ELEVENTH EDITION

S1SITVIO3dS-NON 304

FONVNI4 ANV
ONILNNODDV

Peter Atrill

Eddie McLaney

P



Brief contents

Preface
Acknowledgements

1 Introduction to accounting and finance

Part One FINANCIAL ACCOUNTING

2 Measuring and reporting financial position

3 Measuring and reporting financial performance
4 Accounting for limited companies

5 Measuring and reporting cash flows

6 Analysing and interpreting financial statements

Part Two MANAGEMENT ACCOUNTING

7 The relevance and behaviour of costs
8 Full costing
9 Budgeting

Part Three FINANCE

10 Making capital investment decisions
11 Financing a business
12 Managing working capital

Appendix A: Glossary of key terms

Appendix B: Solutions to self-assessment questions
Appendix C: Solutions to critical review questions
Appendix D: Solutions to selected exercises
Appendix E: Present value table

Index

XV
XVii

27

28
72
113
162
194

245

246
285
327

365

366
408
456

504
517
532
544
572
574

BRIEF CONTENTS



Contents

Preface XV
Acknowledgements XVii
1 Introduction to accounting and finance 1
Introduction 1
What are accounting and finance? 2
Who are the users of accounting information? 2
Providing a service 5
Weighing up the costs and benefits 7
Accounting as an information system 10
Management accounting and financial accounting 11
Scope of this book 14
The changing face of accounting 14
Why do | need to know anything about accounting and finance? 16
The quest for wealth creation 17
Meeting the needs of other stakeholders 18
Balancing risk and return 20
Not-for-profit organisations 22
Summary 24
Key terms 25
Reference 26
Further reading 26
Critical review questions 26
Part One FINANCIAL ACCOUNTING 27
2 Measuring and reporting financial position 28
Introduction 28
The major financial statements — an overview 29
The statement of financial position 33
The effect of trading transactions 42

CONTENTS  Vii



viii

Classifying assets

Classifying claims

Statement layouts

Capturing a moment in time

The role of accounting conventions
Money measurement

Valuing assets

Meeting user needs

Summary

Key terms

Reference

Further reading

Critical review questions
Exercises

3 Measuring and reporting financial performance

Introduction

The income statement
Different roles

Income statement layout
Further issues

Recognising revenue
Recognising expenses
Depreciation

Costing inventories

Trade receivables problems
Uses and usefulness of the income statement

Summary

Key terms

Further reading

Critical review questions
Exercises

4 Accounting for limited companies

Introduction

The main features of limited companies
The role of the Stock Exchange
Managing a company

The UK Corporate Governance Code
Financing limited companies
Borrowings

Withdrawing equity

CONTENTS

44
46
47
49
51
55
58
63

65
67
68
68
68
69

72

72
73
74
75
7
81
83
89
98
103
105

106
108
108
109
109

113

113
114
120
120
123
125
133
134



The main financial statements 137

Dividends 140
Additional financial statements 142
The directors’ duty to account 145
The need for accounting rules 145
Sources of accounting rules 146
The auditors’ role 147
Management commentary 148
Creative accounting 150
Summary 154
Key terms 156
Further reading 157
Critical review questions 157
Exercises 158
5 Measuring and reporting cash flows 162
Introduction 162
The statement of cash flows 163
Why is cash so important? 164
The main features of the statement of cash flows 166
A definition of cash and cash equivalents 166
The relationship between the main financial statements 168
The layout of the statement of cash flows 168
The normal direction of cash flows 171
Preparing the statement of cash flows 174
What does the statement of cash flows tell us? 184
Summary 187
Key terms 188
Further reading 188
Critical review questions 188
Exercises 189
6 Analysing and interpreting financial statements 194
Introduction 194
Financial ratios 195
Financial ratio classifications 196
The need for comparison 197
Calculating the ratios 199
A brief overview 200
Profitability 201
Efficiency 208
Relationship between profitability and efficiency 214

CONTENTS



X

Liquidity

Financial gearing

Investment ratios

Trend analysis

Using ratios to predict financial failure
Limitations of ratio analysis

Summary

Key terms

Further reading

Critical review questions
Exercises

Part Two MANAGEMENT ACCOUNTING

7 The relevance and behaviour of costs

Introduction

What is meant by ‘cost’?

Relevant costs: opportunity and outlay costs
Cost behaviour

Fixed cost

Variable cost

Semi-fixed (semi-variable) cost

Finding the break-even point

Contribution

Margin of safety

Operating gearing and its effect on profit
Weaknesses of break-even analysis

Using contribution to make decisions: marginal analysis

Summary

Key terms

Further reading

Critical review questions
Exercises

8 Full costing

Introduction

What is full costing?

Why do managers want to know the full cost?
Single-product businesses

Multi-product businesses

CONTENTS

216
219
224
233
234
234

237
239
239
239
240

245

246

246
247
248
252
253
255
256
257
262
263
266
268
270

279
281
281
281
282

285

285
286
286
288
289



Overheads as service renderers
Activity-based costing
Using full (absorption) cost information

Summary

Key terms

Further reading

Critical review questions
Exercises

9 Budgeting

Introduction

How budgets link with strategic plans and objectives

Time horizon of plans and budgets
How budgets help managers
Budgets and forecasts

Limiting factors

How budgets link to one another
Using budgets in practice
Preparing budgets

Non-financial measures in budgeting
Budgeting for control

Measuring variances from budget
Making budgetary control effective
Behavioural issues

The use of variance analysis

Summary

Key terms

Further reading

Critical review questions
Exercises

Part Three FINANCE

10 Making capital investment decisions

Introduction

The nature of investment decisions
Investment appraisal methods
Accounting rate of return (ARR)
Payback period (PP)

Net present value (NPV)

295
308
316

319
321
321
321
322

327

327
328
330
331
333
334
334
337
338
345
345
346
353
354
355

357
359
359
359
360

365

366

366
367
368
370
375
379

CONTENTS

xi



xii

11

Why NPV is better

Internal rate of return (IRR)

Some practical points

Investment appraisal in practice
Investment appraisal and strategic planning

Summary

Key terms

Further reading

Critical review questions
Exercises

Financing a business

Introduction

The main objective of financing policy
Sources of finance

Internal sources of finance

Internal sources of long-term finance
Internal sources of short-term finance
External sources of finance

External sources of long-term finance
Forms of borrowing

External sources of short-term finance
Long-term versus short-term borrowing
Gearing and the financing decision
Share issues

The role of the Stock Exchange

The Alternative Investment Market
Providing long-term finance for the small business
Islamic finance

Summary

Key terms

References

Further reading

Critical review questions
Exercises

12 Managing working capital

Introduction

What is working capital?
The scale of working capital
Managing inventories
Managing trade receivables

CONTENTS

386
387
392
396
398

399
401
401
402
402

408

408
409
409
409
410
411
414
414
418
428
430
432
433
438
441
442
446

448
451
451
451
452
452

456

456
457
459
462
473



Managing cash
Managing trade payables
Managing working capital
Summary

Key terms

Further reading

Critical review questions
Exercises

Appendix A: Glossary of key terms

Appendix B: Solutions to self-assessment questions
Appendix C: Solutions to critical review questions
Appendix D: Solutions to selected exercises
Appendix E: Present value table

Index

484
492
493
496
499
499
499
500

504
517
532
544
572
574

Lecturer Resources

For password-protected online resources tailored to
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