LC Accounting (Interpretation of Accounts) — Key Definitions

Formula - Return
Net Profit after Taxes X 100

on Ca pltal Gross Capital Employed
Employed (ROCE) )
studyclix.ie
Return on Profit after Tax and
, Preference Dividends
Shareholders Ordinary Shares +
Funds Reserves
studyclixde )

Gross Profit x 100

Gross Profit Margin Sales
studyclix.ie_
, Sales
Margin (%)
studyclix.ie

................................................. o

Cut dotted horizontal lines. Fold vertical line.



LC Accounting (Interpretation of Accounts) — Key Definitions

A

Dividend per Total Ordinary Dividend
Sh No. of Issued Ordinary
are Shares
studyclix.ie
. . Dividend per Share x 100
DlVldend Yleld Market Value

(%)
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Real Rate Of Return Dividend Cover x Dividend Yield

on Shares (%)
studyclixie
Ea rni ngS per Net Profit after Preference Dividend
No. of Issued Ordinary Shares
Share (cent
studyclix.ie_
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Cut dotted horizontal lines. Fold vertical line.



LC Accounting (Interpretation of Accounts) — Key Definitions

Price Earnings Market Price
; Earnings Per Share
Ratio d
(cent)
studyclix.ie
Time to recoup Market Price
share value Dividend per Share
(years)
studyclix.ie
Net Profit after
Dividend Cover Preference Dividend
Ordinary Dividend
studyclix.ie (times)
CU rre nt RatiO Current Assets + Current Liabilities : 1
studyclixie
................................................. o

Cut dotted horizontal lines. Fold vertical line.



LC Accounting (Interpretation of Accounts) — Key Definitions

A

QU le Ratlo / (Current Assets - Closing Stock) :1
ACld test Current Liabilities
studyclix.ie
i . Debt Capital x 100
Gearing Ratio Total Capital
(%)
studyclix.ie
Average StOCk Opening Stock + Closing Stock
2
studyclix.ie_
Rate of Stock Cost of Sales
Turnover Average Stock
studyclix.ie (tlmeS)
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Cut dotted horizontal lines. Fold vertical line.



LC Accounting (Interpretation of Accounts) — Key Definitions

e .

Period of Credit
given to Debtors

aaaaaaaaaaaaaaaa

Period of Credit
received from
Creditors

111111111111111
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Predicted
Market Value

111111111111111

Debtors x (365 /12)
Credit Sales
(days / months)

Creditors x (365 /12)
Credit Purchases
(days / months)

Net Profit before Interest

Interest paid
(times)

P/E ratio x Earnings per Share

................................................. o

Cut dotted horizontal lines. Fold vertical line.



LC Accounting (Interpretation of Accounts) — Key Definitions

Real Value of Last year's P/E ratio

Shares xl;?y this year's
Earnings per Share

akes exams easier

A company’s ability to

Solvency pay all of its' debts as
they fall due in the

Studlicllcle long term.

- Often not comparable

Limitations Of between firms.
. . - Do not account for
Ratio AnaIyS|s seasonal fluctuations.

- Relies on historical data.

wwwwwwwwwwwwwww

-Paying out lower

How to increase dividends.
. Lo -Selling investments.
liquidity -Issuing more shares.
-Collect debts faster.

akes exams easier

................................................. o

Cut dotted horizontal lines. Fold vertical line.




LC Accounting (Incomplete Records) — Key Definitions

-Keep a detailed cash book
and ledger.
-Accurate accounts.
-Avoid reliance on estimates.

Advice for better
record keeping

aaaaaaaaaaaaaaaa

Four fundamental
concepts of
accounting

ooooooooooooo

ooooooooooooo
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................................................. o

- Accruals
- Going Concern
- Prudency
- Consistency

All expenses incurred and
revenue income in a particular
period must be included in the

accounts of that period,
regardless of when they were
paid or received.

When an accountant is
preparing company
accounts, they must be able
to assume that the company
will continue indefinitely.

Cut dotted horizontal lines. Fold vertical line.



LC Accounting (Interpretation of Accounts) — Key Definitions

A

Causes of a - Cash losses.
d . - Stock losses.
ecrease In gross - Mark downs during sales.
profit percentage - Incorrect stock valuation.
(o - Higher cost of sales.
studyclix.ie,
How to lower - Issue more ordinary
. shares.
gearing - Repay debentures.
studyclix.ie
- 5 e The ability of a company to
L|q U |d |ty pay its short-term debts as
they fall due.
studyclixie_
. Represents debt as a
Gea N g percentage of total capital
employed.
studyclixie

................................................. o

Cut dotted horizontal lines. Fold vertical line.



LC (Incomplete Records) — Key Definitions

A

A firm should use the same

Consistency methods of accounting for

an accounting issue each
and every time.

studyclixie
When preparing accounts
revenue should not be
Prudency overestimated and
expenses should not be
studyclixie underestimated.
Extra information - Trial Balance
' ' - Total Sales & Purchases figures
dOUble_entry - Bank balance
provides - Capital and Drawings
studyclix.ie
. - Relevant
Characteristics of _ Reliable
good accounting - Easily understood
- Comparable
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L o

Cut dotted horizontal lines. Fold vertical line.




LC Accounting (Budgeting) — Key Definitions

A

- Provides advance warning of
AdVa nta g es Of potential difficulties.
. - Helpful when attracting investment.
bUdgetl ng - Can be used for decision-making.
studyclix.ie,

Flexible budgets are used to

Flexible show how costs, and as a
. result profits, are likely to
bUdgetl ng change at different levels of
production.

ooooooooooooo

When the difference between an
actual cost or revenue and the

Adverse Variance previously budgeted amount is

worse than expected e.g. budgeted
expenses turn out to be higher.

ooooooooooooo

Costs over which the
Controllable Costs firm has power or

control, such as wages.
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Cut dotted horizontal lines. Fold vertical line.




LC Accounting (Budgeting) — Key Definitions

A

Uncontrollable Costs which the firm has
no power or control over,
Costs such as raw materials.
studyclix.ie,
Factors to - Last year’s sales
. - The state of the economy
COﬂSlder When - Sales of competing firms
budgeting - Results of market research

- Trends in the market

ooooooooooooo

.. This is the element that
Principle restricts the firm from
Budgeting Factor expanding indefinitely, such
as capital availability or
production capacity.

studyclix.ie
Consists of the large-scale or
. long-term revenue and
Ca plta I B Udget expenditure that a firm expects
to incur, e.g. the construction of
s a premises.
studyclixie
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Cut dotted horizontal lines. Fold vertical line.



LC Accounting (Budgeting) — Key Definitions

A

A cash budget is an estimate of

the future income and
CaSh B Udget expenditure of the firm, in order
to identify periods of excess
expenditure or a surplus of cash.
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Mixed cost A cost with both fixed

and variable elements.

ooooooooooooo

This is a cost that is fixed
between certain levels of
Ste p COSt production before changing,
e.g. factory rent might change
as a larger factory is required.

ooooooooooooo

Di reCt COSt A cost that can be completely

attributed to the production of
specific goods or services.
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Cut dotted horizontal lines. Fold vertical line. E



Financial accounting records

studyclix.ie
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Cut dotted horizontal lines. Fold vertical line.




