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Unit One

Passage 1.1 Book Value

Book value is a term that refers to the carrying value of an item in the financial statements,
accounts, or books. The book value of plant 1 is the difference between cost and accumulated
depreciation. The book value of an enterprise is the excess of total assets 2 total liabilities (or
net assets).

The book value per share of stock is the total stockholders’ equity divided 3 the total
number of shares outstanding. In other words, the book value per share is the dollar amount per share
a shareholder would receive if assets were liquidated and liabilities settled 4 the amounts
reported on the financial statements. If the preferred stock is outstanding, the book value per share of

5 stock is computed after deducting from total stockholders’ equity the 6 assigned
to the preferred stock. To determine the book value of preferred stock, it is customary to begin with
the liquidating value to which any dividends in 7 are added. This total is divided by the
number of preferred shares outstanding.

The book value of bonds payable is affected by any premium or discount related to the
bond 8 . The book or carrying value of the bonds changes each period by the amount
of 9 discount or premium. It equals the face amount minus any unamortized discount
or plus any unamortized premium.

Caution should be exercised in interpreting the meaning of book value. It should be understood
that market value per share is usually different from book value per share. Market value is influenced
by a variety of factors that may not be reflected in book value. Book value 10 the accounting
principles and methods used in preparing the financial statements.

Choose the ONE that best fits into the passage above.

1. A. assets B. capital C. substance D. costs

2. A.and B. plus C. over D. or

3. A. into B. from C. by D. up

4. A. to B. at C.in D. on

5. A. ordinary B. usual C. general D. common
6. A. value B. assets C. equity D. amount
7. A. arrears B. loan C. bond D. debit

8. A. published B. emitted C. launch D. issue



9. A. paid B. amortized
10. A. contains B. reflects

New Words & Expressions

book value

carrying value

plant asset

accumulated depreciation

net assets

stockholder

stockholders’ equity

outstanding

liquidate

2

C. given D. obtained
C. employs D. uses
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Passage 1.2 Budget

A budget is an orderly and coordinated plan of financial planning and management. It is a major
tool for planning, motivating, and controlling business operations. The 1 process forces
management to determine 2 goals and objectives and to develop a coordinated plan for
achieving these ends.

The master or comprehensive budget is a relatively complete “blueprint” of the future
operations of the firm. The budget period is usually short enough to permit reasonably accurate
predictions and long enough to 3 time for implementation. The budget period usually

4 with the fiscal period of the business so that 5 results or operations can
be compared with budgetary estimates. An operating budget is usually prepared 6 a year,
with supporting schedules in monthly or quarterly terms. A capital expenditure or project budget is

3



usually developed for a longer time period.

The budgeting process usually involves the determination by a budget committee of basic
assumptions under which the details of the budget are to be prepared. The board of directors (or other
high-level, decision-making group) approves the assumptions 7 by the budget committee.
Detailed budgeting usually begins with a forecast of revenue from sales of products or services.
Estimates are made of expenses, costs, collections, and payments. Budgeted financial statements are
then compiled and examined to determine 8 the budgeted activities will affect the company,
stockholders, creditors, and other external parties. After this phase of the budgeting process is
completed, the budget is implemented.

The second phase of the budgetary control process 9 monitoring operations so that
operating plans and targets can be attained. Budgetary control relies primarily on analyses of
differences between actual costs/revenues and budgeted costs/revenues and between actual costs and

10 costs. 11 of the control process involve establishing lines of responsibility
for performance, communicating plans to those assigned performance responsibilities, evaluating
variances between actual results and budgeted estimates, and taking appropriate action thereon.

This master budget is primarily a planning tool. It is often a static or 12 budget and
is usually prepared for one level of activity—the anticipated or normal level of output. A flexible or
variable budget is usually used as the tool 13 controlling costs and evaluating performance.
A flexible budget is prepared for a range of activity because costs are expressed in terms of units of
output or in standard direct-labor hours allowed for that output. A simplified flexible budget prepared
in terms of product output for three activity levels is:

Levels of Output Activity 10 000 15 000 20 000
Direct materials 100 000 150 000 200 000
Direct labor 50 000 75 000 100 000
Variable factor overhead 20 000 30 000 40 000
Fixed factory overhead 30 000 30 000 30 000
Total costs $200 000 $285 000 $370 000

If the actual level of output for the period is 15 000 units, actual costs would be compared with
the flexible budget prepared at the 15 000 unit level. Any cost variances between actual and budgeted
should be explained and corrected, 14 necessary. Performance reports for cost control
purposes could be prepared using the following format:

Actual 15
Item Cost Cost Variance Explanation

A capital budget is a plan for acquiring and maintaining 16 assets and providing the means
of financing these activities. Financial theory strongly supports the separation of the investment decision
from the financing decision. A capital budget typically includes one 17 more of the following

items:



1. New facilities and major additions.

2. Major renovations and repairs to existing facilities.

Several methods are used for making capital budgeting investment decisions. The net present
value method or some modification 18 , is preferred. The application of the net present
value method of capital budgeting involves the following processes:

1. Estimate the future cash inflows and outflows for each alternative project under
consideration.

2. Discount the future cash flows to the present using the firm’s cost of capital.

3. Accept or reject the proposed project according to a decision rule that will 19 the
firm’s wealth.

Budgeting is considered especially important in governmental accounting. Governmental
accounting requires that an annual budget(s) be adopted by 20 governmental unit. The
accounting system should provide the basis for appropriate budgetary control. Budgetary
comparisons should be included in the appropriate financial statements and schedules for
governmental funds for which an annual budget has been adopted.

Choose the ONE that best fits into the passage above.

1. A. budget line B. budgeting C. budgeted D. budgeteer
2. A.its B. their C. whose D. which
3. A. allow B. give C. save D. spend
4. A. happens B. coincides C. meets D. conforms
5. A. real B. true C. original D. actual
6. A.to B. as C. for D.in
7. A. set aside B. set free C. set forth D. set back
8. A. whose B. what C. how D. whom
9. A. involving B. being involved C. involve D. involves
10. A. abnormal B. past C. present D. standard
11. A. Aspect B. Aspects C. Side D. Sides
12. A. flexible B. elastic C. inflexible D. rigid
13. A. for B.in C.to D. on
14. A. at B. if C. where D. which
15. A. General B. Budgeted C. Other D. Different
16. A. short term B. long term C. short-term D. long-term
17. A.in B. to C. and D. or
18. A. thereof B. thereby C. therefore D. thereafter
19. A. maximize B. minimize C. increase D. decrease
20. A.a (an) B. all C. every D. other
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master budget / comprehensive budget

fiscal period
capital expenditure

decision-making group

revenue
stockholder
long-term asset
net present value
operating budget
flexible budget
variable budget
board of directors

collection

standard cost

overhead

cash flow
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Passage 1.3 Capital and Revenue Expenditures

A capital expenditure is an expenditure that is expected to benefit future periods. Capital

expenditures are recorded as assets and are normally 1 . Revenue expenditures are normal,

recurring expenditures that benefit only the

occur.

2 accounting period and are expensed as they

Capital expenditures 3 increase the quantity of services received from an asset (longer
useful life or more output) or increase the 4 of the service of the asset. Some firms establish
a minimum amount of capital expenditures, which represents a materiality or expediency threshold.

Revenue expenditures are expenses that relate to the acquisition of property or other benefits
that do not extend beyond the current accounting period. Such expenditures are matched against the

revenue of the period 5 which they are incurred.
Expenditures related to plant and equipment 6 : additions, replacements and betterments
(improvements); rearrangements and relocations; and repair and 7 . An addition is a major

6



