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Personal Law Dictionary
AAA See American Accounting Association.

abandonment To give up, voluntarily, an ownership or leased interest in a
property. When a lease is involved, the property reverts to the owner; when
an owner is involved, the property usually reverts to the state.

abatement The cancellation of a levy imposed by the government. Levies
are commonly for taxes or for special assessments that an individual (or
organization) has not paid.

ABC See activity-based costing.

ABC method An inventory scheme in which items are categorized by their
order of importance or their financial value—"A” being the highest value.

abnormal spoilage Spoilage beyond that expected (or normal) in any
manufacturing process. Abnormal spoilage is always treated as a loss.

absorb Transferring one account to another so that the first account ceases
to exist. For example, a “work in progress” is transferred to a “finished
goods” account when that work is completed.

absorption costing A type of costing in which all manufacturing expenses
are treated as cost of goods (or product cost), and honmanufacturing
expenses (e.g., marketing costs) are treated as cost of sales (or period cost).
In other words, the cost of sales is not included in the inventory value of the
product and cannot be reported as part of that value.

abusive tax shelter A limited partnership that the Internal Revenue

Service determines is claiming illegal tax deductions. A common scenario is a
partnership overvaluing property, thus allowing itself greater tax write-offs for
depreciation. When the IRS disallows such write-offs, it usually claims back-
taxes and imposes interest and penalties on the partnership.

Academy of Accounting Historians A professional association dedicated
to the study of the history of accounting. The association produces the
Accounting Historian’s Journal.

accelerated cost recovery system (ACRS) A method of depreciation

against taxes created by the Economic Recovery Act of 1981. The type of
property determines its class, and each class is assigned a depreciation rate.
For example, for 3-, 5-, 7- and 10-year classes, the depreciation is 200 percent
against the declining balance. The purpose of the ACRS is to encourage
capital investment by businesses.

accelerated depreciation For fixed assets, a method of depreciation that
recognizes higher rates of depreciation in the early years and lower amounts
in the later years—the kind of depreciation one would use for a piece of
office equipment (e.g., a copier) that would run more efficiently in its early
life, would require more maintenance later on. Accelerated depreciation
(which involves tax benefits) is thus a way of creating similar charges to
income during the life of the asset.

acceleration clause A provision in a mortgage in the event of a default in
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which the remaining principal and interest are immediately due and payable.

acceptance This term has three meanings: (1) when one party to a business
arrangement accepts the offer of another, thereby creating a verbal contract
leading to a written contract; (2) a draft drawn by a business that a bank
guarantees; and (3) a drawee’s promise to pay such a draft, which the
beneficiary accepts.

access time The time a computer requires to process and provide data from
the time that data was originally requested.

accommodation endorsement Agreeing to be responsible for someone
else’s debt if that person defaults. The person applying for credit may not
otherwise be able to obtain credit without such an endorsement (e.g., a
parent agrees to be responsible in this way for a child’s first car loan).

account The relationship between a creditor and debtor (one is said to have
an account with the other) and the record of each financial category within

an individual business, separately reported in that company’s financial records
(e.g., an account for a particular asset, customer or a vendor, cash on hand).

account form A kind of balance sheet, one in which assets are positioned
to the left, liabilities and equity to the right. The more common form, the
report form, puts assets above liabilities and equity.

accountability The responsibility of ensuring that the financial records

of a business or organization are in order and accurate. The chief financial
officer of a company is is accountable to that company’s board of directors.

A company'’s auditors are responsible to those using that company’s financial
statements (including the Internal Revenue Service and to government entities
in general) that the statements are true and in no way fraudulent.

accountancy Generally a term in British usage, meaning what Americans
mean by accounting (i.e., the theories and practice of the profession).

accountant Someone who performs accounting services (i.e., a person
who creates financial plans, monitors those plans, and prepares financial
statements and tax returns). In firms of accountants, or in the largest
corporations, accountants customarily specialize in a particular branch of
the discipline (e.g., taxes or cost accounting). Accountants may also act as
advisers to management. See also certified public accountant.

accountant-in-charge During an audit, that person who is ultimately
responsible for the final report and to whom the assistants report. The
accountant-in-charge will also report to the management of the company
being audited, is ultimately responsible to his own firm for the audit, and is
the “point person” to whom the IRS (and any other government agencies)
refers if they have any queries.

Accountants for the Public Interest (API) A professional organization
that analyzes public policies in terms of their financial implications and
provides technical services to not-for-profit organizations.

accountants’ index Published quarterly by the American Institute of

Certified Public Accountants, this bibliography lists books and articles of
interest to the accounting profession.
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Accountants International Study Group (AISG) A professional
organization comprised of representatives from the American Institute of
Certified Public Accountants, the Canadian Institute of Chartered Accountants
and the Institute of Chartered Accountants of England and Wales. It is
devoted to examining questions of common interest to accountants in the
three different countries.

accountant’s liability A general term referring to the potential legal liability
of an accounting professional (liability to those retaining the accountant as
well as those who are relying on the financial statements that the accountant
prepares—e.g., investors or the government). Although at its most serious the
accountant could be guilty of fraud, in general the liability is the result of the
accountant’s not having implemented the rules of generally accepted auditing
standards (GAAS).

accountant’s responsibility Ethical obligations to those who have retained

the accountant (i.e., those depending on the accuracy of the accountant’s work).

accounting A term used to refer to (1) the process of recording, analyzing,
and explaining financial information or (2) the discipline itself.

accounting change Any variation in the way that accounts are prepared.
There could be various reasons for the change (e.g., new IRS regulations
or the adoption of new methods in, say, allowing for doubtful, probably
noncollectable, accounts receivable). Whenever such a change occurs,
accountants are expected to footnote any financial statement, offering a full
explanation of the reason for the change.

accounting control Any discipline to ensure accuracy imposed on a
company’s financial record keeping (e.g., having one person make entries for
purchases and another person check those entries).

accounting convention A practice universally accepted by the accounting
profession, such as those practices that are incorporated in GAAP (generally
accepted accounting principles) or in GAAS (generally accepted auditing
standards). These conventions change from time to time (e.g., in response to
new tax rulings).

accounting cushion Overstating a potential expense (e.g., for bad debts)
because an accountant believes extraordinary circumstances are involved. The
effect of cushions is to decrease profit. Accountants must be careful about

this kind of overstating because, if it proves wrong, it can create an unrealistic
level of profit the next year when it is “backed out.”

accounting cycle The progress of a particular transaction from its
occurrence to its recording in the financial records to its appearance in a
financial statement. For example, a sale occurs, is registered as an account
receivable, and then appears on a profit and loss statement as a sale.

accounting entity Any economic unit that separately maintains records of its
financial transactions. An accounting entity can be a small company, separate
companies within a large conglomerate, or divisions within a large company.

accounting equation Any procedure in which double-entry bookkeeping is
involved (i.e., in which a debit offsets a credit or vice versa).

accounting error A genuine mistake rather than fraud, it is often caused

Seite 3 von 79

Headquarter:

US AG 24 Inc.

3001 N. Rocky Point Drive East
2nd Floor

Tampa, FL 33607

United States of America

Phone: +1 305 767 2040
Fax: +1 866 470 2984

email: info@usag24.com
Web: www.usag24.com



J) -

US AG 24 Inc.

by carelessness, bad internal controls, or not following generally accepted
accounting principles. accounting event Any recorded financial transaction.

Accounting Hall of Fame Founded at Ohio State University in 1950,
this organization recognizes outstanding contributions to the accounting
profession.

accounting manual Any guidebook created by a company or organization
to set out its accounting standards and practices as a guide to its employees.

account missstatement A pronouncement, in formal financial statements,
that is in violation of generally accepted accounting principles (GAAP). It must
be acknowledged, corrected, and footnoted in subsequent financial statements.

accounting period The time covered by any financial statement. Common
periods are annually, based on calendar or fiscal year; quarterly, required by
the government of publicly owned companies; and monthly, usually for the
internal use of the company or organization.

accounting policies Those policies employed by a particular company.
They must be consistent with common practice, but otherwise there is often
some leeway. An example would be the way in which a company values

its inventory: one company might include cost of labor as well as cost of
materials; another might include cost of materials but not labor, preferring

to “expense” it as overhead. Whenever there is variation from the norm,
accountants must explain accounting policies on formal financial statements.

accounting practice The ways in which accountants perform their duties
on a day-to-day basis. These practices can vary depending on the needs
of a company for which an accountant works or for clients for which the
accountant serves as a professional advisor/auditor.

accounting principles The rules of the profession (i.e., the ways in which

certain accounting problems are handled. Generally, these rules are those of
generally accepted accounting principles (GAAP), which are based mainly on
the pronouncements of the American Institute for Certified Public Accountants.

accounting procedure Any method used in the recording of financial
transactions or in the preparation of financial statements.

accounting records Any instrument that monitors the financial workings of
a company or organization (e.g., a cash receipts journal, invoices, or checks).

accounting series releases (ASRS) Documents issued by the U.S.
Securities and Exchange Commission (SEC), which serve as official
requirements and mandates for the accounting profession.

accounting software Any program that allows accountants to maintain
company financial records on a computer.

accounting standard Conduct mandated by either the law or by a
professional body, such as the American Institute of Certified Public
Accountants.

accounting system That which is followed by a particular company or
organization to record, store, and communicate its finances. Any such
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system must of course conform to industry standards, to professional rules of
conduct, and to government regulations.

accounting trends and techniques An annual publication of the American
Institute of Certified Public Accountants, which includes a survey of the
financial reporting techniques in the annual reports of 600 U.S. companies.
The goal is to advise accountants of any innovations or new techniques in
financial reporting.

accounting valuation In accounting, the value assigned to a company’s
assets. This is a highly important task in accounting for it effectively values
the company as a whole after its liabilities have been deducted from the total.

accounts payable Undertakings to pay for goods and services rendered to
a company by outside suppliers/vendors. Accounts payable are a crucial part
of a company’s short-term debt and are recorded as a liability on the balance
sheet.

accounts receivable Amounts a company is owed from customers who
have purchased its goods or services. Accounts receivable are recorded as an
asset in the company’s balance sheet.

accounts receivable discounted An account receivable (i.e., a debt) that

is sold to another company at a discount because it has proven difficult to
collect: the company making the sale accepts, say, 75 percent of the value of
the debt; the company paying that 75 percent (usually a collection agency)
then attempts to collect and receives the difference between the full amount
and the discounted amount for its services.

accounts receivable turnover The speed at which a company collects its
receivables. It a common business experience that the longer receivables are
outstanding, the harder they become to collect.

accretion Growth in the value of assets.

accrual accounting The opposite of cash basis accounting. Accrual
accounting recognizes revenue when earned (when the company renders a
bill) and expenses when incurred (when the company is invoiced). In other
words, transactions are treated as if cash has been received or paid out.

accrued assets See accrued revenues.

accrued expenses/liabilities Those expenses incurred during an accounting
period but not paid at the end of that period.

accrued liabilities See accrued expenses.

accrued revenues/accrued assets Income earned during an accounting
period (i.e., the company has billed for goods or services) but not received
during that period.

accumulated benefit obligation The current value of benefits owed to an
employee but not yet given to that employee (e.g., the present value of that
employee’s pension).

accumulated depreciation The total amount (to date) claimed on a
particular fixed asset (e.g., the entire depreciation claimed on a particular
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piece of machinery from its purchase until the present time).

accumulated income The profit that has been held (i.e., not paid out in
dividends) by a corporation.

accuracy Also known as accurate presentation. The soundness/correctness of
an accounting process or item (e.g., an invoice or a financial statement).

accurate presentation See accuracy.

acid test ratio Slang: a test of liquidity. Dividing liabilities by liquid assets
(cash and accounts receivable, not inventory). The goal is to determine
whether assets are equal to or greater than liabilities.

acquisition cost The real price of goods or services. That is, the base costs
as well as incidental costs (e.g., transportation of a manufactured item from
manufacturer to user).

ACRS See accelerated cost recovery system.

activity analysis An evaluation designed to determine the most cost-
effective way of creating a particular product or providing a particular service.

activity-based costing (ABC) An attempt to identify the various tasks
performed in a company as a way of assigning overhead costs to goods or
services.

activity center The cost of two or more business activities that it makes
sense to put together. For example, a company might decide to regard as
one cost the inputting of order information and the printing out/dispatch of
the resulting invoices, even though these tasks might be performed by two
different people.

activity cost driver That which causes costs to increase beyond the basic
cost of a particular product or service. For example, the same customer orders
10 of the same product, one at a time, during the course of a month rather
than ordering all 10 at once. Ten different orders must be processed and
fulfilled, adding to the cost of the “activity” of producing that product.

activity cost pool Bringing together all the costs—fixed and variable—
associated with a particular activity within a company.

activity driver analysis The systematic determination of the costs involved
in a particular business activity.

actual cost The real cost involved in buying and selling a product. For a
buyer, actual cost will involve the list price after discounts as well as transport,
storage, and possibly administration. For a seller, the actual cost involves
materials, labor, and overhead.

actuarial activity The analysis of statistics. The term is usually used with
regard to the insurance industry in which many financial analysts are engaged
in the study of probabilities (e.g., the median age to which people are
currently living).

actuarial basis The means used to determine how much must be
periodically contributed to a pension fund to ensure that these contributions
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(and the interest on those contributions) equals the amount the employer is
obliged to pay out of that fund when an employee retires.

actuarial gains or losses The difference between estimates of what
contributions to a pension fund should be and the actual amount included in
that fund. For example, if the pension fund earns more than was expected,
there has been an actuarial gain.

actuary An accounting professional, skilled at computation, who analyzes
insurance probability projections.

additional paid-in capital Money beyond the stated value (the par value)
of shares that shareholders pay for those shares. Shares with a stated value
of $20 may be currently selling for $25. The extra $5 is additional paid-in
capital.

adequate disclosure A comprehensive explanation included within financial
statements to the extent that readers of those statements will feel that they
fully understand what has been presented.

adjustable rate loan A loan with an interest rate based on an outside

factor. For example, the interest on business loans is often based on U.S.
prime rate. A bank may give its best customers a prime-rate loan; other
customers may pay more than prime. As the prime rate changes, the interest
on these loans will change.

adjusted basis The value used as a base against which depreciation is
calculated. Normally, the adjusted basis is the original cost.

adjusted gross income (AGI) A formulation of the Internal Revenue
Service: the difference between the gross income (total pay) of the taxpayer
and allowable adjustments to that income (e.g., the “adjustment” the
government allows for contributions to an IRA or for medical expenses).

adjusting journal entry Correcting any accounting mistakes at the end of
an accounting period or the adjustment of amounts that involved estimates in
the first place.

administrative budget The kind of comprehensive financial plan by which
the management of a company attempts to monitor its activities and progress.

ad valorem tax A levy on property. The most common of such taxes is that
which is imposed by states and local municipalities on real estate.

advance Funds given to an employee before payday—usually because of
a special or emergency situation—or funds paid to a vendor before that
vendor has supplied a product or done any work (e.g., the deposit given to
construction company before that company begins a project: this advance is
customarily subtracted from the final bill). Any company receiving such an
advance must treat it as a liability until the work has been completed.

adverse opinion An auditor’s claim that a company’s accounts do not fairly
present its financial position or that they are not produced in accordance
with generally accepted accounting principles. An adverse opinion is not
common: it must be included (with reasons) in any audit opinion and is
usually the result of an auditor’'s being unable to convince a client to revise
the company’s financial statements.
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affiliated company One with which there is a close relationship, though
neither company holds a majority interest in the other. The term is also
used to describe two companies that are subsidiaries of a third, controlling
company.

AGI See adjusted gross income.

aging of accounts The classification of accounts according to the length

of time that has elapsed since the invoice date or the due date. An aging
schedule customarily breaks down invoices into 1-30 days, 31-60 days, 61-90
days, and over 90 days. In general, the longer an account is outstanding, the
more difficult it is to collect.

AICPA See American Institute of Certified Public Accountants.
AISG See Accountants International Study Group.

alimony payments Support payments from one former spouse to
another—generally husband to wife. The person making the payments may
deduct them as part of the calculation of adjusted gross income (AGI). The
person receiving the payments must, for tax purposes, treat them as income.

allocate Charging the expenses of achieving revenue to a number of
different departments or spreading a cost over two or more accounting
periods (e.g., a lawyer is engaged and paid a three-year retainer of $30,000:
$10,000 of that amount would be charged in each annual accounting for the
next three years).

allowance This term has three meanings: (1) reducing the value of an

asset; (2) reduction in the amount owed to a vendor because of delays or
because of damaged goods; and (3) the acceptable amount of spoilage in the
manufacture of some product.

allowance for bad debts/allowance method A provision in accounts for
the possibility of failure to collect some of a company’s accounts receivable.
In a well-done company balance sheet, gross receivables are reduced to
reflect what the accountant believes is the likely net amount to be collected.

all-purpose financial statement A financial statement that will be
regarded as thorough and as meeting the needs of all potential users—from
employees to creditors to stockholders.

American Accounting Association (AAA) A professional organization, the
membership of which is largely teachers of accounting. It is devoted to the
theoretical foundation of accounting and publishes a quarterly journal, The
Accounting Review.

American Institute of Certified Public Accountants (AICPA) The
professional organization for certified public accountants. The AICPA
provides technical guidance and advice to its membership and to government
agencies such as the Securities and Exchange Commission. It also issues the
authoritative Statements on Auditing Standards (SAS).

amortize/amortization The reduction of the value of an asset over a period
of time (e.g., the reduction in the value of a piece of equipment).
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analytical procedures Evaluations of financial information performed by a
qualified auditor. These evaluations range from the simple (comparison of last
year’s earnings with this year’s) to the complex (predicting future growth or
contraction).

analyze To evaluate any accounting-related item.
annual budget One prepared for either a calendar or fiscal year.

annualize To predict expenditure on a particular business cost for a year
based on the experience of a few months. For example, an accountant might
assume that if the cost of telephone services has been running at $200 a
month, then the annualized cost (for a fiscal or calendar year) is going to be
$2,400. This technique is commonly used in creating an annual budget or
forecast.

annual report The financial document prepared by companies to summarize
the previous year. It usually consists of the company’s financial statements for
the year, annotated with explanations; the report of the company’s auditors;
and a letter from the president or CEO of the company. The annual report

is intended for the use of the company’s shareholders, banks, employees,
creditors, or any entity that has dealings with the company.

annuity Any kind of periodic payment of more or less the same amount
(e.g., a company’s receipt of dividends on its holdings of preferred stock).

antedate A service that is in effect from a particular date that precedes the
date on which the contract is executed (e.g., the services of some professional
who begins work for a company before the formal contract is signed, though
the contract acknowledges actual commencement of work).

antitrust laws Three sets of U.S. government laws designed to encourage
competition by ensuring that one company (or group of companies) do not
unfairly control the market for particular goods or services.

API See Accountants for the Public Interest.

application program A computer program, designed for accountants,
that specifically deals with a particular accountancy problem or accountancy
problems in a particular industry.

applied cost A cost that is assigned to a particular product or service that
is not “inherent” or obvious in the initial determination of cost. The most
common applied cost is that of a company’s overhead.

appraisal/appraisal value The estimated value of a particular asset, used
for the purposes of determining how it should be stated in a company’s
accounts or the price at which it should be sold.

appreciation An increase in the value of an asset (e.g., the increase in
value of property or shares).

appropriation The allocation of retained earnings (i.e., earnings not paid
out as dividends) for a particular purpose (e.g., to buy new equipment or to
establish a contingency fund).

arbitrage Buying an asset in one market and selling it in another in order to
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realize a profit.

arm’s-length transaction A transaction between unrelated parties (e.g., an
online transaction in which one party bids for the goods another has for sale).

arrears Past due payments on an account.

articles of incorporation Those documents prepared for individuals who
wish to found a corporation in a U.S. state. They must file these documents
with the relevant government official, usually the secretary of state. A copy

of these documents is returned to the individuals. Along with the state-

issued certificate of incorporation, these papers become the new corporation’s
license to begin operations.

articles of partnership Similar to articles of incorporation in that they are
filed with the state authority, the acceptance of which allows the partnership
to begin operations—appropriate to partners but not shareholders. Typically,
these articles include commentary on the capital contributions, the purpose of
the partnership, and the duties of partners, which in a corporation is generally
covered by its bylaws, a separate document setting out the internal workings
of the corporation.

ASRS See accounting series releases.

assessment An official (government) valuation of property for the purpose
of levying a tax on it.

asset Any resource that is expected to provide a future economic benefit to
a business. Assets are usually described according to their monetary value.
In accounting, an asset is referred to as having “tangible” or “intangible”
value. A tangible asset is one the value of which can be easily determined
(e.g., a company car). The value of an intangible asset is much more difficult
to quantify (e.g., goodwill or a trademark).

assignment of accounts receivable Using accounts receivable as
collateral on a promissory note. If the assignor defaults, the assignee may
collect the accounts receivable; they then belong to the assignee.

at par At face value. A share that has a face value of $50 and is being traded
at $50 is said to be trading at par. If the share is trading above $50, it is
trading at a premium; if less than $50, it is trading at a discount.

attest/attest function Statement by an auditor that financial statements
fairly and accurately represent the trading results and financial condition of a
company.

attorney'’s letter A letter sent by an auditor to a lawyer to verify that what

a client has told the auditor about pending (or the absence of) legal action
against the company so that the auditor may include notes on the company’s
legal position in the audit report.

audit An audit refers to four kinds of company procedure: (1) compliance
audit—a determination of whether a company is operating according to
national rules and regulations, as well as the regulations of the jurisdiction in
which it operates; (2) management audit—an evaluation of the effectiveness
of a company’s executives; (3) internal audit—an investigation by a senior
member of staff (not necessarily the company’s chief financial officer or
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accountant) to determine that a company’s procedures (including both
financial controls and the day-to-day activities of the company) are operating
consistently with company goals; and (4) financial audit, that which most
people understand by the term audit—the formal examination of a client’s
financial records by a licensed certified public accountant to decide whether
they are accurate and whether they conform to generally accepted auditing
procedures (GAAP), leading to an audit opinion.

audit committee A committee set up by a company, and composed of
outside directors, to oversee audit operations and to appraise the performance
of the company'’s certified public accountants.

audit evidence That information that an auditor uses to arrive at the
conclusions on which the audit opinion or audit report is based. The auditor
is also determining the “quality” of the information (i.e., how sound the
financial procedures of a client may or may not be).

audit liability The legal responsibility of auditors to make sure that the
accounts they audit and the resulting financial statements are correct, that
their audit opinion is sound. There is precedent for suing auditors for their
mistakes.

audit opinion The report made by the certified public accountant after

that accountant has conducted an investigation of a company’s records at
the end of its financial year. The purpose of the opinion is to verify that the
company’s records are true, that it has been operating in accordance with
generally accepted auditing procedures (GAAP). The CPA may conclude that
the company is not in compliance and is then obliged to say so in the audit
opinion.

audit planning The setting out—by an auditor—of the steps an audit will
involve.

audit program The procedures to be followed in an audit, generally
prepared by the head CPA, to guide the assistants who will be helping the
CPA. Usually, completion of each step is noted on a written program, and the
person responsible for having completed the step signs his or her name.

audit report/auditor’s report One of two kinds of report: a “short form,”
which includes the CPA'’s statement about whether a company has fairly
expressed its financial condition in its financial statements; or a “long form,”
usually rendered for a large or complicated business in which the CPA also
discusses scope of the audit, offers extensive commentary on the financial
position of the company, makes suggestions about the future, and comments
on the effectiveness of the company’s accounting procedures.

audit risk The possibility that an auditor may fail to note some kind of
irregularity or mistake in a company’s financial statements.

audit test The attempt by an independent auditor (a CPA) to verify the
information given to that auditor by a client. Common audit tests are asking
a number of the client’s accounts receivable or accounts payable to confirm
that the balances recorded by the client are accurate.

audit trail The process by which an auditor traces the progress of a
particular financial transaction (e.g., a sale, which could involve an order
from a customer, the fulfillment of that order, the creation of an invoice,
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the collection of that invoice, the conversion of that entire transaction to a
“completed sale,” and its appearance in a company’s financial statements). A
company’s accountant may periodically conduct such investigations to ensure
that a company’s financial procedures are in order. Likewise, a CPA, auditing
a company’s annual financial statements, customarily also conducts sample
audit trails to ensure that none of the company’s transactions are overlooked.

auditing evidence Evidence of particular transaction reconstructed by a
CPA if something in a client’s financial statements looks questionable. For
example, if a CPA notes that at the end of the financial year some 50 percent
of a company’s receivables remain uncollected, and the figure at the end of
the previous financial year was 25 percent, the CPA might choose to examine
procedures for recording receipts.

auditing procedure/process An auditor’s technique in assessing the
validity of a company’s financial statements. Depending on what the client
requires, the audit may involve a simple survey of the financial statements
(usually appropriate for small companies) or it may involve a complete

audit, in which the CPA and assistants verify each of the company’s financial
transactions. The extent to which a CPA is able to certify accounts depends
on the type of audit undertaken.

auditing standards Standards that a CPA employs in verifying a client’s
records. In the United States, the most common of these standards are those
announced by the American Institute of Certified Public Accountants (AICPA),
which publishes generally accepted auditing standards (GASS).

auditor A professional accountant with qualifications to perform an audit.

authorized capital stock The maximum number of shares that a
corporation is allowed to issue according to its articles of incorporation.
Issued shares—those sold to shareholders—are usually less than authorized
shares.

average age of inventory The length of time it customarily takes any item
in a company’s inventory to sell.

average life The life expectancy of an asset.

avoidable cost A business cost that would not be incurred if a company
stopped producing a particular product or service or engaging in a certain
activity. Most costs (except for certain overheads) are avoidable: accountants
constantly examine such costs to discover which could be cancelled without
affecting the overall profitability of the company.

back order An order that cannot be filled at present because the item is not
in stock. The order is kept on file and as soon as the product is available, it

is shipped to the customer. An excessive humber of back orders on file in a
company usually indicates poor inventory control.

backup A duplicate copy of original financial data. In recent years, the
term has come to refer to “backing up” any data stored on a computer—by,
for example, “backing up” data on a disk that can be removed from the
computer each night and separately stored.

backup withholding Funds withheld from any nonwage fee paid to a
recipient when that person’s Social Security number is not known. The law
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states that the entity paying the fee (which could be interest or dividends as
well as a straight fee for services) must deduct 20 percent of the sum paid
and remit it to the Internal Revenue Service. This is not an extra tax on the
individual. The 20 percent is credited against the taxes of the person being
paid when that person is properly identified and submits a tax return.

bad debt One that cannot be collected despite the best efforts of a
company to do so.

bad debt expense An estimate in any financial statement of how much of
recorded accounts receivable is unlikely to be collected.

bad debt recovery The circumstance that a sum written off as
noncollectible is then in fact paid. The accounting method is to “reverse”
the original write-off. If bad debt recovery happens frequently, it may be an
indication that the accounting staff in a company writes off debt too quickly.

balance The amount owed on a loan; the positive amount in a bank
account; or the difference between debits and credits in an account.

balanced budget One in which total expenditures are at least no more
than total revenues. If expenses are less than income, the budget is said to
have a surplus. If expenses are greater than income, the budget is said to
have a deficit.

balance of payments A country’s trading record with the rest of the world,
usually calculated as the difference between the monetary value of a country’s
imports as opposed to the monetary value of its exports.

balance of retained earnings The amount in any given year that a

company does not pay out to its shareholders. The calculation is comprised of
three components: the balance at the beginning of the year, any adjustments
during the course of the year, and the new year-end balance.

balance sheet A statement that shows a company’s financial position

at the end of a particular period. The year’s financial statements always
include a balance sheet, but many companies also produce one at the end of
each month to accompany their profit and loss statement. A balance sheet
offers three component’s of a company’s financial position: its assets, its
liabilities, and what it owes to shareholders (i.e., the equity shareholders have
contributed to the company by buying its shares plus any unpaid earnings

on those shares). The balance is achieved in this way: assets equal liabilities
plus shareholder’s equity. Balance sheets are used extensively in business for
the reason that they provide an overall view of the condition of a company
and help executives, directors, and their professional advisors easily see the
resources of a company as well as what it owes. Balance sheets are regarded
as the single most pertinent document illustrating a company’s financial
condition.

balloon A term commonly used in real estate to describe a kind of mortgage
or equity loan. In effect, a balloon is the payment on any loan substantially
greater than previous payments—one that pays off the loan.

bank balance The final amount shown at any time in a bank account. To

reconcile the account with an individual's or company’s records, one must
consider deposits not yet credited to the account, checks that have not yet
been presented for payment, and any bank charges or fees not yet added.
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bank statement A statement prepared by a bank, usually monthly, to show
transactions in an account. Customarily, bank statements show the following:
the opening balance for the month; the deposits made; the checks cleared; any
charges to the account (services charges and fees for stopped checks); and the
ending balance.

banker’s acceptance A draft, guaranteed by a bank, drawn by a business
for future payment for goods or services. Such instruments are often used in
foreign trade, where there is a time length between dispatch of goods and
receipt of goods, and therefore of payment for those goods. Because it is
guaranteed by a bank, a banker’s acceptance reassures the seller that the bill
will be paid.

bankruptcy A situation in which debts of a business are substantially
greater than the value of its assets and the business files for court protection.
The court supervises the liquidation of assets and the payment to creditors,
prorated, of what this liquidation yields. Another kind of bankruptcy, Chapter
11, often called a reorganization bankruptcy, allows the company protection
from its creditors even while it makes arrangements to pay them what they
are owed over an extended period of time.

bankruptcy prediction The pronouncement of an auditor about whether a
particular business is a going concern or whether, in the view of the auditor,
the company has long-term problems. If the prediction of the auditor is

that the company is likely to run into trouble, that a bankruptcy could be a
possibility, then the auditor is obliged to say so in the annual audit report.

bargain purchase A purchase in which goods are acquired for under their
market value (e.g., the acquisition of the equipment of a company that is
going out of business.

barter The exchange of goods and services between companies when no
cash changes hands for tax reporting purposes. However, the companies
must report the full market value of such transactions.

base stock The minimum amount of inventory necessary for a company to
function effectively.

basis The starting point for calculating a loss or gain. Also, the value against
which depreciation is claimed.

basis of accounting The method that a company employs to record
revenues and expenses—accrual accounting or cash basis accounting.

basket purchase See lump-sum purchase.

Bayesian probability The revision of previous estimates based on new
information or new experience. For example, an estimate of orders to be
received in the next six-month period is based by a company on its experience
of the previous six months—but an economic downturn severely curtails
orders, and the company must revise its forecast.

bear Stock market slang for one who believes that prices in the securities or

commodities markets will decline. The opposite of a bull, who believes that
prices will rise.
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beginning inventory The balance at the beginning of any accounting
period (e.g., the beginning of a company’s fiscal year). Inventory is of three
kinds: raw materials, work in progress, and finished goods.

behavioral accounting Also called human resource accounting. An
approach that places a value on a company’s personnel and includes that
valuation in its balance sheet. This kind of accounting is most likely to be
appropriate in a company that employs highly qualified professionals in which
the assets of the company can truly be said to be depleted if certain members
of staff leave (e.g., an advertising agency or a legal partnership).

bellwether security One that over time has proved that its movement up
or down in value is indicative of the way that the market in general is moving.

benchmarking Comparing the procedures of a company to those of
companies that are highly efficient and profitable in an effort to improve
productivity or competitiveness.

benefit approach to pensions The amount of pension benefits, in return
for services rendered, available at the present time: the current value of these
benefits.

Beta Alpha Psi Founded in 1919, the national accounting fraternity, with
chapters at some 130 universities.

betterment A capital expenditure for the replacement of a component of
plant or equipment that will result in improved performance, thus resulting in
an increased value for that particular asset.

bill of exchange See draft.
bill of lading A written document issued by the carrier that accompanies
a shipment of goods and specifies the terms and conditions of transport.

Usually issued for long-distance or overseas transport.

bill of sale A written document that transfers goods or title to an asset from
a seller to a buyer according to specified terms and conditions.

billings on long-term contracts Periodic invoicing by a company for work that
the company is doing for a client over a long period of time (e.g., a contractor’s
billing a developer for completed stages in a three-year-long housing project).

blanket insurance A policy that covers several items of property for the
amount of their fair market value.

blue chip stock One that has a long record of growth or dividend payments.

Such stocks are usually regarded as the best long-term investments, appropriate

for those who wish to invest but do not wish to speculate in the stock market.

board of directors A group of people chosen by the shareholders of either

a public or private corporation to run the business according to the company’s
charter and bylaws. It is common for a board to consist of a company’s high-
ranking executives (e.g., its president or CEO) as well as outside directors
who it is hoped will bring a more generalist perspective to the group. Among
other things, a board of directors has ultimate responsibility for a company’s
financial practices.
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boilerplate That part of any contract that is more or less common to all
contracts.

bond Any written undertaking by a company, government agency, or other
organization to pay the holder of the instrument a fixed amount on maturity.
Interest payments are involved, and are usually paid semiannually. Bonds are
either “secured” or “unsecured.” Secured bonds (e.g., a mortgage bond) have
a claim on real estate or other securities; unsecured bonds have no specific
claim on any assets (they are often referred to as “junk” bonds).

bond discount An amount under face value at which this instrument can be
issued. This discount can happen if the interest rate is below that prevailing
in the marketplace, if the bond does not mature for a number of years, or if
the company issuing it is perceived to be in financial trouble.

bond premium The amount above face value at which this instrument

can be issued. This premium can happen if its interest rate is above that
prevailing in the marketplace or if the company issuing it is perceived to be in
a very strong position in its particular industry.

bond ratings Usually prepared by such agencies as Moody’s or Standard
and Poor’s, an analysis of whether a bond is likely to go into default—a
measurement of risk, in other words.

bonus method A practice in partnership formations: a partner who has
contributed something other than capital (goodwill or expertise, for example)
is credited with having contributed additional capital.

book(s) The financial records of a company, specifically its journals or
ledgers.

book balance The final amount showing in any account at the end of an
accounting period.

book inventory The value of inventory as shown in company records. It is
not necessarily “true” inventory, which because of spoilage/damage can be
determined only by a physical inventory.

book value The net value (net = original cost less depreciation) shown for
an asset on a company'’s balance sheet.

bookkeeper/bookkeeping The person(s) within a company who is in

charge of various accountancy support functions. Duties could include making
entries in various company ledgers, doing the payroll, and reconciling bank
statements. A bookkeeper is usually not a trained accountant but often
someone who has gained expertise through on-the-job training.

bottleneck Any accounting activity that isn’t working efficiently, usually
because the work involved is greater than the personnel available to do that
work. For example, a company suddenly receives a great number of orders,
far beyond the capacity of its one order clerk to process in a timely way.

bottom line A company’s net income after taxes or the end result (i.e., the
final consequence of an activity).

branch accounting The practice of maintaining different accounts for each
branch of one business entity. The purpose is to provide management the
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means of determining how well each branch is doing. Customarily, these
different accounts are combined at the end of the financial year.

break-even analysis A determination of when a company’s revenues equal
its costs in producing the goods or services that create those revenues. Any
revenues beyond the break-even point are profits. If costs are greater than
revenues, however, the company is operating at a loss.

break-even point/break-even sales Revenues precisely equal the costs that
produced those revenues. See break-even analysis.

bridge loan A short-term loan, often carrying a higher rate of interest, that
is made in anticipation of a long-term loan. The most common example is
money advanced by a lender so that an individual may purchase a home
before that person has sold his or her current home; the bridge loan is paid
back when the current home is sold, and the lender (the same lender or
another one) provides a long-term mortgage on the new home.

brokerage fee An amount, usually a commission—though it can be a
straight set fee—paid to a broker for buying or selling securities.

budget/budgeting A forecast, framed as a financial plan, of how a

company will perform over some future accounting period, usually the
following financial year. The forecast involves predicted income and expenses,
acquisition of assets, and final profit or loss.

budget committee A company group, usually comprised of that company’s
senior executives and chief financial officer, that reviews, vets, and potentially
revises a company’s budget for the year.

budget control The attempt to control a company’s activities to make those
activities conform to that company’s annual budget.

budget manual Any codification by a company of the ways in which it
customarily prepares its annual budget; a guide to any financial professional
who is preparing that company’s budget for the first time.

budget report A report (usually monthly) that analyzes the difference between

budgeted revenues and expenses and actual figures. These reports are used by

companies to monitor their month-by-month progress against the budget.

budget slack/budgeting slack Underestimating revenues and
overestimating expenses as a way of protecting the financial analyst who
prepares a budget. As it produces something other than a true forecast, this
practice is discouraged and not widely practiced.

budget variance The difference between projected revenues and expenses
and actual revenues and expenses as shown by the monthly budget report.

budgetary participation Involvement by management in the budget

process. Many companies involve not just their accountants but also their
senior managers in the budget process as a kind of fairness: managers will be
judged on how well they meet budgets. Many companies believe, therefore,
that managers should participate in devising those budgets in the first place.

bull Stock market slang for an individual (or institution) that believes a
particular company share or the market in general will experience a price rise.
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The opposite of a bear, who believes that a share or the market will decline.

business cycle A theoretical construct that economies periodically expand or
contract; such cycles affect an individual company’s growth and income.

business expenses Those expenses that may be legitimately deducted from
a company'’s gross profit in the computation of how much that company owes
for state or federal taxes. Put another way, expenses that are necessary to
create company revenues. Examples would include a provision for bad debts,
the purchase of new equipment, or payroll.

cafeteria plan Slang for a benefit plan that permits employees to make
their own choices among various company benefits on offer.

call The option to buy (e.g., shares in a company at a specified price within
a specified period). Also refers to bonds or preferred stocks that may be
redeemed before their maturity.

call premium The amount an issuer must pay the holder of bonds or
preferred stocks, beyond face value, to call in those instruments before their
maturity. Instruments that involve a call provision almost always involve such
a premium.

call price That which must be paid to call in a financial instrument bearing
a call provision. It is equal to the face value of the instrument plus the call
premium.

callable security A security that involves a call provision. Customarily, the
issuer exercises that provision if the instrument carries a higher rate of interest
than that which is current in the marketplace, as a means of reissuing at a
lower rate of interest.

Canadian Institute of Chartered Accountants Founded in 1902, the
primary professional organization for Canadian “chartered” accountants (the
same as CPAs in the United States).

canceled check A check paid by a company’s bank and then returned to
the company: it constitutes the company’s evidence that a particular debt has
been paid.

capacity costs Costs related to providing facilities that allow a company
to produce its goods or services, such as rents, property taxes, and insurance
premiums. Capacity costs are always fixed costs.

capital In accounting, capital has four meanings: (1) long-term assets that
are not themselves sold in the normal course of business, such as a factory
building or equipment; (2) a company’s resources (i.e., the difference between
its current assets and current liabilities); (3) any goods purchased for use in
the production of goods or services (e.g., computers); and (4) the interest

of an owner in a business, the difference between assets and liabilities that
constitutes the value of the business—also called equity or net worth. (In a
corporation, stockholders’ equity is the capital.)

capital account In a privately held business, the owner’s net worth—the
difference between the business’s assets and liabilities. In a partnership,
such an account exists for each owner. In a corporation, the term refers to
stockholders’ equity.
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capital addition Anything that adds to the value and life of a company’s
assets. In taxation, the cost of any improvements.

capital asset An asset added to a business to assist in the running of that
business, rather than something that has been purchased for resale (e.g., land
or goodwill or trademarks). In taxation, any property held by a taxpayer other
than cash, inventory for sale, or accounts receivable.

capital budget/capital budgeting A long-term plan for investment in
capital assets involving three phases: identification of need, selection, and
administration.

capital decay The process by which an asset loses its value over time (e.qg.,
a factory building becomes outmoded for its purpose or computers become
technologically obsolete).

capital expenditure Any purchase of a long-term asset or means to
improve a current capital asset.

capital gain Any profit involved in selling a capital asset. Both individuals
and corporations are taxed on capital gains, though some gains (e.g., an
individual selling a personal residence) are exempt to certain limits.

capitalize To charge an expenditure to the appropriate asset account
because it will provide a benefit to the company for more than one year.

capital loss A loss on the sale of a capital asset. Such losses are deductible
by individuals and businesses to offset capital gains. A corporation may
deduct capital losses only to the extent that it has capital gains.

capital market Any trading center (e.g., the New York Stock Exchange) for
long-term debt and company shares.

capital recovering allowance A concept in taxation, that a company may
recover the cost of capital via such means as depreciation.

capital stock Another term for equity shares in a corporation—those
authorized by its articles of incorporation and sold to investors. There are two
basic kinds of capital stock: preferred stock and common stock.

capital structure Those assets of a business that provide its financing (apart
from outside bank financing): the company’s common and preferred stock and
its retained earnings.

carrying costs Any expenses that a business incurs for holding inventory.
These expenses could include interest on money borrowed to create inventory,
storage charges for holding inventory, or insurance against damage of
inventory.

cash Money that a company has deposited in a bank as well as any
instrument that a bank will accept as cash (e.g., checks or money orders).
Notes receivable or accounts receivable are not regarded as cash and may not
be entered as such on financial statements.

cash basis accounting Recognizing income and expenses when cash is
received or disbursed as opposed to when goods are sold or debt incurred
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(i.e., the opposite of accrual basis accounting). The method is generally
only possible for a small service business that does not maintain any kind of
inventory.

cash disbursement/cash payments journal A financial records book

used to record all payments made in cash for accounts payable and operating
expenses. It usually provides substantial detail, including date of transaction,
check number, explanation, and the balance.

cash discount See sales discount.

cash dividend That which is periodically paid to shareholders, typically
expressed as dollars and cents per individual share (though with preferred
stock, it is usually expressed as a percentage of par value).

cash equivalent The amount that can be realized in the marketplace by
selling particular goods or services.

cash flow Cash receipts less cash disbursements for a particular period
of time. If, in a given month, a company pays out $30,000 and collects
$40,000, its cash flow for the month is said to be $10,000.

cash flow forecasting A kind of financial forecast in which an accountant
attempts to predict (for any given period) how much cash will come into the
business (customers paying bills, investment income) against how much will
have to be paid out (operating expenses, accounts payable).

cash flow statement A document that explains the sources from which

cash has come into the business and the ways in which it has been disbursed.

cash-generating efficiency The ability of a company to generate cash from
its operations.

cashier’s check A check drawn by a bank on its own funds: it is used as an
equivalent of cash.

cash receipts journal A record of all company transactions that have
involved the receipt of cash (e.qg., collection of a company’s accounts
receivable). Typical entries would note date of receipt, amount, and
explanation.

cash shortage/overage A problem for businesses that deal almost
exclusively in physical cash (e.g., a small retail establishment). The cash on
hand is less or more than what is recorded on the cash register.

cash surrender value A portion of the premiums paid on an insurance
policy if the beneficiary of that policy cancels it. In companies, the cash
surrender value is regarded on the balance sheet as an investment.

CD See certificate of deposit.

ceiling The net realizable value of an asset.

cell The intersection between a row and a column in an electronic

spreadsheet. The cells can be made to relate to each other in particular detail
to make them calculate and create financial data.
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certificate of deposit (CD) An investment instrument available at banks
and other financial institutions that offers a certain rate of interest if the
instrument is kept in place for a certain period of time. If the depositor
withdraws funds before the CD matures, there is a significant penalty
involved.

certified check A check that a bank guarantees to pay.

certified financial planner (CFP) Someone who has passed the
examinations of the College for Financial Planning and is competent to
analyze the financial condition of clients and to prepare financial plans for
these clients.

certified financial statements Statements accompanying a certified public
accountant’s audit report.

certified management accountant (CMA) One who has been trained in
management skills as well as accounting: that person has passed a series of
examinations certifying that competence.

certified public accountant (CPA) An accountant who has passed the
Uniform SPA Examination administered by the American Institute of Certified
Public Accountants (AICPA) and is therefore licensed by the state in which the
accountant practices to use that title. A CPA is authorized to write an audit
opinion or audit report on a company’s financial statements and can act as a
final auditing authority.

CFO See chief financial officer.
CFP See certified financial planner.

change in reporting entity Notification to government taxing agencies

that two of more formerly independent companies are now combined into
one and will jointly prepare financial statements and tax returns in the future.
It is common for companies in this situation to restate their financial results
for the previous five years as if they were combined during that period.

Chapter 7 A type of bankruptcy in which, after a company has liquidated
many of its assets to pay off most creditors, the