
Accounting Dictionary

A

Accelerated depreciation method = a depreciation method that provides for high 
depreciation expense in the first year of use an asset and a gradually declining expense 
thereafter.

Account = the form used to record additions and deductions for each individual asset, 
liability, owner’s equity, revenue, and expense.

Account form = the form of balance sheet with the asset section presented on the left-
hand side and the liabilities and owner’s equity sections presented on the right-hand.

Account payable = a liability created by a purchase made on credit.

Account receivable = a claim againts a customer for services rendered or goods sold on 
credit.

Accounting = the process of identifying, measuring, and communicating economic 
information to permit informed judgments and decisions by users of the information.

Accounting cycle = the sequence of basic accounting procedures during a fiscal period.

Accounting equation = the expression of relationship between assets, liabilities, and 
owner’s equity; it is most commonly stated as Assets = Liabilities + Owner’s equity.

Accounting period concept = an accounting principle that requires accounting reports be 
prepared at periodic intervals.

Accounting system = the methods and procedures used by a business to record and 
report financial data for use by management and external users.

Account payable subsidiary ledger = the subsidiary ledger containing the individual 
accounts with suppliers.

Account receivable subsidiary ledger = the subsidiary ledger containing the individual 
accounts with customers.

Account receivable turnover = the relationship between credit sales and account 
receivable. This ratio is computed by deviding net sales on account by the average net 
accounts receivable.

Accrual basis = a basis of accounting in which revenues are recognized in the period 
earned, and expenses are recognized in the period incurred in the process of generating 
revenues.

Accrued expenses = expenses that have been incurred but not paid. Sometimes called 
accrued liabilities.

Accrued revenues = revenues that have been earned but not collected. Sometimes called 
accrued assets.

Accumulated depreciation account = the contra asset account used to accumulated the 
depreciation recognized to date on plant assets.

Acid-test ratio = a ratio that measures the “instant” debt paying ability of a company. Also 
known as quick ratio.

Activity base = the measure used to allocate factory overhead. Also known as allocation 
base, or activity driver.

Activity drivers = am activity that if thought to cause a cost to be incurred. Used in 
analyzing and classifying cost behavior.

Activity-based costing = a cost allocation method that identifies activities causing the 
incurrence of cost and allocates these costs to products (or other cost objects) based upon 
activity bases (drivers).

Adjusted trial balance = the trial balance which is prepared after all the adjusting entries 
have been posted. Used to verify the equality of the total debit balances and total credit 
balances before preparing the financial statements.
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Adjusting entries = entries required at the end of an accounting period to bring the ledger 
up to date.

Adjusting process = the process of updating the accounts at the end of a period.

Administrative expenses (general expenses) = expenses incurred in the administration 
or general operations of a business.

Aging the receivables = the process of analyzing the accounts receivable and classifying 
them according to various age groupings, with the due date being the base point for 
determining age.

Allowance method = a method of accounting for uncollectible receivables, whereby 
advance provision for the uncollectible is made.

Amortization = the periodic expense attributed to the decline in usefulness of an 
intangible asset.

Annuity =  a series of equal cash flows at fixed intervals.

Appropriation = the amount of a corporation’s retained earning that has been restricted 
and therefore is not available for distribution to shareholders as dividends.

Assets = physical items (tangible) or rights (intangible) that have value and that are owned 
by the business entity.

Available-for-sale-security = a debt or equity security that is not classified as either a 
held-to-maturity or a trading security.

Average cost method = the method of inventory costing that is based on the assumption 
that costs should be charged against revenue in accordance with the weighted average unit 
costs of the items sold.

Average rate of return = a method of evaluating capital investment proposals that 
focuses on the expected profitability of the investment.

B

Balance scorecard = a set of financial and nonfinancial measures that reflect mutiple 
performance dimensions of a business.

Balance of the account = the amount of difference between the debits and the credits 
that have been entered into an account.

Balnce sheet = a financial statement listing the assets, liabilities, and owner’s equity of a 
business entity as of a specific date.

Bank reconciliation = the analysis taht details the items responsible for the difference 
between the cash balance reported in the bank statement and the balance of the cash 
account in the ledger.

Betterment = an expenditure thet increases operating efficiency or capacity for the 
remaining useful life of a plant asset.

Bond = a form of interest-bearing note employed by corporations to borrow on a long-term 
basis.

Bond indenture = the contract between a corporation issuing bonds and the bondholders.

Book value = the amount at which an asset or liability is reported on the balance sheet. 
Alsos called basis or carrying value.

Book value of a fixed asset = the difference between the balance of a fixed asset 
account and its related accumulated depreciation account.

Boot = the cash balance owned the selles when an old asset is traded for a new asset.

Bottleneck = an important consideration influencing production volumes and prices. 
Occurs at the point in the process where the demand for the company’s product exceeds 
the ability to produce the product.
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Break-even point = the level of business operations at which revenues and expired costs 
are equal.

Budget = an outline of a business’s future plans, stated in financial terms. A budget is used 
to plan and control operational departments and divisions.

Budget performance report = a report comparing actual results with budget figures.

Business = an organization in which basic resources (inputs), such as materials and labor, 
are assembles and processed to provide goods or services (outputs) to customers.

Business entity concept = the concept thet accounting applies to individual economic 
units and that each unit is separate from the persons who supply its assets.

Business stakeholder = a person or entity that has an interest in the economic 
performance of the business.

Business transaction = the occurence of an economic event or a condition that must be 
recorded in the accounting records.

C

Capital expenditures = costs that add to the usefulness of assets for more than one 
accounting period.

Capital expenditures budget = the budget summarizing future plans for acquiring fixed 
assets.

Capital investment anaysis = the process by which management plans, evaluates, and 
controls long-term capital investments involving property, plant, and equipment.

Capital leases = leases tha treat the leased assets as purchased assets in the accounts.

Capital rationing = the process by which management allocates available investment 
funds among competing capital investment proposals.

Carrying amount = the amount at which a long-term investment or a long-term liability is 
reported on the balance sheet.

Cash = coins, currency (paper money), checks, money orders, and money on deposit that is 
available for unresricted withdrawal from banks or other financial institutions.

Cash basis = a basis of accounting in which revenue is recognized in the period cash is 
received, and expenses are recognized in the period cash is paid.

Cash budget = one of the most important elements of the budgeted balance sheet. It  
presents the expected receipts (inflows) and payments (outflows) of cash for a period of 
time.

Cash dividend =  a cash distribution of earnings by a corporation to its shareholders.

Cash equivalents = highly liquid investments that are usually reported on the balance 
sheet with cash.

Cash flows from financing activities = the section of the statement of cash flows that 
reports cash flows from transactions affecting the equity and debt of the entity.

Cash flows from investing activities = the section of the statement of cash flows that 
reports cash flows from transactions affecting investments in noncurrent assets.

Cash flows from operating activities = the section of the statement of cash flows that 
reports the cash transactions affecting the determination of net income.

Cash payback period = the expected period of time that will elapse between the date of a 
capital expenditure and the complete recovery in cash (or equivalent) of the amount 
invested.

Cash payments journal = the special journal in which all cash payments are recorded.

Cash receipts journal = the special journal in which all cash receipts are recorded.
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Cash short and over account = an account which has recorded errors in cash sales or 
errors in making change causing the amount of actual cash on hand to differ from the 
beginning amount of cash plus the cash sales for the day.

Chart of accounts = the system of accounts that make up the ledger for a business.

Closing entries = entries necessary to eliminate the balances of temporary accounts in 
preparation for the following accounting period.

Common-size statement = a financial statement in which all items are expressed only in 
relative terms.

Common stock = the basic ownership class of corporate stock.

Comprehensive income = all changes in stockholders’ equity during a period, except 
those resulting from dividends and stockholders’ investments.

Consolidated financial statements = financial statements resulting from combining 
parent and subsidiary company statements.

Consolidation = the creation of a new corporation by the transfer of assets and liabilities 
from two or more existing corporations.

Continuous budgeting=  a method of budgeting that provides for maintaining a twelve-
month projection into the future.

Contra accounts = accounts that are offset against other accounts.

Contra asset= an account that affects an asset  account, such as the allowance for 
uncollectible accounts receivable or accumulated depreciation.

Contract rate = the interest rate specified on a bond; sometimes called the coupon rate of 
interest rate.

Contribution margin = sales less variable costs and variable selling and administrative 
expenses.

Contribution margin ratio = the percentage of each sales dollar that is available to cover 
the fixed costs and provide an operating income.

Controllable expenses = costs that can be influenced by the decisions of a manager.

Controllable variance = the difference between the actual amount of variable factory 
overhead cost incurred and the amount of variable factory overhead budgeted for the 
standard product.

Controller = the chief management accountant of a business.

Controlling  account = the account in the general ledger that summarizes the balances of 
the accounts in a subsidiary ledger.

Conversion costs = the combination of direct labor and factory overhead costs.

Copyright = the exclusive right to publish and sell a literary, artistic, or musical 
composition.

Corporation = a separate legal entity that is organized in accordance with state or federal 
statues and in which ownership is divided into shares of stock.

Cost = a disbursement of cash (or a commitment to pay cash in the future) for the purpose 
of generating revenues.

Cost  accounting system = a system used to accumulate manufacturing costs for 
financial reporting and decision-making purposes.

Cost  allocation = the process of assigning indirect cost to a cost object, such as a job.

Cost behavior = the manner in which a cost changes in relation to its activity base (driver).

Cost center = a decentralized unit in which the department or division manager has 
responsibility for the control of costs incurred and the authority to make decisions that 
affect these costs.
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Cost concept = the basis for entering the exchange price, or cost, into the accounting 
records.

Cost method = a method of accounting for an investment in common stock, by which the 
investor recognizes as income its share of cash dividends of the investee.

Cost of goods sold = the cost of manufactured product sold.

Cost of goods sold budget = a budget in which the desired ending inventory and the 
estimated beginning inventory data are combined with data from direct material budget., 
direct labor budget, and factory overhead cost budget.

Cost of merchandise sold = the cost of merchandise purchased by a merchandise 
business and sold.

Cost of production report = a report prepared periodically by a processing department, 
summarizing (1) the units for which the department is accountable and the disposition of 
those units and (2) the costs incurred by the department and the allocation of those costs 
between completed and incomplete production.

Cost per equivalent unit = the rate used to allocate costs between completed and 
partially completed production in a process costing system.

Cost price approach = an approach to transfer pricing that uses cost as the basis for 
setting the transfer price.

Cost variance = the difference between actual cost and the flexible budget at actual 
volumes.

Cost-volume-profit analysis = the systematic examination of the relationships among 
selling prices, volume of sales and production, costs, expenses, and profits.

Cost-volume-profit chart = a chart used to assist management in understanding the 
relationships among costs, expenses, and operating profit or loss.

Credit = (1) the right side of an account. (2) the amount entered on the right side of an 
account. (3) to enter an amount on the right side of an account.

Credit memorandum = the form issued by a seller to inform a buyer that a credit has 
been posted to the buyer’s account receivable.

Cumulative preferred stock = preferred stock that is entitled to current and past 
dividends before dividends may be paid on common stock.

Currency exchange rate = the rate at which currency to be converted to cash or sold or 
to used up, usually within a year or less, through the normal operations of a business.

Current liabilities = liabilitie that will be due within a short time (usually one year or less) 
and that are to be paid out of current assets.

Current ratio = a financial ratio that is computed by dividing current assets by current 
liabilities.

Currently attainable  standards = standards that represent levels of operation that can 
be attained with reasonable effort.

D

Debit = (1) the left side of an account. (2) the amount entered on the left side of an 
account. (3) to enter an amount on the left side of an account.

Debit  memorandum = the form issued by a buyer to inform a seller that a credit has 
been posted to the seller’s account payable.

Decentralization = the separation of business into more manageable operating units.

Declining-balance depreciation method = a method of depreciation that provides 
declining periodic depreciation expense over the estimated life of an asset.
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Deferred expenses = items that are initially recorded as assets but are expected to 
become expenses over time or through the normal operations of the business. Sometimes 
called prepaid expenses.

Deferred revenues = items that are initially recorded as liabilities but are expected to 
become revenues over time or through the normal operations of the business. Sometimes 
called unearned revenues.

Deficit = a debit balance in the retained earnings account.

Defined benefit plan = a pension plan that promises employees a fixed annual pension 
benefit at retirement, based on year of service and compensation levels.

Defined contribution plan = a pension plan that requires a fixed amount of money to be 
invested for the employee’s behalf during the employee’s working years.

Depletion = the cost of metal ores and other minerals removed from earth.

Depreciation = in a general sense, the decrease in usefulness of fixed assets other than 
land. In accounting, refers to the systematic allocation of a fixed asset’s cost to expense.

Depreciation expense = the portion of the cost of a fixed asset that is recorded as 
expense each year of its useful life.

Differential analysis = the area of accounting concerned with the effect of alternative 
courses of action on revenues and costs.

Differential cost = the amount of increase or decrease in cost expected from a particular 
course of action as compared with an alternative.

Differential revenue = the amount of increase or decrease in revenue expected from a 
particular course of action as compared with an alternative.

Direct labor cost = wages of factory workers who are directly involved in converting 
materials into a finished product.

Direct labor rate variance = the cost associated with the difference between the 
standard rate and the actual rate paid for direct labor used in producing a commodity.

Direct labor time variance = the cost associated with the difference between the 
standard hours and the actual hours of direct labor spent producing a commodity.

Direct material cost = the cost of materials that are an integral part of the finished 
product.

Direct material price variance = the cost associated with the difference between the 
standard price and the actual price of direct materials used in producing a commodity.

Direct materials purchases budget = a budget that uses the production budget as a 
starting point for determining the quantities of direct materials to purchase.

Direct materials quantity variance = the cost associated with the difference between 
the standard quantity and the actual quantity of direct materials used in producing a 
commodity.

Direct method=  a method of reporting the cash flows from operating activities as the net 
income from operations adjusted for all deferrals of past cash receipts and payments and all 
accruals of expected future cash receipts and payments.

Direct write-off method = a method of accounting for uncollectible receivables, whereby 
an expense is recognized only when specific accounts are judged to be uncollectible.

Discontinued operations = the operations of a business segment that has been disposed 
of.

Discount = the interest deducted from the maturity value of a note. The excess of the face 
amount of bonds over their issue price. The excess of par value of stock over its sales price.

Discount rate = the rate used in computing the interest to be deducted from the maturity 
value of a note.

Dishonored note receivable = a note that the maker fails to pay on its due date.
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Dividends per share = the cash dividends per common shares commonly used by 
investors in assessing alternative stock investment, computed by dividing dividends by 
number of shares of stock outstanding.

Dividend yield = the rate of return to stockholders in terms of cash dividend distributions.

Division = a decentralized organizational unit that is structured around a common function, 
product, customer, or geographical territory. Divisions can be cost, profit, or investment 
centers.

Doomsday ratio = the ratio of cash and cash equivalents to current liabilities.

Double-entry accounting = a system for recording transactions, based on recording 
increases and decreases in accounts so that debits always equal credits.

Drawing = the account used to record amounts withdrawn by an owner of a proprietorship.

E

Earnings per share (EPS) on common stock = the profitability ratio of net income 
avilable to common shareholders to the number of common shares outstanding.

Effective interest rate method = on method of amortizing a bond discount. Also known 
as the interest method.

Effective rate of interest = the market rate of interest when bonds are issued.

Electronic funds transfer (EFT) = a payment system that uses computerized information 
rather than paper (money, checks, etc) to affect a cash transaction.
Elements of internal control = the control environment, risk assessment, control activities, 
information and communication, and monitoring.

Employee fraud = the intentional act of deceiving an employer for personal gain.

Employee’s earnings record = a detailed record of each employee’s earnings.

Equity method = a method of accounting for investments in common stock, by which the 
investment account is adjusted for the investor’s share of periodic net income and dividends 
of the investee.

Equity security = a security that represents ownership in a business, such as stock in a 
corporation.

Equivalent units of production = the number of units that could have been completed 
within a given accounting period with respect to direct materials and conversion costs. 
Equivalent units are used to allocate departmental costs incurred during the period between 
completed units and in-process units at the end of the period.

Ethics = the moral principles that guide the conduct of individuals.

Expenses = assets used up or services consumed in the process of generating revenues.

Extraordinary items = events or transactions that are unusual and infrequent.

Extraordinary repair = an expenditure that increases the useful life of an asset beyond 
the original estimate.

F

Factory overhead cost = all of costs of operating the factory except for direct materials 
and direct labor.

FICA tax = federal insurance contributions act tax used to finance federal programs for old-
age and disability benefits (social security) and health insurance for the aged (Medicare).

Financial accounting = the branch of accounting that is concerned with the recording of 
transactions using GAAP for a business or other economic unit and with a periodic 
preparation of various statements from such records.

FASB = an authoritative body for the development of accounting principles.
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Finished goods inventory = the cost of finished products on hand that have not been 
sold.

Finished goods ledger = the subsidiary ledger that contains the individual accounts for 
each kind of commodity or product produced.

FIFO method = a method of inventory costing based on the assumption that the cost of 
merchandise sold should be charged against revenue in the order in which the costs were 
incurred.

Fiscal year = the annual accounting period adopted by a business.

Fixed assets = physical resources that are owned and used by a business and are 
permanent or have a long life.

Fixed costs = costs that tend to remain the same in amount, regardless of variations in the 
level of activity.

Flexible budget = a budget that adjusts for varying rates of activity.

FOB destination = terms of agreement between buyer and seller whereby ownership 
passes when merchandise is received by the buyer, and the seller pays the transportation 
costs.

Free cash flow = the amount of operating cash flow remaining after replacing current 
productive capacity and maintaining current dividends.

Fringe benefits = a variety of employee benefits that may take many forms, including 
vacations, pension plans, and health, life, and disability insurance.

Future value = the estimated worth in the future of an amount of cash on hand today 
invested at a fixed rate of interest.

G

General journal = the two-column form used for entries that  are otherwise not recorded in 
special journals.

General ledger = the primary ledger, when used in conjunction with subsidiary ledgers, 
that contains all of the balance sheet and income statement accounts.

GAAP = generally accepted guidelines for the preparation of financial statements.

Goal conflict = occurs when an employee’s self-interest differs from business objectives.

Goodwill = an intangible asset of a business due to such favorable factors as location, 
product superiority, reputation, and managerial skill.

Gross pay = the total earnings of an employee for a payroll period.

Gross profit = the excess of net sales over the cost of merchandise sold.

Gross profit method = a means of estimating inventory based on the relationship of gross 
profit to sales.

H

Held-to-maturity securities = investments in bonds or other debt securities that 
management intends to hold to their maturity.

High-low method = a technique that uses the highest and lowest total costs as a basis for 
estimating the variable cost per unit and the fixed cost component of a mixed cost.

Horizontal analysis = financial analysis that compares an item in a current statement with 
the same item in prior statement.

I

Income from operations (operating income) = the excess of gross profit over total 
operating expenses.
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Income statement = a summary of the revenues and expenses of a business entity for a 
specific period of time.

Income summary = the account used in the closing process for transferring the revenue 
and expense account balances to the retained earnings account at the end of the period.

Indirect method = a method of reporting the cash flows from operating activities as the 
net income from operations adjusted for all deferrals of past cash receipts and payments 
and all accruals of expected future cash receipts and payments.

Inflation = a period when prices in general are rising and the purchasing power of money is 
declining.

Intangible assets = long-lived assets that are useful in the operations of a business, are 
not held for sale, and are without physical qualities.

Internal controls = the detailed policies and procedures used to direct operations, ensure 
accurate reports, and ensure compliance with laws and regulations.

Internal rate of return method = a method of analysis of proposed capital investments 
that focuses on using present value concepts to compute the rate of return from the net 
cash flows expected from the investment.

Inventory shrinkage = loss of inventory due to shoplifting, employee theft, or errors in 
recording or counting inventory.

Inventory turnover = a ratio that measures the relationship between the volume of goods 
(merchandise) sold and the amount of inventory carried during the period.

Investment center = a decentralized unit in which the manager has the responsibility and 
authority to make decisions that affect not only costs and revenues but also the fixed assets 
available to the center.

Investments = the balance sheet caption used to report long-term investments in stock or 
bonds not intended as a source of cash in the normal operations of the business.

Investment turnover = a component of the rate of ROI, computed as the ratio of sales to 
invested assets.

Invoice = the bill provided by the seller (who refers to it as a sales invoice ) to a buyer (who 
refers to it as a purchase invoice) for items purchased.

J

Job cost sheet = an account in the WIP subsidiary ledger in which the costs charged to a 
particular job order are recorded.

Job  order cost system = a type of cost accounting system that provides for a separate 
record of the cost of each particular quantity of product that passes through the factory.

Journal = the initial record in which the effects of a transaction on accounts are recorded.

Journal entry = the form of recording a transaction in a journal.

Journalizing = the process of recording a transaction in a journal.

JIT processing = a processing approach that focuses on eliminating time, cost, and poor 
quality within manufacturing and nonmanufacturing process.

L

LIFO method = a method of inventory costing based on the assumption that the most 
recent merchandise costs incurred should be charged against revenue.

Ledger = the group of accounts used by a business.

Leverage = the tendency of the rate earned on  stockholder’s equity to vary from the rate 
earned total assets because the amount earned on asset acquired through the use of funds 
provided by creditors varies from the interest paid to these creditors.

Liabilities = debts owed to outsiders (creditors).
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Long-term liabilities = liabilities that are not due for a long time (usually more than one 
year).

Loss from operations = the excess of operating expenses over gross profit.

LCM method = a method of valuing inventory that reports the inventory at the lower its 
cost or current market value (replacement cost).

M

Managerial accounting = the branch of accounting taht uses both historical and 
estimated data in providing information taht management uses in conducting daily 
operation , in planning future operations, and in developing overall business strategies.

Managers = individuals who the owners have authorized to operate the business.

Manufacturing business = a type of business that changes basis inputs into products that 
are sold to individual costumers.

Manufacturing cells = a grouping of production processes where employees are cross-
trained to perform more than one function.

Margin of safety = the difference between current sales revenue and the sales at the BEP.

Market price approach = an approach to transfer pricing that uses the price at which the 
product or service transferred could be sold to outside buyers as the transfer price.

Markup = an amount that is added to a ‘cost’ amount to determine product price.

Master budget = the comprehensive budget plan encompassing all the individual budgets 
related to sales, COGS, operating expenses, capital expenditures , and cash.

Matching concept = the concept that expenses incurred in generating revenue should be 
matched against the revenue in determining the net income or net loss for the period.

Materiality concept = a concept of accounting that accounts for items that are deemed 
significant for a given size of operations.

Materials inventory = the cost of materials that have not yet entered into the 
manufacturing process.

Materials ledger = the subsidiary ledger containing the individual accounts for each type 
of material.

Materials requisitions = the form of electronic transmission used by a manufacturing 
department to authorize materials issuances from storeroom.

Maturity value = the amount due (face value plus interest) at the maturity or due date of 
note.

Merchandise inventory = merchandise on hand and available for sale to customers.

Merchandising business = a type of business that purchases products from other 
businesses and sells them to customers.

Merger = the combining of two corporations by the acquisition of the properties of one 
corporation by another, with the dissolution of one of the corporations.

Minority interest = the portion of a subsidiary corporation’s stock that is not owned by the 
parent corporation.

Mixed cost = a cost with both variable and fixed characteristics, sometimes called a semi 
variable or semi fixed cost.

Multiple-step income statement = an income statement with several sections,  
subsections, and subtotals.

N

Natural business year = a year taht ends when a business’s activities have reached the 
lowest point in its annual operating cycle.
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Negotiated price approach = an approach to transfer pricing that allows managers of 
decentralized units to agree (negotiate) among themselves as to the transfer price.

Net income = the amount by which revenues exceed expenses.

Net loss = the amount by which expenses exceed revenues.

Net pay = gross less payroll deductions; the amount the employer is obligated to pay the 
employee.

Net present value method = a method of analysis of proposed capital investments that 
focuses on the present value of the cash flows expected from the investments.

Net realizable value = the valuation of an asset at an amount equal to the estimated 
selling price les any direct cost of disposal.

Nonparticipating preferred stock = preferred stock with a limited dividend preference.

Notes receivable = a written promise to pay by the maker, representing an amount to be 
received by the payee.

Number of days’ sales in inventory = a measure of the length of time it takes to 
acquire, sell, and replace the inventory.

Number of day’s sales in receivable = an estimate of the length of time the accounts 
receivable have been outstanding.

Number of times the interest charges are earned = a ratio that measures the risk that 
interest payments to debt holders will continue to be made if earnings decrease.

O

Objectivity concept = requires that the accounting records and reports be based upon 
objective evidence.

Operating leases = leases that do not meet the criteria for capital leases and thus are 
accounted for as operating expenses.

Operating leverage = a measure of the relative mix of a business’s variable costs and 
fixed costs, computed as contribution margin divided by operating income.

Opportunity cost = the amount of income forgone from an alternative use of cash or its 
equivalent.

Other expense = an expense that cannot be traced directly to operations.

Other income = revenue from sources other than the primary operating activity of a 
business.

Outstanding stock = the stock that is in the hands of stockholders.

Over applied factory overhead = the amount of factory overhead applied in excess of 
the actual factory overhead costs incurred for production during a period.

Owner’s equity = the owner’s right to the assets of the business after the total liabilities 
are deducted.

P

Paid-in capital = the capital acquired from stockholders.

Par = the mmonetary amount printed on stock certificate.

Parent company = the company owning a majority of the voting stock of another 
corporation.

Partnership = an uncorparated business owned by two or more individuals.

Patents = exclusive rights to produce and sell goods with on or more unique features.

Payroll = the total amount earned by employees for a certain period.
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Payroll register = a multiclumn form used to assembly and summarize payroll data at the 
end of each payroll period.

Period costs = those cost that are used up in generating revenue during the current period 
and that are not involved in the manufacturing process. These costs are recognized as 
expenses on the current period’s income statement.

Periodic inventory system = a system of inventory accounting in which only revenue 
from sales is recorded each time a sale is made. The cost of merchandise on hand at the 
end of a period is determined by a detail listing (physical inventory) of the merchandise on 
hand.

Perpetual inventory system = a system of inventory accounting in which both revenue 
from sales and the cost of merchandise sold are recorded each time a sale is made, so that 
the records continually disclose the amount of the inventory on hand.

Petty cash fund = a special cash fund used to pay relatively small amounts.

Physical inventory = the detailed listing of merchandise on hand.

Pooling-of-interest method = a method of accounting for an affiliation of two 
corporations resulting from an exchange of voting stock of one corporation for substantially 
all the voting stock of the other corporation.

Post-closing trial balance = a trial balance prepared after all the temporary accounts 
have been closed.

Posting = the process of transferring debits and credits from a journal to the accounts.

Postretirement benefits = rights to benefits that employees earn during their term of 
employment for themselves and their dependents after they retire.

Predetermined factory overhead rate = the rate used to apply FOH costs to COGM. The 
rate is determined by dividing the budgeted overhead cost by the estimated activity usage 
at the beginning of the fiscal period.

Preferred stock = a class of stock with preferential rights over common stock.

Premium = the excess of the sales price of stock over its par amount.

Prepaid expenses = purchased commodities or services that have not been used up at the 
end of an accounting period.

Present value = the estimated worth today of an amount of cash to be received (or paid) 
in the future.

Present value concept = a concept in which cash to be received (or paid) in the future is 
worth less than the sam amount of money held today.

Present value index = an index computed by dividing the total present value of the NCF 
to be received from a proposed capital investment by the amount to be invested.

PV of an annuity = the sum of PV of a series of equal CF to be received at fixed intervals.

P/E ratio = the ratio, often called the P/E ratio, computed by dividing the marker price per 
share of common stock at a specific date by the company’s earnings per share on common 
stock.

Prior-period adjustments = corrections of material errors related to a prior period or 
periods, excluded from the determination of NI.

Proceeds = the net amount available from discounting a note.

Process cost system = a type of cost accounting system that accumulates costs for each 
of the various departments or processes within a manufacturing facility.

Process manufactures = manufacturers that use machines to process continuous flow of 
raw materials through various stages of completion into a finished state.

Product cost concept = a concept used in applying the cost-plus approach to product 
pricing in which only the costs of manufacturing the product, termed the product cost, are 
included in the cost amount to which the markup is added.
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Product costs = the three components of manufacturing cost: DM, DL, and FOH.

Production budget = a budget of estimated production.

Profitability = the ability of s firm to earned income.

Profit center = a decentralized unit in which the managers has the responsibility and the 
authority to make decisions that affect both costs and revenues (and thus profits).

Profit margin = a component of the rate of return on investment, computed as the ratio of 
income from operations to sales.

Profit-volume chart = a chart used to assist management in understanding the 
relationship between profit and volume.

Promissory note = a written promise to pay a sum in money on demand or at definite 
time.

Property, plant, and equipment = fixed, or plant, assets that include equipment, 
machinery, buildings, and land.

Proprietorship = a business owned by one individual.

Purchase method = the accounting method employed when a parent company acquires a 
controlling share of the voting stock of a subsidiary other than by the exchange of voting 
common stock.

Purchases discounts = an available discount taken by a buyer for early payment of an 
invoice.

Purchases journal = the special journal in which all items purchased on account are 
recorded.

Purchases returns and allowances = reductions in purchases, resulting from 
merchandise being returned to the seller or from merchandise being returned to the seller 
or from seller’s reduction in the original purchase price.

Q

Quick ratio = a financial ratio that measures the ability to pay current liabilities within a 
short period of time.

Quick assets = the sum of cash, receivables, and marketable securities.

R

Rate earned on common stockholder’s equity = a measure of prfitability computed by 
dividing net income, reduce by preferred dividend requirements, by common stockholder’s 
equity.

Rate earned on stockholder’s equity = a measure of profitability computed by dividing 
net income by total stockholder’s equity.

Rate earned on total assets = a measure of the profitability of asset , computed as net 
income plus interest expense divided by total average assets.

Rate of return on investment = a measure of managerial efficiency in the use of 
investment in assets, computed as income from operations divided by invested assets.

Ratio of fixed assets to long-term liabilities = a financial ratio that provides a measure 
indicating the margin of safety to creditors.

Ratio of liabilities to stockholder’s equity = the relationship between the total claims 
of the creditors and owners.

Ratio of net sales to assets = a profitability measure that shows how effectively a firm 
utilizes its assets.

Receivables = all money claims against other entities, including people, business firms, 
and other organizations.
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Receiving report = the form of electronic transmission used by the receiving personnel to 
indicate that materials have been received and inspected.

Relevant range = the range of activity over which changes in cost are of interest to 
management.

Report form = the form of balance sheet with the liabilities and owner’s equity sections 
presented below the assets section.

Residual income = the excess of  income from operations over a “minimum” amount of 
desired income from operations.

Residual value = the estimated recoverable cost of a depreciable assets as of the time of 
its removal from service.

Responsibility accounting = the process of measuring and reporting operating data by 
areas of responsibility.

Responsibility center = an organizational unit for which a manager is assigned 
responsibility for the unit’s performance.

Retail inventory method = a means of estimating inventory based on the relationship of 
the cost and the retail price of merchandise.

Retained earnings = net income retained in a corporation.

Revenue = the gross increase in owner’s equity as a result of business and professionals 
activities that earned income.

Revenue expenditures = expenditures that benefit only the current period.

Revenue journal = the special journal in which all sales of services on account are 
recorded.

Revenue recognition concept = the principle by which revenues are recognized in the 
period in which they are earned.

S

Sales budget = one of the major elements of the income statement budget that indicates 
the quantity of estimated sales and the expected unit selling price.

Sales discounts = an available discount granted by a seller for early payment of an 
invoice; a contra account to sales.

Sales mix = the relative distribution of sales among the various products available for sale.

Sales returns and allowances = reductions in sales, resulting from merchandise being 
returned by customers or from the seller’s reduction in the original price; a contra account 
to sales.

Selling expenses = expenses incurred directly in the sale of merchandise.

Services businesses = a business providing services rather than products to customers.

Service department charges = the costs of services provided by an internal service 
department and transferred to responsibility center.

Single-step income statement = an income statement in which the total of all expenses 
is deducted in one step from the total of all revenues.

Sinking fund = assets set aside in a special fund to be used for a specific purpose.

Slide = the erroneous movement of all digits in a number, one or more spaces to the right 
or the left, such as writing $542 as $5,240.

Solvency = the ability of a business to pay its debts.

Special journals = journals designed to be used for recording a single type of transaction.

Standard cost = a detailed estimate of what a product should cost.
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Standard cost systems = accounting systems that use standards for each element of 
manufacturing cost entering into the finished product.

Stated value = a value approved by the board of directors of a corporation for no-par 
stock. Similar to par value.

Statement of cash flows = a summary of the major cash receipts and cash payments for 
a period.

Statement of owner’s equity = a summary of the changes in the owner’s equity of 
business that have occurred during a specified period of time.

Statement of stockholder’s equity = a summary of the changes in the stockholder’s 
equity of a corporation that have occurred during a specified period of time.

Static budget = a budget that does not adjust to changes in activity levels.

Stock = shares of ownership of a corporation.

Stock dividend = distribution of a company’s own stock to its shareholders.

Stock split = a reduction in par or stated value of a share of common stock and the 
issuance of a proportionate number of additional shares.

Stockholders = the owners of a corporation.

Stockholder’s equity = the equity of the stockholder’s of a corporation.

Straight-line depreciation method= a method of  depreciation that provides for equal 
periodic depreciation expense over the estimated life of an asset.

Subsidiary company = the corporation that is controlled by apparent company.

Subsidiary ledger = a ledger containing individual accounts with a common characteristic.

Sum-of-the-years-digits depreciation method = a method of depreciation that provides 
for declining periodic depreciation expense over the estimated life of an asset.

Sunk cost = a cost that is not affected by subsequent decisions.

T

T account = a form of account resembling the letter T, showing debits on the left and 
credits on the right.

Target cost concept = a concept used to design and manufacture a product at a cost that 
will deliver a target profit for a given market-determined price.

Taxable income = the base on which the amount of income tax is determined.

Temporary accounts = revenue, expense, or income summary accounts that are 
periodically closed, nominal accounts.

Temporary differences = differences between income before income tax and taxable 
income created by items that are recognized in one period for income statement purposes 
and in another period for tax purposes. Such differences reverse, or turn around, in later 
years.

Temporary investments = investments in securities that can be readily sold when cash is 
needed.

Theoretical standards = standards that represent levels of performance that can be 
achieved only under perfect operating conditions.

Theory of constraints (TOC) = a manufacturing strategy that attempts to remove the 
influence of bottlenecks (constraints) on a process.

Time tickets = the form on which the amount of time spent by each employee and the 
labor cost incurred for each individual job, or for factory overhead, are recorded.

Time value of money concept = the concept that an amount of money invested today 
will earn income.
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Total cost concept = a concept used in applying the cost-plus approach to product pricing 
in which all the costs of manufacturing the product plus the selling and administrative 
expenses are included in the cost amount to which the markup is added.

Trade discounts = special discounts from published list prices offered by sellers to certain 
classes of buyers.

Trade-in allowance = the amount a seller grants a buyer for a fixed asset that is traded in 
for a similar asset.

Trademark = a name, term, or symbol used to identify a business and its products.

Trading security = a debt or equity security that management intends to actively trade for 
profit.

Transfer price = the price charged one decentralized unit by another for the goods or 
services provided.

Transposition = the erroneous arrangement of digits in a number, such as writing $542 as 
$524.

Treasury stock = a corporation’s issued stock that has been reacquired.

Trial balance = a summary listing of the titles and balances of the accounts in the ledger.

Two-column journal = an all-purpose general journal.

U

Uncollectible accounts expense = the operating expense incurred because of the failure 
to collect receivables.

Under applied factory overhead = the amount of actual factory overhead in excess of 
the factory overhead applied to production during a period.

Unearned revenue = the liability created by receiving cash in advance of providing goods 
or services.

Unit contribution margin = the dollars available from each unit of sales to cover fixed 
costs and provide operating profits.

Unit of measure concept = a concept of accounting that requires that economic data be 
recorded in dollars.

Units-of-production depreciation method = a method of depreciation that provides for 
depreciation expense based on the expected productive capacity of an asset.

Unrealized holding gain or loss = the difference between the fair market values of the 
securities and their cost.

V

Variable cost concept = a concept used in applying the cost-plus approach to product 
pricing in which only the variable costs are included in the cost amount to which the markup 
is added.

Variable costing = the concept that considers the cost of products manufactured to be 
composed only of those that increase or decrease as the volume of production rises or falls 
(direct materials, direct labor, and variable factory overhead).

Variable cost = costs that vary in total dollar amount as the level of activity changes.

Vertical analysis = an analysis that compares each item in a current statement with a 
total amount within the statement.

Volume variance = the difference between the budgeted fixed overhead at 100% of 
normal capacity and the standard fixed overhead for the actual production achieved during 
the period.

Voucher = a document that serves as evidence of authority to pay cash.

Voucher system = records, methods, and procedures used in verifying and recording 
liabilities and paying and recording cash payments.
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W

Working capital = the excess of the current assets of a business over its current liabilities.

Work in process inventory = the direct materials costs, the direct labor costs, and the 
applied factory overhead costs that have entered into the manufacturing process, but are 
associated with products that have not been finished.

Work sheet = a working paper used to summarize adjusting entries and assist in the 
preparation of financial statements.

Y

Yield = a measure of materials usage efficiency; it measures the ratio of the materials 
output quantity to the materials input quantity. Yields less than 1.0 are the result of 
materials losses in the process.

Z

Zero-based budgeting = a concept of budgeting that requires all levels of management to 
start from zero and estimate budget data as if there had been no previous activities in their 
unit.
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