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GLOSSARY

Account
A record that displays the culmination 
of certain transactions. Every account is 
classified as an asset, liability, equity value, 
revenue, or expense.

Accountant
A skilled professional trained to optimally 
maintain and analyze data, particularly 
financial data and that relevant to the 
management of a business or organization.

Accrual basis accounting
An accounting method in which businesses 
record transactions when services 
are performed or goods are delivered, 
regardless of payment timelines.

Adjusting entries
Entries made at the end of an accounting 
period to ensure that recorded transactions 
are adequately reflected within all time 
periods in which they are relevant.

Annual report
A report issued by a company on a yearly 
basis that includes financial statements, 
analysis and commentary by management, 
and an auditor’s review.

Average tax rate
Total tax paid expressed as a percentage of 
total income.

Asset accounts
Accounts that track and quantify the 
financial value of a company’s assets, such 
as land, property, equipment, inventory, 
copyrights, patents, or other assets.

Balance sheet
A financial statement that itemizes the 
value of a business’s assets during a 
specific moment in time and quantifies 
the claims being made on those assets by 
creditors and equity holders. 

Bank reconciliation
The periodic comparison of a business’s 
books with its bank statements.

Bookkeeper
A person responsible for updating, 
centralizing, and maintaining accurate 
records reflecting a business or organization’s 
financial or other accounting data.

Book value
The recorded value of an asset as recorded 
in a business’s books, which includes 
adjustments for depreciation. 

Cash basis accounting
An accounting method in which businesses 
record transactions on the basis of when 
cash changes hands.

Certified public accountant (CPA)
A professional accountant licensed to provide 
accounting services to the general public.

Chart of accounts
A listing of a company’s accounts.

Chief financial officer (CFO)
An executive-level employee responsible for 
a company’s financial strategy and reporting.

Contribution margin
The quantity of revenue left over after all 
variable costs are accounted for.

Cost-volume-profit (CVP) analysis
The study of the interplay between 
the costs of goods and services, sales 
quantities, and profit.

Current assets
Assets owned by a business that are 
expected to be converted to cash and/or 
consumed entirely within a year’s time or 
within the current operating cycle. 

Current liabilities
Debts expected to be paid within a year’s 
time or within the current operating cycle. 

Current ratio
Current assets divided by current liabilities; 
a measure of a company’s ability to pay its 
short-term debts.

Debt-to-asset ratio
Total liabilities divided by total assets; a 
solvency ratio that describes the extent to 
which a company’s assets are financed  
by creditors.

Double-entry accounting
A widely used approach to accounting 
whereby at least two entries are made 
when recording any given transaction.

Earnings per share (EPS)
The amount of income generated by a 
company divided by outstanding shares of 
common stock.

Equity 
The ownership claim on the value of an 
asset (like a business or a house). Equity 
is reduced by liabilities (like debt) that 
also exert claims on the value of the same 
asset; hence, Assets = Liabilities + Equity 
(or Equity = Assets – Liabilities).

Equity accounts
Accounts that track and quantify equity.

FIFO (first-in, first-out)
An inventory accounting protocol whereby 
the assumed cost of goods sold is derived 
from the cost of the product that has been 
in inventory the longest.

Financial accounting
A specific branch of accounting that 
focuses on a business’s presentation of 
financial data to interested parties outside 
of the business, such as stockholders or 
potential lenders.

Fiscal year
Any twelve-month period that a business 
chooses to use for tax or accounting purposes.

Free cash flow
Net cash flow from operating activities 
after capital expenditures and cash 
dividends are subtracted.

General ledger 
A business’s listing of accounts and their 
values that incorporates all asset, liability, 
and equity accounts used by the business.

Income statement
A financial statement that lists a business’s 
revenues, expenses, and net income for a 
given time period.

Intangible assets
Assets such as patents, trademarks, 
copyrights, and trade names that  
may possess value but lack any  
physical substance.  
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Intercompany comparison
The comparison of two or more companies 
to one another on the basis of earnings per 
share (EPS) or other metrics. 

Intracompany comparison
Evaluation of the performance of a single 
company over successive time periods. 

Journal entry
A notation showing a debit (on the left 
side) and a credit (on the right side) of 
accounts affected by a transaction.

Liability accounts
Accounts that track and quantify financial 
obligations owed to creditors in the form 
of debts and other obligations.

LIFO (last-in, first-out)
An inventory accounting protocol whereby 
the assumed cost of goods sold may be 
derived from the cost of the product that 
has been in inventory for the shortest 
amount of time.

Liquidity ratios
Ratios such as current ratio, quick 
ratio, and cash ratio; used to evaluate a 
company’s ability to meet its short-term 
financial obligations.

Long-term assets
Assets owned by a business that are not 
expected to be converted into cash and/or 
consumed entirely within a year’s time or 
within the current operating cycle.

Long-term liabilities
Debts that are not expected to be paid off 
until after at least one year’s time.

Managerial accounting
A specific branch of accounting that focuses 
on a business’s discrete, strategic, detailed 
financial and logistical reporting and analysis 
of day-by-day business activities.

Marginal tax rate
The amount of tax paid on an additional 
dollar of income. 

Matching principle
An important principle in accounting which 
says that expenses should be reported 
in the same accounting period as the 
revenues they helped to earn. 

Net income
Total revenues minus total expenses.

Operating cycle
The average time required to purchase 
inventory, sell it, and collect cash  
from customers.

Owner’s equity 
The owner’s claim on the assets of a business.

Patent
An intangible asset that grants companies 
the exclusive, government-guaranteed right 
to manufacture and sell an invention.

Period costs
Costs that cannot be attributed to the 
production or delivery of a specific product 
or service.

Product costs
The costs expended in the creation of a 
product or the delivery of a service.

Pro forma income
A secondary (non-GAAP) measurement 
of income that excludes items that the 
company deems unusual or nonrecurring.

Retained earnings statement
A financial statement that quantifies the 
amount of net income remaining after 
dividends are paid to stockholders.

Residual value
A base value beneath which an asset 
may not be depreciated any further—also 
known as “salvage value.”

Reversing entry
A type of adjusting entry where an entry is 
made at the end of an accounting period 
and immediately reversed at the beginning 
of the next accounting period.

Solvency ratios
Ratios such as the price-to-earnings ratio, 
price-to-sales ratio, and debt-to-asset 
ratio, used to evaluate a company’s ability 
to survive over a long period of time.

Source documents
The primary records used to verify that  
a change must be made to one or  
more accounts.

Statement of cash flows
A financial statement that clarifies the 
inflow and outflow of cash over a given 
time period. 

Statement of owner’s equity
A financial statement that details the 
contributions, withdrawals, and equity 
values of a business’s owner or owners.

Sustainable income
Income that, as judged by a business’s 
investors, is likely to be generated by that 
business on a perpetual basis.

Target income
The amount of money (profit) a business 
seeks to make in order to attain its 
financial objectives.

Tax credit
A reduction in total tax owed. 

Tax deduction
A reduction in total taxable earnings. 

Trial balance
A list of accounts and their balances at a 
specific time. 

Working capital
A company’s current assets minus its 
current liabilities.
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