT, Maiictep-Oroxer — the
final coordinated overall budget for an organization as a whole, which
brings together the functional budgets, the capital budget, and the
cash-flow budget, as well as the budgeted profit and loss account and
balance sheet for the period.

Production budget (operating budget) — BupoOHUUMIt OromKET —
a budget set for the production function of an organization under a
system of budgetary control, which includes, inter alia, the production
volumes and the production cost to be incurred in a budget period. It
will usually provide an analysis of the budgets by product and by
accounting period.

Purchases budget — 6romxer 3akymiBmi — a budget set for the
purchasing function of an organization under a system of budgetary
control, which plans the volumes and cost of the purchases to be made
in a budget period. It will usually provide an analysis of the budgets
by material and by accounting period.

Sales budget — 6romxeT mpogaxis — a budget set for the sales
function of an organization under a system of budgetary control; it
includes, inter alia, the sales volumes and the sales revenues to be
achieved in a budget period. It will usually provide an analysis of the
budgets by product, market segment, and by accounting period.

VL. Fill in the missing prepositions and adverbs. Translate the
passages into Ukrainian.

of (5), against (3), toward (2), hence (1), at (3), since (1), from
(2), on (1), to (1)

A static budget has two characteristics:

It is geared  only one level activity.

Actual results are always compared _ budgeted costs __ the
original budget activity level.

A flexible budget differs a static budget  both these

points. First, it does not confine itself only one level activity,
but rather is geared _ arange  activity. Second, actual results do
not have to be compared  budgeted costs the original budget
activity level. the flexible budget covers a range ___ activity, if
actual costs are incurred _ different activity level __ what was
originally planned, then the manager is able to construct a new
budget, as needed, to compare _ actual results. _ , the term
flexible budget.
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however (1), in (4), along with (1), by (2), as well as (1), to (2),
only (1), of (3), for (3), at least (1), on (1), with (1).

Should the flexible budget contain fixed costs _ variable costs?
The term flexible budget implies variable costs . As a practical
matter, _, most firms include fixed overhead costs __ the budget
as well.

Fixed costs are often included the flexible budget two
reasons. First, the extent that a fixed cost is controllable  a
manager, it should be included  the evaluation  his or her
performance. Such costs should be placed the manager’s
performance report, the variable costs which he or she is
responsible. And second, fixed costs are needed the flexible
budget  product costing purposes. Overhead costs are added
units  product  means  the predetermined overhead rate.
The flexible budget provides the manager  the information needed
to compute this rate.

VIL. Translate into English.

brokeT mianmpueMcTBa, SK 1 OF0/DKET JAeprKaBH, 3aBXKIH PO3pOOIIs-
€THhCSI HA BU3HAUCHUN YaCOBUI 1HTEpBaJI, 1110 HA3UBAETLCA OrOOMHCEm-
HUM nepiodom. IliMPHEMCTBO MOXE OJJHOYACHO CKIIAJATH KLIbKa
OIOKETIB, 110 pOSplBHSHOTBCSI 3a TPUBANICTIO OIOJKETHOTO neplozly
(moTOYHUI KBapTaJbHUI OIOPKET, CepPEeAHbOCTPOKOBUM piuHUM Of0-
JOKET, TOBTOCTPOKOBHUI «OIOJDKET PO3BUTKY» Ha 3—35 POKIB 1 T. 1.).
[IpaBuiibHui BUOIp TPUBAIOCTI OIOIKETHOTO MEPIOY € OJHIET 3 BakK-
JVBHUX TEPEIYMOB €(PEKTHBHOCTI CUCTEMH OFOJDKETHOTO TUTaHYBaHHS
B IIIJIOMY.

BapTo Takox pO3pI3HATH TOHSITTS 0r00Xcem 1 0100HCemy6anHs.
B1ooscem, — 11e HaCMUCHUN KUIBKICHUMU TIOKAa3HUKAMU OOKYMEHMN,
BiJITIOBITHO IO SIKOTO ITiIITPHEMCTBO BEJIE CBOIO TOCTOJIAPCHKY MisTh-
HICTb. Brodycemyeanna — 1e npoyec CKIQaHHs 1 peaizalii JaHOTO
JIOKYMEHTA B MPAKTUYHIN TisTHHOCTI MAMPUEMCTBA.

brooscemyeanna — 1e yacTHHA YIpPaBIIHCHKOrO OOJMIKYy il 3ara-
JTBHOI TexHoJjoril ympaBmiaHA. CucTeMy OFOKETYBaHHS ITOYaH
BIIPOBA/KYBATH 3 METOK ONTHUMI3allii MpoIecy NPUHHSTTS yIpaBIliH-
CchKHX pimieHb. [TependadaT 03HAYa€ YIPaBIATH. 3 METOIO mepe/oda-
YCHHS MOXKIJIMBHX HPOOJIeM y Mail0yTHBOMY Ta OLIHKH iX HaCIiJKiB,
NPUAHATUX YIPABIIHCHKUX PIIICHH 1 TOYAIN HAa CY4aCHHUX MiANPHEM-
CTBax BIPOBAKYBATH CHCTEMY OIOJKETYBaHHSI.
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BrokeTyBaHHSA poO3rIsAal0Th 3 TPbOX OCHOBHMX MO3MILII:

[Ipouec Tpanchopmallii miIaHiB AisSILHOCTI MIANPUEMCTBA B TIOKAa3-
HUKHW JTOXOJIIB 1 BUTPAT, TUTATEXKIB 1 HAIXOKEHb, TOOTO B (DiHAHCOBO-
€KOHOMIYHI ITOKa3HUKHU;

[HCTpYMEHT TiABUIIIEHHS BIIIOBIIaTHbHOCTI KEPIBHUKIB 32 BUTPATH
JOCSITHEHHSI TTOCTABJICHUX IIUICH 1 OfepKaHHs KOHKPETHUX pe3ysbTa-
TiB;

Texuonorito iHpOpMaLiHHO-aHATITHYHOT MIATPUMKH YIPABIIiHHS,
MPHU3HAYCHY JUIs MJBUIICHHS] €KOHOMIYHOT OOIPYHTOBAHOCTI PILICHb,
110 MPUIMAIOTHCSI KEPIBHUIITBOM.

BropxeTyBaHHS 103BOJISE MIANPHEMCTBY OTPUMATH IMEPEBaru Ie-
pell KOHKypeHTaMH 4epe3 CTBOPECHHS e()eKTUBHOI CUCTEMH YIPaBIIiH-
Hsl pecypcamu. Ha ocHOBI iHTerpatiii yrpaBmiHCEKUX Ta iH(opMaIiii-
HUX TEXHOJIOTiH TiABUINEHHS e()EKTHUBHOCTI YIPABIIHHS TaAKOX CTAJIO
peaTbHUM.

brokeTn Mictate iHpOpMaIiito, sika € 0a3010 IS MPUHHATTS
YHOPaBIIHCHKUX PIIICHb 3 METOO MiABUILIEHHS €(EeKTUBHOCTI TisIIbHO-
CTi HE JIUIIIe IMiIMTPUEMCTBA B IJIOMY, a i YCiX HOTO IICHTPIiB BIIMOBI-
JANbHOCTI (CTPYKTYPHHUX IIJAPO3ALIIB) Ta TOCHOJAPCHKUX ONHMHHIB,
3a0e3neueHHs e(beKTI/IBHoro BUKOPUCTAHHS MaTepialbHuX, TPYIOBUX,
(iHAHCOBHX Ta IHBECTUIIITHUX PECYPCIB.

brokeTyBaHHS MOKHA OXapaKTepU3yBaTH SIK IITICHY IHTErpoBa-
Hy iH(OpMaliiiHy cucTemy, sika 3a0e3nedyye B3aeMO3B’ 130K MPOLECIB
TUTAHYBaHHS, KOHTPOJIIO, aHAJI3y Ta MPUHHSITTA YIPaBIIHCHKUX Pi-
IIEHb Ha PIBHI OKPEMUX CTPYKTYpPHUX MiJPO3JLIIB Ta NIANPUEMCTBA B
iJIOMY.

Brooscemu — 1ie 3aci6 3niCHEHHS KOHTPOJIIO. 3 IIi€I0 METOI0 (hax-
THYHI JaHl MOPIBHIOOTH 13 OIOJDKETHUMH. BusBIeH BiIXuUJICHHS
AHaJ3yIOTh IPUYUHH, HA OCHOBI YOTO NMPUIMAIOTH BiAMOBITHI yIIpaB-
JHCBKI PILLICHHS.

Text B

METHODS OF BUDGETING

We all can recognize the concept of a budget — an agreed plan of
income and expenditure. You may have your own budget, based on
how much you earn from a part-time job and what this will allow you
to buy. Budgeting in business is based on exactly the same principle —
setting targets for revenue and costs over a period of time.
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Budgets do not have to focus just on costs and revenue. A budget
could be drawn up for output, profit, cash, investment or the sales and
expenditure of a specific part of the business.

The process of setting the budget is vital to achieving its aim. The
budget needs to be:

e realistic — to ensure that the targets set are achievable

e agreed — by those with responsibility for meeting the budget

e coordinated — with corporate objectives and other budgets
within the business

e challenging — to ensure efficiency and motivation in seeking to
meet the targets

o flexible — to take account of unforeseen changes during the
budgetary period.

There are three main methods of setting a budget: historical
budgeting, zero budgeting and flexible budgeting. Each method has
its strengths and weaknesses.

The method used for setting a budget is to base this year’s targets
for costs or revenue on last year’s budget. Sales figures from the
previous 12 months provide the baseline for this year’s revenue
budget, perhaps with a targeted small increase. Budgeted costs for this
year would be based on last year’s budgeted or actual expenditure,
with an allowance made for any increases due to inflation.

This method, called historical budgeting, has the benefit of being
realistic, as it is based on what has already been achieved. The process
of setting the budget becomes a simple and swift exercise. However,
using last year’s budget can have drawbacks.

¢ Last year’s budget may be out of date because of changed
circumstances, such as the arrival of a major new competitor in the
market.

+ It does not focus on the specific priorities of the business in the
year ahead, or take account of the need for resources to support new
initiatives.

o It does little to encourage cost efficiency, as it is accepted that
costs will be as high as — or even higher than — the previous
year’s.

The zero budgeting approach requires each budget-holder within
the business to justify every $1 of expenditure. The budget is initially
set at zero, and costs are budgeted for only after demonstrating why
they are needed and what benefits they will bring.

A marketing manager, for example, would be required to bid for
funds specific marketing campaigns. This bid would need to show
which marketing methods would be used, how they fit into the
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corporate plan for the year ahead and how they will benefit the
business.

The advantages of this method include:

e Cost efficiency can be improved. As all expenditure has to be
justified, resources are less likely to be wasted.

e Allocation of funds can be better targeted. Where resources are
not needed this year, they can be reduced and switched to other parts
of the business where they may be more effective.

e Coordination can be enhanced. Funds can be allocated to those
areas essential to meeting the business’s overall objectives for the
year.

e Motivation can be increased. Managers have been involved in
the budget-setting process, weighing up the costs and benefits of
alternative proposals. They are therefore more committed to the
success of their plans and to meeting the set budget.

The disadvantages of zero budgeting are the following:

+ Budgeting becomes more complex. The required consultation
and evaluation are time-consuming procedures that put an addition
burden on managers.

¢ The process could become more political and divisive. Zero-
budgeting forces managers to justify their need for expenditure and,
by doing so, increase competition between managers for funds. This
could result in disagreement and even conflict within an organization.

Flexible budgets allow targeted figures for revenues or expenditures
to change as circumstances change. An unexpected recession that
caused sales to fall would lead to the budgeted sales figure being
revised downwards. The lower than expected sales target may in turn
cause the expected expenditure on production to fall, as less output is
needed.

The flexible budgeting approach has the benefit of remaining
realistic and up to date in the face of changing conditions. What is
lost, however, is the concept of a budget as a set and agreed target that
needs to be met. Poor performance, excused by changing conditions,
could lead to targets being reduced to make them achievable.

Setting the budget is only the first stage of the process of budgetary
control. This process involves monitoring the performance of the
business and comparing it to the targets that have been set. It can be
done on a monthly, weekly or even daily basis, to allow managers to
respond swiftly to poor performance.

When comparing actual performance with the budgeted figures,
managers are looking for areas of variance — the differences between
actual and budgeted figures.
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A favourable variance occurs when the actual performance
produces more profit than had been budgeted for, either because:

— actual sales have been higher than budgeted for

— actual costs have been lower than budgeted for.

An adverse variance occurs when the actual performance is less
profitable than had been budgeted, either because:

— actual sales have been /ower than budgeted for

— actual costs have been higher than budgeted for.

Having identified variances, the business needs to seek
explanations for why they have occurred. The reasons could lie
within the business — the consequences of its own actions — or in
the wider business environment, where trading conditions may be
different from those anticipated. It is also important to know
whether the variance was a one-off or whether it is likely to be
prepared in the future.

This process of monitoring, identifying and explaining variances is
of great value in finding solutions that will help to improve
performance. Future budgets can be set more accurately once it is
understood why actual performance differed from what was budgeted
for in the previous year.

\ Key terms

s

Adverse variance — HecnpusTIuBE BiAXwieHHI — in standard
costing and budgetary control, the differences between actual and
budgeted performance of an organization where the differences create
a deduction from the budgeted profit. For example, this may occur if
the actual sales revenue is less than that budgeted or the actual costs
exceed budgeted costs.

Favourable variances — crpusitiuBe BimxuineHHs — in standard
costing and budgetary control, any difference between the actual and
budgeted performance of an organization where this creates an
addition to the budgeted profit. For example, this may occur if the
actual sales revenue is greater than that budgeted or if actual costs are
less than budgeted costs.

Flexible budget — rayukunii 6romker — a budget that takes into
account the fact that values for income and expenditure on some items
will change with changing circumstances. Consequently, in a flexible
budget the budget cost allowances for each variable cost item will
change to allow for the actual levels of activity achieved.

207



Incremental budget — cnagxoemuanii 6roxeT — a budget prepared
using a previous period’s budget or actual performance as a basis,
with incremental amounts added for the new budget period. This
approach to budget preparation is not recommended as it often fails to
take into account the changed operating conditions for the new budget
period, which will not necessarily replicate those for the previous
period.

Zero-base budget — Gro/pkeT Ha Hy/IbOBIN OCHOBI — a cash-flow
budget in which the manager responsible for its preparation is
required to prepare and justify the budgeted expenditure from a zero
base, i.e. assuming that initially there is no commitment to spend on
any activity.

EXERCISES

5
&

I. Find in the text Ukrainian equivalents to the following words
and word combinations and translate the sentences in which they
are used.

Part-time job; to set targets; challenging budget; flexible budget;
historical budgeting; zero budgeting; flexible budgeting; strengths and
weaknesses; to provide the baseline; revenue budget; swift exercise;
specific priorities; to encourage cost efficiency; budget-holder;
initially; to bid for funds; to switch to; to enhance; to be committed to
the success; time-consuming procedures; divisive; an unexpected
recession; poor performance; actual and budgeted figures;
consequences.

I1. Answer the following questions.

. What is a budget?

. What criteria should a successful budget meet?

. Explain the difference between historical and zero budgeting.

. Identify two benefits and two drawbacks of zero budgeting.

. What is a flexible budget?

. What is a variance?

. What is the difference between favourable variance and adverse
variance?

NN R W —
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II1. Match the terms to their definitions.

1. Adverse a) a detailed plan showing the number of units that

variances must be produced during a period in order to meet
both sales and inventory needs.

2. Budget b) a budget that does not take into account any
circumstances resulting in the actual levels of
activity achieved being different from those on
which the original budget was Dbased.
Consequently, in a fixed budget the budget cost
allowances for each cost item are not changed for
the variable items.

3. Budgetary | c) an agreed plan that sets targets for revenues and

control costs over a period of time.

4. Capital d) a detailed schedule of expected sales in both units

budget and dollars over some specified time period.

5. Cash e) the development of objectives in an organization

budget and the preparation of various budgets to achieve

these objectives.

6. Historical
budgeting

f) when the performance of a business is financially
worse (that is the business is less profitable) than
indicated in the budget.

7. Favourable

g) a method of budgeting in which managers are

variances required to start at zero budget levels every year and
to justify all costs as if the programs involved were
being initiated for the first time.

8. Fixed h) monitoring the performance of a business, by

budget comparing performance to the targets that have been
set, and seeking to understand why differences
occur.

9. Flexible i) a budget covering the acquisition of land,

budgeting buildings, and items of equipment; such a budget
may have a time horizon extending 30 years or
more into the future.

10. Master j) setting this year’s budget on the basis of last

budget year’s budgeted or actual cost and revenue figures.
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11. Planning | k) when the performance of a business leaves it
financially better off (that is more profitable) than
had been indicated in the budget.

12. Production | 1) an independent network consisting of the various

budget budgets in an organization.

13. Sales m) a detailed plan showing how cash resources will

budget be acquired and used over some specific time
period.

14. Zero-base | n) an approach to budgeting that allows targeted
budget figures for revenues or expenditures to change as
circumstances change.

IV. Task A. Delete the wrong word in italics in the following
two sentences.

1. The difference between the budgeted and the actual results is
adverse/favourable when profits are higher.
2. The difference between the budgeted and actual results is
adverse/favourable when profits are lower.

Task B. In the following situations decide if the variances are
favourable (F) or adverse (A).

1. Three hundred tonnes of materials were used at a price of $45
per tonne. The standard price is $47 per tonne.

2. The company bought salt at standard price but the process used
more than planned.

3. The workers worked harder than expected during the year and
production increased.

4. The budgeted expenditure on overhead was $50,000. The actual
overhead was $65,000.

5. The chemicals used in the process were used in different
proportions from the standard mix and the total price was lower.

6. One member of the manufacturing team was away from work
without wages but the team worked equally well without him.

Task C. Match each of the situations (1-6) above with the
correct variance (a-f) below.

a. overhead expenditure variance
b. material usage variance
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c. material price variance

d. materials mix variance

e. labour mixture variance

f. labour efficiency variance

V. Read the text about budgetary control, its advantages and
disadvantages and retell the text choosing the most important
ones.

Budgetary control — the process by which financial control is
exercised within an organization. Budgets for income and expenditure
for each function of the organization are prepared in advance of an
accounting period and are then compared with actual performance to
establish any variances.

Advantages. The effective use of budgetary control enables a
business to:

a. plan ahead — identifying what financial resources will be
needed to achieve its objectives

b. improve coordination — ensuring that all parts of the business
are working towards the same objectives and that overall business
objectives will be met

c. set targets — providing measurable objectives to aim for,
against each performance can be judged

d. improve efficiency — ensuring expenditure stays within the
budgeted level and identifying areas where there is overspending

e. delegate responsibility — allowing junior managers to take
charge of a budget, while senior management maintains ultimate
control through the setting of the budget

f. motivate — providing a target for everyone to aim for, and
helping to establish a sense of achievement when it is met.

Disadvantages. Budgetary control may cause problems when
budgets are:

a. too rigid and flexible — where circumstances have significantly
changed, budgets may be left out-of-date, unachievable and irrelevant

b. a source of conflict — individual managers may see the budget
as the opportunity to increase their spending power and their status
within the organization, perhaps leading to conflict between departments
or individuals

c. unfairly or inaccurately prepared — where managers and staff
feel that budgets have been set unrealistically or without consultation,
they may become demotivated or refuse to cooperate with the
budgetary process
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d. viewed by the business as the only important targets — a focus
on meeting sales or cost targets may cause the business to ignore the
interests of other stakeholders, such as employees or the local
community. In the long-term, this could seriously undermine the
organization’s success.

VI. Complete the following words.

1. This type of accounting is used to measure | RESPONSIBILITY
how effective a manager’s decision has been.

2. The last of three steps in a formal control F ACK
system where the results are studied.

3. This means correct and containing no AC E
mistakes.

4. A difference to the expected standard. VA  CE
5. To give responsibility to other people in D  ATE
the organization rather than do it yourself.

6. To change or reset standards. R_ISE

7. At present, at the moment, today’s. C N

8. Only information which is important and R V. NT
significant.

9. To change, alter or adapt. M FY

VII. Translate into English.

IonoxeHHsM 1PO GIOMKETYBAHHS BH3HAYAECTHCS OCHOBHMIL Oro-
JOKET (FeHepaJ'IBHI/II/I Oro/pkeT, MaicTep-0ro/pKeT) SIK (pIHAHCOBHH M-
CEJIbHO BU3HAYEHUI BHPa3 MapKETUHTOBHX 1 HI,I[HpI/IeMHI/ILILKI/IX Tuia-
HiB, HEOOXITHUX JIJIsl TOCATHEHHSI MOCTABJICHUX IIiICH.

Ocnoenuii G100ncem — Il Y3TO/LKCHHWH 3 yciMa Tiapo3aiiaMu
1aH poOOTH MiANPHEMCTBA B IIoMY. BiH oxoriioe onepamiiHuii i
(hiHaHCOBHIA OFOJKETH, CKJIAl SIKUX 3aJCKUTH BiJl CIICUDIKH JisUTb-
HOCTI mianpueMctBa. Ha erami po3poOKH OCHOBHOTO OIO/DKETY MpO-
BOJIATH aHAJI3 1 YTOYHECHHS IIHOBOI Ta KPEIUTHOI MOJIITUKH, CTPATETii
yIPaBIIiHHS 3aracaMy, BUSBISIOTh PU3UKH Ta OILIHIOIOTH MOXIIUBI
HACJIIJIKH yIIPABIIHCHKUX PIIICHb.
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o onepauiiiHux 0101:KeTiB BUPOOHMYOI0 MiANPHEMCTBA Bij-
HOCSTBCS:

o OIOJDKET MPOJIAK;

e O0JKET BUPOOHUIITBA;

o OI0/DKET BUPOOHUYHX 3aIaciB;

o OIO/DKET MPSIMUX BUTPAT HAa MaTepiaiy;

e OIO/DKET MPSAMUX BUTPAT HA OTUIATY TIparli;

® OIO/DKET 3arajlbHO-BUPOOHHIHX BUTPAT;

* OKOJUKET aMOPTH3ALIIHIX BiApaxyBaHsb;

® OHO/DKETH BUTPAT Ha 30yT Ta aAMiHICTPATHBHNX, TOLLO.

3anexHo Bija crienudiky AisUTBHOCTI MIANPHEMCTBA 32 CBOIM CKIIa-
JIOM OnepauiiHi Or0KETH MOXKYTh BIAPI3HIATUCH.

Brojuket poJaxiB Ta BUTpAT Ha 30yT CKIIAJIA€ BiUIUI MAPKCTHH-
ry. Bei iHmi Gro/pkeTd po3podiisie MIIaHOBO-CKOHOMIYHUN BIZLUT pa-
30M 3 IHIIMMH BiIJIMAMH i CTyXOaMi MiANpPHEMCTBA (BKIOYAIOUH
¢inaHcoOBHiA BlI[,I[lJ'I) MeTtonu4Hi OCHOBM MIATOTOBKH OIEpamiiHuX
OFOJIKETIB, MOB’s13aHi 3 TIEBHUMH acleKTaMH 1010 X GopMyBaHHS Ta
BUKOHAHHS, K1 TOTPiIOHO BPaxOBYBATH.

BrojsxeT MOXKYTh BUSIBUTHCS HE BUKOHAHMMH, SIKIIO HEMOKIIH-
BO JIOCAITH NOCTaBJICHHX Lijeil. HasiTh 3a po3po6neH0ro OroKeTy
JIOXOJIB i BUTpAaT MOXKE BHSBHTHCH, WO s Horo peaniauii 6yzne
noTpiOHEe 3HAYHE JT0AATKOBE (blHchyBaHHH. Tak, sKmo mianpuem-
CTBO MiJArOTYBAJIO 10 BUMYCKY KUJIbKa HOBUX BUPOOiB, aje BUTPATH
o IXHhOMY BUPOOHHIITBY 1 MPOCYBAaHHIO HA PUHOK 3aHAJTO BEJIUKI,
TO MICTKICTh PHUHKY MOXE BHUSIBUTUCS OOMEKEHOIO, a XUTTEBUH
LUKJI BUPOOIB KOPOTKUM. Y IbOMY BHNAJKy HEOOXIJIHO Meperis-
HYTH TocTaBieHi uini. bromxern MOXYTh OyTH HeNOCSIKHUMH, SIK-
0 YMOBH NOCSATHCHHS LINCH HENPUHHSTHI JUIS IANPUEMCTBA.
MoskiuBi 1 iHII TEPETIOHH B O0roxeTyBaHHi. [locTaBieHni I.IlJ'Il i
HirOTOBJICHI OMNepamiitHi O KEeTH, 3 MO3UIii KEepiBHHUIITBA IiJ-
MPUEMCTBA 1 MEHEKEPIB JTOCSIKHI, alieé MOKIMBOCTI (DiHAHCYBaHHS
MaiiOyTHIX BUTpAT poOJsATh OO KeTH HenpuiHATHUMH. [linnpuem-
CTBY, B I[bOMY BHUIIAJIKy, JTOIIUJIBHO CKOPETYBAaTH OIOKETH Oe3 Te-
perisay mijiei.

JIist OIIHKY TPUHAHSTHOCTI 1 TOCSKHOCTI TTapaMeTpiB, 3aKiaje-
HUX y OroKeTax, 3aCTOCOBYIOTh 1IHCTpYMEHTHU (PIHAHCOBOTO aHai-
3y i miarHocTuku. JliarHocTHKa (piHAHCOBOTO CTaHy ITiATPHEMCT-
Ba — IHCTPYMCHT, IO JO03BOJSE OLIHUTH e(eKT (MOJIMIICHHS-
MoripiIeHHs. (iIHAHCOBOTO CTaHy) i pe3yNbTaTHBHICTH (CIiBBIAHO-
IICHHSI BUTPATH — OOCSAT MPOJaKiB — MPUOYTOK) MPUHHATUX OF0-
JUKETIB.
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VIII. Summarize the text in 50 words.
I.

[Ipornec mnaHyBaHHS SIBJISIE COOOK0 MPUHHSTTS PIllIeHb MO0 Maii-
OyTHIX IiJIeH TiANPUEMCTBA 1 CITOCOOIB IXHBLOTO JOCATHEHHSI. Pe3yiib-
TaTOM IIPOIIECY IJIaHYBaHHS € CHCTEMa IUIaHiB, IO MAlOTh KUTBKICHY 1
SIKICHY OIIIHKY.

JisUIBHICTD MANIPHEMCTBA, OB S3aHy 3 [UIAHYBAaHHSM, MOXHA 110-
JAUTATH HA PSIT €TamiB (KPOKiB):

CrpaTeriyHuii aHaii3 IHBECTHUIHHUX MOXKIMBOCTEH 1 Juxepen ¢i-
HAHCOBHX PECYpPCIiB, IKUMH BOJIO/I€ MiAMPUEMCTBO;

[Tporro3yBaHHST HACTIAKIB MPUHHATHX PIIEHh 3 METOK YHUKHCH-
HSl HETaTUBHUX PE3YJIbTATIB BiJl HEMNOTOJKEHOCTI MK MOTOYHUMH 1
MaHOyTHIMH YIPaBIiHCEKAMH PIIEHHSIMU;

[Tporec 6e3mocepeHBOTO TUTAHYBAHHS, KO OOTPYHTOBYIOTH 00-
paHuii BapiaHT 13 pSAAY MOMJIMBHUX PIlIEHb, 0 BUPAXKAE CTPATETIUHY
METY, BTUICHY B KOHKPETHI TUTaHU;

Iporec OrO/KETYBAaHHS YK TEXHOJIOTIT OOMIKY, IIIAHYBAHHS 1 KOH-
TPOJIIO 32 PYXOM KOIWITiB, HOpMYBaHHAM (IHAHCOBHX PE3YJIBTATIB i
OLIHKU HACII/IKIB IPUAHATUX PILLCHB.

Po3sristHemMo 3MicT KOKHOTO €Taly IJIaHyBaHHSA. Eman cmpame-
2iYH020 amanizy MICTUTh y cOOl BUBUEHHS JE€KIJIbKOX allbT€pPHATUB-
HUX BapiaHTIB PO3BHUTKY MiAMPHUEMCTBA HA PiK 1 OUIBII BigganeHy
NEPCIEKTUBY.

Ilepuwiuii 6apianm sBiisie COOOIO CIICHAPii arpeCUBHOTO 3pOCTaHHS
HiANPUEMCTBA, IO BKJIIOYA€E BUXIJ Ha HOBI PUHKH 30yTy 1 CTBOPEHHS
HOBHX BHJIB MPOAYKIIii, AUBEpCcU(IKOBAHICTh BUPOOHULITBA i OCBO-
€HHSI HOBHX HAIPSMKIB JISUTBHOCTI Ta BUMAara€ BEJIMKUX KalliTaIbHUX
BUTpAT.

Apyauix eapianm — cueHapiii 30epexeHHs c)OpMOBAHUX TEHICH-
Wi/l PO3BUTKY, NpH sikoMy GisHec-npouecy (miaposaity, ¢inii, npoay-
KTH) MIiANPHEMCTBA PO3BHBAIOTHCS MApaJIeIbHO 3POCTAHHIO PHHKIB
30yry.

Tpemin séapianm 06a3yeTbCs Ha IUIAHI PECTPYKTypH3alii, TOOTO
npy MiHIMyMi KalliTalOBKIaJCHb, BUUICHHS HAHOLIbLI e(heKTHUBHUX
Oi3HEeC-TIPOIIECiB 1/9M CKOPOYCHHS HABITH 3rOPTAHHA ISTTBHOCTI 0e3-
npUOYTKOBUX MiIPO3ALITIB.

Yemeepmuii éapianm TinaHy niependoadae JIKBIIAMIIO YA TPOJAXK
okpemux ¢imiii i qouipHiX KommaHii. KojkHa anprepHaTrBa MOB’ sI3aHa
3 BU3HAYEHHMM NPOTHO3aMHU TPOIIOBUX MOTOKIB, IJIAHIB JTOXOMIB 1
BUTPAT, 3MiHU CTPYKTYpH KarliTalmy ¥ iHIIMX acrekTiB (iHaHCOBOI JIi-
AnbHOCTI. ToMy HEOOX1JHO MpuiMaTH 10 yBard (piHAHCOBY CTIHKICTh
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1 MJIATOCHPOMOKHICTh MHIANPUEMCTBA B JOBFOCTPOKOBOMY MEPIOII.
IlepepaxoBaHi BapiaHTU JOLLIEHO POSIVISAATH SIK PILICHHS, L0 B3a€EM-
HO BKJIFOYAIOTH JPYr Apyra, aje 6a30Ba TEXHOJOrIS PO3PAXyHKY Ul
KOXHOTO aJIbTePHATUBHOTO BaplaHTy MOBUHHA OYyTH 1ACHTUYHOIO.
Etan nporHosyBaHHs HaCJIi/IKiB MPUAHSATHX PillIeHb BHPaKa€ OCHOB-
HY 1[€10 — MEPEeBIPKY MOXKIHMBUX HACIIAKIB peamisauii CKIageHOro
IIaHY 3 yPaXyBaHHAM KOHKPETHHX yMOB, YTOYHEHD 1 3MiH 110 OTHOMY
31 cuenapiiB. Hanpukian, nporsos peamisaiii miaHy B yMOBaX BHCO-
Koi 1HQUISLIT 1 MaJiHHA Kypey HAUlOHAJBHOI BaJFOTH, IO HEBHUI1HO
JUISL TANPHEMCTBA-IMIIOPTEpA TOBAPIB i CHPHATIMBO U eKCIEpTa
CHpOBHHHHX pecypciB. Ilpu Oynp-sikomy cueHapii, CIIMPAIOYHCh Ha
pi3HI JuKepena iH(opmauil 1 METOAN HPOTHO3YBaHHS, (I)lHaHCOBl i iH-
BECTHLINHI PIIEHHS BapTO AETAIBHO OLIHUTU J0 MPUHHATTSA KiHIIe-
BOTO TUIaHY.

II.

Ilpozno3yeanns sBnsie cobor0 YaCTHHY JOBIOCTPOKOBOTO IIaHY-
BaHHs, J03BOJIE OLIHKY HAWOLTbII HMOBIPHMX MOZiH i Jomomarae
3HU3UTH KOMEPIIiiHI pU3UKU. BUKITIOUNTH yC1 BUIM PU3UKIB HE MOX-
JIMBO HABITh 32 JIOTIOMOTO0 CAMOTO IPaMOTHOTO POTHO3YBAHHSI.

Y npoyeci besnocepednbozo nnarnyeanns eKOHOMIYHI CITYXOH IIiJ-
NPUEMCTBA BTUIIOIOTb OOpaHi CTparTeriuHi Uil B KOHKPETHI IUIAHH,
110 MaIOTh KUTBKICHY 1 SIKICHY OIIIHKY.

IIpouec ni1aHyBaHHA BKJIIOYAE:

® PO3pOOKY IuIaHy HOTpe6 Hl,Z[HpI/IGMCTBa y binaHcoBHX pecypcax
Ha KamiTajbHI 1HBECTHIIii, IHHOBAIlii, MOMIOBHEHHS! 00OPOTHOTO Karti-
Taly, peKjiamy TOIIO;

® BU3HAYCHHS CTPYKTYPH JDKepen (DIHAHCYBAaHHS 3aIlIaHOBaHUX
3aX0[iB — SIK BHYTpIIIHIX, TaK i 30BHIMHIX. Y IUIaHi 000B’SI3KOBO
NOTPiOHO AOTPUMYBATHCh ONTUMAIBHUX MPOIMOPII MK BIACHUMH 1
MO3UKOBUMH JDKEpENaMH, BKJIAJICHHSIMU B OCHOBHUI, 00OPOTHHIA Ka-
IiTaj TOIIO;

e pO3poOKy IJIaHy PO3MILIEHHS 1 BUKOPUCTaHHS 3aco0iB ycepe-
JIIHI T ITPHEMCTBA;

® BU3HAYCHHS MPOLEAYpU OIOJKETYBaHHS K 0a3u ais (iHAHCY-
BaHHS MOTOYHHUX (DiIHAHCOBO-EKCIUTyaTaIliiHUX MOTPeO 1 iHBECTHIIIN-
HUX MPOEKTIB.

Ha 3axmrounomy erami TutaHyBaHHS 3IiHCHIOIOTH OIO/DKETYBaH-
HSl — TIPOIIEC PO3POOKH p13H1/1x OTIePATHBHIX 6ropketiB. Bromxkery-
BaHHsS BHPaXa€ OCHOBHUH 3MICT CydacHOi TEXHOJIOTil (hiHAaHCOBOTO
IUIaHYBaHHS. BOHO 371MCHIOETHCS TaKUM YMHOM, 1100 MaTH MOKIJIH-
BICTb y €qUHOMY 1H(pOopManiiiHoMy ¢hopMaTi po3poOISATH 1 KOHTPOJIIIO-
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BaTH BMKOHAHHS IUIaHY, ONIEPATUBHO OIIHIOBATH BIIXHMJICHHS (DaKTHY-
HUX TIOKa3HUKIB BiJl MIaHoBUX. Lleit mporec OIepaTHBHOTO MPUIHST-
TS YIPaBIIHCHKHUX PIlIEHb 1 KOPUTYBAHHS IMMOTOYHUX i BUPAXKA€E OC-
HOBHY BHMOTY e(I)eKTI/IBHOCTl CUCTEMH YHpaBIiHHA (iHAHCAMHU Y
JTUHAMI9HOMY eKOHOMquOMy cepenosui. OTxe, mporec TIaHyBaH-
HI — II€ 6e3yHI/IHHI/II/I LMK 13 psAMOTo (Big po3po61<1/1 cTparerii 10
CKJIA[IaHHs] IUIaHIB 1 KOHTPOJIIO 32 IXHIM BI/IKOHaHHHM) 1 3BOPOTHBHOTO
(BIIL OL[lHI(I/I pe3yabTaTiB BHKOHAHHSA 1 JO KOPUTYBAaHHS IIJIaHIB)
3B’s13kiB. KiHIIeBUI pe3ynbTaT mporecy IUIAHYBaHHs — L€ po3p06ne-
Ha CHCTeMa J0BIOCTPOKOBHX, ITOTOYHHX 1 OIIepaTUBHUX wianis. [Tman
BKJIIOYA€ OCHOBHI IMapameTp MisTILHOCTI MiANMPUEMCTBA B IILIOMY,
Horo miapo3dinax Ta (uTiAX, SKi MarOTh OyTH JOCSITHYTI IO KIiHIISA
mianoBoro mepiofy. Ilpouec riaHyBaHHs TpyAOMICTKHil. Bin Bumarae
3HAYHUX 3yCHJIb YCiX (aXiBIiB i MeHeszepua HlI[HpI/IeMCTBa Tinmexu
33 [IUX YMOB MOXKHA JOCSI'TH KOHKPETHOT CTpaTEeTriuyHOl METH JisUTBHO-
CTi TIAPHUEMCTBA.

.ﬂ/\ SITUATIONS FOR DISCUSSION
-

Spriengfield Corporation operates on a calendar-year basis. It
begins the annual budgeting process in late August, when the
president establishes targets for the total dollar sales and net income
before taxes for the next year.

The sales target is given to the marketing department, where the
marketing manager formulates a sales budget by product line in both
units and dollars. From this budget, sales quotas by product line in
units and dollars are established for each of the corporation’s sales
districts.

The marketing manager also estimates the cost of the marketing
activities required to support the target sales volume and prepares a
tentative marketing expense budget.

The executive vice-president uses the sales and profit targets, the
sales budget by product line, and the tentative marketing expense
budget to determine the dollar amounts that can be devoted to
manufacturing and corporate office expense. The executive vice-
president prepares the budget for corporate expenses, and then
forwards to the production department the product-line sales budget in
units and the total dollar amount that can be devoted to manufacturing.

The production manager meets with the factory managers to
develop a manufacturing plan that will produce the required units
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when needed within the cost constraints set by executive vice-
president. The budgeting process usually comes to a halt at this point
because the production department does not consider the financial
resources allocated to be adequate.

When this stand still occurs, the vice-president of finance, the
executive vice-president, the marketing manager, and the production
manager meet to determine the final budgets for each of the areas.
This normally results in a modest increase in the total amount
available for manufacturing costs, while the marketing expense and
corporate office expense budgets are cut. The total sales and net
income figures proposed by the president are seldom changed.
Although the participants are seldom pleased with the compromise,
these budgets are final. Each executive then develops a new detailed
budget for the operations in his or her area.

None of the areas has achieved its budget in recent years. Sales
often run below the target. When budgeted sales are not achieved,
each area is expected to cut costs so that the president’s profit target
can still be met. However, the profit target is seldom met because
costs are not cut enough. In fact, costs often run above the original
budget in all functional areas. The president is distributed that
Springfield has not been able to meet the sales and profit targets. He
hired a consultant with considerable experience with companies in
Springfield’s industry. The consultant reviewed the budgets for the
past four years. He concluded that the product-line sales budgets
where reasonable and that the cost and expense budgets where
adequate for the budgeted sales and product levels.

Required:

a. Discuss how the budgeting process as employed by Springfield
Corporation contributes the failure to achieve the president’s sales and
profit targets.

b. Suggest how Springfield Corporation’s budgeting process could
be revised to correct the problems.

c. Should the functional areas be expected to cut their costs when
sales volume falls below budget? Explain your answer.

217



> =

GLOSSARY

A

ABATEMENT: 3HmwkeHHs (IIOAATKIB); MOBHE a00 4aCTKOBE aHY/IIOBaH-
HS TIOJJATKOBOTO TATapsl KOMITaHii JIep>KaBHUM OPTaHOM.

ABSORBED OVERHEAD: napaxoBaHi HakJIaJ{Hi BUTPATH; TAKOX Ha3.
Applied overhead.

ABSORPTION COSTING: cuctema MOBHOTO PO3MOJLTY BHTPAT MiX
BHpoOamu; Takox Ha3. Full absorption costing, Total absorption costing.

ACCELERATED METHODS: mMeromn mpHCKOPEHOTO 3HOITYBaHHS
JIOBFOCTPOKOBHX BUPOOHUYHX AKTHBIB (OCHOBHHX KOIIITIB).

ACCOUNT: paxyHok; 1) ocHOBHa OJMHHIIS YIPYHOBaHHS 1 30epiraHHs
JIAHHUX y CHCTeMax OyXraiarepchbkoro oOmiky; 2) y BenukoOpuranii 1ieit TepMin
BHUKOPUCTOBYETHCS TAKOXK JIIS TO3HAYCHHS OyXTalTepCHKUX 3BITiB (statements).

ACCOUNT ANALYSIS METHOD: meton aHali3zy paxyHKiB, METO]
MOy BUTpAT Ha TMOCTIHHI W 3MiHHI ¥ BIAMOBIIHI Kiacubikallii paxyHKiB
BUPOOHUYHX BUTpAT.

ACCOUNT BALANCE: 3anuiiok (cajib/io) paxyHKY; Pi3HHIIS MK CY-
MaMH 3aITiCiB MO Ae0eTy i KPEIUTy paxyHKY.

ACCOUNT FORM: ¢opma T-PaxyHky; popma OasiaHcy, y AKii aKkTUBH
MMOKa3aHi Ha JIiBIi CTOPOHI, a MacUBH (306OB sI3aHHS ¥ BJIACHUH KarmiTai) —
Ha IpaBiii; iHuwa (opma Oanancy — 3itHa popma (Report form).

ACCOUNTABILITY CENTER: ueHtp miA3BITHOCTI; iHIIa Ha3Ba
neHrtpa BignoBinaneHocTi (Responsibility center).

ACCOUNTANCY: 1) tepmin, exkBiBajieHTHHI accounting; 2) y CLHA
03HAYya€ TEOPIiI0 ¥ MPaKTUKY OyXrajaTepChKOro 00JIKy.

ACCOUNTANT’ REPORT (OR AUDITOR’S REPORT): ayautop-
CbKHI 3BIT; 3BIT HE3aJICXKHOr0 Oyxrajarepa, 10 AOJAEThCS 10 (PiHAHCOBHX
3BITIB 1 MICTUTbh AYMKY ayJUTOpa PO BIPOTIAHICTH 1 BIAMOBIIHICT iHPOpMAIIii,
MpeacTaBieHol y hiHAHCOBIH 3BITHOCTI, 3araJIbHOMPUUHATHM CTaHIapPTaM.

ACCOUNTING: Oyxrantepchbkuii 00J1ik; B aHIJIIMCHKIM MOBI 1l Tep-
MiH O3HA4Ya€ SIKYCh CYKYIHICTB, IO BKIIIOYAE SIK BIACHO OYyXTalTepCHKHI
o0JTiK, TaK 1 aHai3 rOCHOAAPCHKOI MIsSUIBHOCTI; iH(pOpMAIiifHA cHCTeMa, 0
BHMIpIO€, 00po0IIsie i y3arajibHIOE€ (PiHAHCOBY 1H(MOPMALIiIO.

ACCOUNTING CYCLE: o6xikoBuii (OyXrantepchbKuil) MUK, BCI €Ta-
U 00JIIKOBOTO TIPOIIECY, BKIIFOUAIOYM aHAIII3 1 peecTpalliro oneparii, nepe-
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HECEHHs 3aluCiB 13 XKypHamB y ['0J0BHY OyXrajirepcbKy KHHUTY, BHECCHHS
KOPUTYBJIBHHUX IMPOBOIOK (3aMHUCIB) 1 3aKPUTTS PaxyHKIB, MiJrOTOBKY (i-
HAHCOBUX 3BITIB.

ACCOUNTING DEPRECIATION: Gyxraiarepcbke 3HOIIYBaHHS; Be-
JMYMHA aMOPTH3aIlil JOBrOCTPOKOBUX BUPOOHHYMX AKTHBIB (OCHOBHHX 3a-
C00IB), 1[0 PO3PAXOBYETHCS BIAMOBIAHO 10 OYXTraaTepChbKUX MPUHITUIIIB.

ACCOUNTING ENTITY: nus. Entity.

ACCOUNTING EQUATION: nus. Balance sheet equation.

ACCOUNTING ERRORS: Oyxraarepcbki MOMUJIKH; apI/I(bMeTI/I‘{Hl
IIOMWJIKH | HENPaBUIIBHE 3aCTOCYBAHHs! OyXraATepPChbKUX MPUHLKIIB Y 3BiTax
MOTIePETHIX MEPioJIiB.

ACCOUNTING METHODS: 6yxrantepcbki mertonu; I) metoau o0Ji-
Ky; 2) OyXrantepchKi IPUHIUINM; 3) MPOLEAYpH peaiizamii OyXranTtepchKux
MIPUHITUIIIB.

ACCOUNTING PERIOD: o6nikoBuil miepiof; MOHATTS, K€ BUKOPHUC-
TOBYETHCS JIJIs PO3MEKYBAHHS JOXO/IB 1 BUAATKIB MIXK IICBHUMH ITPOMIKKa-
MU Yacy (MICSIIMHU, pOKaMH); aHAJIOT 3BITHOrO MEpioay.

ACCOUNTING POLICY: o6nikoBa (Oyxranrepchka) MONITHKA; OyX-
rajJITepChKi MPUHIMIK, IPUUHATI B MEBHIN opraxizaiii (koMmaHii) 3 METOI0
MIArOTOBKH i IOJaHHs (piHAHCOBHX 3BITIB.

ACCOUNTING PRINCIPLES: Oyxrantepcbki IpUHIUIN; OyXTantep-
ChKi IpoLeAyPH 1 METOZH, SIKI BAKOPUCTOBYIOTHCS B OOJIIKY 1 IMATOTOBII (i-
HAHCOBHX 3BITiB; 2) Ie# TepMiH 4acTo BUKOpUCTOBYeThCs B CILIA cToCcOBHO
JI0O METOJIIB 1 poteayp

ACCOUNTING PROCEDURES 6yxranTepCLK1 (00iKOBI) TIPOLIEAY-
pu; 3a3BHYAil L€l TepMiH TOB’SI3aHUHN 13 3aCTOCYBaHHAM OYXTalTepChKUX
MIPUHITUIIIB.

ACCOUNTING RATE OF RETURN METHOD: meTon HOpMH TIpH-
OyTKy (CTaBKH IMOBEPHEHHS); METOJ, SIKH BUKOPUCTOBYETHCS IS MIOMIEPE/I-
HbOT OLIIHKK MOYJIMBOI BiJIJIaui KamiTaJIOBKIIAACHb (1IHBECTHIIIM).

ACCOUNTING STANDARDS: OyxrantepchbKi CTaHAapTH; CTAHAAPTHI
BHMOTH JIO METOJIIB 1 IPOIIEyp BEACHHS OyXTaaTepChKOro OOJIKY; T€ XK II0
i OyXranTepchKi MPUHITUTIH.

ACCOUNTING STANDARDS COMMITTEE (ASC): Kowmiter mo
cTaHjapTaM OyXrajlTepchbKOro o0JIiKy; opraH, IO MPEICTABIISIE IIiCTh MPOBI-
HUX TpodeciHHuX OyXraaTepchbKuX oprasizaiiii BenmnkoOpuTaHii i po3poo-
nsie [TonoxkeHHs PO CTaHAAPTHY OYXTaaTepChKy MPAKTHKY.

ACCOUNTING SYSTEM: cucremMa OyXrajaTepchbkoro o0JIiKy; METOIH,
MPUHOMH ¥ CTaHAAPTH, SKi BHKOPHCTOBYIOTHCSA B XOJI HAarpoOMaJKCHHS,
kinacugikailii, peecrpaiii iHpopMallii i MiArOTOBKH 3BITHOCTI PO MisIb-
HICTb IiAIPUEMCTBA.

ACCOUNTS PAYABLE: paxyHKH 10 OIUIaTH; PaXyHKH 3000B’s13aHb,
IO MPEACTABIISIOTh BEJIUYMHY 3a00proBaHOCTI KOMITaHIl KPeAUTOPaM; Kpe-
JUTOPCHKa 3a00prOBaHICTb.

ACCOUNTS RECEIVABLE: paxyHKHd A0 OTpUMaHHS;, KOPOTKOCTpPO-
KOBI «I'POIIIOB1» aKTHUBH; 1e0ITOPChKA 3a00PTOBAHICTb.
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ACCOUNTS RECEIVABLE TURNOVER: 000poT paxyHKiB a0
OTPHUMAaHHSI.

ACCRUAL ACCOUNTING: o0k Ha OCHOBI IIPHHIIMITY HapaxyBaH-
HsI, BCl TEXHOJIOIII il IpoLeaypH, po3pobieHi B OyXraarepcbkoMy OOMIiKy 3
METOI0 3aCTOCYBaHHS MPaBHUIIa BIAMOBIAHOCTI.

ACCRUAL BASIS: npunnun HapaxyBaHHs; (yHIaMEHTaJIbHUN MIPHH-
UM OyXraaTepchbKoro 00Ky, 110 O3HAYae, M0 A0XOAM W BHIATKH Hapaxo-
BYIOTHCSI, TOOTO BHM3HAIOTHCSA, IO MIpi iIXHBOrO 3apoOJISHHS a00 MOHECCHHS
(a HE B Mipy OJIepXKaHHsl abo cruiaTu KOI_I_ITIB) 1 BimoOpaxkaroTbes y piHaHCO-
BUX 3BITaX THX MEPIOAIB, 10 AKUX BOHH BIJJHOCATBCS.

ACCRUED EXPENSES: HakonuueHi BUAATKN; BUAATKH, [IOHECEHI, ajie
1IIe HEe OIJIavueHi.

ACCRUED LIABILITIES: HakomnuueHi 3000B’I3aHHS.

ACCRUED PAYABLES: HakonuueHa KpeIUTOPChKa 3a00PTOBaHICTb.

ACCRUED RECEIVABLES: nakonnuyeHa ne6iTopchka 3aboprosa-
HICTb.

ACID TEST RATIO: koedilieHT MIBUIKOT JIIKBITHOCTI.

ACQUISITION COST: BapricTh npuaOaHHs (aKTUBY).

ACTIVITY ACCOUNTING: nug. Responsibility accounting.

ACTIVITY-BASED DEPRECIATION: auB. Production method of
depreciation.

ACTUAL COST: ¢daktuuda (co0i)BapTicTh, BapTiCTh MNpuUIOaHHS
(acquisition cost) abo ictopuuHa BapTicTh (historical cost).

ACTUAL COSTING SYSTEM: cucrema po3nojiay (GpakTUYHUX BH-
TpaT; METOJ BiTHECECHHS BUPOOHUYMX BUTPAT HA MPOIYKTH, IIPH STKOMY PO3-
MOUIOTHCS (PAKTHYHI MPSMi MaTepiaibHi BUTPATH.

ADJUSTED ACQUISITION (HISTORICAL) COST: ckopuroBana
BapTiCTh NpUAOaHHS (ICTOPHYHA BapTICTh).

ADJUSTED GROSS INCOME: ckopuroBanuii BajoOBHi MPUOYTOK;
BaJIOBUH NPHUOYTOK 3 ypaxyBaHHSIM BiJpaxyBaHb Mpy 00YMCIICHHI ITOJATKY.

ADJUSTED TRIAL BALANCE: ckopuroBanuii npoOHHI OanaHc;
mpoOHuUi OajaHC, MiArOTOBICHUN IIIC/IS TOTO, K BCl KOPUT'YBajbHI MPOBOJI-
KM BHECEHI B OyXrajarepcbKi KHHTH, ajie IO TOro, SIK 3p00JIeHI 3aKpHUBaIOYi
npoBojku; nuB. Trial balance.

ADJUSTING ENTRIES: KOpI/IFYBaJIBHi IPOBOJIKY; OyXrajaTepchbKi
IIPOBOJKH, SIKi 3/I/ICHIOIOTBCSI HAIIPUKIHLL 3BITHOTO MeEpioAy.

ADMINISTRATIVE EXPENSES: agminicTpaTuBHi BUJIATKU; BUIATKH
nepioy, MoB’si3aHi 3 KOMITAHIEID B IJIOMY, Ha MMPOTUBATy 1HIIUM, IO CTO-
CYIOTBhCS OUTbII crielMivHNX (YHKINH, TAKUX, SIK BHPOOHUUI a60 KOMep-
LiKHI (peasi3aiiifHi) BUJATKH.

ADVANCES FROM (BY) CUSTOMERS: aBaHcH BiJi 3aMOBHUKIB;
paxyHOK 3000B’si3aHb, 1110 BiI0Opakae BEIHMUNHY 3a00PrOBaHOCTI 3aMOBHH-
KaM, SIKi OTIJIATHIIM TOBapH a00 MOCIYTH JI0 iXHBOT ITOCTaBKH.

ADVANCES TO SUPPLIERS: aBaHcH IOcTadaJbHUKAM; OCHOBHA Ha-
3Ba PaxyHKY aKTHBY, 110 MPEJCTABIISE KOIITH, CIIAYCHI aBAHCOM Y PaxyHOK
MalOyTHBOT ITOCTABKU TOBApiB a00 HalaHHS ITOCITYT.
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ADVERSE OPINION: HeratvBHa JyMKa; BUCHOBOK Y 3BITI ayJauTOpa,
BIJIMIOBITHO /10 SAKOTO (DiHAHCOBI 3BITH HE JOCTOBIPHI a00 MiATOTOBJIEHI HE
BIJIMOBIHO 10 3arajbHOMPUHAHATHX OyXTraJITePChbKUX MPUHIUIIIB.

ALL-CAPITAL EARNINGS RATE: nus. Rate of return on assets.

ALLOWANCE: 1) paxyHOK 3HIKKH; IPEICTABISIE MIATPYIY PaxXyHKIB,
10 YTOYHIOIOThH OLIIHKY aKTUBIB y OajaHCi; 2) iHIIE 3HAYEeHHS IbOTr0 TepMiHa
OB’ s13aHe 3 OOIKOM MOKYIIOK i MPOJaXiB Y 3B’s3KY 3 OfCpPKaHHAM abo Ha-
JIAaHHSIM 3HHXKOK I10 HUX.

ALLOWANCE METHOD: meTo/ 3HUXKH; METOJI BilIoOa)KEeHHS B OyX-
raITepebkoMy OOJIKY 1e6iTOpPChKOi 3a00ProBaHOCTI HEILIATOCIIPOMOXKHHX
TOKYIILIB, [PH SIKOMY 30HTKH PEECTPYIOTBCS Y TOMY K 3BITHOMY NEpiOAl, y
SIKOMY MaJTH MiCLIe TIPOJIaXi B KPEIMT.

AMERICAN ACCOUNTING ASSOCIATION: Amepukanchka Oyx-
ranrepcbka acouiallis; Oprasisauis, IO NPEJCTABISE TOJOBHUM YHHOM
«aKaJIeMIYHHUX OyXTajaTepiBy, ajie BiAKPUTA IS BCIiX 3al[iKaBIeHUX OCiO.

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUN-
TANTS (AICPA): AmepukaHChKHi IHCTUTYT AHUILIOMOBAHHX OyXTajTepiB;
npoq)ecu/ma opraHizallis He3alIeKHUX OyXrajnTepis i ayUTOPIB, y YACIIO 3aB-
JlaHb SIKOT BXOJWUTH BUITYCK HOPMATHBHUX JIOKYMEHTIB, KOHTPOJIb 32 KBai-
(hbikaiHHAMH 1CTUTAMH Ha 3BAHHS JUIUIOMOBAHOIO OyXrajiTepa TOIIO.

AMORTIZATION: amoptuzanis; 1) y CaMOMy UIHPOKOMY 3HAYCHHI
POLEC NEPIONIHOTO 3MCHIICHHS! CYKYITHOI BEIMYMHK; 2) aMOPTH3ALis He-
MaTepiaibHUX aKTHBIB; [IEPIOANYHE CIMCAHHS YaCTHHU BAapTOCTi HemaTepia-
JIbHUX aKTUBIB a00 Ha BHp06HHq1 BUTpaTH, a00 Ha BUJIATKH MIEPIOY.

ANNUAL REPORT: piuHuii 3BIT; IMIOpiYHMEA (PIHAHCOBHH 3BIT KOPIIO-
pauii nepen it aKIioHepaMH | 1HITHMHA SaHiKaBHeHI/IMI/I CTOPOHAMHU, BKIIKOYAE
OaJtaHc, 3BIT IIPO npn6yT0K (npubyTKH 1 36I/ITKI/I) 3BIT MPO PyX TI'POIIOBUX
KOLUTIB, 3BiT [IPO 3MiHHM B PaXyHKaX BJIACHOTO KaIliTaly, BACHOBOK I10 OCHOB-
HUAM 6yXFaJITepCBKI/IM MPHUHIKMIIAM, PUHHATAMHU y JaHIf Kopropariii, npu-
MITKH, TIOSICHEHHS, 3BIT ayUTOPa, KOMEHTapi MEHEKMEHTY TI0 ITOJIIIM 32 PiK.

APPLIED COSTS: HapaxoBaHi BHTpaTH; BHTPATH, BIIHECCHI Ha Mij-
PO3IiIH, IPOIYKTH a00 00’ €KTH AiSUIBHOCTI; HEOOOB I3KOBO MOBUHHI BIJIIO-
Bizath (PaKTUYHO MOHECEHUM BHUTpaTaMm (IO TOJIOBHUM YHMHOM CTOCYETHCS
HaKJIQJHUX BUTPAT).

APPLIED OVERHEAD: nus. Absorbed overhead.

APPROPRIATED RETAINED EARNINGS: acursoBaHui HEPO3IIO-
JiTeHuH l'[pI/I6yTOK (y CIIA); 3apesepBoBaHa 4YacTHHA Hep03nomneH0r0
npuOyTKY, 1O CBIAYATH IIPO Te, 110 YaCTHHA BIJNOBIJHAX aKTHBIB KOMIaHI
MOke OyTH BHKOPHCTaHa 3 METOI, BIIMIHHHMX BiJ BHIUIATH IUBIJCHIIB;
aHaJIOr4He NMOHATTS y BennkoOpuTaHii — KariTaibHi pe3epBy.

ASSETS: akTHBM; €KOHOMIUHI pECypcH, 3az[1;1H1 B IOCIIOJIAPCHKHX Ore-
paLlisX KOMIIaHI, Bij{ SIKMX y Mal0yTHbOMY O4iKy€ThCsl KOPUCHUIT €(eKT.

ASSET DEPRECIATION RANGE (ADR): nepiof ciMcaHHs aKTHBY;
TPUBAJIICTh Yacy, MPOTATOM SIKOTO HEOOXIAHO CITMCATH BapTICTh aKTHBY; Y
CILIA BcranoBmoeTbest City:KO0I0 BHYTPILITHIX TOXOIB ISl IIEBHUX CTaTed
AKTUBIB 3 METOIO0 PO3PaXyHKY OIOJIaTKOBYBAHOTO MPUOYTKY.
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ASSET TURNOVER: 000poT akTuBiB; KOe(DiLli€HT, 1110 BUMIPIOE ehek-
TUBHICTh BUKOPUCTAHHS aKTUBIB 3 MOy BUTOPTY i3 MPOIaXKIB.

ATTEST: arecraiiis; 1ymMKa ayauropa, IO IIATBEPKYE BipOTiTHICTH
(hiHAHCOBHX 3BITIB.

AUDIT COMMITTEE: peBizilinuii (ayIuTOPCHKUI) KOMITET; SKHU
MIPU3HAYA€E HE3AJICHKHUX ayJUTOPIB 1 OOrOBOPIOE 3 HMMHM PE3yJbTaTH PEBi-
3iifHOT poboTH.

AUDIT PROGRAM: mporpama aymuTOpchKOi HepeBlpKH MOCJIIIOB-
HICTPh IpOLIEAYP NPH MEPEBipIIi (blHaHCOBOI 3BITHOCTI KOMIIaHil.

AUDIT TRAIL: KOHTPONIbHHI (2yAHTOPCHKNUIA) cmig; 1) HOCJ‘IIL[OBHlCTB
IICEMOBHX CXBAJICHb BiATIOBiNANBHHUX OCi0, IO MiATBEPIKYIOTH OIEparlii;
2) mocuiaHHsl Ha JuKepelo iH(pOopMALli, IO CYIPOBOLKYIOTb OyXraaTepehbKi
3amUCH | I03BOJISIOTH ayJAUTOPY BiACIIAKOBYBaTH PyX NaHUX BijJ [EPBUH-
HHX JIOKyMEHTIB 10 (DiHAHCOBHX 3BITIB.

AUDITING: ayaur, peBi3is, mepeBipka 3BITHOCTI; OCHOBHHN 1 HAHOLITBII
BIIMIHHHUK 00O0B’S30K JUIUIOMOBAHUX OYXrajTepiB; MPOLIEC BUBUYCHHS I Ie-
peBipku (DiHAHCOBHX 3BITIB KOMIIAHIi 3 METOI0 MOJAaHHS HE3aJICKHOI i mpo-
(eciifHOl TyMKH MPO BipOTIMHICTS i SKICTh iH(OpMAaIii, 0 MICTUTHCT Y (Di-
HaHCOBOI 3BITHOCTI; PyHKIIIA arecTalii (mATBEpKEHH:) (piHAHCOBUX 3BITIB.

AUDITING STANDARDS: aynutopchki CTaHIapTH; AeCITh CTaHAap-
TiB, pO3p0O0JICHHX AMEPUKAHCEKUM IHCTUTYTOM TUILIOMOBaHHX OyXTanTepiB
(AICPA).

AUDITOR: ayIUTOP; HE3aNeKHHH Oyxranrep, IO TEpeBipse aKypat-
HICTb, BIPOTIAHICT 1 BIANOBIAHICTD 3arajbHONPUIHATHM OyXrajarepchb-
KMM IpUHIUIAM OyXTraJTepChKUX 3alHUCiB 1 3BIiTiB, a MOTIM aTecTye (Mmif-
TBEPIXKYE) iX.

AUDITOR’ REPORT: muB. Accountant’s report.

AVERAGE-COST METHOD: meroz cepeaHboi co0iBapTOCTi; METOZ,
KaJbKYITIOBaHHS COOIBApTOCTI 3amaciB i 0OJIKy pyXy BUTpaT 4epe3 paxyHKH
3araciB, MPH SKOMY J0 KOXKHOI OJIMHUII IPOJIAaHUX TOBapiB abo 3armaciB BiHO-
CSITh BAPTICTh, TOPIBHIOE CEPEIHIN BAPTOCTI KYILICHHUX IMPOIYKTIB TAHOTO THITY.

B

BAD DEBT: 6e3naniiinuii 60pr; cymMa paxyHKiB JI0 OTPHUMaHHs, SKi,
LIBU/LIC 32 BCE, HIKOIM HEe Gy1yTh IHKAacOBaHi (OIUIa4eHi).

BAD DEBT RECOVERY: BiaiikoayBaHHs 6C3Ha,Z[II/IHI/IX 0opriB; oruiara.

BALANCE: 3aiumok (paxyHKy); cajibl0; PI3HUISI MK CyMaMu, 3aIlH-
CaHMMH Ha JBOX CTOPOHAX PaxyHKY; 3aJHUIIOK MOXKe OyTH a00 JaeOeTOBUM,
ab0 KpEIUTOBHM.

BALANCE SHEET: 6ananc (6anancoBuii 3BiT); (opMa 3BITHOCTI opra-
Hi3aii, o mokasye ii (iHaHCOBE CTAHOBHIIEC HA MEBHY AaTy; OajaHC BiJO-
Opaskae 00CsT KamiTary i HOro CTPyKTypYy.
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BALANCE SHEET EQUATION: GanaHcoBe piBHSHHS; aKTUBU = 3000-
B’sI3aHHsI + BIAcHWH Karitan (a0o akTHBM = MACHBH); TAKOXK Ha3. Accounting
equation.

BEGINNING INVENTORY: mouaTkoBi 3amacu (3armacd Ha IOYaToK
Iepiony); TOBapHO-MaTepialbHi 3amacy, 0 BKIIOYAIOTh CUPOBUHY W Mare-
pianu, He3aBepIleHe BUPOOHUIITBO 1 FOTOBY MPOAYKIIIO, HA ITOYATOK 3BITHO-
ro TepioAy; CTOCOBHO O TOProBOi KOMIIAHIT HAsSBHHUW TOBap, MPH3HAYCHUIA
JUISL TIPO/IAXKY, Ha II0YATOK 3BITHOIO IIEPIOy.

BOARD OF DIRECTORS: paja aMpeKkTopiB; KEpiBHUH OopraH KOpIio-
parii (aKIiOHEPHOTO TOBAPUCTBA), OOPaHUIl .aKIIIOHEPAMH.

BOOK: cTocoBHO 10 OyxraiaTepchbkoi JOKyMmeHTarlil; 1) aiecioBo: pe-
€CTpYBATH omepallii; 2) iMeH.: (3BUYaiiHO B MHOKHHI) OyXTraaTepchKi KHUTH
W KypHaIIH.

BOOK COST: qus. Book value.

BOOK OF ORIGINAL (PRIME) ENTRY : kaura nepBHHHOTO 00Ky (KHH-
ra 00J1iKy IroCIIOJIapChKUX OIepalliii); aHaJIor )KypHaly; Takoxk Ha3. Day book.

BOOK VALUE: 6anancoBa BapTiCTb.

BOOKKEEPING: Gyxraiarepcbke roCroaapcTBo; 3aco0u peectparii i
30epiraHds OyxrajaTepchbKoi iHhopMallii; mpoiec OyXraaTepchbKoro 00JIIKY;
PaxiBHHUIITBO.

BREAK-EVEN POINT: xputuuHa To4ka (TOYKa KPUTHYHOTO OOCSTY
BI/Ip06HI/II_ITBa) MOYMHAIOYH 3 Ii€1 TOUKY KOMITaHis OTpHMYye€ MpUOYTOK; Map-
KUHAJIBHBIA JOXIA Y LbOMY BHIIAJKY 30ira€TheCs 3 NOCTIHUMM BUTPAaTaMH;
BHKOPUCTOBYETHCS B aHAIi31 IOBEIIHKU CO61BapTOCT1 (BuTpar).

BUDGET: xoruropuc, (piHaHCOBHM IUIaH, SIKUA BUKOPUCTOBYETHCS IS
OILIIHKU PEe3yJbTATIiB MaiOyTHIX ommepariii; uep“l TEPMIH IIUPOKO 3aCTOCOBY-
€TbCS B YIPABIIHCHKOMY o6ni1<y B. KOHTEKCT1 BHYTPi(hipMOBOIO IJIaHyBaHHS
BUTPAT, 110 OXOILIIOE, BCI MiAPO3ALIM §i BCI (PyHKLIOHANBHI chepu 3a 1omo-
MOTOI0 p03p061<n UL HIX OKPEMHUX KOIITOPUCIB, SIKi B CYKYITHOCTI CTaHOB-
JIATh «TOJIOBHUH KoIITOpuc» (master budget).

BUDGETARY CONTROL: BHyTpilHiii (iHaHCOBHIT KOHTPOIIb; npo-
1ec p03p061<1/1 IUIaHIB (KOLUITOPKCIB BUTPAT 1 AOXOAIB) MaiOyTHIX onepaum
KOMIaHii 1Mo miapo3aiinax, GyHKIIOHATBHUX cdepax 1 KOHTPOJIIO pearizallii
[MX IJIaHIB; KOIITOPUCHUI KOHTPOJIb.

BUDGETED STATEMENTS: nomnepeani (IporHo30BaHi) 3BITH; MpO-
THO30BaHi (3aIIaHOBaHi) JaHi BITHOCHO MalOyTHIX Mol ab0 MaOyTHHOTO
mepiony, MPenCcTaBieHi y popMi 3BiTy; Ha3. Takok Proforma statements.

BUSINESS TRANSACTION: rocmoaapcbka (IiioBa) orepaiisi; €Ko-
HOMIYHA TO/isl, 110 BIUTMBAE Ha (hiHAHCOBE CTAHOBMILIE OpraHi3arfii.

C

CALENDAR YEAR: kaneHgapHuil pik; 3aKiHY4y€TbCS B OCTaHHIH JCHb
kaneHgaps — 31 rpyaHs; oOnikoBHH (3BITHHI) TIepio]] OLIBIIOCTI OpraHiza-
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1i{ 30iraeTbes 3 KaJCHIAPHUM POKOM, ajie JCsAKI BUKOPHUCTOBYIOTH IIPHPOJI-
HUI rocromapchKuii pik (natural business year), HAIPHUKIA Y TATY35X Cilb-
CBKOI'OCIIOaPCHKOr0 BI/Ip06HI/IHTBa

CAPITAL: xamitai; 1) BaacHu# kamitan (owners’ equity) miANpHEMCTBA
(opraHlsauu) 2) CYKYTIHI aKTUBH KOMIIaHii; 3) BeJIMYUHA d)OHmB SIKIMHU BOJIO-
JIlie opraHizailisi; 4) CTOCOBHO JIO MPUBATHUX ()ipM 1 MAPTHEPCTB 1HOMI BUKOPHUC-
TOBYETHCSl B 3HAYCHHI BKIIAJICHOTO Kamitaiy (paid-in capital); 5) iHomi 3acToco-
BYETBCsl [UIs] II03HAYCHHSI KAIlITAIILHIX aKTHBIB Y CIIONy4eHHI capital assets.

CAPITAL ALLOWANCES: kaniTanbHi 3HUKKH (y BenukoOpurasii);
(hopma mpHUCKOPEHOT aMOPTH3AIlil OCHOBHHX KOIITIB, SIKI BUKOPHCTOBYIOTHCS
IpU PO3PaxyHKY OLOAATKOBYBAHOTO HPHOYTKY.

CAPITAL ASSETS: xamitajlbHi aKTHBH; 1) y d)lHaHCOBOMy 00Ky
CHIA — n0BroCTpOKOBi MarepiaibHi il HeMaTepialbHi aKTHBH, W10 MPEA-
CTaBJISIIOTH «KaIliTali30BaHl MOCIYrH»; 2) B ONMOAATKOBYBaHHI CHIA — BCE
MaifHO TUIATHUKA, 32 BUHATKOM KOINTIB, Ne0ITOPCHKOI 3a00proBaHOCTI MOKYTI-
11iB, 3aI1aciB, OCHOBHUX KOIITIB, SKi BUKOPUCTOBYIOTh B OCHOBHIHM JisJIbHOC-
Ti, IEBHUX HEMaTepiaJbHUX akTuBIB; 3) y BenukoOpuTaHii 1Ieii TepMiH He
BXKHBAETHCA.

CAPITAL BUDGET: kowmTopuc KamiTaJlbHUX BUTPAT; IUIaH repeada-
YyBaHWX HAIPSMKIB TPUAOAHHS JOBrOCTPOKOBUX BHPOOHUYUX AKTHBIB 1
BIJIIIOBITHUX KOIITIB (hiHAHCYBAHHS TAKMX BUTPAT.

CAPITAL BUDGETING: (BuyTpiiHe) hiHaHCOBE IUIAaHYBAHHS KaIliTalb-
HUX BUTPAT; 00JIACT YIIPABIIHCHKOTO O0JIKY 1 (DIHAHCOBOrO MEHEPKMEHTY.

CAPITAL EXPENDITURES (OUTLAY): xamitanbHi BUTpaTH; 1) BU-
TpaTH Ha MPUAO0AHHS HOBUX a00 Ha PO3IIUPEHHS (30LIBIICHHS BapTOCTI) ic-
HYIOYHMX JOBIOCTPOKOBHX BUPOOHMYMX akTHBIB (plant assets), Takux, sk Oy-
JUHKH, YCTaTKyBaHHS, BUPOOHUYMI TPAHCIOPT Ta iHIE, 2) BUTpPATH Ha
npuAOaHHS JOBrOCTPOKOBUX aKTHBIB.

CAPITAL GAIN: BunagkoBuii (He 00yMOBIICHHH OCHOBHOIO AisUIbHIC-
TIO) MPUOYTOK BiJl MPOJAXy KaliTAIbHUX aKTUBIB; IIEPEBUIIICHHS TOXOIY BiJl
POy KaIliTAIbHUX aKTUBIB HAJI IXHBOIO COOIBaPTICTIO.

CAPITAL LOSS: BunaakoBuii 30UTOK (HE 00yMOBJIEHHI OCHOBHOIO JTi-
SUTBHICTIO) BiJl IPOJ@XKy KalliTalbHUX aKTHBIB.

CAPITAL TURNOVER: 0060poT KarmiTany; IOKa3HUK, [0 PO3PaxoBY-
€TBCS MOIIOM PIYHOro 00cATy peaiizamii (IpoaaxkiB) Ha BEIMYMHY HOCTIH-
HOro Kamitany (permanent capital), JOpiBHIOE CyMi JOBIOCTPOKOBHX 30-
0OB’sI3aHb 1 BIACHOTO KaIiTay.

CARRYING COSTS (CHARGES): inBeHTapu3aliiini Burpatu (Bap-
TICTh 30epiraHHs 3amaciB); BATPATH Ha 30epiraHHs 3amaciB 3 MOMEHTY IXHBOT
MOKYIIKH JI0 TIPOJIaxky a00 BUKOPHCTaHHS.

CARRYING VALUE (AMOUNT)' IOTOYHA BapTICTh; HEBUKOPHCTAaHA
YaCcTMHA BapTOCTI aKTHBY: BAPTICTb i3 ypaxyBaHHAM 3HOLIYBAHHS; IHOAI
03Hauae OAIaHCOBY BapTiCTh.

CASH ACCOUNTING: 001K I'pOIIOBUX BHAATKIB 1 HAAXO/KEHb; TUII
OyXranaTepchKOro o0JIKY, SIKHI 3aCTOCOBYETHCS B JICSIKHX BHIAX Maloro 0i3-
HeCy; OOJIK, SKHid 3/[IHCHIOETHCS TUTLKHA B YaCTHHI PyXY T'POIIIOBHX KOIITIB.
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CASH BASIS OF ACCOUNTING: npuHnuil o0jiky (pakTUYHUX IPO-
[IOBHX MOTOKIB; «KACOBHI» METO/I.

CASH BUDGET: xortopuc KoIITiB; I1aH a00 po3paxyHOK OUYiKyBaHHUX
CPOIIOBUX BUJATKIB 1 HAAXOMKEHD.

CASH FLOW FORECAST: nporso3 pyxy IpOIIOBUX KOIITIB; IPOTHO3
abo KOLITOPHUC, SKUH MOKa3ye mependadyBaHi 3ailHMIIKU KOLITIB HA KIHCLb
MicsIst a00 KiHEIb POKY; TaKOX Ha3. KomropucoM komrTiB (cash budget).

CASH FLOW STATEMENT: 3BiT 11po pyX IpOILIOBUX KOIITIB; (hiHAH-
COBHIH 3BIT, 10 TIOKA3Y€ JHKEpeia 1 HalpsIMKH BUKOPUCTAHHSI KOILITIB 3a 3BITHUIH
repioj, mMoB’si3ai 3 (HiHAHCOBOK, IHBECTUIIHOIO W OCHOBHOIO JIiSUTBHICTIO
KOMIIaHii.

CASH PAYMENTS JOURNAL: xypHal rpouioBux MJIaTeXIB; cneui-
QIbHUH KypHAJI, Y SIKOMY PEECTPYIOTCSI BATPATH KOLUTIB (SIK i3 Kacu, TaK i3
0aHKIBCHKOTO PaxyHKY) Y BUIISI IJIATEKIB; Takoxk Ha3. Cash disbursements
journal.

CASH RECEIPTS JOURNAL: >xypHai I'pOLIOBUX HAIXOMKEHb; CIICIialb-
HUM )KypHAJI, Y SKOMY PEECTPYIOTHCS BCl OIepallii 110 OIePyKaHHIO KOIIITIB.

CASH SHORT OR OVER: paxyHOK HaJUTHIIKy a00 HeCTadi KOIITiB;
PaxyHOK, KM BUKOPHCTOBYETHCS JJIs BIIOUTTS HEBEJIUKOTO HAJUIMIIKY a00
JehIUTy KOIITIB, [0 BUHUKAIOTh Y PE3YJIbTaTi TOCIOAaPChKOT MisSUTBHOCTI.

CENTRAL CORPORATE EXPENSES: nenTpainizoBaHi KOpIopaTus-
Hi BUJIATKH; 3arajibHi HAK/IA/HI BUIATKM HA YTPUMAaHHS LEHTPaIbHOIO ara-
party yrpasiiHHs (I1Ta0-KBAPTUPH) 1 0OCTYTOBYFOUHX IMTIAPO3LTIB Kopnopauu

CERTIFIED FINANCIAL STATEMENT: artectoBanuid (miarBep-
JOKeHMI) (pIHAHCOBMM 3BiT; (PiHAHCOBMH 3BIT, 3aCBIIUCHHMI HE3AICKHUM
ayJIUTOPOM.

CERTIFIED INTERNAL AUDITOR (CIA): quruioMoBaHHN BHYTPILII-
Hi ayauTop (C]_HA) ocoba, 110 3a10BOJIbHSIE MEeBHI BUMOTH IHCTHTyTy
BHYTPIIIHIX ayAuTOpiB (BKJ‘IIO‘IaIO'-II/I JIOCB1JT TPAKTUYHOI POOOTH, OCBITHIN
piBEeHb, €TUYHI BUMOTH).

CERTIFIED MANAGEMENT ACCOUNTANT (CMA): aumioMo-
BaHuH ynpasiiHcbkui Oyxrantep (y CLUA); 3BanHsl, w0 Hanaerbest IHeTu-
TYTOM JMIUIOMOBAHHX YIPABIIHCBKUX OyXrairepis HaI_IIOHaJILHOI acormiartii
Oyxranrepis; 0co6a, 110 3a0BOJIbHSIE TIEBHI JiLEH31IHI BUMOTH (BKIIOYaK0-
4M JI0CBIJ| IPAaKTHYHOI POOOTH, OCBITHIi PIBEHb, CTHYHI BUMOTH), IO 3/aJ1a
KkBai(iKaliiHi ICOUTH 1 MA€ MPaBO MPAIfOBaTH OyXrajaTepoM y KOMIaHIsAX
JIAHOTO IIITATY.

CERTIFIED PUBLIC ACCOUNTANT (CPA): nuruioMmoBaHul OyX-
rantep (y CLLA); ocoba, mo 31ana kBamidikamidHuiA iCIUT 1 OTpUMana Ji-
LIEH3110 Ha pOOOTY B ayIUTOPCHKUX 1 KOHCYJbTALlIMHUX (ipMaXx.

CHART OF ACCOUNT: miaH paxyHKIiB, CHCTEMAaTH30BaHa CXeMa,
BIJIMIOBITHO JIO SIKOT KOKHOMY PaxyHKY IMPHUBJIACHIOETHCS TIEBHUH HOMEp a00
KO/, 100 MOJIETIIINTH 3HAXO/KEHHSI PaXyHKY B OyXTalTepChbKUX KHHUTAX.

CHARTERED ACCOUNTANT (CA): nurioMoBaHHi OyXranTep; Tak
Ha3WBAIOTHCS TUILIOMOBaHI Oyxraiarepu y BemmkoOpuranii, ABcTpanii i
Kanami.
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CLEAN SURPLUS CONCEPT: KoHIIEIIis YUCTOr0 IPUPOCTY; MPUH-
LIMII, BIAMOBIAHO 70 AKOTO Ha PaXyHKY HEPO3MOAIIEHOr0 MPUOYTKY MOBHHHI
B110OpakaTHCS TUILKH YUCTUI MPUOYTOK 1 AMBIACHIH.

CLEARING ENTRIES: nuB. Closing entries.

CLOSE: 3akpuBaTé paxyHoK; 1) miapaxoByBaTH CyMH 3aIKCIB IO Je-
0eTy ¥ KpeauTy paXyHKY HAIPUKIHIN 3BITHOTO MEPIOy ¥ BUBOAUTH CajlbJi0
MaiOyTHBOTO TMepioAy; 2) MEPEHOCUTH 3aJUIIOK TUMYAaCOBOTO PaXyHKY
(abo KOHTpPpPaxyHKY, a00 cyOpaxyHKYy) Ha OCHOBHUM PaxyHOK, 3 SIKUM BiH
OB’ SI3aHU M.

CLOSING ENTRIES: xypHanpHi 3allUCH HANpPHKIHI 3BITHOTO MeEpi-
0]y, SIKIi TOTYIOTh MEpEeXia J0 HACTYIHOI'O 3BITHOTO IEPiOAy HUIIXOM 3a-
KPHUTTS PaxyHKIiB BHJATKIB 1 JOXOMIB 1 IICPCHCCCHHS] YUCTOI BEINYMHH 3a-
MKy (npubyTKy) Ha PaXyHOK BIIACHOIO KamiTaiy abo 6e3nocepenHbo Ha
paxyHOK HepOo3MoIiIeHOro MpuOyTKY; Takox Ha3. Clearing entries.

CLOSING INVENTORY: nuB. Ending inventory.

COMMON COSTS: 3arajbHi BUTpaTH;, BUTPATH Ha CUPOBUHY W Marte-
piaiy, BUKOPUCTAHHS HMOTY>KHOCTEH (OyIMHKIB, YCTaTKyBaHHs) 1 IOCIYT.

COMMON MONETARY MEASURING UNIT: 3araigpHa Tpouiosa
OJIMHHUIIS BUMIpY.

COMPANY: KoMIaHis; SK IpaBWIO, MAaeThCS Ha yBasi akI[iOHEpHA
kommaHisi; muB. Corporation.

COMPARABILITY: cmiBcTaBHICTh; SIKICHA XapaKTEpUCTUKA Oyxrai-
Tepebkoi iHdopmaii, i HeoOXxiaHuX napaMeTp1B L0 03BOJISIE BUSBIIATH
CXOXKICTb, PO3XOJKEHHS. H TUMYACOBI TEH/CHLI HAa OCHOBI IIOTOYHOI 1 MH-
HYJI01 3BITHOCTI KOMIIaHii, a TAKOX IMOPIBHIOBATH Pi3HI KOMIaHii.

COMPARATIVE FINANCIAL STATEMENTS: MOPIBHSUTBHI (hiHAH-
COBI 3BITH, y IKUX JIaHl IPEJCTaBJICHI 3a JBa a00 Oljblie pOKiB

COMPATIBILITY PRINCIPLE: npuHmumn CyMlCHOCTl BUXITHUN
MOMEHT y MOOYH0BI OYXIaaTepchKUX CHCTEM, WO IiAKPECIIE HeOOXil-
HICTh CYMICHOCTiI OCTaHHIX 3 OpraHi3aliiHUMH | TIOJCEKUMHU (DakToOpamu
OizHecy.

COMPOUND ENTRY: ckmamgHuil 3amuc; >KypHaJbHHM 3aIucC, IO
BKJIFOYA€ OLIBII HOK OUH J1e0CTOBHI 1/a00 KPEIUTOBHI 3aIIKC.

COMPREHENSIVE BUDGET: nus. Master budget.

COMPTROLLER: gus. Controller.

CONDENSED FINANCIAL STATEMENTS: ctucii ¢iHaHCOBI 3BiTH;
MICTATh TIJIbKH OCHOBHI CTaTTi 0€3 TOKJIaHOI PO3IIH(PPOBKH.

CONFIRMATION: niarBepkeHHs; odimiiiHe MiATBEPIIKEHHS, SKe
HAJa€ThCSA TMOCTAYaIbHUKAMU W CIIOXKMBAaYaMH MPOIAYKINT (3aMOBHUKAMH )
KOMITaHii ii He3aJIe’)KHOMY ayJIUTOPOBI, IO IIEPEBIpsA€ BEIMUMHU AeOITOPCH-
KOI i KpeAMTOPCHhKOT 3a00PrOBaHOCTEH, ITOKa3aHi y 3BITHOCTI KOMIIaHil.

CONSERVATISM (PRUDENCE): koHcepBatu3m (06a4HHICTB); OyX-
TaJITepPChKE MPaBUIIO, BiJMOBIIHO JIO SIKOTO, SKIIO 3aCTOCYBaHHS ajbTepHA-
TUBHHUX OyXTaJTepChKUX MPOIEIYp YITKO HE BU3HAUCHO, TIOBUHEH MPOSBJIS-
THUCSI KOHCEPBATU3M (B OI[iHIII) i BUOUPATUCS MPOLEAYPa, M0 Y HAWMEHIITIH
Mipi IepeoIliHIOE aKTUBU a00 MPUOYTOK.
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CONSISTENCY: nocmiaoBHICTh (CTalICTh); OyXTraaTepchKe IMpaBUIIO,
[0 BMMarae, nob npuiHATa 00JIiKOBa MOJITHKA. HE MiHsAIAcs Bia mepiogy
JI0 Tepiony.

CONSOLIDATED FINANCIAL STATEMENTS: koHcoiigoBaHi ¢i-
HAHCOBI 3BiTH; 3Be/IcHI (DiHAHCOBI 3BITH TPyNU KOMITaHiH (IIiAIPHEMCTB, Op-
raHisaiiif), 1o € pe3yabTaToM 00’€IHAHHS MMOKa3HMKIB (hiIHAHCOBUX 3BITIB
OKpEeMHX KOMIIaHiH 1 BHKIIOUEHHS TaK 3BAaHHUX «BHYTPIIIHIX» CTaTeH, IO
MIPEACTaBIISAIOTh BIJHOCHHM 1 OIEpalii MK KOMITaHISIMU JaHOI TPYIH;, Ha3.
Takox Group accounts.

CONTRA (against): 3aiik; OyXranTepcbKHid 3ammmc, o 3MeHIIye (3apa-
XOBY€) 3a00proBaHICTh MMOCTAYaIbHUKOBI, II0 OJHOYACHO € IOKYIIIEM, Ha
CyMy HOro 3a00proBaHOCTI.

CONTRA ACCOUNT: KOHTppaxyHOK; PaxyHOK, 3aJIHIIOK SIKOTO BifI-
HIMA€ETBCS 3 OCHOBHOTO PaxyHKY y (hiHAaHCOBUX 3BiTaX, HAIIPHUKIIA]] PaXyHOK
HAKOMUYEHOTO 3HOITYBAaHHS.

CONTRIBUTION MARGIN: mapKuHaIbHBIA JOXiJ: MEPEBHIICHHS
JIOXOAY BiJ MPOAaXIB HaJ CYKYIHHMHU 3MIHHUMH BUTpaTamu (BHIATKaMH),
10 BIIHOCATHCS JI0 MIEBHOTO PIBHSI MPOJAXIB (00CATY BUPOOHUIITBA).

CONTRIBUTION MARGIN RATIO: koedimieHT Map)KHHaJIbHOTO
JOXOJ1Y; MapKHHAIBHBIN TOX1]l, TUICHUH Ha BEIMYMHY YUCTUX MPOIAXKIB.

CONTROL: KOHTPOJIB; MPOIEC CIIOCTEPEKEHHS i BILTUBY HA XiJ{ BUKO-
HaHHSI [J1aHY; TAKOX YIIPaBIIiHHS.

CONTROL PRINCIPLE: npuHUMI KOHTPOJIO; MPUHIUII KOHC-
TPYIOBaHHS OyXTraJTEepPChbKUX CHUCTEM, [0 BUXOJHUTH 13 YMOBH, IIO. 1H-
(dbopwmariiss MOBMHHA TapaHTyBaTH CHUCTEMI BHYTPILIHHOI'O KOHTPOJIIO
MOXTUBICTh 30€pEKEeHHSI aKTUBIB i 3a0€3MeYUTH HANifHICTH Oyxrai-
TEPChKUX JTaHUX.

CONTROLLABLE COSTS: KOHTpOIbOBaHI BUTPATH; BUTPATH, Ha AKi
MO>KYTh BIUIMHYTH PIIICHHS 1 Jii IEBHOTO MEHEIKEPa.

CONTROLLABLE OVERHEAD VARIANCES: KOHTpOJIbOBaHE Bijl-
XWJICHHS HAKIaJHUX BUTPAT; PI3HUII MDK (PaKTUIHO MOHECCHUMH i 3ariia-
HOBAHHMMH B KOIITOPHUCI JJISl JOCATHYTOTO PiBHS BUPOOHMIITBA HAKIIATHUMHU
BUTpATaMHU.

CONTROLLER: xoHTpoliep; TOJOBHUN Oyxraitep OpraHi3amii; Has.
takox Comptroller.

CONTROLLING (OR CONTROL) ACCOUNT: KOHTpOIIOIYHit
(ab0 KOHTPONBHMI) PAXYHOK; PaXyHOK y TOJIOBHIA OyXTalTepChKill KHHU3I,
110 IMiJICYMOBY€E 3arajlbHUM 3aJIMIIOK I'PYIH 3B’ A3aHUX PAXyHKIB 13 JOMOMIDK-
HO1 KHUTH; Ha3. Takoxx Total account.

COST ACCOUNTING: 00jik BUTpaT Ha BHPOOHHUILTBI (BUPOOHHUYMIT
00J1IK); YacTHHA YIPaBIIHCHKOr0 OOJIIKY; Ipolec peecTpaltii, kiacudikariii i
AKyMYJIIOBaHHS BUPOOHUYHMX BUTPAT.

COST FLOWS: pyx (IIOTOKH) BUTPAT; B3aEMO3aJIC)KHI, IIOCIIOBHI 11O~
TOKH BUTPAT BCEPEIUHI KOMIIaHIi B PE3yJIbTaTi Pi3HUX TOCIIOAAPCHKUX OIle-
pamiii, TOYMHAIOYN i3 3aKyIiBJIi CHPOBUHH 1 MaTepiajiiB i 3aKiHUYIOYH IIO-
CTaBKOIO TOTOBOI MPOYKIIi.
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COST OF GOODS MANUFACTURED: co6iBapTicTh BHUPOOJICHHUX
TOBAapiB; CyMapHi BUPOOHUYI BUTPATH, BITHECEHI O TMPOAYKIIl, BHPOOHHUIIT-
BO SIKO1 3aBEPIICHO Y 3BITHOMY MEPiOzi.

COST OF GOODS PURCHASED: BapTicTh TOBapiB KyIUICHHX; YHUCTA
[iHA MOKYIKH (32 BUpaXyBaHHSAM 3HIIKOK) MPHI0AHUX TOBAPIB ILIIOC BUTPa-
TH Ha TXHe 30epiraHHs i JTOCTaBKY Ha MICIIE, € BOHH MOXYTb OyTH MPOIYK-
THBHO BUKOPHCTaHI.

COST OF GOODS SOLD: co6iBapTicTh peali3oBaHOI MPOIYyKIi (To-
BapiB IPOJIAHMX ); 6yxranTepCLKm71 PaxyHOK, a TaKOX, CTAaTTs 3BITY IPO MPUOYT-
KH, 11O BifoOpaXxaroTh CyMy IHBCHTapH30BaHUX BUTpaT (inventoriable costs),
SIKi CTAllM BUJATKAMK B PE3yJIbTATI IPOAAXKy TOBAPIB.

COST OF SALES: CO6lBa‘pTICTB MPOJIaXKIB (peaJ113au11) 3BUYAKHO ITiJ
MM TEPMIHOM MA€ThCS HA yBa3i cOOIBAPTICTh peali3oBaHOl MPOIYyKIIii (cost
of goods sold).

COST PRINCIPLE: npuHIHUI OLIHKK 32 COOIBApTICTIO; MPUHIIMII, IO
BHMMarae, 1100 aKTUBH Bi0Opakamcs y 3BITHOCTI IO (paKTUYHIM co0iBapTO-
cti npunoanns (historical cost, acquisition cost) 3a BUpaxyBaHHSIM HaKOIH-
YEHOTO 3HOIITYBAHHSI.

COST SHEET: xanbKyJisiiiiHa BiJOMICTb; 3BIT, 110 ITOKa3y€e BCI €JIEMEH-
TH, II[0 CTAHOBJISITh CYMapHY BapTiCTh CTATTI.

COSTING: 00ik BUTpaT; po3paxyHOK cO0IBapTOCTi POOIT.

CREDIT: 1) xpeaur; 1paBa CTOPOHA PaxyHKY; 2) KpeauTyBaTH (PaXxyHOK).

CREDIT LOSS: BTparu Bij IIPOJAXKY Y KPEIHT.

CREDITORS: kpenuropu; CTOPOHHI OpraHi3aifi 0coOu, 110 HaJald KOM-
NaHii KpeauT, IKUi BinoOpaxkaeThcs B OanaHci sk 30008’ s3aHHs (liabilities).

CURRENT ACCOUNTS: notoyHi paxyHKd TapTHEpiB; 1) y mapTHepc-
TB1 — IOTOYHI paXyHKH HapTHEPIB; OyXrajaTepchbKi paxyHKH, Ha SIKUX BiJ0-
OpaXkaroThbCs PO3PaXyHKH .(ipMH 31 CBOIMH BIIaCHUKaMH, (TapTHEpaMH): Ha-
paxyBaHHS W BHIUIaTa 3apiuiaTd abo IHIIMX JOXOMiB; 2) OyXraiarepchki
paxyHKH, Ha KX KOMIaHIsA-IHBECTOP BiOOpaXkae po3paxyHKH 3 KOMIIaHis-
MH-00’€KTaMH iHBECTYBaHHS.

CURRENT ASSETS: norouHi akThBH, OOOpOTHI aKTHBH, OOOpPOTHI
KOIITH; KOIITH Ta 1HIII aKTUBHU, Y BIIHOIICHHI O SKMX MOYKHA 06rpyHTOBa—
HO IPUITYCKATH, 110 BOHN 6yz[yTb 06epHeH1 B KomITH abo mpopaHi; abo cro-
JKUTI1 IPOTATOM OJJHOTO POKY a00 3BUYAHOTO OTICPAIifHOTO IHKITY.

CURRENT COST: noTo4Ha BapTicTh; Takox Ha3. Current value.

CURRENT FUNDS: nmotouni (OHI{; KOIITH 1 iHII aKTHBH, SKi MO-
JKyTh OyTH OOCpHEHI B I'POIIIi.

CURRENT OPERATING PERFORMANCE CONCEPT: koHuenuis
BiIOOpaKeHHS pe3yNbTaTiB MOTOYHOI OcHOBHOI aistibHOCTI (CIHIA); mpuH-
LM 3BITHOCTI, BIAIOBIAHO IO SIKOTO npn6yT0K nepioy MOBHUHEH Biz[o6pa—
JKATH TUIBKU Pe3yJIbTaTH HOPMAIIbHUX, 3BUYAHHUX JUIsl 1aHOT KOMIaHii orre-
parliif Iporo nepiomy.

CURRENT RATIO: xoe}ilieHT IOTOYHOI JIKBIIHOCTI; OAMH 3 IOKa3-
HUKIB JIIKBITHOCTI, II[0 XapaKTepu3ye (PiHAHCOBE CTAHOBHIIE KOMIIAHII.

CURRENT REPLACEMENT COST: noTo4yHa BapTiCTh 3aMiH{ (aKTHBIB).
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CURRENT SELLING PRICE: norouHa npojaaxKHa IiHa; ITOTSHI[IHA
[iHA MPOAAXKY aKTHBY TEIep Ha BUILHOMY PUHKY IIPHU BiICYyTHOCTI MOHOIIOJb-
HUX YMOB a00 SIKOro-HeOY/b 1HILIOI'O THUCKY.

CURRENT VALUE ACCOUNTING: o00nik y MOTOYHHX OIlIHKAaXx;
1) meron 00miKy, MO BimoOpaxae y (piHAHCOBUX 3BiTaX BIUTUB OKPEMUX IIi-
HOBHUX 3MiH (Ha BIIMiHY BiJl 3MiHHM 3araJIbHOr0 piBHS 1iH); 2) ¢popMa 00JIIKY,
IIpH SIKIF BCI aKTHBH BiIOOPa)XaroThCs abo MO MOTOYHIN BapTOCTI 3aMiHH,
abo0 3a YKCTOIO LIIHOIO peai3allii, a Bci 3000B’s13aHHs I0Ka3yIOThCS 10 HaBe-
JIEHIl BapTOCTI.

CUSTOMERS’ LEDGER: xHura paxyHKiB CIIOKHBa4iB (3aMOBHUKIB);
OyxraJiTepchKa KHUTa, sSIKa [I0Ka3ye paxXyHKH OKPEMHX CIHOXXHUBAYiB.

D

DEBIT: 1) ne6ert; niBa cTopoHa paxyHKY; 2) 1e0eTyBaTH; 3alIMCYBaTH Ha
JIiB1i CTOPOHI paxyHKY.

DEBT RATIO: xoedillieHT TOBrocTpOKOBOI 3a00proBaHOCTI; y ICIKHX
JDKepeax OTOTOXKHIOEThCS 3 TepMiHOoM "Debt (to)-equity ratio".

DEBT (TO) EQUITY RATIO: BigHolieHHs 3000B’s13aHb 70 BJIaCHOTO
KamiTany; BaXJIMBUH MMOKA3HUK, KUK BUKOPHCTOBYEThCS B aHali31 iHAHCO-
BMX 3BITIB 1 KM BijjoOpa)kae CTYIIHb 3aXHUIICHOCTI KPSAUTOPIB Bija Heria-
TOCIIPOMO>KHOCTI KOMITaHii-OOpKHUKA.

DECLINING BALANCE METHOD: Meron 3ayMIIKy, IO 3MCHIITY-
€ThCs (OJUH 13 METO/IIB MPUCKOPEHOI0 3HOCY (aMopTu3aliii)).

DEDUCTIONS FROM GROSS INCOME: BimpaxyBaHHS 3 BaJOBOTO
npuOYTKY, IO JOMYCKAIOTHCS MPH PO3PAXYHKY OIMOJATKOBYBAHOTO MPHOYT-
Ky; Ha3. Takox Tax deductions.

DEFERRALS: Bugatku 1 10X0aud MaiOyTHIX TepiodiB (HampHKIa,
KOIITH, 1[0 HAIIHIIUIA HA PaXyHOK y 0aHKY).

DEFERRED ASSET: nus. Deferred expenses.

DEFERRED CHARGE: mus. Deferred expenses.

DEFERRED COST: cM. Deferred expenses.

DEFERRED DEBIT: nus. Deferred expenses.

DEFERRED EXPENSES: BiacrpoueHi BUJATKH (BumaTku MarOyTHIX
EPiOAIB), BUJATKH, HE BU3HAHI K BUAATKU NEPiOAY, Y SIKOMY BOHM Malu
MiCIIe, a PO3MIISHYTI K aKTHUBH, SIKI OyIyTh CITMCAaHI B MAlOyTHIX mepioaax.

DEFERRED INCOME: nus. Deferred revenues.

DEFERRED INCOME TAXES: BifcTpoueHi mojaTku Ha HpUOYTOK;
PI3HHMIISI MK PaxXyHKOM BUIATKIB 110 BHILIATI MOJATKIB Ha MPHOYTOK 1 MOTOY-
HUH paXxyHOK JI0 OIJIATH NOJATKy Ha MPUOYTOK.

DEFERRED REVENUES: BinctpoueHi aoxoaud (I0X0ad MaiOyTHIX
Mepio/IiB); BUHUKAIOTh Y BUITAJIKYy 3000B’I3aHHS KOMIIaHil IOCTaBUTH TOBapU
a00 3po0OUTH TOCIYTH B OOMIH Ha OIUIAaTy BIepea 3 OOKYy 3aMOBHHKA; Has.
takox Unearned revenues.
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DEFICIT: nedinur (CILIA); 1) nebeToBuii 3aIHUIIOK PaXyHKY HEPO3IIO-
JIJIEHOTO (HAaKOIMMYEHOr0) MPHOYTKY, MpEeACTaBICHUN y OalaHCi Ha KOHTp-
paxyHKy JI0 BJIACHOI'O KamiTaiy; 2) iHOJI BUKOPUCTOBYEThCS ISl TO3HAUYCH-
Hsl HETATUBHOTO YHCTOTO MPHOYTKY MEPioy.

DEPLETION: numsiis; aMmopTu3anisi (BUCHAKEHHS) MPUPOIHUX pe-
CYpCIB; CUCTEMAaTHYHE CIIMCAHHS BapTOCTI IPUPOJHUX PECypciB (ki B OyX-
TalNTepChbKOMY OOJIIKY PO3TJISJAIOTHCS SK JOBIOCTPOKOBI aMOPTH30BaHI ak-
THBH, a HE 5K 3aIacH).

DEPRECIABLE COST: cnmcana (1110 CIMCY€EThCS) BapTiCTh; MEPBIiCHA
BapTICTh AKTHBY 332 BUPAXYBAaHHSAM 3aJIMIIIKOBOI BAPTOCTI.

DEPRECIATION: 3HOIIyBaHHS, aMomeaui;{ OCHOBHHMX 3ac00iB; IIpO-
LieC CHUCAHHs (CHCTEMATHYHOTO PO3MOALLY) MEPBICHOI BapTOCTi (BapTOCTl
IpUAOAHHST) AOBrOCTPOKOBHX BHpOGHHqu aKTHBIB (6yz11/1H1<13 yYCTaTKyBaH-
Hs1, TPAHCIIOPTY Ta iH.) Ha PO3PaxXyHKOBHH MEPioJl CTPOKY IXHBOT CITyKOH.

DEPRECIATION METHODS: meTtoau HapaxyBaHHS 3HOLIYBAaHHS;
OCHOBHI METO/M HapaxyBaHHs [EPIOANIHOTO 3HOLIYBAHHS BKIKOYAIOTh: Me-
TOJ MPSAMOJIIHIHHOTO (PIBHOMIPHOI'O) CIIMCAHHS, BUPOOHUYMIMA METOJI; METO-
JIM TIPUCKOPEHOTO 3HOIITYBAHHS, Y TOMY YHCIII METOJ CYMH POKIB, METOJ 3a-
JIUIIKY, 0 3MEHITYEThCA.

DEPRECIATION RESERVE: pe3epB HapaxoBaHOTO 3HOIITYBaHHS.

DIFFERENTIAL COSTS: nudepeHmianbHi BUTpaTH; Ha3. TaKOXK
Incremental costs.

DIMINISHING BALANCE METHOD: nuB. Declining-balance
method.

DIRECT CHARGE-OFF METHOD (DIRECT WRITE-OFF
METHOD): meTon 6e3mocepeiHbOTO criucanHs (0e3HaaiiHuX OOpriB); Me-
TOJ BiI0OpakKeHHS B 6yxranTepCLK0My 00J1iKy J1e0ITOPChKOI 3a00proBaHoOC-
Ti HEMIATOCIPOMOXKHUX MOKYIUIB, TIPU SIKOMY 30MTKH PEECTPYIOTHCS HE B
MOMEHT MiArOTOBKH (DiHAHCOBUX 3BITiB, @ B MipPy BU3HAHHS HEILIATOCIPO-
MOXKHOCTI KOHKpPETHHX aeOiTopiB; Takox Ha3. Specific write-off method;
Write-off method.

DIRECT COSTING: JHB. Variable costing.

DIRECT COSTS: npsimi BUTpaTH; BUPOOHHUYI BUTPATH (MO)I(JII/IBO HE
TiIbKY BUPOOHMYI), SIKi MOXYTh OyTH 663HOC6peIlHI>O BiJTHECEHI Ha MEBHHUU
npoAyKT abo 00’€KT BUTpAT; iHOMI el TepMiH, BUKOPUCTOBYETLCS JJIS TIO-
3HAYEHHSI 3MIHHUX BUTpAT.

DIRECT LABOR: npsimi BUTpaTH Ha OILIaTy Mpalli; BCi BUTpaTH Ha
OILIATY Ipalli, OB’ sI3aHi 3 BUKOHAHHSAM IIEBHOT pOOOTH.

DIRECT LABOR EFFICIENCY (QUANTITY) VARIANCE: Binxu-
JICHHS IIPSIMUX BUTPAT Ha OILIATY Ipalll B Pe3yJIbTaTi 3MiHU IPOAYKTHBHOCTI
pari.

DIRECT LABOR RATE STANDARDS: CTAaH[aPTH CTaBOK OILIATH
poG0oYOro 4acy; BapTiCTh FOAMHH POOOYOro Yacy, O4iKyBaHi y HACTYITHOMY
3BITHOMY TIEPIOJ i Ti, IO PO3PAXOBYOTHCS 32 CIELIAIBHOK METOUKOKO.

DIRECT LABOR (PRICE) VARIANCE: BinxwmieHHs MpSIMUX 3aTpat
Ha OIUTATY Tpalli B Pe3yJIbTaTi 3MiHU CTABKH OIJIATH.
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DIRECT LABOR TIME STANDARD: crangapT TUTOMHX BUTpaT po-
00Y0ro yacy; BUpaXXCHHUH B TOAMHAX (XBUJIMHAX) poOOUMil Yac, HEOOX1THUI
JUIS 3A1ACHEHHS orepaliiii mo o6po6ui O,Z[I/IHI/IL[i npoz[yKui‘l'

DIRECT MATERIALS: npsimi MaTe‘plaJ‘II/I BapTiCHE BUPAKCHHs Mate-
piayiiB (CHpOBHHHM), SIKI CTalOTh YaCTHHOI KIiHIIEBOT'O POIYKTY i MOXYTb
OyTH Oe3rmocepeHbO BiIHECEHI JI0 IEBHUX OJJMHMIIb IPOIYKIIil.

DISCLAIMER OF OPINION: BimMoBa BiJi BUCHOBKY (IYMKH); ayIH-
TOPCBKUH 3BIT, 1110 MOBIIOMIISE, IO MiJICYMKOBHUI BUCHOBOK 110 (hiHAHCOBHX
3BiTax He MOXe OyTH HAJaHWH; 3BHYANHO 11€ BUKIIMKAETHCS THM, 110 KOMIIa-
Hisl, KA TIEPEBIPAETHCS ICTOTHO OOMEXHUIa TOCTYI ayAUTOpa A0 BiAMOBIAHOT
iHdopmarrii.

DISCLOSURES: nosicHeHHs1; 000B’SI3KOBHI €JeMEHT (hiHaHCOBOT 3BIT-
HOCTI KOMIMAaHIi{; TIPUHIMUI, IO 3000B’SI3y€ PEECTPYBATH 1 BigoOpakaTH B
MOSICHEHHSIX JI0 PiYHOI 3BITHOCTI BCI (DaKTH, TOCUTh BaXKJIMBI JUIS 11 KOPHC-
TyBaua 3 NOTJIAAY IPUHHITTS €KOHOMIYHUX PIIICHb.

DISCONTINUED OPERATIONS: npumnuHeHi omepalii; MpuIuHeHi
Ha JaHWA MOMEHT orepariii abo Ti, ki OyayTh IPUIIMHEHI B HAWOIMIKIOMY
MaiOyTHbOMY.

DISTRIBUTION EXPENSES: BuaTKu 110 po3M0OJLIY; BUAATKH 110 Pe-
amizaii (selling expenses), BUIATKH, OB’ A3aHI 3 PEKIAMOI0, TOCTABKOIO TO-
BapiB i HAJAHHIM MOCIIYT.

DOUBLE-DECLINING BALANCE METHOD (DDB): merox mo-
JIBIHHOT HOPMH; PI3HOBH]I METOY 3QJIUIIKY, 1[0 3MEHIIIYETHCS.

DOUBLE-ENTRY SYSTEM: cucrema MnoaBiliHOro 3ammcy; cucTeMa
B1IOOpaKeHHS rOCIHOAApPChKUX 1 (DIHAHCOBUX OIEPallii, 110 BUMAarae, oo
KOXKHIH omeparlii BiIlIOBiIany piBHI Ae0ETOBI i KPEIUTOBI CyMU B OyxTa-
TEPCHKHX 3aIUCax.

DOUBLE TAXATION: nozgiiiHe 0noJaTKOBYBaHHS; BUHHKAE, 30Kpe-
Ma, Y pe3yJIbTari O0JaTKOBYBAHHsL YMCTOr0 NPUOYTKY Kopropauii B Litomy
1 IMBIACH/B, SIKi BUILTAYYFOTHCS aKIIOHEPaM.

DOUBTFUL ACCOUNTS: cyMHIBHI paxyHKH; ouiHeHa cyMapHa Be-
JUYMHA PaXyHKIB JI0 OJIepIKaHHs, 3a00proBaHiCTh MO SKAM HIKOIHM He Oyze
noraieHa 1e0iTopamu; LeH TepMiH MOXKE CICLiaibHO BIKHBATUCS, SIKILO
KOMIIaHii He BiJOMi KOHKPETHI HEILIATOCIIPOMOXKHI 1e6iTOpH.

DOUBTFUL DEBTS: cymuiBHi 6opru (y BenHKo6pHTaHi'i) Bimpaxy-
BaHHs i3 IpUOYTKY (LUIAXOM AeOeTyBaHHs paxyHKy IpuOyTKiB i 30UTKiB),
OCKITBKHM BH3HAETHCSA MOXKJIMBICTh IMOHECEHHS 30MTKIB BHACIIIOK HMOBIpHO-
ro HeToralieHHs: B MAHOYTHbOMY JESIKHX OOpTiB.

E

ERNINGS: iHma Ha3Ba 4yucToro npuOyTky (net income), BUKOPHUCTOBY-
€ThCSI aKIIOHEPHUMH KOMIIaHISIMHU.
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EARNINGS BEFORE INTEREST AND TAXES (EBIT): npu0yrok
JIO OTIO/IATKOBYBAHHS I BUTUIATH BiJICOTKIB; BEJIMYHHA, SIKA BUKOPHCTOBYETh-
Csl B PO3PAaxXyHKY HOPMHU MIPUOYTKY Ha IMOCTIHHUI KarliTal.

EARNINGS STATEMENT: nus. Income Statement.

ECONOMIC DEPRECIATION: ekoHOMIYHE 3HOIIYBaHHS (3HELIHEH-
Hs1); 3HIDKEHHS IIOTOYHOI BapTOCTI (current cost) akTUBY 3a HEPioj.

ECONOMIC LIFE: exoHOMiYHE XHUTTS (TEPMIH CITy:KOH); MPOMIDKOK
4acy, MPOTATOM SKOTO Iepe0adacThesl MPOTyKTHBHO BUKOPHCTOBYBATH Ja-
HUMN aKTHUB.

ELECTRONIC DATA PROCESSING (EDP): enekrponHa o0poOka
JIAaHVIX; BEJICHHS 3aIHCIB, BKIIIOYAI0YN CUCTEMY MOABIHHOTO 3aIluCy, HA KOM-
T’ FOTepax.

ELIMINATIONS: BUK/IIOUEHHS; BUIPABJICHHS B MPOILECI MiArOTOBKH
KOHCOHI,Z[OBaHI/IX (blHaHCOBI/IX 3BITIB JIJIs1 peanbHOro BioOpakeHHs (piHaHCO-
BUX TIO3UIIIH 1 omepamniid opraHizaiii sk OJHOTO LIJIOro; o0 YHUKHYTH TO-
JBIHHOTO PaxyHKY.

EMPLOYEE EARNINGS RECORD: BinoMmicTh HapaxOBaHHUX I0XO-
IIB 1 yTpUMaHb i3 OKPEMOTO CITY>KOOBIIS.

ENDING INVENTORY: kiHieBi 3anacu (3amnacu Ha KiHEIb Iepioay);
3amacy CUPOBHHH 1 MaTepiaiiB He3aBEpPIICHOr0 BUPOOHHIITBA 1 TOTOBOI MPO-
IyKIii (ToBapiB, MPUAATHHUX JJIS MPOAAXKY) Ha KIHEIb 3BITHOTO MIEPioy; Ha3.
takox Closing inventory.

ENGINEERING METHOD (OF COST ESTIMATION): imxeHep-
HUI MeTOA (OUIHKHM COOIBapTOCTI); BU3HAYCHHS COOIBApTOCTI OAMHULI MPO-
IyKIIii, 1o 06a3yeThcs HA BUBYCHHI BUPOOHWYOTO TPOIIECY 1 HOTO KOHKPET-
HUX KOMITOHEHTIB: BUTPAT MaTepialiB, palli i HAKJIaTHUX ITOCIYT.

ENTITY: opranizanis; y OyxraarepcbkoMy 00Ky Oi3HeC oprasizaiis
(kopmopariis, TapTHEPCTBO a00 IPHBATHE IiANPUEMCTBO) ab0 OyIb-sIKa iH-
mia (IepKBa, rochiTanb abo Jep)KaBHA OpraHi3allis), M0 BUKOPUCTOBYE CHUC-
TEMy PaxyHKIB i roTye (DiHaHCOBI 3BITH.

ENTRY VALUE: «BxigHa» BapTiCTh; IIOTOYHA BAPTICTh MPUIOAHHS aKTH-
By a00 IMOCJIYTH 110 CIIPaBEIJIMBIM PUHKOBIH I[iHI; BapTiCTh 3aMiHu (replacement
cost).

EQUITIES: 1) BnacHuii Kamitan KOMITaHil; 2) iHOAi macuB OanaHcy (ma-
CHBH); 3000B’sI3aHHS TUIIOC BIACHUI KaIliTa.

EQUITY: BnacHuii Kamitai; JKEpEiIO YaCTUHU aKTHBIB, L0 3ajIuilia-
FOTHCS TICIST BUPAXyBaHHS 13 CYKYIIHHX aKTHBIB BCIX 3000B’s3aHb; PO3MILI
macuBy OallaHCy, 1110 BimoOparkae (3 MOIJsay KOHIICHIl aBTOHOMHOCTI Op-
rafisaiii) cymapHy 3a00oproBasicth (0€3CTpOKOBY a00 3 HEBU3HAYCHUM Tep-
MIHOM) OpraHi3ariii rnepej CBOiMH BJIaCHUKaMH.

EQUITY FINANCING: (iHaHcyBaHHS 3a paXyHOK BJIACHOT'O KaIliTajy;
30LIbLICHHS AKTHBIB KOMIIAHI{ 32 PaXyHOK BUIIYCKY aKLii.

EVALUATION: oulHKa (OLIIHIOBaHHH) 1) ,Z[OCJIIII)KGHHH nporecy Ipu-
HHSTTS yIPABIiHCbKKUX PILCHb | KOHKPETHUX PE3y/IbTaTiB AisNIBHOCTI 3 Me-
TOIO0 TIOKPAIICHHS CHUCTEMH YIPaBIIiHHS Ta MiJBUIICHHS ¢(pEKTUBHOCTI BU-
poOHUITBa; 2) BapTicHA OIlIHKA CTaTel OanaHCy.
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EXEMPTION: 3BibHEHHS Bl IOJATKIB.

EXPENDITURES: Butpati; 1) ocHOBHE 3HAaYeHHS y (D iHAHCOBOMY 00-
JIIKY: 3MEHIICHHS Y CTAaTTi akTUBIB a00 30UNbILIECHHS Y CTATTI 3000B’S3aHb
MMOB’si3aHl 3 MPUAOAHHIM TOBapiB Ta MOCIYT; 1HOAI «expenditures» BKHBa-
I0Th y 3HAueHHI TepMmiHa «disbursementy, MmiJ SKAM PO3yMIIOTh OYAbsKE
«BUTpPaYaHHs» I'POIIOBHUX 3ac00iB (BUILIATY JMBIICH/IIB, MOTAIICHHS KPESIH-
Ty, OIUIaTy PaxyHKiB — BCE Te, [0 HE MOXKHA BIIHECTH JO BUTPAT y 3HaA-
yeHHi 1)).

EXPENSE: BUJIATKH, BUTPATH; 1) BIacHe BHJIATKH, TaKi,II0 BUHUKAIOTh
y HpoLeci 3BUYaliHOT AisUIBHOCTI Opraisalii i 3BU4AHHO CIIyXkKaTh Ul OTPHU-
MaHHs JIOXOJIIB revenues) mnepioay; 2) BUIAAKOBI 30MTKH, 1110 BUHUKAIOTh Y
Pe3yNIbTAaTI PIAKUX HETUIIOBUX onepauiﬁ Ta nonip“l

EXPIRED COSTS: MI/IHyJ'Il BUTPATH; iHIIa Ha3Ba BI/II[aTKlB BUTpATH,
IO BIJHOCSTBCS 10 MPOJAHOI MPOAYKLLi, @ TaKOK 30MTKH, SIKI BIXHOCSATHCS
JIO TAHOTO 3BITHOTO MEPiOJy; TUIHKA BOHH Bl[[06pa)Ka}0TI>C$[ y 3BiTi Ipo
MpUOYTOK.

EXTERNAL BASIS OF COMPARISON: 30BHilIHs 0a3a MOPIBHSHHS;
MIOPIBHHHS MiJICYMKIB IisUTBHOCTI OpraHizamii 3 pe3yJbTaTaMH iHIIHX Opra-
Hi3alii.

EXTRAORDINARY ITEMS: ekcrpaopauHapHi cTarTi (y (iHaHCOBUX
3BiTax); momii abo omeparlii, sSIKi OHOYACHO BiPiI3HAIOTHCS BEIUINHOIO, HE-
3BUYAHHOIO MTPUPOJIO0 B MOPIBHSAHHI 31 3BUYAWHOIO MISUTBHICTIO OpraHi3allii.

F

FACTORY COSTS: BupoOHHMYI BUTpPATH; BKJIIOYAIOTh HPSIMi MaTepi-
aJbHI BUTPATH, IPSMi BUTPATH Ha OIUIATY Mpalli # BUPOOHWYI HAKJIAHI BH-
TpaTH, Ha3. Takok Manufacturing costs; mus. Product costs.

FACTORY EXPENSE: BupoOH1YI HaKJIaHI BUTPATH.

FACTORY OVERHEAD: BupoOHHYI HAKJTaIHI BUTPATH; YaCTUHA BH-
POOHHUYMX BUTPAT; PI3HOMAHITHI, OB’ s3aHl 3 BUPOOHMIITBOM, BUTPATH, SIKI
HE MOXYTh OyTH O€3I0CEepEIHbO BIAHECEHI 10 KOHKPETHHX KIHIIEBHMX ITPO-
IOYKTiB 1 TOMY NOBUHHI OYTH HapaxoBaHi i PO3NOIiJICHI IEBHUM METOJIIOM;
Ha3. Takox Factory burden, Factory expense, Manufacturing overhead,
Production overhead.

FEED BACK VALUE: 3B0pOTHiii 38’130K; KOPHCHICTb OyXranTepChKoi
iH(opMmaLi It MEHe/PKepa 3 MOy OLiHKH NPaBUIbHOCTI 3pO0IeHHX pa-
HIIIE TIPOTHO3IB 1 pO3POOICHUX TUTAHIB.

FICTITIOUS ASSETS: ¢ixktuBHi aktuu (y BenukoOpuranii); crarTi,
sSIKi 3’SIBJIIIOTHCS B aKTHBI OaJlaHCy, HE TOMY IO MarOTh IIIHHICTh, a BHACII-
JIOK TXHIX Je0E€TOBHX 3aJIUIIIKIB.

FINAL ACCOUNTS: xin1ieBi (1miacymMKoBi) paxyHku (y BemukoOpuTanii);
(biHAHCOBI 3BiTH (3BHYANHO 3a PiK); paXyHOK NPUOYTKIB 1 30UTKIB, OanaHC i
3BIT IO JPKEpera | BUKOpUCTaHHs (OH/IB; Ha3. Takoxk Annual accounts.
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FINANCIAL ACCOUNTING: dinancoBuii 00iK.

FINANCIAL ACCOUNTING STANDARDS BOARD (FASB): Pana
1o CTaHjgaprax (blHaHCOBOFO 00Ky (y CHIA) npodeciiina Oyxranrepcbka
opraHisailis, BiAMOBiAaabHA 32 pO3pOOKY i BUMycK [1o0XeHb Mpo cTaHaap-
TU (piHAHCOBOTO OOIIIKY.

FINANCIAL EXPENSES: ¢iHaHCOBI BUIATKH, IIOHECEHI B MPOIIECi 3a-
Jy4eHHS a00 BUKOPUCTAHHS MO3MKOBUX KOIITIB.

FINANCIAL POSITION: ¢iHaHCOBE CTaHOBHIIIE.

FINANCIAL STATEMENT ANALYSIS: anani3 ¢iHaHCOBUX 3BiTiB;
y3arajgbHIOIYE MOHSITTS, 0O3HAYAE KOMITIEKC MPUHOMIB, SIKi, J03BOJISIOTh BH-
SIBUTH ICTOTHI B3a€MO3B’SI3KM Yy (DIHAHCOBHX 3BITax 1 IOJETIIYIOTh IOPIB-
HSHHS ITOKa3HUKIB MISUTBHOCTI KOMITaHii.

FINANCIAL STATEMENTS: ¢inancosi 3BiTH; crioci® JIOKYMEHTOBA-
HOTO y3araJlbHEHHsI 1 TIOJJaHHA OyXranTepchKol 1H(bopMau11 il xopuctyBa-
yaMm;: Ha3. Takox Financial reports.

FINANCIAL YEAR: inancoBuii pik; TepMiH, KU BUKOPHUCTOBYETHCS
JUISL TIO3HAYEHHS (DICKAJIBHOI'O POKY.

FINISHED GOODS INVENTORY: 3anacu roTOBOi IPOTYKIIii.

FIRM: ¢ipMa; yacTo BXKMBAETHCS JJIs IO3HAYCHHS OYIb-5IKOTO J1JIOBOIO
MiIPUEMCTBA a00 opraHisariii.

FIRST-IN, FIRST-OUT (FIFO) METHOD: meron ®U®O; merox
KaJIbKYJIFOBaHHs COOIBapTOCTI 3anacis i 06J111<y PYXY BHTPAT 4epe3 paxyHKH
3amacis, MPH SKOMY BapTICTI: nepLIoi napTu KYIUICHHX POJIYKTIB BITHOCUTBCS
710 coGiBapTOCTI MepIIOi MapTii MPOJAHOI MPOAYKIi, a BAPTICTh OCTAHHBOT
napTii KyIUICHUX MPOAYKTIiB — BiJIMIOBIIHO HA MIPOAYKTH, IO 3JTUIIAI0THCS
B 3amacax.

FISCAL YEAR: dickanbHuil piK; IBaHATUATAMICIYHUA 3BITHHH IIEpi-
OJl, SIKHH BUKOPHUCTOBYETHCS KOMITAHIEI); 3BUYAMHO 30ira€Thes 3 KaJeHIap-
HHAM POKOM.

FIXED ASSETS: 1) ocHoBHi 3aco0u; aHaior tepmina «Plant assetsy»; Bci
JIOBFOCTPOKOBI MaTepiaibHi aKTHBH, BKITIOUAIOYM OyJIWHKH, MAIIUHU, YCTaT-
KyBaHHsI, He3aBepIleH]I KaIiTajabHl BKIAJICHHS, a TAKOXK 3EMIIIO M MPUPOIHI
pecypcu; 2) OCHOBHI aKTHBH; JIOBTOCTPOKOBI «HETPOIIOBI» aKTHBH, SIK MaTe-
pianbHi (OCHOBHI 3ac00MH), TaK 1 HEMATEPialbHi.

FIXED COSTS: nocriiiHi BUTpaTH; BUTPATH, SKi 3aJIMINAIOTHCS B LILJIO-
My TOCTIHHHUMH B IEBHOMY Jiana30Hi KOJHBaHb 0OCSATY BUPOOHHIITBA 200
JIIOBOI aKTUBHOCTI.

FIXED LIABILITIES: nus. Long-term liabilities.

FIXED MANUFACTURING COSTS: nocriiiHi BUpOOHUYI BUTPATH;
IOB’513aHi 3 BUPOOHMIITBOM BUTPATH, SIKI 3AJIUIIAIOTHCS BIAHOCHO MOCTIHHM-
MU MPOTSITOM 3BITHOT'O IEPIOAY 1 Majio 3MIHIOIOTHCS Y 3B’SI3KY 3 POCTOM ab0
CKOPOYCHHSIM BHPOOHHIITBA B MEXaxX IMEBHOTO Jiama3oHy; MPEACTaBISIOTh
YaCTHHY HAKJIaJHUX BUTpAT.

FLEXIBILITY PRINCIPLE: npuHUMN FHYYKOCTI; TPUHIUI CTBOPEH-
Hs OyXTaJTepPChbKUX CHUCTEM, IO MPHUITYCKAE TXHE MPUCTOCYBAHHS 10 POCTY
o0csTy omnepalliii 1 opraHizaifHux 3MiH y KOMIIaHii.
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FLEXIBLE BUDGET: ruyukuii Komroprc Ha3. Takox Variable budget.

FOOTING: migcymMoK, cyMa CTOBITYHMKA IH(DP; MIJICYMOBYBAHHS CTOBII-
YHUKIB, 3QJIMIIKIB Ha paXyHKax.

FOOTNOTES: npumMiTKy; OpUMITKH 10 (hDIHAHCOBUX 3BITIB, IO MICTATH
OUTBII JeTani3oBaHy iH(OpPMAIIif0, HiX 3BITH, pPO3IIIIAIOTECS K CKJIaJ0Ba
yacTHHa (PiHAHCOBUX 3BITIB; 1HOJII HA3MBAIOThC «Notesy.

FULL ABSORPTION COSTING: nuB. Absorption costing.

FULL COSTS: noBHi BUTpaTH; CyMapHi BUTPATH Ha BUPOOHUIITBO 1 pe-
aji3alliio MPOaYKIIii; BKIIOYAIOTh BCI BAPOOHUYI BUTPATH.

FULL DISCLOSURE: Oyxrantepcbke MpaBwio, 0 BUMarae, mob ¢i-
HAHCOBI 3BITH 1 TXHI IPUMITKHU 1 TOSCHEHHS MICTHUIN BCIO inoopMaui}o He-
OOXiHY JUISI pOSyMlHHSI KOpUCTyBadyaMH (DiHAHCOBOI 3BITHOCTI ITOJIOKEHHS
CIIpaB B OpraHizarii.

FUNDAMENTAL ACCOUNTING ASSUMPTIONS: ¢dynnameHTanb-
Hi OyXranTepchbKi mepeayMoBH (IPUHIUIN); MKHAPOTHUN OyXTalTepChKHi
craugapt Ne 1 (IAS1) Buaiise TpM OCHOBHI IPUHIIMIIH, IO JIKATh B OCHOBI
MiJArOTOBKHU (biHaHCOBI/IX 3BITIB: 1) TpuBajoi misabHOCTI (going concern
concept); 2) nocmifoBHoCTI (consistency); 3) HapaxysarHst (accrual basis).

FUNDS: ¢onnau; 1) akTuBw, BI/I,Z[IJIGHI B OerMl IPYIH 3 IICBHOIO METOIO;
2) eKBIBaJICHT 000POTHOMY KamiTany, 3) iHOi KOITH ab0. KOIITH 1 JIIKBiIHI
LiHHI TaepH.

G

GAINS: BunankoBi nmpuOyTKH; 30UIBIMICHHS BIACHOTO KaIliTaly B pe-
3yJbTaTl ONEpALliid, 110 HE BXOAATh Y YKMCIO THUIIOBUX, IIOACHHHUX 1 HE € JI0-
JATKOBMMH BKJIaJlaM1 a00 BHJIYUCHHSMH 1HBECTHIIIN BIIACHUKAMHU.

GEARING: nuB. Leverage.

GENERAL EXPENSES: 3aransHi BUIATKH; BUJATKA OCHOBHOI IisUIb-
HOCTi (operating expenses).

GENERAL JOURNAL: npocruii XypHai, 6yxranTepCLKH171 JIOKYMCHT,
L0 MICTHTb XPOHOJIOTTYHNUI 3aIIUC BCIX ONEpaLliii, JaTy omepatlii, Ha3BH pa-
XYHKIB, BEJIMUMHH, SIKi T€OCTYIOThCS Ta KPEAUTYIOThCS, HOMEPH KOPECIOH-

JyIOUUX PaxyHKiB.

GENERAL PRICE INDEX: iHfexc 3arajlbHOIrO piBHS IiH; IOKA3HHK
JUHAMIKA I[iH TI0 IIHPOKOMY KOJY TOBAapiB i MOCIYT, IO XapaKTEPU3YIOTh
pi3Hi chepr EKOHOMIKH.

GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (GAAP):
3arajapbHONPUNHATI OyXTraaTepChKi NPHUHIIMIIN, YTOAM, IIpaBuja, MPOLEIypH,
[0 BU3HAYAIOTh NPUUHATY OYXIaJTEPChbKy NPAKTUKY M cTaHaapTH (iHaHCO-
BOro OOJIIKY Ha JAaHWH MOMEHT 4acy.

GOING CONCERN CONCEPT: koH1emniiisi 0e3nepepBHOCTI; X04a pe-
QIBHO JIUIOBA MPAKTHKA 3IMITOBXYETHCS 3 HEBH3HAYEHUM MalOyTHIM, OyX-
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rajrepy MOBHMHHI MPUITYCKATH, 110 MPU BIICYTHOCTI JOKa3y 3BOPOTHOrO ro-
CIOJAPChbKa JSUIbHICTD MiAnpuemMcTsa Oyae TPUBATH; TAKOX IEpeadadacTh-
s BIICYTHICTB HGO6X1IIHOCT1 a0o HaMlpy JIKBIAALT TAIpUEMCTBA a00 iCTO-
THOTO CKOPOYEHHS HOTO JIsITBHOCTI.

GOODS AVAILABLE FOR SALE: ToBapu, npunaTHi i IPOJAXKY;
CyMa TOBapHHUX 3allaciB TOProBeNbHOI KOMITaHIl Ha MOYaTOK IEPioAyY ILIHOC
YHCTI OKYIIKH, IPU3HAYEH] JUIs IEPEHPOJAKy, 32 IEPIOf.

GOODWILL: ryagin; penyrauis (wina peryrauii); y CILA Hemarepianb-
HUI{ AKTHB, 10 BPAXOBYETCH, TIJIBKK Y BUNAJIKY MPOJIAXy (MOKYIKH) KOM-
nauii B 1iloMy. B ykpaiHckux cTanmapTax 0yxo0JiKy 0OJIIKOBYEThCS K He-
000pOTHBIM (HEMaTEPHUAIbHbIN) aKTHB.

GROSS INCOME: BayoBuit npubyTOK (J10Xi/1); BaTOBUI MPUOYTOK Bij
peasizamii TToc iHmIi (mo3apearnizaliiiti) JOX0u.

GROSS MARGIN (PROFIT): Banosuii npuOyTOK (Bif peanmiszaliii); pi3-
HULSL MK YHCTHM BUTOPIOM i3 IIPOAAXiB i BAPOOHHUOKO COOIBAPTICTIO (Bap-
TICTIO Hpﬂ,u6aHH;1 JUIS TOPrOBEJIbHUX KOMIIaHii) TOBapiB MpojaHuX (peai-
30BaHOL npoz[yxun) net sales-cost of goods sold; Ha3. TakoX BaJOBUM
npuOyTKOM i3 mpoxaxis (Gross margin from sales).

GROSS MARGIN PERCENTAGE (GROSS PROFIT RATIO):

BiJICOTOK BaJOBOTO MPHOYTKY; BaJOBUI MPUOYTOK BiJ peamizamii sk Bij-
COTOK BiJl YHCTOTO BUTOPTY i3 Mpoaaxis (net sales).

GROSS PRICE METHOD: meton noBHOI 1iHH (IIpH Biz[o6pa>KeHHi
3HIDKOK); cUCTeMa Bl,HOGpa)KeHHSI NOKYNOK (npodadicig) CIOYaTKy IO MOBHIM
(6€3 3HMKOK) IIiHI TOBapiB.

CROSS PAYROLL: 3arajpHa BeIMuuHa 3apo0iTHOT IiaTv abo IriaTHi
CITy>kOOBIISI KOMITaHii, [0 HAPaxXxOBYETbCS BUXOISYM 3 ICHYHOUHX CTaBOK
oruiatu abo OKJIadIB, 0 BiApaxyBaHb Ha COLIaJbHE CTpaxyBaHHs, TOAATKIB,
BHECKIB TOIIO.

GROSS SALES: BaioBuii BUTOPT i3 MPOJAXiB; BAJIIOBI MPOJAXKI.

GROUND RENT: 3eMenbHa peHTa; OpSHIHA IIaTa, M0 CIUIA9yEThCS 3a
3eMITIO Ha MTPOTHBATY OILIATi OPCHIH OYIUHKIB.

CROUP DEPRECIATION: nHapaxyBaHHS 3HOIIIYBaHHS Ha TpyIy aKTH-
BiB (CIIIA); i3 Li€l0 METOIO TIPOBAIUTBCS TPYITYBAHHS CXOKHX cTarel JIOB-
TOCTPOKOBUX BHPOOHWYHX aKTHBIB (OYIUHKIB, CIOPY/, YCTATKyBAHHS).

H

HALF-YEAR CONVENTION: npunmun 1/2 poky (CIIA); yMOBHE
NPUIYIIEHHS], IO BUKOPUCTOBYETHCSA SIK y (DIHAHCOBOMY OOJIIKY, TaK i IpH
PO3paxyHKy OIOAATKOBYBAHOTO NPUOYTKY, BIAMOBIIHO JO SIKOTO 3HOIIY-
BaHHI [10 BCIX aKTUBAX, KYIUICHUX IPOTATOM POKY, PO3PaxOBYEThCs SK HIOU
BOHH OyJM KyILJICHI B cepeiiHl POKY (TOOTO 3a MiBPOKY).

HIRE PURCHASE: nokynka B KpeauT (Ha BUIUIAT); popMa MpUIOaHHS
AKTHBIB, TIPH SIKii MOKYIIEIh OIUIAYy€ MOKYIIKY HAa BHUILIAT.
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HISTORICAL COST: icTtopu4Ha BapTicTh;, (akTu4Ha (c0o0i)BapTICTh
npuUAOaHHs, €/JUHA BApTICHA OLIHKA, 1O BUKOPUCTOBYEThCS B TPAJMLIHHIA
cucremi 6yxraJ1Tepcm<oro 00JIiKy # (blHaHCOBOI 3BITHOCTI IS Blz[o6pa>1<eH—
Hsl IPUAGAHHS I OAAIBLIONO PyXY aKTUBIB Y IIPOLECI FOCIIOAAPCHKOT AisiiIb-
HOCTI IiJITPUEMCTBA.

HORIZONTAL ANALYSIS: ropu3oHTaJbHUI aHali3; BUXOASYH 3 J1a-
HUX (PIHAHCOBOTO 3BiTy, PO3PaXyHOK a0CONIOTHHX BapTICHHX i BIIHOCHUX
MIPOLICHTHUX 3MIiH MOKAa3HUKIB AIsUIBHOCTI KOMIIaHii Ta ii ¢piHaHCOBOro CTa-
HOBHIIA BiJI POKY JI0 POKY; Ha3. Takok Times-series analysis.

IMPREST SYSTEM: cucteMa miA3BITHUX T'POLIOBUX BHIATKIB.

INCOME: npubyTok, 10Xi.

INCOME ACCOUNTS: paxyHkH, 1m0 (HOpMYIOTh MPUOYTOK; PaxXyHKH
JoxomiB (revenues) i BUAATKIB (expenses).

INCOME AVERAGING: ycepemHeHHs JOX0Ty

INCOME FROM CONTINUING OPERATIONS: npubytok Bix
oreparlii, 1o TPUBAKOTh.

INCOME FROM DISCONTINUED OPERATIONS: npuOyTok Bif
MPUIMHEHHUX OTIepalliii.

INCOME FROM OPERATIONS: npuOyTOK Bij onepariii (Bi OCHOB-
HOI JIsUIBHOCTI); PI3HULISL MDK BaJIOBUM NPHOYTKOM 13 IIPOJXIB 1 BUJATKA-
MH 110 OCHOBHIH IisIBHOCTI (onepaumHHMH BUJIATKAMH), 1O BKIIFOYAIOTH
BUJATKY 110 peaslizauii, 3araibHi i aAMiHICTPaTHBHI BUAATKY.

INCOME STATEMENT: 3Bir npo HpH6yT0K (blHaHCOBI/II/I 3BIT KOM-
naHii po 10X0ay i BUAATKY 3a [epiox i 1po PI3HHUIO MK HUMH.

INCOME SUMMARY: nincymkosuii npubytok (CILI); tumuacuoBuit
paxyHOK TOJIOBHOI OyXTajaTepChKOi KHHUTH, 110 BHKOPHCTOBYETHCS HATIPUKIH-
1 3BITHOTO MEPiOy IS PO3PAXYHKY YHCTOTO MPHOYTKY.

INCOME TAX: 1) y BenukoOpurasii npuOyTKOBH MOAATOK 3 (Pi3MYHHUX
oci6 i maptHepcTB; 2) y CIIA Takox mogaTok Ha MPUOYTOK KOPITOPALIii.

INCOME TAX ALLOCATION: po3paxyHOK MOJIaTKy Ha MPUOYTOK.

INCOME TAX EXPENSES: Buaatky 1o BUILIATI TOJATKIB HA IPUOYTOK.

INCOME TAX REGULATIONS (LAWS): nonatkoBi npaBuia (y 4a-
CTHHI MMOJIATKY Ha MPUOYTOK).

INCREMENTAL ANALYSIS: anaii3 10JaTKOBUX BUTpaT.

INDIRECT COST POOL: rpyna HenpsiIMUX BUTpaT.

INDIRECT COSTS: Hemnpsmi 'BUTPATH.

INDIRECT LABOR: Hemnpsmi BUTPATH HA OIIATY mpari.

INDIRECT MATERIALS: nenpsMi matepianbHi BUTPATH.

INFLATION: ins1is; miJBUIEHHS 3arajIbHOIO PIBHS I[iH.

INFLATION ACCOUNTING: OyxrantepchKuii 005K iH .
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INSOLVENT: HemmaTocrpoOMOKHHM.

INSTALLMENT ACCOUNTS RECEIVABLE: paxyHku 10 ojep-
JKaHHSI 10 MPOJIayKaxX Ha BUILIAT.

INSTALLMENT (SALES) METHOD: MeToa BH3HAaHHS NPOAaXiB Ha
BHILJIAT.

INSTALLMENT SALES: npogax Ha BUILIAT.

INSURANCE POLICY: cTpaxoBwuii nouic.

INTANGIBLE ASSETS: HematepiaibHi aKTUBH.

INTERCOMPANY PROFIT: BHyTpinIHi# HpH6yTOK

INTERCOMPANY OPERATIONS: BHyTpimIHI onepauu

INTERDEPARTMENT MONITORING: BHYTpillIHili MOHITOPHUHT.

INTEREST: BifICOTOK; IJIaTa 32 BUKOPHUCTAHHS MO3WYKOBHX TPOIIOBUX
a00 THIIKX KOIITIB MPOTATOM ITEBHOTO MEPioay.

INTEREST COVERAGE RATIO: koe(imi€eHT MOKpPUTTS BiJICOTKA;
MMOKA3HUK 3aXUIIEHOCTI KPEJAUTOPIB BiJl HECIIATH MPOLICHTHUX TUIATEKIB.

INTEREST EXPENSES: BuaTku 110 BUIUIATI BIJICOTKIB.

INTEREST REVENUES: noxo/u y BUIJISII1 BiICOTKIB.

INTERIM FINANCIAL STATEMENTS: npomixHi (iHaHCOBI 3BiTH;
ctucit (GiHaHCOBI 3BITH 3a IIEPI0J] KOPOTIIIE POKY — MICSIb, KBapTaJl.

INTERNAL CONTROL: BHYTpIlIHIH KOHTPOJIb.

INTERNAL REVENUE SERVICE (IRS): Cnyx0a BHYTPIIIHIX T0X0-
JIiB; TOJIOBHE mojaaTtkoBe BimomcTBO CIIIA, 1m0 mosicHIOE W IPOBOAUTH Y
JKUTTS MOJIATKOBE 3aKOHOIABCTBO.

IN THE BLACK (RED): ¢byHKIIIOHYBaTH 3 IpUOYTKOM (30UTKOM).

INVENTORIABLE COSTS: Butpat, 1110 iIHBEHTapU3YIOThCS.

INVENTORY: 3amacu; TOBapHO-MaTepiajbHi I[IHHOCTi, IO BKJIOYa-
I0Th: @) CHPOBHMHY Ta MaTepiayu, 3aKyIUICH], ajie I¢ He BIANYIIEHI Y BUPOO-
HUNTBO (materials); 6) He3aBepIIcHE BUPOOHUIITBO — YACTKOBO 3aBEPIICHY
npoaykiiro (work in process); B) TOTOBY MPOAYKIIIO, IIe HE TOCTABJICHY
cnoxkuBaydaM (finished goods).

INVENTORY COST: Bapricts (co0iBapTicTh) 3anacis; BapTicThb, L0
BIZIOOP@XKAETHCS HA OyXIITEPChKUX PaxyHKax MpH HpI/I,Z[6aHH1 3aracis.

INVENTORY TURNOVER: o6op0T 3arnacis.

INVESTMENT CENTER: uenTp iHBeCTHIIN; EHTP BiIIOBiIaIbHOC-
TH, 10 KOHTPOJIIOE BUTPATH, JOXOAU Ta BJAacHI akTHBHM (OCOOJIMBO JOBIO-
CTPOKOBI).

INVESTMENT TURNOVER: 060poT iHBecTHIiH (000pOT KamiTano-
BKJIaJICHB ).

INVESTMENTS: inBecTHIliT (BKIAICHHSN).

INVOICE: paxyHok-¢hakTypa; HakjagHa; JOKYMEHT, 110 BUCTABJIIEThCS
TMOCTAaYaIbHUKOM, 3 BUMOTOO OIUIATHTH IIOCTABKY TOBapiB a0o MOCIIyT.

ISSUE: Bumyck akmiit (06J11rau1p1) oOMiH iX Ha KomTH abo 1HIII aKTUBH;
2) BIIYCK CUPOBUHHM W MaTepialliB 3i CKIamy y BI/Ip06HI/II_ITBO

ISSUED STOCK (SHARES): BumnymieHuii akiiioHepHUIA KaIliTall.

ITEM: crarts 6anancy, Oyap-aKOT0 BHIY OyXTanTepChKoi 3BiTHOCTI.
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J

JOB CARD: poboua (omepariiiHa) KapTKa, IOKyMEHT, 110 (iKCye dac,
BUTpadeHU poOITHUKOM Ha MEBHY poOOTY, omepanito abo 3aMOBIICHHS.

JOB ORDER: 3aMoBeHHs (Ha BUPOOHHUIITBO).

JOB ORDER COST CARD: kaptka BUTpAaT 3a 3aMOBICHHSIM; JOKY-
MEHT, 110 od)opMnﬂeTLc;I Ha KOXKHY, 3aMOBJICHY POOOTY 1 aKyMYJIIO€ BCi BU-
TpaTH, OB’ s3aHi 3 HEHO.

JOB ORDER COST SYSTEM: cucrema mo3aka3Horo o0JiKy BUTpAT;
cucTeMa OyXTajaTepChKOro 001Ky BUPOOHHYHMX BUTPAT CTOCOBHO 0 MEBHHMX
3aMOBJIEHb a00 MapTii, HallleHa Ha BU3HAYEHHS COOIBApTOCTI OMMHUIL
TIPOTYKIIIi.

JOINT COSTS: 3araibHi BUTpaTH; BUTpaTH, MOB’sA3aHI 3 JEKiIbKOMa
MPOAYKTaMHU ab0 00’ €KTaMHU BUTPAT, SIKi MOXKYTh OYTH PO3MOIUICHI MK HU-
MU TUTbKH TIEBHHM CIIOCOOOM.

JOURNAL: xypHaj; BiIOMICTb, y SIKiii Y XpOHOJIOTTYHOMY MOPSAKY (hiK-
CYIOTBCSI BCI Omeparii.

JOURNAL ENTRY: xypHanbHuii 3anuc; ¢ikcaiis OKpeMHM 3aIliCOM
y JKypHai OfHi€i omeparlil piBHUMHU AeOCTOBUMH i KPEIUTOBUMH CYMaMH,
sIKa CYMIPOBO/KYETHCS HEOOX1THIMU TTOSICHEHHSIMHU.

JUST-IN-TIME INVENTORY (PRODUCTION): cuctema onepaTHB-
HHX BUPOOHHYHMX 3aIaciB (CHCTEMa «TOYHO BUACHOY).

K

KEEP BOOKS/RECORDS: Bectn OyxrantepchbKuii 0OOJIK; IUB TaKOX
Bookkeping.

L

LAST-IN, FIRST-OUT (LIFO) METHOD: wmeton JII®O; wmerton
KaJIbKYJIFOBaHHS COOIBapTOCTI 3amaciB i OOMIKYy pyxy BUTpAT Ha paxyHKax
3arnacis.

LEAD TIME: yac BUKOHaHHS 3aMOBJICHHSI.

LEASE: openna.

LEASEHOLD: xopucTyBaHHS Ha mpaBax opeHAd; 1) akTuB, 11O Hajae
MIPaBO OPEHJIIAPEBI HA KOPUCTYBAHHS OPECHIOBAHWM MAiHOM; 2) IOBrOCTPO-
KOBI IIpaBa Ha OPEHY 3eMJIi, Mpua0aHi (KyIUIeH1) OpeHaapeM; CTaTTs aKTH-
BY, IKa aMOPTHU3YETHCS 38 CTPOK OPEH/IU.
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LEAST AND LATEST RULE: npaBuio HaMEHIIIOi BETUIHMHN W MaK-
cUMabHOL BiI[CTpOHKH' MiHIMI3aIis HaBE/ICHOI BapTocCTi (present Value) mo-
JATKOBHX IUIATEXKIB [UIs JAHOTO HabOPy ONepaLliil LUIXOM CIUIATH MIHIMAIbHO
MO>KJIMBOI BEJIMUMHH MOAATKIB Y MAaKCUMAJILHO MIi3HIA CTPOK, HE BUXOIMYH
3a 3aKOHO/IaBYl PaMKH.

LEDGER: ronoBHa Oyxrajirepcbka KHUra

LEDGER ACCOUNT FORM: ¢opma paxyHKiB TOJOBHOI Oyxranrep-
ChbKOT KHUTH; (OopMa paxyHKY, III0 Ma€ YOTHUPHU CTOBIUMKHU: OJHY IS Jede-
TOBHUX 3aMKCIB, OAHY JIJIsl KPEAUTOBUX 1 JBa CTOBIYMKA (IeOCTOBY U Kpeau-
TOBY) JUIsl IOKa3y 3aJIMIIKY (Cajbl0) PaxyHKY.

LEVERAGE: 1) ¢inancoBuii "Baxiyp"; MporpecUBHa 3aJICKHICTh MIXK
piBHEM MPHOYTKY Ha BIACHHUU KaIliTall 1 pPiIBHEM MO3UKOBOTO (,’piHchyBaHHﬂ

LIABILITIES: 1) cyKynHl 3000B’s13aHHsI KOMIIaHii, onHa i3 BOX Hac-
THH NAacUBY OaJlaHCy, pa30M i3 BIIACHUM KaIliTAJIOM; 2) 1HOMI IIUM TePMiHOM
(came B MHOXHHI) MMO3HAYAIOTh MACHUB OajlaHCy, IO BimoOpaskae kepera
(hiHaHCYBaHHS KOMIIAHIi.

LIABILITY: 3000B’s3aHHs (3a00proBaHicTh); OOPT KOMITaHil KPeauTo-
pam, Jep>KaBHUM OpraHaM Ta iH.

LIFE ANNUITY: noBiuHa peHra.

LIMITED LIABILITY: oOMexeHa BiIIOBIIalbHICTE; O3HAYae, 1[0 aK-
LIOHEpH KOpIoparllii He HeCyTh MEPCOHAIBLHOI BiIMOBIIATBHOCTI IO 3000B’sI-
3aHHSAX KOMIIaHi1; BOHU PU3HUKYIOTh JIUIIIC BEIMYMHOIO CBOI'O BHECKY B aKIIii.

LIMITED LIFE: oO6MexeHe iCHyBaHHS; XapaKTEepUCTUKA MapTHEPCTBA
(ToBapucTBa), 110 MOKa3ye, 10 MEBHI MOJil, Taki, K IpUiOM HOBOI'O MapT-
Hepa, BUWIyYEHHs Karlitajay a00 CMEpTh OJHOIO 3 IapTHEPIB, MOXYTh 00OMe-
JKUTH CTPOK ICHYBaHHS MapTHEPCTBA.

LIMITED PARTNER: naptHep 3 0OMEXEHOIO BiIIOBIIANBHICTIO; YICH
MapTHEPCTBA, KU HE Hece MepCOHAIBHOI MOBHOI BIIMOBIIATBHOCTI MO 3000-
B’s13aHHSIX (hipMU (@ JIHIIe B MEXKaX CBOTO A0, BKJIJACHOTO B MiAIPUEMCTRO).

LINE OF CREDIT: niMiT KpeaIuTyBaHHS; JIHIS KPESIUTY.

LIQUID: Takuii, 10 Ma€ BUCOKY JIKBIIHICTB; CTOCYETHCS OpraHi3arii
(mianpueMcTBa, KOMIAHIT), 110 BOJIOIIE ICTOTHOIO YaCTKOK 000pOTHOro Ka-
mitany (working capital).

LIQUID ASSETS: nikBifHI aKTHBH; KOIITH, JIETKOpeanai30BaHi I[iHHI
Harnepu, SKi po3rissaaloThes K MOTOYHI aKTHBH, 1HO/II KOPOTKOCTPOKOBA Jie-
0iTopchbKa 3a00prOBaHICTh Ta TOBAPHO-MAaTePiabHi 3aMacH.

LIQUIDAITION' J'IiKBiL[aIIiSI' I) mpomax axkTHBIB, MOTAIlCHHS 30-
0OB’s13aHb 1 posnomn KOIIITIB, IO 3aJIMIITMINCS, MDDK BJACHUKAMH Y BUIAIKY
JiKBiAWIT opranizauii B uiomy a6o ii wactuy; 2) noraienHs oopry.

LIQUIDITY: nikBifHICTh, BIACTUBICTh aKTHUBIB IIBUIAKO 00epTaTHCS B
TOTIBKOBI1 KOIIITH.

LOAN: no3uuka; o0Csr KOIITIB, HAAaHUX Y KOPUCTYBaHHS Ha yMOBax
MMOBEPHEHHS Ta IUIATHOCTI (y BUIJISI BiICOTKA).

LONG-RUN, LONG-TERM: 10BrocTpOKOBHIA.

LONG-TERM (LIVED) ASSETS: 10BrocTpOKOBi aKTHBH; aKTUBH, KOPHUCHI
BJIACTUBOCTI SIKMX OYIKYEThCS BAKOPHUCTOBYBATH MPOTSATOM KiTBKOX POKIB.
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LONG-TERM DEBT RATIO: koedili€HT HOKPUTTSA JOBrOCTPOKOBOI
3a00prOBaHOCTI.

LONG-TERM LIABILITIES (DEBT): noBroctpokoBi 3000B’si3aHHs
(moBrocrpokoBa 3a00pProBaHICTh); OOProBi 3000B’sA3aHHS, TEPMIH Ail SKHUX
MIEPEBUIIYE OJMH PiK 200 TPUBAIICTh HOPMAITBEHOT'O OMEPAIHHOTO IIHKITY.

LONG-TERM NONMONETARY ASSETS: 10BrocTpoKoBi «HEIpo-
IOB1» aKTHBH.

LOOPHOLE: nasiBka (HO,Z[aTKOBa 3aKOHO/[aBYa); O3HAYAE TeXquHy
MOXIIMBICTb YXHJIMTHCS Bl /Ui 3aKOHOJABYNX NPUIKCIB ab0 3araibHONPHii-
HATUX OyXTaJTepPChbKUX MPUHIIMITIB, HE MOPYIIYIOUH 3aKOHOAABUYMX BUMOT.

LOSS: 1) 30utok, nepeBUIICHHST cOOIBapTOCTI (BUTPAT) HAJl YNCTUM BH-
TOProM CTOCOBHO JaHOT omepallii; 2) HeraTUBHUK MPUOYTOK KOMIIaHiil 3a me-
pioa; MUHYII BUTpaTH (Cost expiration), 0 HE MPUHECIH JTOXOIIB.

m

MAINTENANCE: ekcrutyarartiiifHi BATpaTH.

MAKE OR BUY DECISION: «kynyBatu 4i BUPOOJISATHY (THII yIIpaB-
JIHCHKHUX PIllICHB).

MANAGEMENT: MeHe1KMEHT, yIpaBIiHHS, KePIBHUKH.

MANAGEMENT ACCOUNTING: ympaBiiHCbKUH 00iIK.

MANAGEMENT ADVISORY SERVICES: koHcymbTamiiiai ympas-
JIHCBKI TIOCIYTY; HaJAI0ThCsl OpPraHi3aliisiM JUIUIOMOBAaHUMU OyXIajTepaMH,
KOHCYJIbTAllIMHUMU 1 ayTUTOPCHKUMHU (pipMaMH.

MANAGEMENT BY EXCEPTION: ynpaBniHHS 10 BiIXHICHHSIX.

MANUFACTURING COMPANY: npomuciosa (BUpOOHHUYA) KOMIIa-
Hisl; IANPHEMCTBO, SKE IEPepoIIsie CUPOBHHY i MAaTEpiay Ta IIPOJAE FOTOBY
MPOAYKILIFO.

MANUFACTURING COST FLOW: pyx (10Tik) BUpOOHUYUX BUTpPAT.

MARGIN: MapxuHaIbHBIA 3aJIHIIOK (MapiKa, pi3HUILL); Y OyXraarepchb-
KOMy 00JIIKy J0XiA (revenue) 3a BAPaXyBaHHSM NEBHUX BUATKIB.

MARGINAL REVENUE: MapyKHHaJIbHAS BUTOPT; HpPIplCT BUTOPTY B
Pe3yNbTaTi IPOJAXKy OJHIET JOAATKOBOT OMHHMIII TIPOAYKIIIL.

MARGINAL TAX RATE: mapxxunanbHast (rpaHi4YHa) cTaBKa

MARKETABLE EQUITY SECURITIES: nerkopeaii3oBaHi I[iHHI
manepw, 1o 0epyTh y4acThb Y BIACHOMY KaIliTalli iHITUX KOMIaHiH.

MARKETABLE SECURITIES: nerkopeanizoBati I[iHHI anepH; aKiii
1 oOJiramii iHITMX KOMITaHIH, SIKi MOXKYTh OYTH JIETKO IpoJaHi uepe3 OipKy
abo npsiMo Oe3 mocepeIHuKa 1 IKi KOMIIaHIs TIaHy€e peali3yBaTH y BUIAIKY
MOTPeOH B KOILITaX.

MARKET VALUE: punkoBa BapTicTb (aKilii); I[iHa, o0 iHBECTOPH ro-
TOBI CIUIATHTH 32 aKI[iI0 HA BIAKPUTOMY (POHIOBOMY PHHKY.

MARKUP: naminka (y CILA).

MARKUP PERCENTAGE: Bi/ICOTOK HaIliHKH.
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MASTER BUDGET: ronoBHuii (3arajbHuii) KOIITOPHC, CYKYIIHICTh
KOIITOPHCIB MiAPO3IUTIB 1 CIyX0, 00’ €IHAHUX Y IPOTHO3HI (DIHAHCOBI 3BITH
MalOyTHBOI'O IIEPIOY BCi€l KOMITAHI].

MATCHING CONCEPT: xoHIIemIlisl BiIOBITHOCTI; MPUHIIMI BU3HAHHS
(peectparii, BizoOpaxkeHHs B 00Ky Ta (piHAHCOBIH 3BITHOCTI) BUTPAT.

MATERIALITY CONCEPT: konueniiis cyrTeBocTi (OyXraarepchbkoi
iHpOpMAIi).

MATERIALS INVENTORY: maTepiaiibHi 3amacu.

MATERIALS REQUISITION: 3asBka Ha MaTepiajiu.

MATURITY DATE: gara mnarexy (3a BEeKceleM); CTPOK MOTalIeHHS
Oopry, 3a3HauCHUI Ha 3BUYAHOMY BeKcesli a0 1HIIIOMY IIIHHOMY Iarepi.

MERCHANDISE INVENTORY: ToBapHi 3amacu (y TOpProBebHii
KOMITaHiT).

MERGER: 31utts; 00’€1HaHHS IBOX a00 Olbllle KOMIAHIi B OJHY HO-
BY EKOHOMIYHY OpraHi3aIfiro.

MINORITY INTEREST: uyacTka MEHIIOCTI; BJaCHHM KamiTaa m0d4ip-
HBOI KOMIIaHIi 3a BUPaXyBaHHIM IHBECTHIIIH (YaCTKHM) MAaTCPUHCHKOT KOMITaHii.

MINUTES BOOK: npoTokoir; peecTpaliist BCiX [iif, IO 3aCTOCOBYIOTh-
Cs pasiolo JUPEKTOPiB a0 300paMu aKIiOHEPIB.

MISCELLANEOUS CHARGES AND CREDITS: pi3Hi 6aHKiBCbKi
HapaxyBaHHs1; OaHKIBCbKI HAPAXYBAHHS 33 HAJlaHHs NOCIYT KIIEHTOBI, TaKi,
SK 1HKacallis i NorameHHs BEKCEIIiB, BIICTPOYKA OIUIATH YEKiB, iX BHITYCK Ta
1H., KOPETYBAaHHsI PAXYHKIB KJII€HTa, BULPABJICHHS IOMUIIOK i T.JL.

MIXED COSTS: 3miiiani BUTpaTH; THUI BUTPAT, 1[0 BUHUKAIOTh y pe-
3yJbTaTi 00Ky Ha OJJTHOMY paxyHKY OUIbII HIXK OHOTO BHIY BUTPAT.

MONETARY ASSETS: «rpoIIoBi» akTHBH; KOIITH i (iKCOBaHi B IEB-
HIH KUIBKOCTI TPOIIOBUX OJUHHUIIL 3000B’sI3aHHS CTOPOHHIX OCIO CIUIATUTH
JaHIii oprafisaiii JesKy cymy.

MONETARY GAINS OR LOSSES: «rpomioBi» BHMAAKOBI MPHOYTKU
a00 30UTKH.

MONEY-MEASUREMENTCONCEPT: KkoHIEHIs TpOIIOBOTO BH-
MIpHHUKA.

MORTGAGE: 3akiagna; irmoTeKa; THII JOBIOCTPOKOBOI JIOKYMEHTAIIb-
HO 0(opMIIeHOT 3a00ProBaHOCTI, 3a0e3MeUeHOi pealbHbIM MaiHOM (3a3BH-
yai 3eMJICIO).

MUTUAL AGENCY: mpaBo IPEACTABHULTBA; TOBHOBAXXCHHS MapTHE-
piB TIPE/ICTaBIIATH IHTEepeCH MapTHEPCTBA B IJIOMY B MEXaX HOPMAJILHOTO
00csIry omnepariii.

MUTUAL FUND: B3aeMo-iHBeCTUIIIHHMIA (HOH]I.

N

NATURAL BUSINESS YEAR: npupoaHuii TOCMOAapChbKUil pik; piK,
10 3aKiHYYETHCS B MOMEHT BiTHOCHO HU3bKOTO PIiBHS JUIOBOI aKTHBHOCTI.
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NEGATIVE GOODWILL: nHeraruBHa aiioBa penyrauis (y CIHIA);
Mae MicIie, KOJIH I[iHa MpuaOaHHsS KOMITaHii HHXK4a, HXK CyMa PUHKOBHUX IIiH
YUCTHUX AKTHBIB, IO KYITYFOTHCSI.

NET ASSETS: uucTi akTHBH (HETTO-aKTHBH); CyMa aKTHBIB IiCJs BH-
paxyBaHb CyKYITHHUX 3000B’s13aHb; BIIACHHH KaITiTal.

NET CURRENT ASSETS: 4ucTi OTOYHI aKTHUBH;, YKCTI OOOPOTHI KOIII-
TH; YUCTi 0OOPOTHI AKTUBH; PI3HUIIS MK MOTOYHHUMH aKTHBAMHU W MOTOYHHU-
MU 3000B’I3aHHIMU; Ha3. TAKOXK 000POTHUM KartiTajaoM (working capital).

NET INCOME: unctuii npuOyTOK. (YMCTUH JOXIT).

NET LOSS: uuctuit 30UTOK (KOMIIaHil); 9MCT€ CKOPOYEHHS BIACHOTO
KaIiTajay B pe3yJbTaTi oepariii KOMIIaHii.

NET (PRICE) METHOD: meroj 4ucTOl LIiHH, METOJ, BiZoOpaXKeHHs
3HIDKOK I10 MOKYTKaxX (MPoJakax).

NET PAYROLL: uncra 3apo0iTHa mjiaTa; GaKTHYHO BUILIAYEHA CIIYIK-
6OBueBi KOMIIaHii 3apo6iTHA IUIaTa Micis TOTO K 3p06JIeHi BCi BiapaxyBaH-
Home pay.

NET REALIZABLE VALUE (NRV): umxcra miHa peaiisailii; moTeH-
LiHA NpoJaXKHa IliHa aKTUBY (ITPOJYKTY) 3a BUPAXyBaHHIM BCiX OOIPYHTO-
BaHHUX IMOB’3aHUX 3 peaiizaiiero BuTpat; nuB. Current cost,

NET SALES: uucri npojaxi; BaJOBUI BUTOPT (zloxiz[) i3 npouamiB TO-
BapiB 3a BHPAXYBAHHSM 3HIKOK, [IOBEPHEHb NIPOJAHOT MPOAYKITiT i 3HUKEHB
HOPMAJIBHOT IIHU; YHCTHH obcsT peaiizariii.

NET WORTH: uucra BapTicTh (KOMIIaHIi, MiAIPUEMCTBA); LICH TepMiH
IHOI BUKOPUCTOBYETHLCS JUIS TIO3HAYCHHS BIIACHOTO Karitaiay (owners’ equity).

NOMINAL ACCOUNTS: HOMiHaibHi paxyHKH; TUM4YacoBi PaxyHKH,
IO TOKA3YIOTh HAPAXyBaHHs JIOXOJIIB 1 BUJIATKIB TUTBKHU 3a 3BITHHIA TIEPio/,
HAMPUKIHII SKOTO 1X 3aJIHIIKH TEPEBOJATHCS HA PAXYHKHU BIIACHOTO Karitany,

NOMINAL CAPITAL: akiioHepHHH KarmiTai, J03BOJICHUI IO BUITYCKY
(o HoMiHaNBHIM BapTOCTi); Ha3. TakoX Authorized capital.

NONMONETARY ASSETS: «HerpoIiosi» akTHBH;, aKTUBH, IO SIBJIs-
I0Th CO00I0 HEMHUHYJII BUTPaTH, IKi CTAHYTh BUIATKaMU B HACTYIIHUX OOJIi-
KOBHX IIepiofax.

NORMAL CAPACITY: HOpMabHA MOTYXHICTh; CEPEIHBOPIYHUAN Pi-
BEHb BHPOOHHMYOI MOTYXKHOCTI, HEOOXIAHOI /IS 3aI0BOJICHHS IOTped IMpo-
JIAXIB, 110 OYIKYIOTHCS.

NORMAL COSTING SYSTEM: cucrema HOpMalbHOTO PO3IOILTY
BUTpAT.

NORMAL SPOILAGE: HopMmanbHuil Opak; BUTpATH, TIOHECEH] BHACII-
JIOK 3BHYalHOIrO0 (y MEXaX HOPMHU) BUPOOHUIOT0 OpaKy.

NOTE: 1) Bekcenn (CILIA); 0e3yMOBHE NMCbMOBE 3000B’s3aHHS CILIA-
THUTH NIEBHY CYMY BJIaCHHKOBI BEKCEIIS B TIEBHUI CTPOK a00 Ha MepIiry BUMOTY.

NOTES PAYABLE: Bekcens a0 omnaty; BugaHi Bexcessi(CILIA).

NOTES RECEIVABLE: Bekces 0 orpuManHst; orpuMani Bexcest (CILIA).

NOTES TO THE FINANCIAL STATEMENTS: npumitku 10 ¢hiHan-
COBUX 3BITiB.
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OBSOLESCENCE: crapiHHs, MOpajJbHE 3HOC.

ON (OPEN) ACCOUNT: kpeauT Mo BIAKPUTOMY PaxyHKY; Ha3. TAKOXK
Charge account.

OPERATING: Te, Mo BiTHOCUTHCS JO OCHOBHOI JISUTEHOCTI, CTOCY€Th-
Cs CTaTeH TOXOIB, BUAATKIB 1 NPpUOYTKY KOMIIAHI.

OPERATING ACCOUNTS: omnepairiiini paxyHKH.

OPERATING ACTIVITIES: ocHOBHa TisUTbHICTb.

OPERATING EXPENSES: BuTpaty 1o OCHOBHIHM JisUIbHOCTI (omepa-
LIHI BUTPATH).

OPERATING LEASE: oneparuBHa OpeH/ia; KOPOTKOCTPOKOBA OPCH/A,
BCI PH3HKH I10 SIKUH JIS)KATh Ha OPSHI0IaBIII.

OPERATING MARGIN (BASED ON CURRENT COSTS): BanoBuit
MpUOYTOK Bij| peaii3allii B MOTOYHIH OLiHII (IOTOYHMIA BaJIOBUI PUOYTOK).

OPERATIONS: (ocuogHi) onepaiii (CILIA); mOHATTS, SIKE IUPOKO BHU-
KOPHCTOBYETbCS B PI3HUX KOHTEKCTax.

OPTION: omiiod (paBo BI/I60py) yroja, y sKiii ofHii i3 cTOpiH Hajaa-
HE MpaBo 3ificHuTH a00 He 3MIMCHUTH ONEPallil0 Ha BH3HAYCHUX YMOBaX
MIPOTSITOM TIEBHOTO Tepioay a0 B IEBHUI MOMEHT 4acy.

OPINION LETTER: ZlyMKa ayJUTOPa; BUCHOBOK ayIHTOPa 3a Pe3ylb-
TaTaMy [ePEeBIPKH [PABUIBHOCTI CKIIAJIaHHS d)lHaHCOBI/IX 3BITIB 1 BIAMOBIA-
HOCTI iH(OpMaIIii, 110 MICTUTBCS B HUX, 3arajJbHONPUHHITHM OyXTraJlTepCh-
KUM TIPUHITUIIAM 1 CTaHapTaM.

ORDINARY ANNUITY: 3Buuaiina peHTa; HU3Ka PiBHHUX IUIATEXKIB, SKi
BMILIAYYIOThCS HAIPUKIHI[ PIBHUX IMPOMDKKIB Yacy pa3oM i3 CKJIaJHUM Bij-
COTKOM.

ORGANIZATION COSTS: oprani3aliiiiHi BUTpaTH; BUTPATH OB s13aHi 31
CTBOPEHHSIM KOMIIaHIi.

ORIGINAL ENTRY: nepBuHHUII 3anuc; )XypHaIbHUN 3a1KC.

OTHER PAID-IN CAPITAL: nogaTkoBHil KaIliTaj, BEIWYMHA, CIUIA-
YyeHa 1HBECTOpPaMH 3a akilii MOHaJ HOMIHAJIbHOI a00 BCTaHOBJICHOI (OroJio-
IICHOT) BAPTOCTI aKI[IOHEPHOT'O KAITiTaly.

OTHER REVENUES AND EXPENSES: inmi goxogd # BHIATKH;
Oyb-5IKi JOXOAM i BUJATKH, HE OB’ A3aHi 3 OCHOBHOIO JiSIIbHICTIO.

OUTPUT: Bumyck (poayKitii).

OUTSTANDING STOCK: aKHIOHCpHI/II/I KariTai B 00iry (CHIA) aKIii
KOpropanii Ha pykax B aKIiOHEPiB;, BHUIYIICHHH aKI[IOHEpHUH KamiTal 3a
BHUHSATKOM BIIACHHX aKIii y MOpTQei.

OVERDRAFT: OBepz[pad)T I) yek, BUMMCAaHUH KOMITAHIEIO HA CyMy, ILO
TIEPEBUIIY€E BEJMYNHY KOIITIB, IO 3HAXOIITHCS HA TOTOYHOMY PaXyHKY B OaH-
KY; 2) CTATTs MOTOYHMX 3000B’s13aHb y OajaHCl KOMIIaHii, 110 CBIAYMTH PO Bif-
CYTHICTb KOLUTIB Ha IIOTOYHOMY PaxyHKY B GaHKy i 3a6opr03aHocn 0aHKy.

OVERHEAD: HakiajHi BUTpaTH; Oyab-AKi BUTpaTH ab0 BUJIATKHU, MPIMO
HE MMOB’s13aH1 3 BUPOOHUIITBOM 200 MPOJIaKeM JIaHUX TOBapiB abo MOCIyT.
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OVERHEAD VOLUME VARIANCE: BiaXujieHHS HaKJIagHUX BUTPAT
3a 00CSITOM.

OWNER’S EQUITY: BiacHuii KammiTal.

OWNER’S INVESTMENTS: BiacHi iIHBECTHIIII; aKTUBH, SKi BIACHHK
BKJIaJIa€ B KOMIIQHIIO.

P

PAID-IN CAPITAL: Bknanenuii kamitan (OIUIAYCHHUN KamiTai); cyMma,
BMILIaYC€HA iHBECTOpaMu B 0OMiH Ha akiiii; Ha3. Takox Contributed capital,
Invested capital.

PAR VALUE: HoMiHaNIbHA BapTiCTh; JOCTOIHCTBO aKIlii, 3a3HaveHe Ha ii
JIMILOBIH CTOPOHI.

PARENT (COMPANY): MaTepHHChKAa KOMITaHisl.

PARTNERS’ EQUITY: BnacHuii KamiTaj napTHEPIB; PO3JLJI BIACHOIO
KamiTajiy B OajaHCi mapTHEpCTBA.

PAYBACK METHOD: MeToj oO1iHKH Biagaui (OKYIMHOCTI).

PAYROLL REGISTER: Binomicts 3apo6iTaoi matu (CLLA).

PENSION FUND: nenciiinuii ¢hoHz.

PENSION PLAN: nienciiiHa yrona; KOHTPaKT MiXK KOMITQHIEIO Ta 1i CITykK-
OOBIISIMH, BIJMOBIAHO 10 SKOI'O KOMIIaHIs 3000B’SI3y€ThCs BHUILUIAYYBATH M
JIOTIOMOT'Y TIiCJIS 3BITbHEHHSI.

PERCENTAGE-OF-COMPLETION METHOD: meton BijicoTka 3a-
BEpILICHHS.

PERCENTAGE OF NET SALES METHOD: Mmertox BiIcOTKa BiJ Y-
CTHUX MPOJIAXKIB.

PERCENTAGE STATEMENT: 3BIT y BiTHOCHUX BEJIHYHWHAX; Y HbO-
MYy TOKa3HHMKH TPEACTABJICHI Y BUTJIAI BIAHOIIECHHS 10 MEBHOI 6a3u; y 3BiTi
po IpHOYTOK TaKoK 0a3010 3a3BHYAl BEJIMYMHA YMCTHUX MPOAAXKIB ad0 Cy-
KYIIHUX JOXO/iB; y OalaHCci — CYKyITHI aKTUBH.

PERIOD COSTS (EXPENSES): BuTparu nepioay (BUIATKU MEpioay).

PERIODIC INVENTORY METHOD: meton mnepioguyHOro OO0JiKY
3arnacis.

PERMANENT ACCOUNTS: mnocriiiHi PaxyHKHU; PaxyHKH 6anchy,
Ha3BaHi TaKk TOMY, 1110 BOHU HE 3aKPHUBAIOTHCS HANPUKIHL] 3BITHOIO NEPiozy.

PERMANENT CAPITAL: moctiiiHA# KamiTal; cyMa JOBrOCTPOKOBHX
3000B’s13aHb KOMITaHii Ta ii BIACHOTO KarmiTamy.

PERMANENT DIFFERENCE: mnocriitna pisauns (CHIA); pisauns
MDK 3BITHHM OYyXTaJTEPChbKUM IPHOYTKOM 1 ONIOJATKOBYBAHMM IPUOYTKOM,
10 HiKOJIM He OyJe JIKBiJOBaHal i TOMY HE MOTPeOye 3aMKuCy B PaxXyHKY 3a-
0OpProBaHOCTI MO BiZICTPOUEHHX MmojaTkax Ha mpudyTok (deferred income tax
liability account).

PERPETUAL INVENTORY METHOD: meton 6e3nepepBHOro 00J1i-
Ky 3amacis.
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PETTY CASH FUND: ¢onjg apiOHMX BUAATKIB, HEBEIUKHM (OH, 110
MOCTIKHO BiJIIIKOJOBYETHCS, YTBOPCHUIM KOMITAHIEIO JIs1 BUKOPUCTAHHS HOTO
K JDKepera OIulaTH JIpiOHMX BUIATKIB FOTIBKOBUMH ILIATS)KaMM, Ha3. TAKOX
Imprest fund.

PHYSICAL DETERIORATION: ¢i3uune 3HOC.

PHYSICAL INVENTORY: ¢i3uyni 3amacu; BeIMYMHa HAsSBHUX Ha Ja-
HUW MOMEHT 3aIaciB, 1[0 BU3HAYAETHCS IIJIIXOM 1HBEHTapU3allii.

PHYSICAL VOLUME METHOD: meton ¢izuynoro oOcsry; miaxis
JI0 TIPOOJIEMH PO3IOJLTY 3arajiIbHUX BUPOOHUYHX BUTPAT Ha JiBa a00 Oinblie
TUIH TPOIYKIIiI, [0 3aCHOBAHUI HAa BUKOPUCTaHHI Mipu (Hi3MIHOr0 00CsTY
(omuHuib, (GyTiB, METPiB, IpaMiB 1 T.J1.) K 0a3a IS PO3IMOALTY 3arajlbHUX
BUTPAT (HE TUTYTATH 3 HAKJIAJHUMU BUTPATAMH ).

PLANT ASSETS: nosrocrpokoi BupooHu4i aktuBy (CILIA).

POST-CLOSING TRIAL BALANCE: 3akmrounuii npoOHUH OanaHC
(mpoOHuMit GamaHC MiCIs 3aKPUBAIOYUX 3AITHCIB.

POSTING: npoBojika; mpoiiec nepemimieHHs indopMariiii (KypHalIbHHX
3alKCiB) 3 )KypHAJy B FOJIOBHY OyXraJTepChbKy KHUTY.

PRACTICAL CAPACITY: npakTuuHa HOTy)KHlCTB TeopernyHa (ige-
aJbHa) HOTY)KHICTI: 3a BUPAXyBaHHSAM HOPMAIbHHX 1 OYIKYBaHHX POOOYHMX
MPOCTOIB (ITPOCTOIB MAIIIMH 1 YCTATKYBaHHS ISl 3MiHHM 1HCTPYMEHTA, PEMOH-
Ty, 00CIYrOBYBaHHS, [IEPePB [isl POOITHUKIB).

PREMIUM: npeMm BEJIMYMHA, HA SAKY IiHA BUITYCKY akiiii abo oOira-
1ii IepeBHUIIye HOMIHAILHY BaPTiCTh.

PREPAID EXPENSES: Buaarku MaiOyTHIX IEpiOAiB; TAaKOX Ha3.
Deferred expenses.

PRESENT VALUE: HaBenena (CripaBKHs1) BapTicTh (OI[IHKA).

PRESENT VALUE METHOD: meron HaBe[eHOI BapTOCTI; METOJ JIUC-
KOHTYBaHHS T'POLIOBHX MOTOKIB, IO JO3BOJISE OIIHUTH MalOyTHIO e(eKTHB-
HICTb KaIliTaJIOBKIa CHb.

PRICE/EARNINGS (P/E) RATIO: uina 10 npuOyTKy Ha aKiiito; OJUH
i3 TIOKA3HUKIB, M0 XapaKTepU3ye 3B 530K (PiHAHCOBOTO CTaHy KOMMaHIi 3 ii
PHHKOBHM PEHTHHIOM.

PRICE INDEX: lH,Z[GKC 1iH; XapaKTepU3ye BIIIHOCHI 3MIHU CepeHBOrO
PiBHS LiH 10 rpyIi TOBaplB 1 mocyr yepes NEBHI IPOMIKKY 4acy BiIHOCHO
CePE/IHBOTO PIBHs LLiH LI€T 5K PPYIH TOBAPIB 1 [OCIYT y 6a30BOMY MEPIOJ.

PRICE LEVEL-ADJUSTED STATEMENTS: 3BiTH, BUNpaBieHi 3
ypaxyBaHHSIM PiBHS I[iH.

PRIOR PERIOD ADJUSTMENTS: BUIPABICHHS MOTEePEIHIX nepl—
oznis (CLLIA) ypaxoBytoTh m0Aii Ta Onepauii, o BiAHOCATHCS 10 HONEPeaHIX
MIEPioJIiB, K1 paHillie He MOXHA 0YyJI0 BUSBUTH.

PRIME COST: ocHOBHa CO61BapTICTL cyMa MpsSIMUX MaTCplaJILHI/IX BH-
TparT i IPSAMHUX BUTPAT Ha OIUIATY Mpalli, BIIHECCHUX HA MPOAYKIIIIO.

PRINCIPAL: mpunInIiai, OCHOBHA CyMa; BEIMYHHA, [0 BUILUIAYYETHCS
MO3UYATLHUKOM 1 JIOPIBHIOE CaMii MO3HUYII.

PROCEEDS FROM DISCOUTING: Bupyuka 3 00JiKy BEKCEIiB; Cy-
Ma, OTpUMaHa MO3UYaIbHUKOM TIPU TUCKOHTI BEKCEIsI.
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PROCESS COST SYSTEM: cucreMa MOIPOLIECCHOTO 00JIIKY BHTpAT
Ha BUPOOHHUITBO.

PRODUCT COSTS: BuTparu Ha NpOAYKIIil0; BAPOOHHYI BUTPATH.

PRODUCTION METHOD: BupoOHHU4Mit METOJI; METOJ HapaXyBaHH:
3HOLIYBaHHs, NPU SKOMy BEIMYMHA HAPAaXOBaHOI 3a Mepioj amoprusauii
IPYHTYETBHCSI BUHATKOBO Ha (DaKTHYHOMY BUKOPHCTaHHI JIAHOTO aKTHBY 3a Tepi-
ox; Ha3. Takox Activity-based depreciation, Service basis of depreciation.

PRODUCTION OVERHEAD COSTS: BupoOHHYI HaKIaHI BUTPATH;
BI/Ip06HI/I‘11 BUTpaTH (BI/ITpaTI/I Ha MPOJIYKIIO), 110 HE BKIIOYAIOTh MPsAMI Ma-
TepiajabHI BUTPATH Ta MPSAMI BUTPATH Ha OILIATY pAIIi.

PROFIT: npubyToK.

PROFIT AND LOSS ACCOUNT (STATEMENT): 3BiT npo npu0yT-
KM Ta 30MTKH; iHIIIA Ha3Ba 3BITY PO MPHOYTOK (income statement).

PROFIT CENTER: 1ieHTp nprOyTKY; HEHTP BiAIOBIAaIBHOCTI, 110 KOHT-
POJIIOE TOXOIU ¥ BUAATKH, aJie He KOHTPOJIIOI0Y1 IHBECTHUIT Y CBOT AKTHBH.

PROFIT MARGIN: peHTaOeabHICTh MPOAAXiB;, MPHOYTOK, IIPUHECE-
HUH KOXXHHUM J10J1apoM ((pyHTOM, pyOJieM) 13 MpoIaxiB.

PROFITABILITY: npuOyTKOBiCTh (PEHTA0CTBHICTB).

PROMISSORY NOTE: 3Buuaiinuii (000B’SI3KOBHI1) BEKCEJIb.

PROPERTY, PLANT AND EQUIPMENTS: BnacHicTh, OYAWHKH i
YCTaTKyBaHHSI; 3arajibHe HaHMEHYBaHHS IPYMH JOBIOCTPOKOBHX MaTepiaib-
HUX aKTHBIB, SIKi MOCTIHHO BUKOPHCTOBYIOTHCSA B XOZ1 JiJIOBOT aKTUBHOCTI;
Ha3. Takox Fixed assets, Plant assets.

PROGRESSIVE TAX: nmporpecuBHHI TOAATOK; ITOIATOK, CTaBKa SKOTO
3pocTac 31 30UIBIIEHHSIM OIOIATKOBYBAHOT BEIMYMHY (HAIIPHUKIIA, IPUOYTKY),

PROPORTIONAL TAXATION: nporopIiifHe ONOaTKOBYBaHHS; CTaBKa
MOJIATKY HE 3QJICKUTD BiJ] BETMYUHHU TIOXOIY.

PROPRIETORSHIP: npo npuBaTHe HiAMPUEMCTBO; MiAMPHUEMCTBO, HE
3apeECTPOBAHE SIK KOPIIOPAILLis, 0 HAJICKUTH OJHOMY BJIACHHKOBI (OHOOCIOHA
BJIACHICTB ).

PRORATE: po3noaijisiTi MpomnopIiiiHo.

PROVISIONS: pe3epBu Ha MOKPUTTS MalOyTHIX BUAATKIB 1 30UTKIB;
00JIIKOB1 pe3epBH, sKi HE CIIIJ] IUTyTaTH 3 pe3epBaMHu, IO MPEACTABISIOThH Ya-
CTHHY BJIACHOTO KarmiTany (reserves).

PROXY: nopyuenHst; oimiiiHUI TOKYMEHT, MiANUCAHUN aKIIIOHEPOM,
110 Jia€ TPaBo 1HIII 0co0i roJIoCyBaTH BiJl IMEHI aKIlioHepa.

PRUDENCE: npuHimn o6a4HoCTI (06epe>KHOCTi)

PUBLIC ACCOUNTING: He3alie)xHul OyXxrantepcbkuii 00JIiK; cdepa
AISUIBHOCTI, IOB’sI3aHA 3 HAJAaHHSM, [UIATHUX ayIUTOPCBKUX 1 KOHCYJIbTa-
LIMHKX TIOCIIYT 3 MUTaHb OIOIATKOBYBaHHS, OyXIraaTepchKoro o0ky, (hiHaHCIB
1 yIpaBJIiHHA.

PUBLICLY HELD CORPORATION: kopropailis BiTKpPHTOI'O THILY;
y CIIA — Kopnopaun aKIii AKX KOTUPYIOThCS Ha (oHIO0BIN Oipiki; y Be-
JIuKoOpuTaHii aHanorivuuM moHATTSIM € Public limited company (PLC).

PURCHASE ORDER: 3aMOBJIeHHS Ha MOKYIIKY; MMCbMOBE 3aMOBJICHHS,
IO TOTY€ BiJUIT 3aKyIiBeJNb KOMIaHii ab0 OyXraitepis Ha BiIBaHTaKESHHS

247



MOCTaYajIbHUKOM TOBapiB a00 HaJaHHs IOCIYT 3a O0YMOBJICHOIO IIIHOIO B
paxyHOK HACTYITHOI OTJIATH.

PURCHASE REQUISITION (REQUEST): 3asiBka Ha NOKYIKY; 10-
KyMEHT, [ArOTOBJIIOBAHUI BUPOOHMYNM BIIILIOM 1 SIKMH Ja€ MpaBo 3aKy-
MMUTH CUPOBUHY Ta MaTEPiajIy.

PURCHASES DISCOUNTS: 3HMXKH 10 TOKYIKax (3a TEPMIHOBICTb
OILIATH).

PURCHASES JOURNAL: xypHajl MOKYIOK; THII CIEI[IaIbHOIO KYyp-
HaJy, Y SKOMY BiJOOPa)KaroThCs MOKYIIKH.

PURCHASES RETURNS AND ALLOWANCES: noBepHEHHS MOKY-
OK 1 3HMKEHHS HOPMaJIbHOT IIHH.

PURCHASING POWER: kymiBelbHa CIPOMOXKHICTh; 3AaTHICTh I'PO-
[I0BOT OJTMHUIII OIUTAYYBATH MOKYIIKHA TOBAPIB 1 MOCIYT Y JaHWH MOMEHT Ya-
cy, 00OyMOBJICHA 3araJIbHUM PiBHEM IIiH.

Q

QUALITATIVE CHARACTERISTICS: skicHi XapaKTEepPHCTHKH,
KpuTepii OLIHKH Kopncnocn iHpopmauii, skuoo Gyxranrepis 3abesneuye
MEHEKEPIBTa IHIINX 11 KOPUCTYBAYiB.

QUANTITY DISCOUNT: 3u1KKa 3a KUIBKICTb.

QUICK ASSETS: BHCOKOJIKBIZIHI aKTHBH, aKTHBH, IO JIETKO 00epTa-
I0ThCSI Ha TOTIBKY.

QUICK RATIO: koedimieHT MIBUIKOT JTIKBIIHOCTI (KpUTHYHOT a00 Tep-
MIHOBOI JIKBiTHOCTI); Ha3. Takox Acid test ratio.

R

RATE OF RETURN ON ASSETS: craBka moBepHEHHS Ha aKTHBH
(peHTa0eNbHICTh AKTUBIB); HOpMa MPUOYTKY IO BiJIHOIICHHIO A0 CYKYITHHX
AKTHUBIB.

RATIO ANALYSIS: anani3 noka3HUKIB (KOS]IiLi€HTIB).

REAL ACCOUNTS: peanbHi PaxyHKH; 1) PaxyHKy 6anchy, PaxyHKd,
Ha SKUX 3aJIAIIKA KOIITIiB 30€piraroThesl W Micis 3aKiHYCHHS 3BITHOTO Tepi-
o1y; 2) OyXranTepchKi paXyHKH, IO BPaXOBYIOTh MaTepiaibHi aKTHBH.

REALIZABLE VALUE: ina peani3aui'1' (peani3aui171Ha BapTiCTh); 1) puH-
KoBa BapTicTh (market value); 2) yncra 1ina pea.n13au11 (net realizable value).

REALIZATION CONCEPT: xonuenmis pean13au11

REALIZATION CONVENTION: koHBEHIIis PO peajizaiiio; 0yx-
raJTepchKe MPaBHIO, IO BiATEPMIHOBYE BH3HAHHS BUMAJKOBHX HMPHUOYT-
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KiB 1 30UTKIB BiJy MOMEHTY 3MIHM PUHKOBOI I[IHM aKTHUBIB JO MOMEHTY 1X-
HBOTO MPOJAXKY.

REALIZE: peaini3oByBaTH; IEPETBOPIOBATH HA I'POIIOBI KomiTH (abo
1HIII BUCOKOJIIKBIAHI aKTHUBH).

RECEIVABLE TURNOVER: 000poT paxyHKiB 10 OTpUMAaHHS; BiJ-
HOIIICHHS BUTOPTY 13 MPOJAXIB Yy KPEAUT IO CEPEAHbOI BEIMUMHU PaxyHKIB
JI0 OTPUMAaHHS.

RECEIVABLES: nebiTopcbka 3a00proBaHiCTh.

RECEIVING REPORT: 3Bit npo oxep)xaHHs (rOTYETbCS Ha MOMEHT
OTPUMAaHHS 3aMOBJICHUX TOBAaPIB).

RECOGNITION: Bu3HaHHS.

REGRESSIVE TAXATION: perpecuBHe OMOJAaTKOBYBAHHS; METO/I
OMOJaTKOBYBAHHS, NPH SIKOMY CTaBKa IMOJATKY 3HHMXKYEThCS, KONH JOXi[
(npuOyTOK) 3poCTac.

RELATIVE SALES VALUE METHOD: MeTo/ BiTHOCHHX BapTOCTEH
MIPOJIAXKIB.

RELEVANCE: nopeunicth (0fHa 3 SKICHMX XapaKTEPHCTHK Oyxrall-
TepchKoi iH(pOpMAIIiT).

RELEVANT RANGE: peneBaHTHI piBHi; piBHI A1JIOBOT aKTUBHOCTI.

RELIABILITY: BiporiaHicTh (0JlHa 3 OCHOBHHMX SIKICHHX XapaKTepHC-
TUK OyXTalTepchKoi iHpOopMaIrii).

RENTAL REVENUE: opeHiHI J0X0/1; A0XO4, OTPUMaHI BiJl HaJaH-
HS B KOPUCTYBaHHS OyIWHKIB 200 1HIIIOrO MaiiHa.

REPLACEMENT COST: BaprTicTh 3aMiHH; Y OyXTaJTEPChbKOMY O0JIIKY
MMOTOYHA BapTiCTh MMOKYIKHU (3aMiHK) HOBUX aKTHBIB.

REPORT FORM: ¢opma 3BiTy (3BiTHa (hopma OaaHCy).

REPORTING CURRENCY: BamoTa, 1110 BUKOPHUCTOBYETHCS Y KOHCO-
JiI0BaHiil 3BITHOCTI OpraHi3allii, sika BKJIIOUA€ 3aKOPIOHHI (inil; BanroTa, y
SIKIF MpeicTaBIeHa 3BITHICTh KOMITAHII.

RESEARCH AND DEVELOPMENT: nociimkeHHs i po3poOKHU; BH-
TpaTH Ha HAYKOB1 IOCIIUKCHHS W JOCIITHO-KOHCTPYKTOPCHKI pO3pOOKH,
OB’ 513aH1 31 CTBOPEHHSIM HOBHUX a00 IMOJIMNIICHHSM ICHYIOYHX MPOAYKTIB,
MOCJIYT 1 TEXHOJIOTIH.

RESERVE RECOGNITION ACCOUNTING: merof BU3HaHHS pe3epBY
B 00J1iKy BUTpaT Ha po3BiaKy poxosuil (CIIA).

RESIDUAL EQUITY: 3anumnikoBuid Kamitan: 1) akIiOHEpHUN KarmiTa
KOpITIopallii, MPeICTaBICHUI 3BUYaiHIMU aKIisIMU; 2) BIACHUN KaITliTall.

RESIDUAL INCOME: 3anuiikoBuii pruOyTOK (HOXiT).

RESIDUAL VALUE: 3anumkoBa BapTicTh; olliHeHa a00 (akTH4HA 4n-
cTa IiHa peajizamii (TOOTO BUTOPT MiHYC BHUIATKHU I10 peaizallii) akTHBY —
3a3BUYail JIOBTOCTPOKOBOTO BUPOOHUYOTO aKTHBY, 110 aMOPTH3YETHCS.

RESPONSIBILITY ACCOUNTING SYSTEM: cucrema 00JiKy IO
LIEHTPaX BIAMOBIIAILHOCTI; OyXrajarepcbka CUCTEMa, 110 IIEPCOHATI3YE BHYT-
pilliHI OyXraiTepchKi 3BITH, KJIAaCH(PIKYIOUH i CHCTEMATU3YIOUH BUTPATH Ta
JOXOJX CTOCOBHO TICBHUX PIBHIB yIPaBIiHHSA i chep BiIMOBIIANEHOCTI; Ha3.
Takox Activity accounting. Profitability accounting.
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RESPONSIBILITY CENTER: neHTp BiANOBIZalIbHOCTI; YaCTHHA Op-
raHizalii, o sAKif JOIUIFHO aKyMYJIIOBATH OyXranTepchbKy iH(GOpMAIIio Tpo
JISIBHICTh TAKOTO LICHTPY.

RETAIL (INVENTORY) METHOD: po3api6uuii MeTos 001Ky TOBap-
HUX 3araciB; METOJ OI[IHKM KIHI[CBHX 3alaciB MiJMPHEMCTBA, 3aWHATOrO
PO3apiOHOIO TOPTIBIICHO.

RETAIL PRICE INDEX: inaekc po3npiOHuX IIiH; oilidHui iHIEKC
3arajbHOr0 PIiBHS IiH 1 OCHOBHMM IMOKa3HUK piBHA iHGIALIT y Beauko-
OpuTaHii.

RETAINED EARNINGS: Hepo3noiieHuit (HakomuYeHni ) MpUOyTOK.

RETURN: 1) JOKYMCHTAJIBHO IPE/CTaBiICHA [CBHA 1H(bopMau1;1 SIKY
BUMAralOTh JIEpXKaBHI OpraHy, HaIpUKIaj MOAATKOBA JeKnapauis (tax
return); 2) ¢i3uyHEe TOBEPHEHHS KyIICHOTO TOBapy MOCTaYaILHUKOBI;
3) npudyrok; 4) return on: TOBEPHEHHSI, Blz[z[aqa HOpMa MPUOYTKY, CTaBKa
IIOBEPHEHHS]; BEINYMHA NPUOYTKY, CHIBBIAHECCHA 3 [ICBHAMY [IOKA3HUKAMU
(akTHBaMH, KaIiTaJOM, IHBECTUIIISIMH TOIIIO. ).

RETURN ON ASSETS (ROA): noBepHEHHS Ha aKTHBH (peHTaOEsb-
HICTh aKTUBIB); Mipa peHTa0eILHOCTI a00 MPUOYTKOBOCTI Oi3HECY, IO IMOKa-
3y€ e()eKTUBHICTh BUKOPHUCTAHHS 33 [ITHUX aKTHBIB.

RETURN ON EQUITY (ROE): noBepHEeHHs Ha BIIACHHUH KartiTal (peH-
TaOeNBHICTh KamiTany); Mipa peHTabenbHOCTI 200 MPUOYTKOBOCTI Oi3HECY.

RETURN ON INVESTMENT (ROI): noBepHeHHs Ha iHBeCTULIii (peH-
Ta0eIbHICTh BKIIAJICHD).

RETURN ON PERMANENT CAPITAL: noBepHEeHHsI Ha MOCTIHHUN
KaItiTaJl.

REVENUES: noxoau (HaaxomKeHHs, BUTOPT); CTaTTi, 10 301IbIIYIOThH
BJIACHHUH KaIliTaj y pe3yJIbTaTi omepallii (3a3Buyaii mpojaky TOBapiB i IO-
CIIyT) 3a MEepIoI.

REVENUE CENTER: 1ieHTp A0XO/IB; LIEHTP BiAMOBIAAILHOCTI ycepe-
JIMHI OpraHizaiii, o0 KOHTPOJIIOE TIIbKK HaIXOMKCHHS (TOOTO MOMKIHMBUM
BIUIMB Ha IiHK /200 00CST BUITYCKY), @ HE BUTPATH.

REVENUE EXPENDITURES: norouHi Butpati; BUTpaTH, HEOOXiaHI
JUISL 3a0€3MeUCHHS 6e3nepepBHoro (yHKILIOHYBaHHS MIANPUEMCTBA B XOJi
HWOT0 3BUYaiHOT JISUTBHOCTI.

REVENUE RECOGNITION: BusHaHHS A0XO/iB (BUTOpry i3 mpoja-
KiB); y OyXranrepcbkomy 061Ky TPOLEC BU3HAYCHHS MOMCHTY IPOJAXY;
BH3HAYAETHCS KOHIIETIIEI0 peatizallii.

REVENUES FROM SALES: noxonu BI,Z[ pean13au11 (BUTOpT 13 IIpOJA-
)KIB); TOXOJM B pe3yJbTaTi MPOJaXy TOBApiB KOMITaHIEr; Ha3. Takok Sales,
Sales revenues.

REVERSING (REVERSAL) ENTRIES: peBepcuBHi 3anucu (IIpoBOj-
KH); )KYPHAJIbHI 3aITUCH, 110 POOJIATHCS B NEPIIMHA JEHh HOBOTO 3BITHOTO Te-
pioay, sIKi CKaCOBYIOTb 3aIliCH, 3p00JICHI paHillIe.

REVOLVING FUND: 060poTHbIi (oHI; POH/, KOIITH SKOTO MOCTIHHO
BUTPAYAOThCS M MOCTIHHO BiANIKOJOBYIOTHCS, HANpPUKIaa (OHI APIOHMX
BUJIATKIB.
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S

SALARY: nnatHs (OKJIaj); TPOIIOBAa BUHATOPO/IA, SIKY OJIEPKYIOTh Me-
HEJDKePH, aaMiHICTpaLis, paxisLi.

SALES: npoaaxi (qoxoau i3 nmpojaxis); Ha3. Takoxk Sales revenues.

SALES DISCOUNTS: 3HIKKH IO TIPOJaXKax (3a TEPMiHOBICTB).

SALES JOURNAL: >xypHal NpojaxkiB; THUII CICLIaJIbHOTO XypHaIy,
SKU BUKOPUCTOBYETHCS JIJISI PEECTpallii MPOJAXIB Y KPEAUT; HA3. TaKOXK
Sales day book.

SALES MIX ANALYSIS: anaii3 cTpyKTypHy IpOJaXiB.

SALES RETURN: noBepHeHHSI IOPOAAHOI IPOAYKII; (hi3HMUHE IIOBEP-
HEHHS IPOJJAHOTO TOBAapY.

SALES RETURNS AND ALLOWANCES: mnoBepHeHHS NpOJaHOl
MPOJYKINIT Ta 3HIKEHHS HOPMAJIbHOT IIHU; PaXyHOK, 10 BUKOPHUCTOBYE IO-
CTaYaJIbHUK JJIs1 BIJOOPa)KEHHSI CYM, 1110 TOBEPTAIOTHCS MOKYIILISIM ITPOAYKIII.

SALVAGE VALUE: nikBinamiiiHa BapTicTh (akTBY); (hakTuuna abo
OIliHEHA MPOJAXKHA I[iHA BUKOPHCTAHOTO JTOBFOCTPOKOBOI'O BUPOOHHYOTO
aKTHBY 3a BUpaxyBaHHSM BHIATKIB 10 peaiizariii; 1uB. Residual value.

SCHEDULE: Ta6nnu;1 PO3paxyHKIiB; HU3Ka PO3PaxyHKIB, o 06rpyHTOBy-
10Tb LUGpH, 10 NpUBEAIeH] Y (IHAHCOBHX 3BiTax ab0 NONATKOBIH JeKiapallii.

SCHEDULE OF EQUIVALENT PRODUCTION: po3paxyHOK €KBiBa-
JICHTHOI MPOAYKIIii (€KBIBAJICHTHUX OJMHHUIIb); TOKYMEHTAIbHA (hopMa, 1110 BH-
KOPUCTOBYETHCS B CUCTEMI IIOIIPOLIECCHOTO 00JIIKY BUTPAT HAa BUPOOHUIITBO.

SCOPE SECTION (OF ACCOUNTANT’S REPORT): 3aranbHwmii
PO3IiT (ayUTOPCHKOTO 3BITY); MICTUTh HOKIAIHUN aHAI3 OyXranTepChKuX
JIaHUX 1 BJIaCHE NepeBipKyY (hiHAHCOBHUX 3BITIB.

SCRAP VALUE: yTI/mi3auiI71Ha BapTiCTB (BapTiCTh Opyxry).

SECURITIES: uinHi nanepH, Taki JOKYMEHTH, 5IK aKum a0o 06n1rau1;1
LiHHI [arepy Jai0Th OPraHi3allii, o BONOAIE HUMH, LiHHI NPaBa, OB s3aHi
3 KOMITaHI€IO, 1110 X BUITYCTHJIa (HAMIPUKIIAA, TPaBO Ha OJICPIKAHHS TOXO.Y);
IO LIIHHUX nanepiB BIIHOCSTh TAKOK BHYTPIillIHi i my0JriuHi onumioHu.

SECURITIES AND EXCHANGE COMMISSION (SEC): Kowmicis no
LIHHUM Tarnepam i 6ipxkam; opran genepansHoro ypsay CIIA.

SEGMENT (OF A BUSINESS): cerment 0i3Hecy (miapo3/ia opraHiza-
nii); y CIIIA — yactrHa oprasisaiiii, 4us JisIbHICTh MPEICTABIISE BiTHOCHO
CaMOCTIHHMIA HAIIPSIMOK 200 IMEBHUIA THIT CIIOKUBAYIB.

SELLING AND ADMINISTRATIVE EXPENSES: Butpatu Ha peai-
3alil0 Ta aAMIHICTPATUBHI BUTPATH; BUTPATH, 0€3IIOCEPEIHBO HE TIOB’sI3aHi 3
BHPOOHHIITBOM.

SEMIFIXED COSTS: HamiBIOCTIHHI BUTpaTH; BUTPATH, SKI 30UIbIIIY-
FOTBCS Pa30M 3 POCTOM OOCSITY HisUTBHOCTI (BUPOOHHIITBA) Y CTYIMiHYATIH 3a-
JISXKHOCTI; Ha3. Takoxk Stepped costs.

SEMIVARIABLE COSTS: HamiB3MiHHI BUTPAaTH; MalOTh KOMIIOHCHTH
SIK 3MIHHUX, TaK 1 MOCTIHHUX BUTPAT.

251



SEPARATE ENTITY: okpema oprani3ariis.

SERVICE: nocnyra: HemaTepiallbHHIA TPOIYKT.

SERVICE DEPARTMENT: o6cnyr013y10qm71 (HOHOMimHHﬁ) IiPO3-
AL, OpraHizauiiiHa OiMHAL KOMIAHIT (HAIPUKIIa, KOMII'OTCPHUH LEHTP),
[0 HAJa€ MOCIYTH IHIIMM Migpo3AiiaM 1 He Oepe Oe3mocepeIHbol ydacTi y
BUPOOHHMIITBI IPOIYKTIB JIJISl TIPOJIAXKY.

SERVICE LIFE: tepMmin cimyx0u; mepioll, MPOTSIroM SIKOTO aKTHB OLli-
HIOETBCS SIK KOPUCHUHN 1)1 JaHOT opraHi3aui'1' Ha3. takox Useful life.

SERVICE REVENUE: Butopr Bij HaJaHHS TIOCTTYT BaJIOBI JTOXOIM Bif
peati3allii DOCIYT, WO BiAHOCATHCS 10 AAHOTO 3BITHOIO NEPiofy.

SHARE: axuist; [iHHAN namp 1 OIMHHULA aKuloHepHoro KaHiTaJIy, 10
SIBIISIE COOOIO TIPABO BIIACHOCTI aKLiOHEpa Ha aKTUBH i IPUOYTOK KOPIOpaLlil.

SHAREHOLDERS’ EQUITY: akiioHepHHiA KaItiTaJl.

SHORT-TERM INVESTMENTS (MARKETABLE SECURITIES):
KOPOTKOCTPOKOBI iHBECTHUIIIT (JIErKOpealli30BaHi I[iHHI ITariepu).

SHORT-TERM LIQUID ASSETS: KopoTKOCTPOKOBI (IIOTOYHI) JIIKBIJI-
Hi aKTHBH.

SHORT-TERM NONMONETARY ASSETS: KOPOTKOCTPOKOBI «He-
TPOIIOBI» aKTHBH; TaKi IMOTOYHI aKTHBH, K 3allaCd Ta BHJATKU MalOyTHIX
MepioiB..

SHRINKAGES: Henocraya; mepeBHIICHHS BEIHYMHU (3araciB, 3a3Ha-
4yeHoi B OyXTraJITepChKil TOKyMEHTAallil, HaJl aKTUYHOI IXHBOIO HASBHICTIO;
ToBapu ab0 MPOIYKTH, SKi OyIIK YKpajeHi abo 3irmcyBaucs.

SIMPLE CAPITAL STRUCTURE: npocrta CTpyKTypa KaIitany Xapak-
TEPU3YEThCS BIACYTHICTIO I[IHHUX MarepiB (akuid ado oOuirariii), siki Mo-
XKyTh OyTH 0OCpHEHI Ha 3BHYAWHI aKIIii.

SIMPLE INTEREST: npocrtuii BiICOTOK; BEIMYHHA TNPOLICHTHHUX BH-
IU1aT 110 60ProBux 3000B’s3aHHSX 32 OAMH abo Oinblue NepioAis 3a YMOBH,
110 NIPOLICHTHA CTaBKa Bij ePiofy 10 NEepiojly 3aCTOCOBYETCS 10 OAHieT i
Ti€T K BETMYMHI.

SINGLE-STEP FORM: ognocrymingacta ¢popma 3BiTy Ipo MpHOYTOK
(CIIA).

SOLE (SINGLE) PROPRIETORSHIP: npuBarHe miJIpHEMCTBO;
miAnpueMcTBO ((ipMa, KOMIIaHisI, KOPHOPAIisl), BIACHUKOM SKOTO, € OJHA
JIOJIMHA.

SOLVENCY: miaTocnpoMOXHICTh (JOBFOCTPOKOBA); 3[aTHICThH OILIa-
4yBaTH CBOi 3000B’s13aHHsI (30KpEMa JOBIOCTPOKOBI).

SOURCE DOCUMENTS: HepBI/IHHl JIOKYMEHTH; IIMCHbMOBI JI0Ka3H, 1110
MiATBEP/PKYIOTh 1 JCTATI3yIOTh OMepartii.

SOURCE OF WORKING CAPITAL: mxepeno 000pOTHOIO KaliTaly;
ormepallis, 110 BUPaXKA€ThCS B YUCTOMY IMPUPOCTI 000POTHOrO KaIiTaly.

SPECIAL ORDER DECISION: anaimi3 ocoOJHBUX 3aMOBIIEHb; THII
3aBAaHb (PIIICHb), 110 CTOATh IEpe/ KePIBHUKAMM y BUIAAKY, KOJIH 3aMOB-
HUK Oakae KyIMTH OLJbINY MapTii0 CXOXKHX a00 OJHAKOBHX MPOIYKTIB 3a
[iHAMH, HIDKYE 3BHYAMHUX TMPEHCKYypaHTHHX; Ha3. Takok Special product
order decision.
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SPECIAL (-PURPOSE) JOURNAL: cnerjialbHHiA XypHaj; BUKOPHC-
TOBYETBCS JUIsl peecTparii BXigHOT iH(popMalii i BimoOpaXkae TiAbKH OIMH
THII OTICPALIid.

SPECIFIC-IDENTIFICATION METHOD: MmeTon cHeLialbHOI 1IeHTH-
(ikarii (METO KaJTbKYJTFOBaHHS COOIBAPTOCTI 3amacis 1 00JIIKY pyXy BUTpaT).

SPECIFIC PRICE LEVEL: piBeHb 11iH Ha IIEBHHI TOBap; BifoOpakae ao0-
COJIIOTHHH PiBEHB 1 qUHAMIKY (Y BUTIISI iHICKCY) I1iH Ha KOHKPETHUI TOBap.

SPLIT-OFF POINT: touka moainy (BUTpAar); MEBHUH MOMEHT BHUPOO-
HUYOTO IPOIECy, KOJU BiAOYBAETHCS IO/ 3arajibHOI0 IPOAYKTY, IO aKy-
MYJTIO€ 3arajibHi BUTpATH, Ha JiBa ab0 OiNbIIIE.

STANDARD COSTS: CTaH,Z[apTHi BUTPATH; 3a3/ajeriap> BU3HAYCHI, pe-
IICTUYHI NPsAMI MaTepiaibHi BUTPATH, HpﬂMl BUTPATH Ha OIUIATY IIpaLi Ta
BUPOOHMYI HAKJIaHI BUTPATH, SKi 3a3BHYAl BUPAKAIOTHCS y BUIIISIII BUTPAT
Ha OJIMHUIIIO TOTOBOT MPOYKIIii.

STANDARD DIRECT LABOR COSTS: cranmapTHi npsMi BHTpaTH
110 OILIaTI Mmparii.

STANDARD DIRECT MATERIALS COSTS: cranmaptHi npsmi ma-
TepiabHi BUTPATH.

STANDARD FACTORY OVERHEAD COSTS: crannaptHi BUPOO-
HHMY1 HAKJIAJHI BUTPATH.

STANDARD FIXED OVERHEAD RATE: crangaptHa HOpMa IIO-
CTIHMX HaKIIQJIHUX BUTpAT.

STANDARD VARIABLE OVERHEAD RATE: cranmaptHa HOpMa
3MIHHHUX HaKJIaJHUX BUTPAT.

STATED CAPITAL: ycraHoBieHHi (OroJIONMIEHNI) KaImiTajl;, BEIMYNHA
KariTany, BKIaJeHOTO aKI[iOHEPaMHU.

STATED VALUE: ycraHoBjieHa (OrojomieHa) BapTiCThb.

STATEMENT OF CHANGES IN FINANCIAL POSITION: 3Bit nipo
3MiHN y pinaHcoBomy crani (CLLA); y 1987 3amiHeHO Ha 3BIT PO PyX rpo-
moBux kouiTiB (Cash flow statement).

STATEMENT OF COST OF GOODS MANUFACTURED: 3Bit nipo
c00iBapTicTh BUPOOJICHUX TOBaApiB (BUPOOICHOT MPOIYKILii).

STATEMENT OF FINANCIAL POSITION: 3BiT nipo ¢inancoBuii
cran. STATEMENT OF OWNER’S EQUITY: 3Bit nipo BIacHUiA KamiTa.

STATEMENT OF RETAINED EARNINGS: 3BiT nipo Hepo3Mo/IiieHi
(naxormyeni) mpuoyTku (CILIA).

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES
(PRINCIPLES): 3BiT I1p0 OCHOBHI OyXTraJTepChKi MPUHIUIIH.

STATEMENT OF STOCKHOLDERS’ EQUITY: 3BiT npo akIijionep-
HUH KariTal.

STOCK: 1) y CIIA axuis, axiiii, akI[ioOHEpHUH KariTai; 2) MOBOIO OyX-
ranTepcbkoro oomniky BenukoOpuranii, Kananu it ABcrpainii o3Hauae 3amacu
(inventories), a TOYHiIlIe BC1 TOBapHO-MaTepialibHI 3alacy, 3a BUHATKOM 3a-
IaciB HE3aBEPIICHOTO BUPOOHUIITBA, — Work in process.

STOCK CERTIFICATE: ceprudikar akmioHepa; TOKyMEHT, IO IIi[-
TBEPIXKYE YUCIIO aKIIii, SKUMHU BOJIOJIIE€ aKIliOHEep JaHOi KOMIIaHii.
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STOCK-LIST: 1) cnucok ToBapiB B aCOPTHMEHTI; 2) TaOJIHIs KypCiB
aKITii.

STOCK OPTION PLAN: miaH peanizamii akiiii ycepeauHi KoMmaHii
(CHIA).

STOCK SUBSCRIPTION: nepenmiara Ha axiii (CLLIA).

STOCKHOLDERS: axuionepu; y CIIIA BrnacHuku abo iHBECTOPH KOP-
mopartii, TOOTO Ti, YUl IHBECTHUIII CKJIAJAIOTh BIACHUM KaIliTald KOPIOpAIlii,
SIKWUH HAa3WBaIOTh aKI[IOHEPHUM KaIlitajaoM; Ha3. Takoxk Shareholders.

STOCKHOLDERS’ EQUITY: akmioHepHH KamiTal, po3/ii BJIaCHOTO
Karmitany B 6ananci kopnopaii CILA.

STORES: BupoOHMYIi 3ar1ack; CHPOBHHA, OCHOBHI I JIOITOMDKHI MaTepialiu.

STRAIGHT-LINE (TIME) DEPRECIATION: piBHoMipHE (TIpsSMOTi-
Hil{HE) CITUCAHHSL.

SUBSIDIARY: 1) nouipHs KOMIIaHis;, 2) JOYipHE MiANIPHEMCTRBO.

SUBSIDIARY LEDGER: nonomixkHa Oyxrantepcbka KHUTA.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: y3a-
raJIbHEHHS OCHOBHUX OYXTaJITEPCHKUX TPUHIIMITIB.

SUM-OF-THE-YEARS/-DIGITS METHOD (SYD; SOYD): meton
CYMH POKIB; OJIMH 3 METO/IIB HapaxyBaHHs MPHUCKOPEHOTO 3HOIYBAHHSI.

SUPPORTING SERVICE FUNCTION: n0noMiKHHEA OOCIIyTOBYIO-
YU TIPO3ALT.

T

T-ACCOUNT: T-Paxynok; Haimpocrima (opma OyXraiTtepcbKoro pa-
XYHKY, III0 Ma€ o/1i0HicTh i3 OykBoro T; Ha3. Takox Skeleton account.

TAKING A PHYSICAL INVENTORY: ¢i3nunuii miapaxyHOK 3ama-
ciB (iHBeHTapU3aIlis).

TANGIBLE ASSETS: MarepiajibHi aKTHBH.

TARGET COST(S): uineoBa co0iBapTiCTh (BUTpATH); aHAJIOT CTaHIap-
THOI CO0IBapTOCTI (CTAHAAPTHUX BUTPAT).

TAX CREDITS: noagaTkoBi 3HMKKH, BlI[paxyBaHH}I 3 pO3paxoOBaHOI Be-
JTMYUHA 3200pTOBAHOCTI 110 BUILIATI MOJATKIB HA MPHOYTOK.

TAX DEPRECIATION: 3HoOIIyBaHHS, 110 pO3PaxOBY€EThCS BiAMOBIIHO
JI0 TTOJTAaTKOBOTO 3aKOHOABCTBA; BEIMYMHA 3HOIIYBAHHS aKTUBIB (aMOpPTH-
3alis), Mo MPUIMAETHCS B PO3PAXYHOK MPH BH3HAYCHHI OMOJATKOBYBAHOTO
MpUOYTKY.

TAX EVASION: yxuieHHs BiJ MOJATKiB, HE3aKOHHE MPHXOBYBAHHSI
(pakTHYHOI BeIMUMHM 3200PrOBAHOCTI [0 BUILIATI NIOJATKIB HA IPUOYTOK.

TAX LIABILITY: 3a6opr013achTb 10 BHUILIATI HOI[aTKlB Ha MpPUOYTOK;
BEJIMUYMHA MTOJIATKY, KUK HEOOXIHO BUILIATUTHU JEPIKaBI.

TAX PLANNING: mianyBaHHs I0JIaTKIB; MAa€ Ha METI, HE BUXO/AYH 32
PaMKH 3aKOHY, MIHIMI3yBaTH BEJTUUMHY BUIUIAT MOAATKY HAPHOYTOK.

TAX SERVICES: xoHCynbTaIiiHI TOCTYTH 3 IMTaHb OIOJATKOBYBAHHSI.
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TAX VALUE: BapricTh aKTUBY JJIS IIJICH OII0IaTKOBYBaHHSI.

TAXABLE INCOME: orofaTkoByBaHuUi IPHOYTOK; BETUYUHA IPHOYTKY,
10 IPUAMAETHLCS 10 PO3PaxyHKY MTPH BU3HAYCHHI MOJIATKY Ha MPUOYTOK.

TEMPORARY ACCOUNTS: Tumuacosi PaxyHKH; PaxyHKH BHTpar i
JOXOJIiB; 3aKPUBAIOTHCS HANIPUKIHII 3BITHOTO MEPioAy W He 3 SBIIOTHCS B
OanaHci.

TERM LOAN: TepMiHOBa MO3WYKa; TO3UYKA, JaTa MOTallleHHS K0T BH-
3Ha4YeHa.

THEORETICAL CAPACITY: TEOPETHYHA (abo imeanbHa) IOTYX-
HICTb; MaKCHMAIbHUH BHILYCK IPOAYKLIi (BUpPOOHMYA HOTY)KHICTL) SIKOTO
MOJKe JOCSTTH TiAPO3/1i a00 KOMIIaHisl B IIJIOMY, SIKIIIO BCI MAIlIMHU i yCTaT-
KyBaHHS Oy1yTh PYHKIIIOHYBATH B ONTHMAIIEHOMY peXHUMi O€3 IPOCTOIB.

TIME CARD: kaptka o0miky p060q0r0 4acy; IO/Hs Ha I(bOMY OCHOB-
HOMY JIOKYMEHTI 00IIiKy po6oqoro Yacy BiJ3HAYAETHCSA MOYATOK 1 KiHEIb
po0OTH TpaIliBHUKIB KoMIIaHii; Ha3. Takok Clock card.

TIMELINESS: CBoeqaCHiCTL (sIKiCHa XapaKTEPUCTHKA OyXIajlTepCchbKOl
iHdopmariin).

TIMING DIFFERENCE: 4acosa pisauns (CLLA); ocHOBHa CKiIagoBa
yacTHHA TMMYacoBoi pizHumIi (temporary difference).

TOTAL ASSETS TURNOVER: 060poT CyKyITHHX aKTHBIB.

TOTAL MANUFACTURING COSTS: cymaphi (1oBHi) BUpOOHMYI
BUTPATH.

TRADE ACCEPTANCE: ToproBuil akIenT; MiATBEPHKCHHS MMepeKas-
HOT'O BEKCEJIsl OOPIKHUKOM.

TRADE CREDIT: topropenbHuii (KOMEpIiHHUI) KPEAUT; KPSAUT (Bij-
CTpOYKA), HATABAaHHUH MPOJABIIEM IO OIUIATI MOCTABICHOI MPOAYKIIT (SIK OII-
TOBHUM, TaK 1 po3ApiOHUM TOKYIIIISIM).

TRADE DISCOUNT: toproBenbHa 3HHXKA; 3HIDKKA i3 IPEHCKypaHT-
voi winm (list price), M0 HATAETHCS ONTOBUM IMOCTAYAILHUKOM IMOKYIIISIM
MEBHOI0 TUNY (HAIPUKIIAJ, IOCTIHHUM KIIEHTaM).

TRADE SECRET: komepiiifiHa TaEMHHIIS; TeXHIYHA a00 €KOHOMIYHA
iHdopmariis, Taka, sk (HOpMYJIH, PEUEHTH, KOMII IOTEPHI MpOorpaMu Ta JaHi
MapKETHHI'Y, 110 HE BiJIOMa KOHKYPEHTaM 1 30epiracThCsi KOMITAHIEIO SIK CEKPET.

TRADE-MARK: Toprosuii 3HaK; cremiaibHUI 3HaK TOBapy abo mociy-
Iy 1aHOi (ipMHu.

TRADING ACCOUNT: toproeuii paxyHok (BemukoOpuranis); 1) dinaH-
COBHH 3BIT, III0 MMOKA3y€e PO3PaXyHOK BEJIMYMHU BAJIOBOTO MPUOYTKY Bill peati-
3arii; 2) 6yxranTepCLK1/m PaxyHOK, Ha SIKOMY BHUSBIISIEThCS BEIMUYMHA BAJIOBOTO
npuOyTKY Bi peaiisailii, sSka MePeHOCUTHCSI HA THIHI paxyHOK TOJOBHOI OyX-
ranrepebkoi kauru «IIpnGyrku Ta 30uTkM» (Profit and Loss account).

TRANSACTION: onepauv{ I) moxis, 1m0 Bl,Z[O6pa)Ka€TI>C}I y Oyxrai-
TEPCHKUX 3aIUCax; 2) omepallist MK JaHOK KOMIIAHI€I0 i CTOPOHHIME Opra-
Hi3allisIMH.

TRANSLATION ADJUSTMENTS: BumnpaBieHHS 3a BAIIOTHUM Kyp-
coM (00K KypCcOBUX Pi3HHII); 3MIHH, BHECCHI Y (piHAHCOBI 3BITH BHUKIIOY-
HO BHACJIIJIOK KOJIMBaHHSI KypCy BaJlFOTH.
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TRANSFER PRICE: tpanchepna 1iHa; 11iHa Ha NPOAYKTH ab0 HOCIy-
T, TepeaaHi OJHUM MiAPO3AUIOM BEIHKOI ACIEHTPai30BaHOi OpraHizarii
IHIIIOMY HiAPO3Iiiy.

TREND ANALYSIS: anani3 TeHIeHIIH; aHami3 (iHAHCOBUX 3BITIB Y
9acOBOMY BiJHOIIICHHI; PO3PaXyHOK IPOIEHTHUX 3MiH CTAaTeH 3BITY 32 KiJlb-
Ka POKIB.

TRIAL BALANCE: npoGHuii 0anaHc; BHKOPHCTOBYEThCS JIJISl TIEPEBIp-
KM PIBHOCTI CyM 1¢0€TOBUX 1 KPEAUTOBUX 3aJIUIIKIB (CalIb/I0) PaXyHKIB ro-
JIOBHOT OyXTaJITepChbKOI KHUTH.

TURNOVER: o6opor; iHma Ha3zBa cymapHux mpoaaxis (Sales) 3a mepiog.

U

UNADJUSTED TRIAL BALANCE: HeckopuroBaHuii mpoOHUi 06a-
JIAHC; TPOOHMI OaNaHc, 1110 MEePEeBIPSETLCA A0 TOro, K 3p00JIeHI KOpUTyBa-
JIbHI 1 3aKpHBalOYi 3aMKMCH HAIIPUKIHIII IEPioy.

UNCOLLECTIBLE ACCOUNTS: cymHIBHI paxyHKH; PaxyHKH IO
OTpHMMAaHHs CIIO)KHMBAYiB, SIKI HE MOXKYTh a00 He OyIyTh OILUIaYyBaTH 3a00p-
TOBaHICTh MOCTAYaTbHUKOBI.

UNDERAPPLIED OR OVERAPPLIED OVERHEAD: HenoHauuc-
JICHHI Ta MepeHapaxoBaHi HaKIa HI BUTPATH.

UNDERSTANDABILITY: 3po3yMinicTh (SIKICHA XapaKTepPHCTHKA OyX-
rajrepchkoi indopmartii).

UNEARNED REVENUES (INCOME) He3apo6neH1 JOXOIH; HAJIXO0-
JUKCHHS 32 TOBAapH, sKi IIe HE [OCTAB/ICHI 3aMOBHMKOBI, i IOCIYIH, LIe He
3po0JieHi, 3a 3BITHUH mepioj.

UNEXPIRED COST(S): BUTPATH MalOyTHIX MepiojiB; Ba‘pTiCTb HasB-
HUX aKTUBIB, WO Oyje CIOXKUTA i BifjHEceHa A0 COOIBAPTOCTI peani3oBaHoi
MPOAYKIi B MaI/I6yTH1X 3BITHHX Iepiojax.

UNIT COST: cob6iBapTicTh OAMHUII TPOIYKIIi (BUTPATH HA OJUHHMIIIO).

UNIT COST ANALYSIS SCHEDULE: po3paxyHOK cOOIBapTOCTi OJIH-
HHUIIl TTPOYKIII.

UNLIMITED LIABILITY: HeoOMexeHa BiIIIOBIIaIbHICTE.

UNRECORDED REVENUES: He0oOiKOBaHHI JOXOIHU.

UNRECORDED EXPENSES: He0oOniKOBaHHI BUAATKH.

"4

VALUATION ACCOUNT: o1iHOYHMI paxyHOK; KOHTppPaxyHOK (contra
account) abo paxyHOK, 110 JONOBHIOE (adjunct account) OCHOBHHUI1 paXyHOK.
VALUE ADDED TAX (VAT): nogarok Ha nojany Bapticts (ITIB).
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VARIABLE COSTS: 3MiHHI BUTpaTH; BUTPATH, SIKI 3MIHIOIOTHCS MPO-
MOPIIHO BUPOOHIMYOMY BUITYCKY a00 IHIIIUM ITOKa3HUKaM O0CsTY.

VARIABLE COSTING: nupekT-KocT; Hiaxia 10 o6ni}<y BHUTpaT Ha BU-
POGHUUTBO Ta KaIbKYIIOBAaHHIO COGIBAPTOCTI HPOAYKLUii, MpU sSKOMYy Ha
IIPOAYKTH HApaXOBYKTbCS TUIBKM 3MIHHI BUPOOHMYI BUTPATH, a MOCTiiiHi
HaKJIaJ{HI BUTPATH PO3TIISIAIOTHCS SIK BUTPATH TIEPIOY.

VARIABLE MANUFACTURING COSTS: 3MmiHHI BUpOOHUY1 BUTpPATH.

VERIFIABILITY; Taka, siky MO>KHa IEpeBIpiTH (SIKiCHA XapaKTePUCTH-
Ka OyxrajirepchKoi iHhopMariii).

VOUCHER: Bayuep; I) nucbMOBHi J103BiJ, 1110 TOTYETHCS ISl BUAATKIB
BCIX BHJIB y CHUCTEMI MOpPY4YUTENIbCTBA (voucher system); 2) Oynb-sikuii J0-
KYMEHT, 110 iATBEPHKYE 3aMKUCH B )KypHATi a00 TOJIOBHIH KHH31.

VOUCHER CHECK: Baydep-4yek; KacOBUI Y€K, CICIiaJbHO PO3p00-
JICHHI 7151 BAKOPUCTAHHS B CHCTEMi TIOPYYUTEIIbCTBA.

VOUCHER SYSTEM: cuctema MOpYYHTENBCTBA; CUCTeMa OONIKY I
KOHTPOJTIO, 10 3abe3reuye JOKyMEHTAIbHE MiATBEP/KCHHS W MUCHMOBUMN
JIO3BLJI IEIKMX BUIIB OIeparliii, 3a3BU4aii 1MoB’s13aHUX 13 JIPIOHMMH T'OTIBKO-
BHMH BHUTpaTaMHU.

w

WAGES: 3apo06itHa miara; TpoIioBa BHHAropoia poOITHUKIB, IO Hapa-
XOBYETBCS HA OCHOBI BiJIPSTHOT OIJIATH, BUXOJSYH 3 MIOTOJUHHUX CTaBOK.

WARRANT: ny6niunuii oniion (BappaHr).

WASTING ASSETS: akTuBH, 0 BHCHAKYIOTHCS; Y OYXTaaTepChbKOMY
00JIIKY 1Ie IPUPOJIHI PECYPCH, [0 MAIOTh OOMEKEHUM CTPOK BUKOPHUCTAHHS;
aMOPTHU3allisl, IO HApaXxOBYEThCS HA HUX, (3HOUIYBAHHS) HA3UBAETHCS
«depletiony.

WITHDRAWALS: BuilydeHHs; 3HATTS TPOIIeH 3 0aHKIBCbKOTO PaXyHKY.

WORKING CAPITAL: o6opotauii kamitan; 1) y OyxrantepcbkoMy 00:i-
KY 1€ PI3HUIIS MK IIOTOYHUMU aKTUBAMHU Ta IIOTOYHUMHU 3000B’I3aHHSIMHU.

WORK IN PROCESS INVENTORY: 3anacu He3aBepIICHOI0 BHPOO-
HUIITBA.

WRITE DOWN: cnucyBaT (4aCTKOBO); 3MEHIIIYBAaTH BapTICTh MEBHUX
aKTHBIB (HAIIPHUKIIA[, 3aM1aciB IO IXHBOI PUHKOBOI BAPTOCTI).

WRITE-OFF: cnincyBatu (3 paxyHKY).

WRITE-OFF BAD DEBTS: criucyBatu 6e3HaiitHi 6opru.
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