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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. Please see the Key Vocabulary resource included in the Teacher Resources document for that lesson to use the words only from a particular lesson.
	Term
	Definition
	Lesson #

	accounting
	The theory and system of setting up, maintaining, and auditing the financial books of a firm; art of analyzing the financial position and operating results of a business house from a study of its sales, purchases, overhead, and so forth.
	2

	accounts receivable turnover ratio
	An asset management ratio that shows the number of times a company’s accounts receivable is collected annually. This ratio can be calculated by dividing net sales on account by the accounts receivable amount.
	12

	actuals
	The actual revenue earned and expenses incurred during a specific period of time.
	13

	asset management ratios
	Ratios that measure a company’s efficiency in managing its assets. The accounts receivable turnover ratio and the merchandise inventory turnover ratio are examples of asset management ratios.
	12

	balance sheet
	A statement that lists the assets, liabilities, and stockholders’ equity. It displays a company’s collateral, liquidity, and net worth.
	11

	base activity
	The cost most closely proportional to factory overhead costs. Accountants calculate factory overhead costs by multiplying the base activity by a set percentage. 
	10

	break-even analysis
	The process of reviewing the break-even point and the relationship between costs, volume, and profit to determine how many units must be sold to make a net income. 
	7

	break-even point
	The amount of sales required to cover all costs at which net income is zero.
	7

	budget 
	The written financial plan for a business, including estimated income and expenses for a given period, usually spanning a year.
	3

	budgeted income statement
	A projection of the revenues, expenses, and net income for a fiscal year. 
	4

	budget process
	The six steps companies complete when making a budget: analyzing previous years’ data; locating budget information; setting goals for the next fiscal year; developing a plan to meet the goals; forecasting the effects of the budget decisions; and monitoring, evaluating, and updating the budget as needed.
	3

	budget schedule
	A detailed financial statement of one segment of a business over a period of time. Budget schedules are used to create budgeted income statements. 
	4

	budget variance report
	A comparison of a budgeted income statement to actual results. Managers use this to create more accurate future budgets as well as to make operational corrections midyear, if necessary, to improve the results for the remainder of the year.  
	4

	cash budget
	The projected inflow and outflow of money for a specific period of time. 
	5

	cash flow statement
	A financial statement that provides data about all sources of cash inflows as well as what a company spends its money on. The cash flow statement provides investors and other interested parties with a quick way to see if a company is financially stable. 
	11

	cash payments budget schedule
	The budget schedule that projects the outflow of cash for merchandise, operating expenses, and any other payment of cash.
	5

	cash receipts budget schedule
	The budget schedule that projects the inflow of money from cash sales and money received on account, and any other receipt of cash.
	5

	comparative income statement
	An income statement that shows sales, costs, and expenses for two consecutive years. Managers use comparative income statements to identify trends and improve future performance. 
	4

	component percentage
	Depicts the relationship between each item on a financial statement to one major item. The calculation process is referred to as vertical analysis.
	11

	contingency plan
	A plan or procedure to follow in case an existing plan or procedure fails. 
	3

	contribution margin
	The difference between the net sales and the variable costs. The contribution margin shows the amount of money a business has available to pay its fixed costs and contribute to net income. 
	6

	contribution margin per unit
	The total contribution margin divided by the number of units sold. It shows how much money per unit is left to pay a business’s fixed costs and provide net income. The contribution margin per unit also provides useful information when comparing the profitability of different product lines. 
	6

	conversion costs
	The combination of direct labor and factory overhead costs used in process costing. 
	10

	cost accounting
	The process of collecting and reporting the direct materials, direct labor, and factory overhead costs related to producing a good or service. 
	9

	cost of merchandise sold
	The costs that go into creating the products that a company sells. Only costs directly related to the production of the products are included. Also referred to as cost of goods sold.
	5

	cost sheet
	The form used in job-order costing to record and calculate direct materials costs, direct labor costs, and factory overhead costs in order to determine per unit cost. 
	10

	days sales outstanding
	The number of days it takes for a company to receive payment. It is calculated by dividing the number of days in a year (365) by the accounts receivable turnover ratio.
	12

	debt ratio
	A general term that is used to measure a company’s debt in relation to its assets. The debt to total assets ratio and the debt to equity ratio are two examples of debt ratios. 
	12

	debt to equity ratio
	A debt ratio that measures a company’s financial leverage. It shows the proportion of debt to equity used in financing the company’s assets.. This ratio can be calculated by dividing total liabilities by total stockholders’ equity.
	12

	debt to total assets ratio
	A debt ratio that shows how much of a company’s assets have been financed through debt. It can be calculated by dividing the total liabilities by total assets.
	12

	direct labor
	The labor costs directly required to produce a product. For example, the salary and benefits of those employees who are working directly on producing a product are considered direct labor.
	9

	direct materials
	All of the significant materials that are an integral part of the finished product.
	9

	entry-level position
	Position in an industry or field that is the first step on a career ladder. An entry-level position may require some combination of skills, experience, education, or character traits.
	14

	equivalent units
	The number of completed units in a specific period  of time in process accounting. 
	10

	factory overhead
	All of the costs required to manufacture a finished product that are not related to the direct materials or direct labor costs. Examples include maintenance of the factory and utilities.
	9

	factory overhead rate
	The percentage of costs other than direct material and direct labor costs allocated to production of an item. It is determined by dividing the estimated factory overhead costs by the direct labor costs. 
	10

	financial accounting
	Reports that follow GAAP and provide a financial summary of an organization’s activities.  
	2

	financial statement
	A statement of the financial position of a business on a specified date or for a period of time.
	2

	finished goods
	A manufacturing inventory account that records products that are fully completed. It includes the direct materials, direct labor, and factory overhead specific to that product.
	9

	fixed costs
	Costs that remain constant regardless of a business’s activity. A company’s rent or mortgage payment is an example of a fixed cost.
	6

	flowchart
	A diagram that represents the order decisions and actions that are made in a process.
	10

	forecasting 
	Predicting the sales of goods or services based on historical data gathered from financial statements. 
	3

	GAAP (generally accepted accounting principles)
	A widely accepted set of rules, conventions, standards, and procedures for reporting financial information, established by the Financial Accounting Standards Board.
	2

	gross profit
	The difference between the cost of the products sold and the net sales. 
	6

	gross profit margin
	Used to show profitability trends and calculated by dividing the gross profit by the total sales. Gross profit margin is also used to show if a business is running efficiently and whether prices are set at appropriate levels. Companies in the same industry should have similar gross profit margins.
	6

	income statement
	A financial document that shows a company’s revenues, expenses, and net income over a specific period of time. Also referred to as a profit and loss statement, P&L, or statement of earnings.  It represents whether a business is earning money (net income) or losing money (net loss) from its operations.
	3

	indirect labor
	The labor costs associated with those employees who are a part of the company but are not necessarily working directly with the actual production of the product. Examples include a maintenance manager and janitorial staff.
	9

	indirect materials
	The materials that are used in the production of the product but are not as important as the direct materials. Glue, stain, and varnish are examples of indirect materials. 
	9

	job-order costing
	The cost accounting method that charges direct materials, direct labor, and factory overhead costs to a specific job. Job-order costing is most appropriate for manufactured products that are not identical or are custom made.
	10

	job-time record
	The form used in job-order costing to record the amount of labor hours contributed to a production of a particular job. 
	10

	liabilities
	What an entity owes.
	11

	loss leader
	A product sold that earns little or no net income. A loss leader is intended to attract customers to other more profitable products. 
	7

	managerial accounting
	A branch of accounting that provides accounting information to managers within organizations, which allows them to make informed business decisions and develop overall business strategies. 
	1

	manufacturing business
	A company that buys finished goods to be resold for a profit.
	9

	manufacturing costs
	The costs associated with the production of goods. 
	9

	margin of safety
	The dollar amount of net income a company earns beyond the break-even point. 
	7

	markup
	The percentage by which a retailer increases wholesale price; also called gross profit. 
	8

	materials requisition form
	The form used in job-order costing to record the amount and cost of materials used for a particular job. 
	10

	merchandise inventory turnover ratio
	A type of asset management ratio that measures the number of times during a year that a company replaces its inventory. It can be calculated by dividing the cost of merchandise sold by the average value of merchandise inventory.
	12

	merchandising business
	A company that buys raw materials and converts them into a finished product to be sold either to a merchandiser, an end user, or another manufacturer for use in another product.
	9

	MSRP (manufacturer’s suggested retail price)
	The price that a manufacturer recommends retailers sell the product. 
	8

	net income
	A company’s income after expenses are subtracted from revenues for a particular period of time.
	5

	net sales
	A company’s sales after subtracting returns, damaged and missing goods, and any sales discounts.
	5

	on account
	Buying or selling on credit. When selling on account, a customer receives an invoice for the goods or services purchased and an accounts receivable is set up. If the business buys on account, an accounts payable is created. Either way, the invoice must be paid within a certain timeframe, usually 30 days. 
	5

	operational plan
	The company statement of its goals for the budget year.
	4

	performance report
	A financial statement that compares the budgeted and actual amounts for a certain period of time for sales, cost of merchandise sold, and expenses. Also called budget variance report. A performance report can be used to compare a company's performance to that of its industry.
	5

	period costs
	The portion of direct materials, direct labor, and factory overhead costs contributed to the production of a product in process accounting during a specific period of time.
	10

	planned net income
	The calculation of how much a business wishes to earn after the break-even point. 
	7

	process costing
	The cost accounting method in which costs are averaged over the units produced during a certain period of time. Process costing is most appropriate for items that are manufactured on a continuous basis. 
	10

	profitability ratios
	Financial ratios that are used to measure the financial success of business. The return on sales (ROS) ratio, the return on total assets (ROA) ratio, and the return on equity (ROE) ratio are all examples of profitability ratios.
	12

	raw materials
	Items in inventory to be used in the production of the products.
	9

	required contribution margin
	The dollar amount needed to pay fixed costs and have an amount remaining for planned net income.
	7

	retained earnings
	The portion of a company’s net income that is not distributed to its shareholders but is retained by the company. Retained earnings are generally used to improve or expand the company.
	11

	retained earnings statement
	A financial statement that reports how retained earnings increased or decreased for a period of time. They increase due to net income but decrease due to dividends declared and/or a net loss.
	11

	return on equity (ROE) ratio
	A type of profitability ratio that measures the rate with which investors are earning a return on their investment. It can be calculated by dividing the net income after taxes by the total stockholders’ equity.
	12

	return on sales (ROS) ratio
	A type of profitability ratio that describes how much profit is being made per dollar of sales. It can be found by dividing the net income after taxes by the net sales. 
	12

	return on total assets (ROA) ratio
	A type of profitability ratio that describes how efficiently a company is using its’ assets to generate sales. It can be calculated by dividing the net income after taxes by the total assets. 
	12

	sales mix
	The amount of each product sold. It is also called the product mix. 
	8

	sales volume
	The quantity of items sold at a given unit price. 
	8

	sales volume changes
	The information that tells managers how increasing or decreasing unit sales affects net income.
	7

	stockholders’ equity
	The value of stockholders’ investments in the company.
	11

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

	total cost
	Includes all of the costs incurred by a business over a specific period of time. The total cost is calculated by adding the fixed costs to the variable costs. 
	6

	unit cost
	The amount of money spent to produce one unit. It can be found by dividing the total costs by the number of units produced. Another measure is to divide cost of merchandise sold by units sold to get the unit production cost of sold items.
	6

	variable cost
	A cost that changes in relation to a business’s activity. An example is salaries for salespeople.
	13

	vertical analysis
	A method of analyzing financial statements in which each major category is represented as a part of a whole. For example, each line item on the income statement is compared with total revenue to see where revenue is coming from and where it is being spent. 
	11

	wholesale price
	The price a manufacturer sells a product to a retailer. 
	8

	work in process
	A manufacturing inventory account that represents the goods that are in production but are not yet considered a finished product. It includes direct materials, direct labor, and factory overhead allocated to the percent of completion for the merchandise.
	9
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