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PREFACE

This dictionary is intended as a work of reference for those studying
the literature of Accounting and Finance and for the reader of the
financial press. It seeks to define as many as possible of the terms
which will be encountered without including a large number of terms
not likely to be met or appearing only idiosyncratically.

A particular difficulty in this subject area is that many of the terms
use words regularly occurring in everyday speech but with such
specialist meanings in this context that the reader is unlikely to guess at
their correct interpretation from general knowledge. Thus, for
example, “cost control” means something quite different from “cost of
control” and “stock” will have one meaning if encountered in UK
literature and another one if met in writing from the USA.

In the dictionary there are around 1,200 entries covering all the main
aspects of Accounting and Finance. Legal, insurance and taxation
terms with a financial relevance or an accounting significance are also
included. Where American terminology differs from that used in the
UK this is separately included and its origin is noted. Where a term or
word has more than one meaning, according to context, all possibilities
are given. In defining one technical term it frequently becomes
necessary to use another. Where this occurs careful cross-referencing
leads the reader to full definitions of these others.

In the intensely commercial world in which we live many people find
a need for a good understanding of the language of Accounting and
Finance. These range from those studying for specialist qualifications
in the area, through those to whom the subject is an important, if not
central, part of their job, to those who wish, as citizens, to be fully
informed of the events around them. It is hoped that this dictionary
will be of value to them all.

1986 RB
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abacus. A bead frame used for counting
and other calculations. At one time
widely used in Eastern countries, it has
been rendered obsolete by the compu-
ter and electronic calculator.

Abacus. An academic journal on account-
ing and business studies produced in
Australia. It is published by Sydney
University Press.

abandonment value. The amount which

could be recovered from an investment
project if it were immediately to be
abandoned. It is of importance in the
field of capital budgeting (q.v.) as a con-
cept relevant to the monitoring and re-
view of ongoing capital projects. No de-
cision to invest should be regarded as
irrevocable, and if at any time the aban-
donment of a project is of greater value
than its continuance then abandonment
is indicated. The simple decision rule is
that a project should be abandoned if its
abandonment value exceeds the net pre-
sent value (q.v.) of its projected cash
flows.

EXAMPLE. A certain project, nearing
the end of its useful life, is expected to
last for two further years and to yield at
the end of these years positive cash
flows of £8,000 and £6,000 respectively.
If abandoned now, the plant and equip-
ment used in the project could be sold
for £12,500. After two further years of
use it will have no value. The cost of
capital (q.v.) is 10 per cent per annum.

Present value of future returns:
Year Returns  Discountfactor  Presentvalue

£ £
1 8,000 0.909 7,272
2 6,000 0.826 4,956
12,228

Since it is worth only £12,228 to con-
tinue the project but £12,500 can be ob-
tained by abandoning it, it should be
abandoned. Failure to abandon is the
equivalent of investing the £12,500 for-
gone into a project with a negative net
present value.

abatement. A deduction which reduces

the effect which some charge would
otherwise have. The term is usually
applied to an abatement of taxation
which is given in special cases. Small
companies, for example, receive an
abatement of corporation tax by being
charged an especially low rate.

abnormal wastage. Wastage leading to an

unanticipated additional cost. Many in-
dustrial processes create a certain
amount of waste material. When gar-
ments are cut out of cloth, for example,
there will be pieces of material which
cannot be used. The actual amount of
waste depends partly upon the care with
which the process is undertaken but
there will be an irreducible minimum
which depends upon the technicalities
of the process. Abnormal wastage is
that amount by which actual wastage
exceeds the irreducible minimum,
known as normal wastage (q.v.). Its sig-
nificance is that it represents a loss due
to avoidable causes as opposed to a
necessary part of the cost of production.
For costing purposes it should be shown
separately in the costing profit and loss
account.

above the line. Included in the profit and

loss account of the business. The “line”
is that dividing the profit and loss ac-
count (q.v.) from the appropriation ac-
count (q.v.); hence above the line items
are those which are revenue (q.v.)
items. See also BELOW THE LINE.

absorb. To allocate or apportion an item

of overhead (q.v.) to some unit of pro-
duction or cost centre (q.v.). Thus if
fixed overhead is charged to production
on, say, a machine hour rate (q.v.) it is
said to have been absorbed on that
basis.

absorption costing. That method of cost-

ing (q.v.) whereby all costs of produc-
tion are attributed to identified units of
production. The name is derived from
the fact that the method requires some
technique whereby overhead (q.v.)
which is not directly attributable to
these units is nevertheless absorbed by
them, or added to directly attributable



ACA

cost, after some process of apportion-
ment (q.v.). Absorption costing shouid
be contrasted with direct or marginal
costing (q.v.) where only the fully at-
tributable costs are taken into account.
ACA. The designatory letters of an as-
sociate member of the Institute of Char-
tered Accountants in England and Wales

(q.v.).

ACCA. The designatory letters of an as-
sociate member of the Chartered As-
sociation of Certified Accountants (q.v.).

accelerated depreciation. A method of cal-
culating depreciation (q.v.) in such a
manner that a larger proportion of an
asset’s value is written off in the early
part of its life than in later parts.
Examples of methods of applying accel-
erated depreciation are the reducing
balance method (q.v.) and the sum of
the year’s digits method (q.v.). The
straight line method (q.v.) is, by con-
trast, not a method of accelerated de-
preciation. A method of accelerated de-
preciation may be used either because
it is believed that this reflects the actual
pattern of decline in the value of the
asset or because, as a general principle,
it is regarded as more prudent to write
off assets as quickly as possible.

acceptance. The action of signifying on the
face of a bill of exchange (q.v.) that lia-
bility is accepted under it. An accepted
bill of exchange is likely to be easier to
negotiate than one which has not been
accepted.

account. 1. Any document or device
whereby a record is kept of flows of
value measured in money terms. A
business will record all of its transac-
tions in a set of accounts making up its
ledger (q.v.). A cash account, for exam-
ple, will show all cash received and
paid. A fixed asset account will show
purchases, sales and depreciation of
fixed assets. The term account may also
apply to a record of dealings between
contracting parties. Thus one may have
an account with a shop from which one
makes regular purchases or an account
with a bank (q.v.).

2. A period of time designated by the
Stock Exchange (q.v.) during which all
transactions fall to be settled at the
same time. An account is usually of two
weeks’ duration, from a Monday until
the Friday next but one, except where it
embraces a public holiday, when it will

ACCOUNTING POLICIES

last for three weeks. All the transac-
tions within an account are due for set-
tlement on settlement day (q.v.) which
is the Tuesday next but one after the
end of an account.

accountability. The responsibility to ex-

plain actions involving financial matters
to others. The directors of a company
have accountability to their share-
holders. This is discharged by the publi-
cation of annual accounts and by
answering questions put at meetings of
shareholders.

Accountancy. The official journal of the

Institute of Chartered Accountants in
England and Wales (q.v.). It is pub-
lished monthly and contains articles on
accounting, auditing, taxation and
other matters of professional interest. It
also publishes the text of important
statements such as Statements of Stan-
dard Accounting Practice (q.v.) and
professional announcements. Members
of the institute are expected to make
themselves aware of “essential reading”
contained in Accountancy and this is in-
dicated by a red border to the pages
containing this material. Less important
“official material” is printed on pages
having a blue border.

Accountant. The oldest independent jour-

nal published in the UK for the account-
ancy profession. It appears weekly and
contains articles and other material of
interest to accountants. It also contains
classified advertising of a professional
nature, e.g. of staff vacancies. It began
publication in 1874.

accounting bases. The various methods of

constructing accounting figures which
are available. There are, for example,
several bases on which depreciation
(g.v.) might be determined. From the
available accounting bases any business
has to make an appropriate selection
which become its accounting policies
(q.v.).

accounting concepts. See CONCEPT.
accounting date. A date marking the end

of a period for which accounts are pre-
pared. Thus if a business prepares ac-
counts for periods which coincide with
the calendar year its accounting date
will be 31 December in each year.

accounting policies. The particular ac-

counting bases judged by a business to
be the most appropriate to its own cir-
cumstances and therefore the ones



ACCOUNTING PRINCIPLES

which it adopts. Accounting policies
were required to be disclosed by SSAP
2 and this disclosure is now required by
the Companies Act 1981. Accounting
policies concern such matters as de-
preciation (q.v.), translation of foreign
currency, and stock valuation.
accounting principles. See GENERALLY AC-
CEPTED ACCOUNTING PRINCIPLES.
Accounting Principles Board. A standard-
setting body in USA which operated
from 1959 to 1973. The board was set
up by the American Institute of Certified
Public Accountants (q.v.) to undertake
a programme of research into the prob-
lems of financial reporting. It produced
two series of publications. One series
was called “Opinions of the Accounting
Principles Board” and the other was
“Statements of the Accounting Prin-
ciples Board”. Thirty-one opinions
were published and they became the ul-
timate source of authority for generally
accepted accounting principles (q.v.).
The statements were less authoritative
but were intended to provide helpful
guidance in difficult areas. The APB,
which was served by volunteer mem-
bers, was superseded by the Financial
Accounting Standards Board (q.v.)
from 1972.

accounting rate of return. A crude
arithmetical determination of the rate
of return offered by an investment pro-
ject. It should be contrasted with the
theoretically more acceptable internal
rate of return (q.v.). Although an ac-
counting rate of return may be calcu-
lated from information concerning a
project which is completed, it is usually
calculated on the basis of the estimated
returns from a future project and is thus
a method used for investment appraisal
(q.v.).

EXAMPLE. Project X requires the im-
mediate investment of £20,000 and
promises to produce the following posi-
tive cash flows over the next 4 years:

Year Cash flow
£
1 8,000
2 7,000
3 6,000
4 5,000
Total 26,000

3 ACCOUNTING STANDARDS STEERING COM.

Calculation of accounting rate of return:

Total cash flow £26,000
Less Initial investment 20,000

Total profit £ 6,000

Average profit £ 1,500 per annum

Average investment £10,000 (50% initial sum)
. £1,500

Accounting rate of return = m % 100

= 15% per annum

Accounting Review. The journal of the

American  Accounting  Association
(q.v.). Itis published quarterly and con-
tains learned articles on accounting and
on accountancy education. Articles are
accepted only after independent re-
viewers have given a favourable opinion
on their academic merit.

Accounting Standards. Short term apply-

ing to Statements of Standard Account-
ing Practice (q.v.).

Accounting Standards Committee. The

standard-setting body in the UK. It was
constituted in its present form in 1976
but had existed (as the Accounting
Standards Steering Committee) since
1970. The committee is made up of
representatives of the main UK pro-
fessional accountancy bodies. Its 23
members are drawn as follows:

Institute of Chartered Accountants

in England and Wales 12
Institute of Chartered

Accountants of Scotland 3
Institute of Chartered

Accountants in Ireland 2
Chartered Association of

Certified Accountants 2
Institute of Cost and

Management Accountants 2
Chartered Institute of Public

Finance and Accountancy 2

The terms of reference of the com-
mittee require it to propose definitive
standards for financial accounting to the
councils of its constituent bodies. These
standards, known as Statements of Stan-
dard Accounting Practice (q.v.), are
then promulgated simultaneously to the
membership of the bodies concerned.

Accounting Standards Steering Com-

mittee. The standard-setting body in the
UK from 1970 to 1976, when it was re-
constituted as the Accounting Standards
Committee (q.v.).



ACCOUNT PAYABLE

account payable. Synonym, commonly
used in the USA, for creditor (q.v.)

account payee only. Words used in con-
junction with the crossing (q.v.) on a
cheque. The effect of their use is that
the bank will pay the money only to the
person named as payee. The cheque, so
crossed, cannot be negotiated to a third
party. It is a useful safeguard against a
cheque’s being misappropriated.

account receivable. Synonym, commonly
used in the USA, for debtor (q.v.)

account rendered. A term appearing
against the opening item on a statement
sent by a supplier to a customer. It sig-
nifies that this amount is brought for-
ward from a previous statement from
which full details of it may be obtained if
required. .

account sales. A detailed statement sent
by an agent (q.v.) with responsibility for
making sales to his principal (q.v.). The
agent is not selling on his own behalf
and does not therefore own the goods
which he is selling nor become entitied
to the profits arising from their sale. He
will, however, be entitled to receive a
commission (q.v.) and to be reimbursed
for his expenses whilst engaged on the
principal’s business. The account sales
will show the total amount received
from the sales of goods and the deduc-
tions from this to be made for the
agent’s commission and expenses.
Hence it will show the net amount due
from the agent to the principal.

accrual. A liability in respect of goods or
services, provided for a business in the
form of a continuous supply, consumed
up to an accounting date but not billed
by that date. Common subjects for ac-
cruals are electricity, gas and telephone
services. :Accruals are required in order
that matching (q.v.) in the calculation of
profit can be achieved. As well as being
adjusted on the profit and loss account
expenses accruals appear on the bal-
ance sheet as a current liability (q.v.).
The accruals concept is one of the four
fundamental principles embodied in the
Companies Act 1985.

accumulated depreciation. The total
amount of depreciation (q.v.) provided
on a fixed asset (q.v.) from its date of
purchase to date. The figure will thus
normally include several years’ de-
preciation. Company law requires that
a company’s fixed assets are shown at

4

ACID TEST RATIO

cost, or valuation, less accumulated de-
preciation. Because both figures must
be stated, a separate account for ac-
cumulated depreciation is required.
When an asset is sold or otherwise dis-
posed of it must be eliminated from
both the account containing its original
cost and from that containing its ac-
cumulated depreciation. The difference
between the two figures is the net book
value (q.v.).

accumulated fund. An item on the balance

sheet of a non-profit-making organis-
ation representing the net investment in
the organisation of its contributing
members. Such an organisation does
not normally employ the concept of
capital (q.v.) which is associated with
proprietorial rights and with the earning
of profit. The accumulated fund is,
however, similar in function to a capital
account as it represents members’
equity in the organisation and provides
risk finance for the assets which are held
and the operations which are under-
taken. Very often an accumulated fund
represents the cumulative surplus of
subscriptions over expenditure and con-
tains no element of long-term funding
provided explicitly at the organisation’s
inception or subsequently. It is often
quite small and represents merely the
impossibility of matching revenues and
expenditures exactly and the necessity
to keep a small working balance of
funds in hand.

accumulation units. Units in a unit trust

(g.v.) where the income is reinvested in
further units rather than being distri-
buted in cash. Many unit trust managers
offer their units on an accumulation
basis at the option of the holder. Itis a
useful facility where the prime intention
of the investment is savings rather than
to produce an immediate income. Even
though reinvested, the income on ac-
cumulation units is regarded as part of
total income for the purpose of deter-
mining liability to income tax.

acid test ratio. The ratio which total liquid

assets bear to current liabilities. It is so
calied because it is regarded as the ulti-
mate test of a business’s short-run abil-
ity to pay its debts. A synonym for the
acid test ratio is the liquidity ratio.

For the purpose of determining the
acid test ratio the liquid assets to be
taken into account include cash (q.v.),
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favourable bank balances, debtors
(q.v.), and readily realisable invest-
ments held as current assets (q.v.). The
calculation of the acid test ratio is:

. f_ Liquid assets
Acid test ratio Current liabilities

An acid test ratio of approximately 1
(i.e. equality between liquid assets and
current liabilities) is normally con-
sidered healthy. It implies that there are
sufficient readily available funds from
which all short-term commitments can
be met. The business is not, therefore,
in immediate danger of a shortage of
liquid funds.

ACMA. The designatory letters of an as-
sociate member of the Institute of Cost
and Management Accountants (q.v.).
acquisition method. A method of prepar-
ing consolidated accounts (q.v.). The
essential feature of the acquisition
method of consolidation is that the
preacquisition profit (q.v.) of the sub-
sidiary company (q.v.) is unavailable
for distribution to the members of the
holding company (q.v.), for whom it
has the status of capital funds. This is
because the underlying assumption is
that the holding company has pur-
chased its controlling interest from
those who previously owned it.

Until the Companies Act 1981, many
authorities regarded the acquisition
method as the only legal method of con-
solidation. Today it remains the method
generally in use. The alternative merger
method (q.v.) may be used only in pre-
cisely defined circumstances.

EXAMPLE. Sumimarised balance sheets
at 31 December 19—

Holding  Subsidiary

£000s £000s
Fixed assets 520 320
Net current assets 260 280
Investment in subsidiary
(80% of issued share
capital) at cost 470 -
1.250 600
Represented by:
Ordinary shares of £1 each 1.000 500
Profit and loss account 250 100*
1,250 600

*At the date when Holding acquired its shares in Sub-
sidiary, this balance stood at £60,000.

The acquisition method requires the
following calculation of goodwill (q.v.), if

ACTUARY

a positive quantity, or capital reserve
(q.v.), if a negative quantity.

Purchase price of
shares in Subsidiary

Net assets acquired:
80% share capital
80% of profit and
loss account at date
of purchase 48,000

£470,000

£400,000

448,000

Goodwill £ 22.000

The consolidated balance sheet of
Holding and its subsidiary is then:

£000s
Fixed assets 840
Netcurrent assets 540
Goodwillt 22
1,402
Represented by:
Ordinary shares of £1 each 1,000
Profitand loss account: Holding 250
Subsidiary 32 282
1,282
Minority interest* in Subsidiary 120
1,402

* Minority interest (q.v.) reflects the interest of the
holders of 20 per cent of the issued capital not held by
Holding.

TSSAP 22 requires that goodwill be written off
against reserves or amortised over the period of its
effective life.

ACT. Letters standing for advance cor-

poration tax (q.v.).

activity 1. A particular direction in which

a business applies its effort. Thus a
business may have a manufacturing ac-
tivity and a selling activity.

2. A measure of the general level of
business. Thus a business with a large
turnover (q.v.) may be said to be
operating at a high level of activity.

act of bankruptcy. An action by a debtor

which leads to a presumption of insol-
vency and therefore legally allows a cre-
ditor to instigate bankruptcy (q.v.) pro-
ceedings. Acts of bankruptcy include
assigning property to a trustee for the
benefit of creditors, leaving the country
with the intention of delaying payment
to creditors and giving notice of the sus-
pension of the payment of debts.

actuary. A professional person concerned

with assessing the financial implications
of insurable risks (q.v.). An actuary will
probably be employed by an insurance
company or a pension fund. The recog-
nised professional bodies of actuaries in
the UK are the Institute of Actuaries (in
England) and the Faculty of Actuaries
(in Scotland).
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added value. See VALUE ADDED.
additional voluntary contribution. An
amount paid by an employee into an ap-

ory rules for calculation have to be ob-
served.
administrator. A person appointed to deal

proved occupational pension scheme
over the amount required under his
contract of employment. The purpose
of making an additional voluntary con-
tribution is to increase the amount of
the pension ultimately payable. It
would be made only by a person enter-
ing the pension scheme midway through

a career when he could otherwise not

accumutate a full pension entitlement.

Provided that all pension contributions,

compulsory and voluntary, do not total

more than 15 per cent of income, full in-
come tax relief is given in respect of
them. This proportion is increased to

172 per cent for persons close to retire-

ment.

adjusting event. An event occurring after

the date of a balance sheet which pro-

vides new or additional information on
conditions existing at the date of the
balance sheet. The term appears in

SSAP 17, Accounting for Post Balance

Sheet Events. An adjusting event is re-

quired by the Standard to be reflected

in the accounts. Examples of adjusting
events are:

(a) A valuation of property indicating
a permanent diminution in value as
at the balance sheet date.

(b) The insolvency of a debtor in-
cluded in the year end figure for
debtors.

(c) The announcement of a tax rate
applicable to the year ended on the
balance sheet date.

(d) The discovery of an error in the
accounts.

(e) Decisions taken by the Board of
Directors relating to the year con-
cerned, e.g. amount of proposed
dividend or of transfer to reserves.

adjustment. An amendment to an ac-

counting figure which is basically cor-
rect but which needs to allow for some
circumstance not known when it first
arose. Adjustments in accounting are
very common. Good examples are the
adjustments made to trial balance

(q.v.), figures for accruals (q.v.) and

prepayments (q.v.) before they are

charged in the profit and loss account.

Adjustments may also be made to a cor-

rectly calculated figure of profit to de-

termine the taxable profit where statut-

with the affairs of a deceased person
where there is no executor (q.v.). This
might occur because no executor is
named in the will (q.v.) or because the
named executor is unable or unwilling
to act. An administrator is, however,
most commonly appointed in an intes-
tacy (q.v.), i.e. where no will was left.

ad valorem. In proportion to value. Thus

an ad valorem tax on an article is a tax
whose total depends on the value of the
article. Value added rax (q.v.) is an
example of an ad valorem tax.

advance. A loan. Thus a bank manager

might make an advance to a business by
allowing it an overdraft. The term is
used in the Partnership Act 1890 (q.v.)
to refer to an amount paid into the busi-
ness by a partner over and above his
agreed capital contribution. In the
absence of any agreement to the con-
trary the Act entitles the partner to
interest on such an advance as a first
charge against distributable profit.

advance corporation tax. An amount of

corporation tax {q.v.) which becomes
payable in advance of its otherwise due
date as a consequence of the payment,
by the company, of a dividend (q.v.).
The amount of the advance corporation
tax is equal to the tax credit (q.v.) im-
puted to the dividend. It should be
noted that the payment of advance cor-
poration tax does not ordinarily affect
the total tax burden falling on the com-
pany but merely the timing of the
payment. Any payment for advance
corporation tax may be reduced by the
amount of tax credits imputed to any
franked investment income (q.v.) of the
company.

advancement. The action of a trustee

(q.v.) in using funds from a trust for a
benefit of the beneficiary in advance of
the time when the benefit would nor-
mally become available. For example,
a trust might be set up whereby the
money of a deceased was to provide an
income for his widow for life and then
go to his children. The trustee might
make advancement of some of the capi-
tal to the children during the lifetime of
the widow. The power of advancement
must be given under the deed constitut-
ing the trust.
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adverse variance. A difference between
an actual expense or cost and the
amount of a budgeted or standard cost
(q.v.) such that its effect is to reduce
profit below that planned. Thus if
materials, for example, are bought at a
higher price than standard this will lead
to an adverse variance. All adverse
variances of material (q.v.) amount
should be investigated so that the
source of any loss or inefficiency can be
eliminated as early as possible.

advice note. A document accompanying a
delivery of goods which advises as to the
kinds, quality and quantity of goods de-
livered. It does not contain any details
of price or total cost.

age allowance. An allowance given against
income in calculating the amount of tax
due when the taxpayer is over the age of
65. Tt is given in place of, and is greater
than, the normal personal allowance
{q.v.).

agent. One who acts on behalf of another
with the authority of that person. The
person for whom the agent acts is
known as the principal (q.v.). A person
wishing to engage in negotiations on
matters which he did not himself fully
understand, or in which he was not par-
ticularly skilled, might employ an agent
with the necessary expertise to
negotiate on his behalf. Where an agent
is concerned with entering into a con-
tract on behalf of the principal, it is the
principal who is bound by the terms of
the contract and who receives the
benefit of it.

aggregate depreciation. A total amount of
depreciation. Where an aggregate is
given no analysis is supplied of its com-
ponents according to assets depreciated
or according to periods in which it was
charged
EXAMPLE. A certain company charges
depreciation as follows:

Plant and machinery £25,260
Furniture and fittings 12,620
Motor vehicles 15,920

£53,800

The aggregate depreciation is thus

£53 800.

AGM, Initial letters of annual general
meeting (q.v.).

ALL RISKS

AICPA. Abbreviation of the American In-
stitute of Certified Public Accountants
(q-v.).

A list. A list of the holders of partly paid
shares in a company at the time of its
winding up (q.v.). Persons appearing
on the A list are liable to contribute to
any deficiency up to the amount re-
maining unpaid on their shares. In the
event of their default recourse may be
had to persons appearing on the B list

).

alloccl:ation. The direct association of a par-
ticular cost with a specified activity
(q.v.) or cost centre (q.v.). The process
of allocation, in which a cost is dealt
with intact, should be compared with
the process of apportionment (q.v.).

allonge. A piece of paper gummed on to a
bill of exchange (q.v.) or similar nego-
tiable instrument (q.v.) to provide more
space for endorsements (q.v.) when the
space originally available on the back of
the document has been used. An al-
longe is necessary only for a document
which is circulated widely during its cur-
rency.

allotment. The issue of shares or deben-
tures to a specific holder in response to
an application (q.v.). Shares may be al-
lotted to those who have applied for
them in response to an offer for sale
(q.v.) or a prospectus (q.v.). In the
event of an oversubscription (q.v.) the
basis of allotment must be determined
by the directors of the company. They
may allot in full to some applicants and
reject others or they may allot only a
proportion of the number of shares
applied for to each applicant. A pro-
visional allotment (q.v.) on a rights issue
(q.v.) may also be made to existing
shareholders. Bonus shares (q.v.) may
be allotted to existing shareholders. In
these two latter cases the number of
shares allotted depends on the level of
existing holdings.

allowance. An amount permitted to be set
off against income or profit in determin-
ing the amount liable to tax. An
example is the personal allowance (q.v.)
which every individual payer of income
tax is given. Another example is the
capital allowance (q.v.) given to a
business in respect of expenditure on
designated fixed assets (q.v.).

all risks. A type of insurance which covers
the insured for any loss or damage to the
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property insured howsoever caused.
The premium (q.v.) for this type of
policy is higher than that for a policy
where the cover is restricted to loss or
damage caused by theft or by fire.

American Accounting Association. An
association of persons interested in ac-
counting education and research. Most
of its members are either practitioners
or academics. It is based in the USA but
has an international membership. Its
quarterly journal, Accounting Review
(g.v.), is a respected academic publi-
cation. The association was formed in
1916, adopting its present name in 1936.

American Institute of Certified Public

Accountants. The premier body of pro-
fessionally qualified accountants in the
USA. Itis often referred to by its initial
letters, AICPA. A member is entitled
to the designatory letters CPA after his
or her name and to be called a certified
public accountant. The institute was
founded in 1887.

amortisation. The process of writing off an
asset over a period of years. The termis
thus almost synonymous with deprecia-
tion (q.v.). Whereas the term de-
preciation is applied to tangible fixed
assets with fairly clearly defined lives,
however, the term amortisation is nor-
mally applied to intangible assets with
imprecise lives. Goodwill (q.v.) and de-
velopment (q.v.) costs are examples of
assets which might be amortised.
analysis. The breakdown of a global figure
into its component parts. In accounting,
for example, we meet the analysis of
variances (q.v.) or the analysis of sales.
The use of columnar books of account
is one way in which analysis can be
achieved.

EXAMPLE. Analysis of sales for
November:
Region £

North East 42,500

North West 59,260

Midlands 77,640

South East 63,440

South West 31,880

Total sales

£274,720

annual general meeting. A meeting of a
company’s shareholders which must, by
law, be held in each year. The business
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transacted at an annual general meeting
includes such matters as consideration
of the accounts, appointment of audi-
tors and appointment of directors. Most
annual general meetings are largely
formal and are not attended by any
large number of shareholders.

annual percentage rate. The true rate of

interest on money lent. The law now re-
quires that all retail lenders of money
state in their quotations an annual per-
centage rate (APR). This is so that all
such quotations are on a comparable
basis. Previous practice was frequently
to quote interest as a percentage of the
initial sum advanced, when it appears to
be at a much lower rate.

EXAMPLE. Shylock offers to lend Portia
£1,000 at a stated rate of interest of 10
per cent per annum, the total debt to be
repaid in equal monthly instaiments
over two years. A bank would charge 12
per cent per annum on an overdraft and
thus appears to be more expensive.
Shylock calculates the amount due as
follows:

Loan £1,000
Add Two years' interest at

10% (2 X 10% =20%) 200
Total due £1,200
24 monthly instalments of 50

£50 per month for two years is an annual
percentage rate of 18 per cent, nearly
double the quoted rate and very unat-
tractive as compared with the bank
overdraft. This is because the amount
outstanding is reduced progressively
but the interest charge was calculated
on the initial loan.

annual report. A document published

annually by a company for its share-
holders and debenture holders. A copy
must also be filed with the Registrar of
Companies (q.v.). The content and
form of the annual report is laid down in
the Companies Act 1985. It comprises
the following main documents:

(a) balance sheet,

(b) profit and loss account,

(c) directors’ report,

(d) auditors’ report.

Other documents will be included in
compliance with accounting standards
or at the discretion of the company.
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annual return. A document which must be

submitted annually by every company

to the Registrar of Companies (q.v.). It

should be submitted within 42 days of
the annual general meeting (q.v.) made
up to a date 14 days after the meeting.

It includes the following particulars:

(a) address of registered office;

(b) location of registers of members
and of debenture holders;

(c) details of share and loan capital in
issue at the date of the return;

(d) the indebtedness of the company in
respect of charges on its assets;

(e) a list of names, addresses and
shareholdings of all who have been
members since the date of the last
return;

() particulars of the directors and
secretary at the date of the return.

annuitant. A person who receives an
annuity (q.v.).
annuity. A fixed annual payment. It may
continue indefinitely, but frequently
will continue only during the lifetime of
a named individual. An annuity may be
purchased (from a life assurance com-
pany) on terms which depend on cur-
rent and prospective rates of interest
and the actuarial life expectancy of the
purchaser. Purchasing an annuity is a
useful way in which retirement income
can be provided out of capital without
the risk that it will become exhausted.
The annuity is taxed in a manner which
takes into account that it is notionally
partly income and partly a repayment of
invested capital. The recipient of an an-
nuity is described as an annuitant.
annuity method for depreciation. A
method of providing for depreciation
which takes into account the interest
forgone by the funds invested in the de-
preciating asset.
EXAMPLE. A machine is owned having
an initial cost of £10,000, a life of four
years and no scrap value (q.v.). Under
the straight line method (q.v.) of depre-
ciation the annual charge is £2,500.
Under the annuity method a notional
rate of interest has to be applied. Let us
say that the rate is 10 per cent per
annum. £1 receivable annually for four
years at 10 per cent is £3.169 (from ta-
bles). The depreciation charge is there-
fore

£10,000 _
3160 = £3:155

APPLICATION

This will be partly offset by the credit in
the profit and loss account for the no-
tional interest earned:

Profitand loss account
Debit  Credit Net
£ £ £ £
Opening value of
asset 10,000
Add Notional
interest 10% 1,000 1,000
11,000
Less Depreciation 3,155 3.155 2.155
Net book value
after 1 year 7.845
AddNotional
interest 785 785
8,630
Less Depreciation 3,155 3,155 2.370
Net book value
after 2 years 5.475
Add Notional
interest 548 548
6,023
Less Depreciation 3,155 3,155 2.607
Netbook vatue
after 3 years 2,868
Add Notional
interest 287 287
3,155
Less Depreciation 3,155 3,155 2,868

Net book value
after 4 years Nit

application. An offer by an investor to

subscribe for a specified number of
shares in a company. The offer must be
made on the prescribed form whichis is-
sued only with a prospectus (q.v.). This
means that every applicant can be
deemed to have read the prospectus.
The application will state the number of
shares applied for, the total amount en-
closed and the full name and address of
the applicant. It must be signed and a
cheque enclosed with it of the amount
due on application. Applications are
usually subject to the condition that
they be for a specified minimum
number of shares and that they be for
prescribed round numbers of shares
(e.g. 500, 1,000, 1,500, etc.). An appli-
cation, once sent, is irrevocable and
may be accepted by the company for
any number of shares up to the full
number applied for.



APPLICATION AND ALLOTMENT ACCOUNT

application and allotment account. An ac-
count used when a company makes an
offer for sale of its shares. There will be
credited to the account all money re-
ceived with the applications for shares.
When the basis of allorment (q.v.) is
determined there will be debited to the
account the nominal value (q.v.) of
the shares issued, the total of share
premium (q.v.) and any cash returned
to unsuccessful applicants.
apportionment. The process whereby a
single amount is divided according to
some formula into portions which are
then attributed to some activity (q.v.),
some cost centre (q.v.) or some person.
The term arises in a number of different
connections.

1. Partnership. A partnership (q.v.)is
a single business whose profit has to be
apportioned amongst two or more
proprietors. The formula by which this
apportionment takes place will be con-
tained in the partnership agreement.

2. Trusts. A trust (q.v.) may be con-
stituted so that there is one beneficiary
(q.v.) or group of beneficiaries entitled
to all of the income from the trust fund
during their lifetime/s and a residuary
beneficiary or group of beneficiaries
who will receive the capital value of the
fund subsequently. All receipts of the
trust must be properly accounted for,
distinguishing between revenue and
capital receipts. Normally this is a
straightforward matter of proper identi-
fication and presents no difficulty. Ap-
portionment will be required, however,
where there is a receipt of money which
is partly capital and partly income, e.g.
the proceeds of the sale of shares cum.
div. (q.v.)

3. In full or absorption costing (q.v.)
apportionment will be required of ex-
penses which are incurred to benefit a
number of cost centres (q.v.) but which
cannot be identified specifically with
any of them. Apportionment of the ex-
penses will be made on some more or
less arbitrary basis, e.g. floor area or
number of employees.

appreciation. An increase in the value of

an asset. Appreciation is caused by a
change in the market in which the asset
is bought and sold. It is most frequently
encountered in the case of land and
buildings which commonly increase in
value over time. Securities dealt in on
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the Stock Exchange may also ap-
preciate. Appreciation often goes un-
recognised in financial accounting.
Where it is recognised the surplus so
created should not be regarded as a dis-
tributable reserve until it has been
realised.

appropriation account. An account, nor-

mally annexed to the profit and loss ac-
count, showing how the business’s
profit has been deployed in the period
to which the account relates. The ap-
propriation account for a partnership
(q.v.) will show the profit divided ac-
cording to the partnership agreement
before transfer to the partners’ current
accounts (q.v.). The appropriation ac-
count for a limited company (q.v.) de-
tails taxation, dividends paid and
proposed, and transfers to reserves.

APR. Letters standing for annual percen-

tage rate (q.v.).

arbitrage. A process whereby an investor

buys and sells securities and adjusts his
financing arrangements so as to take ad-
vantage of market inequalities in risk
and return. It is the main mechanism
whereby the market is brought into an
equilibrium where the returns on
securities are commensurate with the
risk attaching to them. Arbitrage may
be found in markets other than that for
securities, €.g. the commodity market
or the foreign currency market.

arm’s length. A term descriptive of

negotiation where each party is con-
cerned only to advance his own interests
and not those of the other party. It may
be important to determine whether a
transaction was at arm’s length in order
to ascertain whether a fair value (q.v.)
was established by the transaction.
EXAMPLE. A man seeks to sell his car to
a stranger. The negotiations are at
arm’s length because he is seeking to get
the best price he can without regard to
the interests of the stranger. The nego-
tiations break down and the man then
sells the car to his son at well below its
true value. This is not an arm’s length
transaction because the man has be-
come concerned to see that his son gets
a cheap car.

Articles of Association. A document set-

ting out the rules governing the internal
conduct of a company’s affairs. It will
deal with such matters as the arrange-
ments for meetings, the appointment
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and qualifications of directors and the
company’s power to borrow and to
purchase its own shares. A model set of
Articles appears as Table A in the Com-
panies Act 1985 and this may be
adopted, if a company so wishes, as its
Articles of Association. The Articles, a
copy of which must be filed with the Re-
gistrar of Companies (q.v.) when acom-
pany is registered, may be amended by
means of a special resolution (q.v.) of
the company.

assented stock. A security whose holders
have agreed to some course of action so
that that agreement is binding on a
purchaser of the security. An example
would be where a convertible debenture
(g.v.) has been presented for conver-
sion into equity. Assented stock may
have a different market price from non-
assented stock and may exist side by
side with it.

assessment. A statement, issued by the
Inland Revenue, to a company or indi-
vidual giving the amount of income on
which tax is to be charged and the
amount of tax which, in consequence, is
due. A taxpayer may appeal against an
assessment on the grounds that it is in-
correct and the appeal must be made
within 30 days of its issue.

asset. Some property or legal right owned
by an individual or a company to which
a money value can be attached.

asset stripping. A process whereby a com-
pany acquires a controlling interest in
another company for the purpose of dis-
posing of its assets. The opportunity
arises where the management of the
company taken over has underutilised
the assets so that the share price is
below the market value of the under-
lying assets. Asset stripping makes a
quick profit for the company engaging
in it but brings to an end the business of
the company taken over.

assignment. The transfer of rights owed by
another to some third party. For an as-
signment to have legal effect it must be
absolute, in writing and be communi-
cated to the one owing the right. The
most usual example of assignment is
when a person who is owed money as-
signs that debt to another who, perhaps,
has greater power or patience to collect
it, for money.

associated company. A company in which
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ATTESTATION

tions is held. These conditions are:

(a) the investing company’s interest in
the associated company is effec-
tively that of a partner in a joint
venture or consortium, or

the investing company’s invest-
ment in the associated company is
for the long term and is substantial
(i.e. not less than 20 per cent of the
equity carrying voting rights) and,
having regard to the disposition of
the other shareholdings, the invest-
ing company is in a position to
exercise a significant influence
over the associated company.

In both cases it is essential that the in-
vesting company participates in com-
mercial and financial policy decisions of
the associated company including the
distribution of profits.

This definition of an associated com-
pany derives from SSAP 1 which pre-
scribes that, for associated companies,
the investing company’s share of their
profits less losses should be taken into
the consolidated profit and loss account
(and not merely the dividends re-
ceived). On the balance sheet the in-
vestment in the associated company
should be valued at cost less amounts
written off plus the investing company’s
share of post-acquisition retained profit
and reserves.

(b)

assurance. Indemnity against the financial

consequences of some inevitable event
such as death. The term insurance (q.v.)
is applied to indemnity against the con-
sequences of events which may not
occur, €.g. destruction of a property by
fire.

attainable standard. A particular basis for

setting a standard cost (q.v.). Its feature
is that standards are set so as to rep-
resent a realistic challenge to attain-
ment. Thus an attainable standard will
require a level of efficiency better than
has been experienced in the past but less
good than that which could be achieved
in the most favourable conditions pos-
sible. See also IDEAL STANDARD and
NORMAL STANDARD.

attestation. The action of signing a docu-

ment as the witness (q.v.) to the signa-
ture of another. A deed (q.v.) requires
attestation as does a will (q.v.). The
responsibility of one who attests a docu-
ment is merely to satisfy himself that the
signatory was the one who it purports to
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be and that he signed voluntarily. It is
not necessary for the witness to under-
stand or approve of the contents of the
document itself.

attributable profit. That part of the total
profit currently estimated to arise over
the duration of a long-term contract
(q.v.) which fairly reflects profit arising
from the work done to date. The term is
used in SSAP 9 which allows credit to
be taken in the profit and loss account
for attributable profit on unfinished
long-term contracts.

EXAMPLE. A civil engineering company
is building a bridge which will take 5
years to complete and will yield an ulti-
mate total profit of £1 million. Having
regard to the proportion of the work
done and the costs incurred and still to
be incurred, the company will be able
to attribute part of that total profit to
each of the five years.

auction. An organised method of estab-
lishing a fair market price for some
property. The potential buyers are as-
sembled and invited to make competi-
tive offers, or bids, for the property. It
is then sold to the highest bidder. The
auction is conducted by an auctioneer
who will command the necessary skills
to draw the maximum possible price
from the gathering and to judge when
this has been reached. The completion
of the auction is signified by the
auctioneer (often by a hammer blow)
and there is then a valid contract be-
tween the successful bidder and the sel-
ler. The seller may place a reserve price
(q.v.) on the property. In that event it
will not be sold unless bidding passes
that level. An auction is a common de-
vice for selling items of a unique or un-
usual nature such as large houses, works
of art and antique furniture.

audit. An examination of accounts and

their underlying records in order to be
able to express an opinion on their
honesty and veracity. Many forms of
organisation undergo an audit either
voluntarily, under their own rules, or
under the requirements of law. An
audit may be an internal audit (q.v.)
conducted by employees of the organis-
ation or one conducted by independent
persons from outside. The best-known
example of an audit is that which, by
law, must be undergone annually by
every limited company. The auditor
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must be independent and he must be ap-
propriately qualified (in most cases by
membership of a professional account-
ancy body). He must produce a report
for the members of the company ex-
pressing, amongst other things, an
opinion on whether the accounts give a
true and fair view (q.v.) and on whether
they comply with company legislation.

Auditing Standards. Statements prescrib-

ing the conduct of audits. These are
issued by the Auditing Practices Com-
mittee which was set up by those pro-
fessional accountancy bodies whose
members have the statutory right to
audit the accounts of limited com-
panies. These are the three Institutes of
Chartered Accountants in the British
Isles and the Chartered Association of
Certified Accountants.

auditor. One who conducts an audit

(q.v.).

auditors’ remuneration. The total amount

paid to the auditors of a company for
their services in that capacity, including
out-of-pocket expenses. The account-
ing significance of auditors’ remuner-
ation is that it is required to be disclosed
in the published accounts of the com-
pany.

auditors’ report. An annual report from

the auditors of a company to its
shareholders required by statute to be
annexed to the accounts. The auditors
are required to state explicitly in the re-
port whether or not it is their opinion
that the accounts give a true and fair
view (q.v.) and whether or not they
comply with the requirements of the
Companies Acts 1985. If they are of a
contrary opinion they must give details
of the matters which have led to this.
Where the auditors have no reserva-
tions concerning the accounts they will
give an unqualified report which is brief
and formal. Where reservations do exist
these will be set out in full
giving what is known as a qualified
auditors’ report.

audit programme. A plan of work set out

by an auditor (q.v.). The establishment
of such a programme is an essential
safeguard to ensure that no important
part of the work is overlooked. The
programme will very often be in a stan-
dard form with a few additions or de-
letions necessitated by the particular
features of the job to which it reiates.



