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This document provides all the key vocabulary terms presented in this course in one convenient place. The terms are listed alphabetically; the lesson number identifies the first time a term is introduced in the course. To use the words only from a particular lesson, please see the Key Vocabulary resource included in the Teacher Resources document for that lesson.
	Term
	Definition
	Lesson #

	accounting
	The established system of keeping track of economic resources such as money, buildings, equipment, and products. Also, accounting records the results of the operations of a business to show managers and owners if a business is worth continuing.
	1

	accounting cycle
	The process of recording financial transactions:
Collect and verify source documents
Journalize transactions
Post journal transactions to ledger
Prepare a trial balance
Prepare financial statements
Prepare, journalize, and post closing entries
Prepare the post-closing trial balance
	4

	accounting equation
	Assets = Liabilities plus Owner’s Equity (A = L + OE). This is the same as the balance sheet equation.
	4

	accounting fraud
	A specific type of fraud that involves misrepresenting the truth on any one of the financial statements, either by lying or by omitting important information causing loss to another.
	3

	accounting in government agencies
	Accountants who work for a government agency and are paid by the government at the local, state, or federal level.
	16

	accounting in investment banking
	Investment banker who comes up with ways for clients to make more money in the stock and bond markets, contribute to prospectuses, analyze performance of companies, and prepare documents for mergers, acquisitions, debt, and equity deals.
	16

	accounts payable



	The amount of money owed to others for goods or services bought on credit.
	4

	accounts receivable
	The money owed to a company for services rendered or goods purchased by customers on credit.
	4

	American Institute of Certified Public Accountants (AICPA)
	The professional organization that CPAs may join. The AICPA creates and administers the CPA exam and nurtures CPA professional practice.
	3

	assets
	The money and things a company owns or controls.
	4

	associate’s degree (or AA or AS)
	An academic degree given in arts (AA) or science (AS) for successful completion of some courses of study at a two-year college.
	17

	audit trail
	The sequence of detailed transactions, including the source documents, that supports accounting entries. An audit trail provides a clear path of transactions that a reviewer can follow in order to understand specific accounting activity.
	5

	audit/auditor
	An analysis of a company’s financial statements to verify their accuracy. Opinions may be favorable or unfavorable depending on the outcome. An internal auditor works for the company. An external auditor is hired from outside the company.
	15

	bachelor’s degree (or BA or BS)
	An academic degree in the arts (BA) or science (BS) typically requiring four years of study, conferred on someone who has successfully completed undergraduate studies.
	17

	balance sheet
	A statement that lists the assets, liabilities, and owner’s equity. It displays a company’s collateral and liquidity at a point in time.
	8

	balance sheet equation
	Assets = Liabilities + Owner’s Equity
	8

	BBA
	Bachelor of business administration.
	17

	beginning capital balance
	This balance indicates the book value of the owner’s investment (or share of the business) at the beginning of the statement period. The ending capital balance of a previous SCOE becomes the beginning capital balance on the subsequent SCOE.
	7

	book value
	The amount of money that an asset on the balance sheet is officially worth based on its age, style, and condition.
	4

	BSBA
	Bachelor of science in business administration.
	17

	budgeting
	The process of predicting revenue and expenses for comparison purposes. If expectations aren’t met, an investigation may take place to reveal the cause of the discrepancy. Conversely, budgeting is planning for each dollar received so the money can be used effectively and to avoid overspending.
	14

	business forms (also called business structures)
	The particular ways a business can be set up legally. These include sole proprietorship, partnership, corporation, and limited liability company (LLC).
	2

	business types
	The industries in which businesses operate. These include manufacturing, merchandising, and service.
	2

	capital
	The total of cash and other assets put into the business by the owner.
	4

	cash flow
	The movement of cash into and/or out of a company.
	4

	chart of accounts
	The list of accounts unique to a specific company based on its business. These accounts are used to track dollar amounts coming into and going out of a company.
	4

	closed accounts
	Accounts that have been brought to a zero balance at the end of an accounting period.
	9

	closing entries
	Entries made in the journal at the end of the accounting period to set the balance of temporary accounts to zero to begin the next accounting period.
	9

	closing the books
	The process of bringing a zero balance to all temporary accounts by crediting debit balances and debiting credit balances and transferring those balances to the capital account.
	9

	CMA
	Certified Management Accountant.
	17

	collateral
	Assets held by a company but pledged to a lender to secure a loan; in cases where the company doesn’t honor its debt, the lender can take possession of collateralized assets.
	8

	college
	An institution of higher learning that offers undergraduate programs, usually of a four-year duration, that lead to a bachelor’s degree in the arts or sciences (BA or BS).
	17

	compound entry
	When a journal entry has more than one debit or more than one credit.
	9

	controls
	Policies and procedures companies follow to safeguard their assets.
	14

	corporation
	A business that is separate and apart from any other business or person. One or more people may own a corporation. The owners are protected from personal liability.
	2

	CPA
	Certified Public Accountant.
	17

	credit
	The right-hand column of accounting journals and ledgers.
	4

	creditor (see liabilities)
	A person (or company) who lends money to an entity with the intent of being repaid with interest.
	4

	current assets
	Assets expected to be used up or converted into cash within the next 12 months.
	12

	current liabilities
	Liabilities expected to be paid within the next twelve months. Includes the current portion of long-term liabilities.
	12

	current ratio
	Current Assets ÷ Current Liabilities
A liquidity ratio used usually to analyze unhealthy companies. It is an indication as to whether a company is able to meet its short-term obligations.
	12

	DEAD COIL
	The acronym used to remember which debit and credit accounts get increased (Debit: Expenses, Assets, Drawings [withdrawals]; Credit: Owner’s equity [capital], Income [revenue], Liabilities. By default, the accounts which don’t get increased by debits get decreased. 
	4

	debit
	The left-hand column of accounting journals and ledgers.
	4

	decision maker
	A stakeholder who has a vested interest in the business, including managers, investors, and creditors.
	13

	doctorate (PhD)
	The highest earned academic degree conferred by a university; a PhD is a doctor of philosophy rather than a doctor of medicine, which is an MD.
	17

	double-entry accounting
	A method of accounting in which every transaction affects at least two accounts with offsetting debits and credits. The total effect impacts the debits the same amount as the credits.
	4

	ending capital balance
	This balance indicates the book value of the owner’s investment (or share of the business) at the end of the statement period. This amount must match the owner’s equity balance on the balance sheet. The ending capital balance of a previous SCOE becomes the beginning capital balance on the subsequent SCOE.
	7

	entity
	A distinct thing such as a company, a firm, or a business.
	2

	entry level
	A position that doesn’t require prior work experience, making it suitable for someone who is new to the field, or has just graduated, and is looking for a first job.
	16

	executives
	Top managers who run the company and are responsible for its success or failure.
	3

	expenses
	The money that’s spent by a company to continue its business activities and operations. 
	4

	financial accountant
	Accountant who produce financial statements based on GAAP principles, providing information about a business entity for decision-making, planning, and performance evaluation purposes, as well as to ensure regulatory requirements are being met.
	16

	Financial Accounting Standards Board (FASB)
	A private nonprofit board that establishes specific rules and regulations for recording economic events in an accounting system.  
	3

	financial aid
	Monetary assistance in the form of scholarships, grants, and loans offered to students to attend a school.
	17

	financial statement
	A report that tells a story about economic resources coming in and going out of a business. No one report tells the whole story.
	1

	fixed assets
	Assets expected to last more than one year. Typically these include land, equipment, furniture, and vehicles.
	12

	forensic audit
	An external audit that is performed in response to allegations of wrongfully reporting financial results. Suitable for a court of law.
	15

	fraud
	Misrepresenting the truth, cheating, or deceiving others on purpose.
	3

	general ledger
	The log that contains a record of each account. It’s prepared after the general journal and before the trial balance.
	5

	generally accepted accounting principles (GAAP)
	Guidelines that accountants consistently use to prepare financial statements, making multiple statements comparable to one another.
	3

	government accountant
	Accountant who works for a government agency and is paid by the government at the local, state, or federal level.
	16

	graduate school
	Postundergraduate education, usually in pursuit of a master’s degree, a doctorate, or a professional degree.
	17

	horizontal analysis
	Method of comparing each account from a company’s same financial statements over two or more accounting periods. Analysis is based on trends observed and compared to industry averages. This analysis is broad. Also referred to as time series analysis.
	10

	income (see revenue)
	Money earned for goods or services provided to customers.
	4

	income statement
	A statement that itemizes the revenue and expenses, and computes the net income or loss for a period of time. Also referred to as a profit and loss statement, a P&L, or a statement of earnings.
	6

	income statement equation
	Revenue – Expenses = Net Income (or Net Loss)
	6

	independent verification
	The practice of having one employee check the work of another employee who either has access to the assets or records the journal entries.
	14

	internal controls
	Policies and procedures companies follow to safeguard their assets from employee theft.
	14

	Internal Revenue Service (IRS)
	The government agency that collects taxes and enforces tax laws.
	3

	International Financial Reporting Standards (IFRS)
	A set of accounting rules and regulations used throughout the world (with the notable exception of the United States) in order to ease the process of  comparing financial statements between companies in different countries.
	3

	investment banking accountant
	Investment banker who comes up with ways for clients to access capital in the stock and bond markets, contribute to prospectuses, analyze performance of companies, and prepare documents for mergers, acquisitions, debt, and equity deals.
	16

	investments
	Money or assets owned personally by the business owner and put into the business for business use.
	4

	investor
	A person (or company) who becomes part owner of a company by investing money or capital with the intent of earning a return on the investment.
	13

	journal
	A record of financial transactions listed chronologically in a log.
	4

	liabilities (see creditor)
	The money a company owes.
	4

	limited liability company (LLC)
	A business form that combines the limited personal liability of a corporation with the tax benefits of a partnership or a sole proprietorship.
	2

	Liquidity
	The ability to convert an asset to cash quickly.
	12

	long-term liabilities
	Liabilities expected to be paid after one year.
	12

	major
	The subject, theme, or professional field in which students choose to specialize during their education.
	17

	manager
	A person who helps steer the direction of the company and reports to the owner.
	13

	managerial accountants
	Accountants who work directly for the firm that hires them. They’re often part of executive management and may perform all or some of the following: record and analyze financial information, investigate the feasibility of potential new financial products, budget company performance, manage costs, manage assets, perform cost analysis, and conduct performance evaluations. They provide reports for management, the public, creditors, and tax authorities.
	16

	manufacturing company
	A company that produces goods. Usually manufacturers produce wholesale goods to sell to retailers (or merchandisers) who then sell the goods to the public for a markup.
	2

	master’s degree (MA)
	A graduate degree typically requiring two or three years of study beyond a bachelor’s degree; an academic degree higher than a bachelor’s but lower than a doctorate.
	17

	MBA
	Master of business administration; an advanced university degree in business studies.
	17

	merchandising company
	A company that sells ready-made products purchased from a manufacturer to its customers.
	2

	minor
	A secondary specialization; a student might take 30 or more credits in a major, whereas a minor might require only between 10 and 15 units.
	17

	net income
	Net income occurs when a company’s revenues exceed its expenses.
	6

	net loss
	Net loss occurs when a company’s expenses exceed its revenue.
	6

	notes payable
	The money a company owes another beyond a year, usually in exchange for a product or service.
	4

	owner’s equity
	The book value of the owner’s investment in his or her company.
	4

	partnership
	A business that is owned by two or more people. The owners have personal liability for the actions of the company. Partnership income is taxed at the partner level, with each partner including his or her share of partnership income on his personal tax return. The partnership does not pay a separate income tax.
	2

	permanent accounts
	Assets, liabilities, and capital. Permanent accounts are not closed at the end of the accounting period. The balances are carried forward to the beginning of the next accounting period.
	9

	post-closing trial balance
	A list of permanent accounts that carry balances over to the next period. The post-closing trial balance verifies that the general ledger is still in balance after closing entries have been posted.
	9

	posting
	The process of transferring amounts from the general journal to the general ledger.
	5

	postsecondary education
	Education pursued after high school (secondary school).
	17

	principle of consistency
	Principle that requires the same accounting rules be followed at all times. 
	3

	principle of continuity
	Principle that assumes the business is in business for the long haul and is not expected to be interrupted or to close down in the short run.
	3

	principle of noncompensation
	Principle that prohibits adding fake positive items on financial statement to counterbalance real negative items.
	3

	principle of periodicity
	Principle requiring that accounting should be split into periods of the same time length and each transaction should be accounted for in a given period; long-run events might have to be split across many periods if necessary.  
	3

	principle of permanence of methods
	Principle requiring that the same accounting methods and format of statements should be used over time so they can be compared.
	3

	principle of prudence
	Principle that declares that preparers of statements must use caution when recording transactions and err on the side of financial carefulness.
	3

	principle of regularity
	Principle that requires that the same accounting rules be followed over time. Same as principle of consistency.
	3

	principle of sincerity
	Principle that says that statements must be presented honestly and accurately at all times.
	3

	private industry accountant
	Managerial accountant who works for a company and is responsible for recording and reporting accurately the financial status of that company.
	16

	profit and loss (P&L) statement
	Another name for the income statement.
	6

	public accountants (also financial accountant)
	Accountants hired by others to perform auditing, tax, consulting, and other accounting functions. They’re considered outside, or external, accountants—that is, they work for an organization other than the one for whom they are performing accounting duties.
	16

	Public Company Accounting Oversight Board (PCAOB)
	Corporation started by Congress that oversees the audits of public companies.
	3

	return on sales (ROS) ratio (or net income margin)
	Net Income ÷ Sales (or Revenue) = Return on Sales (ROS)
The ROS ratio compares how much a company kept (net income) out of how much the company earned (revenue).
	10

	revenue (see income)
	The money that’s earned from a company’s business activities.
	4

	rotation of duties
	Different people taking turns doing the same job so that a fresh pair of eyes might notice discrepancies.
	14

	Securities and Exchange Commission (SEC)
	The government agency that regulates securities (stocks and bonds), enforces accounting laws, and dictates financial reporting rules.
	3

	segregation of duties
	Separating responsibilities among employees so that people in jobs who handle cash, inventory, or other assets are different from the people who account for those assets. This also applies to liabilities.
	14

	service company
	A company that sells a service rather than a tangible product to its customers.
	2

	slide error
	An accounting error that misplaces the decimal in a number—for example, when someone records $180 instead of $1,800. Slide errors are also referred to as decimal slips.
	5

	sole proprietorship
	A business that is owned by one person or a married couple. The owner has personal liability for the company.
	2

	source documents
	The paper trail that provides evidence that money or capital came into or left the company. Source documents may include receipts, invoices, bills, cancelled checks, etc.
	4

	stakeholder
	Anyone who can be affected by an organization's actions, including managers, employees, customers, vendors, creditors, owners, and even the general public.
	1

	statement of changes in owner’s equity (SCOE)
	A statement that portrays how much the owner invested (contributed or put in), how much the owner withdrew (took out), and how much net income (or net loss) the company generated during a certain statement period. It represents how the book value of the owner’s share of the business increased or decreased for a period of time.
	7

	statement of changes in owner’s equity equation
	Beginning Capital Balance + Investments + Net Income (or – Net Loss) – Withdrawals = Ending Capital Balance
	7

	T account
	An informal term for financial records that use double-entry accounting. The term describes the appearance of the accounting entries; if a large T is drawn on a page, the account title appears just above the T, debits are listed under the top line of the T on the left side, and credits appear below the top line of the T on the right side. 
	4


	tax
	A government enforced contribution of money typically based on some measure of value. Taxes are used to pay for community services such as schools, roads, social security, court systems, and police.
	3

	taxonomy
	A categorized list of terms that is related to a particular topic.
	1

	temporary accounts
	Revenue, expense, and withdrawals accounts. These accounts accumulate financial data for one fiscal year.
	9

	transaction
	An exchange (e.g., fee for service, money for tangibles or things, donations, contributions) that reflects a transfer of economic value that must be recorded.
	4

	transposition error
	An accounting error in which the digits of a number are switched—for example, when someone records 53 instead of 35. Transposition errors can frequently be diagnosed by looking for errors that are divisible by nine. 
	5

	trial balance
	A list of all the accounts and their balances. Most information needed for preparing the various financial statements is noted on this single page.
	5

	undergraduate
	A university student who has not yet received a first degree.
	17

	unit
	A value that indicates the amount of college credit assigned to a course. In many cases, one hour of lecture a week equals one unit of credit. Units are used to determine whether a student is full time or part-time and may also be a part of scholarship requirements. Also known as credit hours.
	17

	university
	An educational institution that usually maintains one or more four-year undergraduate colleges (or schools) with programs leading to a bachelor degree, a graduate school of arts and sciences awarding master and doctoral degrees (PhDs), and graduate professional schools.
	17

	vertical analysis
	Method of comparing each section of an income statement as a percentage of total revenues. For example, the whole revenue section of the income statement is 100%. Vertical analysis also shows where revenue is coming from and where it is being spent. A comparison with industry averages is also informative. This analysis is deep. Also referred to as common size analysis.
	10

	withdrawals
	Cash or other assets taken out of the business by the owner.
	4

	working capital
	Current Assets – Current Liabilities
An indication of liquidity that shows how much of a cushion there is to pay short-term bills. In case all the expected income doesn’t materialize, there needs to be some short-term assets available to cover the short-term liabilities.
	12
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