GLOSSARY

The technical words and terms used in this text afeid test ratio: seeQuick ratio.

briefly explained in this glossary. For more expandefctivity ratios: seeTurnover ratios.

definitions and discussions, the reader should refer Adljusted trial balance: a trial balance of accounts af-

the text itself. ter period-end adjustments have been made. See also

Trial balance.

Accelerated depreciation: a method of depreciation thatAdjustments: entries made at the end of each ac-
gives greater amounts of depreciation expenses in thecounting period in journals and then in the accounts
earlier years of an asset’s life. See dkspreciation. so that the accounts have correct balances under the

Account: a record in which the current status (or bal- accrual accounting method.
ance) of each type of asset, liability, owners’ equitllowance for uncollectable accounts:an amount es-

sales revenue, and expense is kept. tablished to cover the likelihood that not all accounts
Accounting cycle: a recurring series of steps that oc- receivable outstanding at balance sheet date will be
curs during each accounting period. collected.
Accounting equation:assets-= liabilities + owners’equity. Amortization: a method of writing down the cost of
Sometimes referred to as thaance sheet equation. certain intangible assets (such as franchises or good-
Accounting period: the time period covered by the fi-  will) in the same way that depreciation is used to
nancial statements. write down the cost of tangible fixed, or long-term
Accounts payable: amounts due to suppliers (credi- assets.
tors); a debt or a liability. Asset: a property or resource owned by a business.
Accounts receivable:amounts due from customers orAsset shrinkage: the decline in value of assets during
guests (debtors); an asset. bankruptcy.
Accounts receivable aging:preparing a schedule clas-Audit: a verification of accounting procedures and
sifying receivables in terms of time left unpaid. records.

Accounts receivable average collection periodthe Audit tape: a continuous chronological record of each
number of days the average receivable remains unpaid.transaction recorded in a cash or sales register. The

Accounts receivable turnover: annual sales revenue tape can usually only be removed at the end of each
divided by average accounts receivable. day by authorized accounting office personnel.

Accrual basis: as opposed to cash accounting, Audittrail: an internal control method that allows each
method of accounting whereby transactions are business transaction to be traced back from its initial
recorded as they occur and not when cash is ex-source document through each step of the recording
changed; the matching of sales revenue and expensegprocess.
on periodic income statements regardless of whéwerage checks:sales revenue divided by number of

cash is received or disbursed. people served during a certain period of time. Some-
Accrued expenses:expenses that have been incurred times called average cover or average spending.
but not paid at balance sheet date; a liability. Average cover: seeAverage checks.

Accumulated depreciation: the total depreciation that Average rate of return (ARR) method: a method of
has been shown as an expense on the income statemeasuring the value of a long-term investment. The
ments since the related assets were purchased. Seequation is net annual saving divided by average
alsoDepreciation. investment.
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Average room rate: room revenue divided by numberCapital surplus: the amount of money raised by a com-
of rooms used during a certain period of time. pany in excess of any par or stated value of the shares.

Average spending: seeAverage checks. Cash basis: a method of accounting (as opposed to ac-

crual accounting) whereby transactions are only

Bad debt: an account receivable considered or known recorded at the time cash is received or disbursed.

to be uncollectible. Cash budget: a budget concerned with cash inflows
Bad debts allowance:seeAllowance for uncollectible and cash outflows.
accounts. Cash disbursements:money paid by cash or by check

Balance: the amount of an account at a point in time. for the purchase of goods or services.

Balance sheet:a statement showing that assetia- Cash flow from operating activities margin ratio:
bilities + owners’ equity. A balance sheet shows the cash flow from operating activities divided by sales
financial position of a company at a point in time.  revenue.

Bank float: the difference between the bank balanc€ash flow from operating activities to current liabil-
shown on a company’s records and the actual balanceities ratio: cash flow from operating activities di-
of cash in the bank. vided by average current liabilities.

Bank reconciliation: a monthly or periodic procedure Cash flow from operating activities to interest ratio:
to ensure that the company’s bank account balancecash flow from operating activities plus interest di-
amount agrees with the bank’s statement figure. vided by interest.

Beverage cost:seeCost of sales. Cash flow from operating activities to total liabilities

Bond: a form of financing by a company. A bond is a ratio: cash flow from operating activities divided by
debt or long-term liability to be repaid with interest average total liabilities.

over time. Cash management:cash conservation and the man-
Book value: initial cost of an asset or assets less related agement of other working capital accounts to maxi-
accumulated depreciation. mize effectiveness of the company’s use of cash.

Breakeven equation or formula: an equation useful in Cash receipts: cash or checks received in payment for
making business decisions concerning sales levelssale of merchandise or services.

and fixed and variable costs. Chattel mortgage: a long-term debt or mortgage se-
Breakeven point: the level of sales at which a com- cured by the chattels (e.g., equipment and furniture)
pany will make neither an income nor a loss. of the business. See alstortgage.
Bridge financing: seelnterim financing. City ledger: in a hotel, the accounts receivable for
Budget: a business plan, usually expressed in monetary guests who have charge privileges in food and bev-
terms. See alsimcremental budgeting andZero-base erage areas, and the accounts of room occupants who
budgeting. have left and have charged their accounts.

Budget cycle: the sequence of events covered by a bu@ollateral: assets pledged by a company as security for
get period from initial budget preparation through a loan.
comparison of actual results with budgeted estimaté3ollusion: two or more people working together for
Business entity: the concept that a business, and busi- fraudulent purposes.
ness transactions, should be kept separate from peéommon-size vertical statement:one financial state-

sonal transactions of the business’s owners. ment presented with all data in both dollar and per-
centage figures.
Capital asset: seeFixed asset. Common stock: a form of stock or shares issued by a
Capital budget: a budget concerning long-term, or company to raise money.
fixed, assets. Comparative horizontal statements: financial state-

Capital rationing: occurs when only a limited amount ments for two or more periods presented so that the
of funds is available for long-term investments dur- change in each account balance from one period to
ing a budget period, and even profitable investment the next is shown in both dollar and percentage terms.
proposals are deferred to future budget periods. Concentration banking: a method of accelerating the

Capital stock: the amount of money raised by a com- flow of funds from individual units in a chain oper-
pany from issuing shares. ation to the company’s head office bank account.
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Conservatism principle: a principle of accounting to Creditor: a person, or company, to whom a firm owes
help ensure sales revenue and assets are not overmoney.
stated or expenses and liabilities understated. Current assets: cash or other assets likely to be turned

Consistency principle: a principle of accounting to  into cash within a year.
help ensure that financial statements are comparallerrent dollars: historic (previous periods’) dollars
from one period to the next. converted to terms of today’s dollars for purposes of

Contra-account: accounts with a balance that is shown comparison.
on the “wrong” side of the balance sheet as a redu@urrent liabilities: debts that are due to be paid within
tion of a related account, for example, allowance for one year.
bad debts shown as a reduction of accounts receival@errent liquidity ratios: ratios that indicate a com-

Contribution margin: the difference between sales pany’s ability to meet its short-term debts.
revenue minus cost of sales. Current ratio: the ratio of current assets to current

Contribution statement: a form of income statement liabilities.
presentation whereby variable costs are deduced from
sales revenue to show contribution margin, and th€ay rate: the rate charged by a hotel or motel for the
fixed costs are deducted from contribution margin to use of a room for a portion of the day and not
arrive at net income. overnight.

Contributory income: seeDepartmental income. Debenture: a form of financing by a company. A

Controllable cost or expense:a cost that is control-  debenture is a debt or long-term liability to be repaid
lable by an individual (such as a department head) in with interest over time.

a company. Debit: an entry in the left-hand side of an account.

Cost: the price paid to purchase an asset or to pay foebt: money owed to a person or organization; an
the purchase of goods or services. Also frequently obligation.
used as a synonym for expense. Debt to equity ratio: the amount of debt (liabilities)

Cost center: a department (such as maintenance) in a expressed as a ratio of stockholders’ equity.
hospitality operation that generates no sales revenl&clining balance depreciation:a method of acceler-

Cost management:an awareness of the various types ated depreciation whereby higher amounts of depre-
of cost and the effect that the relevant ones have onciation expense are recorded in the earlier years of
individual business decisions. an asset’s life.

Cost of sales:generally referred to simply as food cosDeferred expense:an expense that has been incurred
or beverage cost. Calculated by adding beginning of that is going to be written off over a period of time
the accounting period inventory to purchases during greater than one year.
the period, and deducting end of the period inveeficit: a deficit situation exists when losses accumu-
tory, adjusting where necessary for items such as em-lated since a business began exceed accumulated net
ployee meals and/or interdepartmental transfers. incomes.

Cost variance: the difference between budgeted codbemand, elasticity of: seeElasticity of demand.
and actual cost. Department budget: an operating budget prepared

Cost-volume-profit analysis: an analysis of fixed and  for an individual department in a multidepartment
variable costs in relation to sales as an aid in deci- organization.
sion making. See al€Breakeven equation. Departmental income: the income of an individual op-

Credit: 1. an entry on the right-hand side of an account; erating department after direct expenses have been
2. to extend credit or to allow a person to consume deducted from sales revenue; sometimes referred to
goods or services and pay at a later date. ascontributory income.

Creditinvoice: an invoice prepared by a supplier showbependent variable: an item that is affected by what
ing, for example, that goods delivered to a company happens to another item. For example, labor cost
have been returned as unacceptable. is affected by level of sales; labor is the dependent

Credit memorandum: a dummy credit invoice made  variable.
out by a company prior to receipt of a credit invoicBepreciation: a method of allocating the cost of a fixed
from the supplier. asset over the anticipated life of the asset, showing a
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portion of the cost, for each accounting period of the cate whether the proposal seems feasible and will

life, as an expense on the income statement. provide an adequate return on the investment.
Derived demand: the business that one department hasrst-in, first-out (FIFO) inventory costing: a method

as a result of business in another department, for ex-of inventory costing where the earliest items pur-

ample, cocktail lounge revenue resulting from cus- chased are assumed to be the first ones used.

tomers having drinks while eating in the dining roont:inancial accounting: information provided to users
Direct cost or expense:an expense that can be dis- outside of a business that are in some way concerned

tributed directly to an operating department and gen- or affected by the performance of the business.

erally controllable by that department. Financial position: the financial condition of a busi-
Discount: a reduction of the amount paid on a purchase ness as indicated by its balance sheet.
because of prompt payment. Financial statements: a balance sheet and an income

Discounted cash flow:a method of converting future  statement and, where appropriate, a statement of re-
inflows and/or outflows of cash to terms of today’s tained earnings, a statement of source and use of
dollars. working capital, and other supporting information.

Discount grid: a table that shows the additional hotefFinancing: raising money by debt (liability) or equity
room occupancy required to compensate when rack (owners).
rates are discounted at various percentages. Financing, interim: seelnterim financing.

Discretionary cost or expense:one that could be in- Fiscal year: an annual accounting period that is twelve
curred but does not have to be at the present time. months.

Dividend: an amount paid out of net income, after taxgixed asset: asset of a long-term or capital nature that
to stockholders as a return on their investment in the will be depreciated over a number of years.
company. Fixed asset turnover: annual sales revenue divided by

Double-declining balance depreciation:A method average fixed assets.
of accelerated depreciation that allocates a largéixed budget: one that is not flexible or variable; one
amount of depreciation expense in the earlier years that is not adjusted to compensate for various possi-
of the life of an asset. ble levels of sales or revenue.

Double-entry accounting: an accounting procedure Fixed charges: indirect costs such as property taxes, in-
that requires equal debit and credit entries in the ac- surance, interest, and depreciation. Sometimes re-
counts for every business transaction. This ensuresferred to as indirect costs. See aBioect cost and
the accounting equation is kept in balance. Undistributed operating cost.

Double-occupancy rate:the percentage of rooms oc-Fixed cost or expensea cost that does not change, in
cupied in a hotel or motel that are occupied by more the short run, with changes in volume of business.
than one person. Flexible budget: a budget based on more than one level

Drawings: seeWthdrawals. of possible sales revenue.

Float (or bank): an amount of money advanced to an em-

Earnings per share: net income for the year divided ployee for change-making purposes. Se float.

. . Folio: the account of a guest staying in a hotel or mo-
by average shares outstanding during the year. . s N
. ) . . tel. Usually kept in the front office until paid.
Elasticity of demand: the effect that a change in price )
. Food cost: seeCost of sales.
has on demand for a product or service. . ) .
L . Eranchise cost: the cost to purchase the right to use the
Expenditure: payment in cash for purchase of a good - A
. ? L name and/or services of another organization.
or service, or incurrence of a liability for purchase o
. ull cost accounting: The manager of a sales revenue
a good or service. . -
) . . operation knows the minimum sales revenue to be
Expense: goods or services consumed or used in oper-
. - generated to cover all costs, even though control of
ating a business. . . -
some costs is not their responsibility.
Full disclosure principle: a principle of accounting
Feasibility study: a study prepared prior to starting a whereby financial statements provide all the relevant
new business or expanding an existing one, to indi- information that a reader of them should have.
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General ledger: a book of accounts holding those sis, is automatically applied to last year's budget. See
accounts from which the financial statements are alsoZero-base budgeting.
prepared. Independent variable: an item that is not affected by
Generally accepted accounting principles (GAAP): what happens to another item. For example, guest
Accounting principles developed over time and ac- room sales are not affected by the number of maids
cepted as accounting rules, methods, and proceduren duty; room sales are the independent variable.
used as a uniform basis to be used as a guide in thdirect cost or expense:a cost not allocated directly
preparation of financial statements. to an operating department. See alBioect cost,
Goal congruence:the alignment of organizational Fixed charges, andUndistributed operating cost.
goals with the personal and group goals of subordirtegrated banking: seeConcentration banking.

nates and superiors. Integrated pricing: a method of reviewing prices in
Going concern: an accounting assumption that a busi- two or more departments to ensure products are not
ness entity is to remain in business indefinitely. priced independently of each other.

Goodwill: the value of an established business, baskderim financing: financing that is required for a new
on its name or reputation, above the value of its tan- project from the time that construction is started un-

gible assets. til the project is completed. Sometimes referred to as
Graph: a method of illustrating accounting information bridge financing.

in pictorial form. Internal audit: an appraisal of the operating and ac-
Gross profit: sales revenue less cost of sales. counting controls of an establishment to ensure that

Gross return on assets:income before interest and in- internal control and procedures are being followed
come tax divided by total average assets for the period.and assets adequately safeguarded.

Guest account: seeFolio. Internal control: a system of procedures and forms es-

tablished in a business to safeguard its assets and help

Historic cost: the cost of something at the same time ensure the accuracy of the information provided by
it was paid for, not adjusted to current cost. its accounting system.

Hospitality managerial accounting: specialized inter- Internal rate of return (IRR): a method of measuring
nal information to a business’s managers responsible the value of a long-term investment using discounted
for directing and controlling operations within the cash flow. See alsbiscounted cash flow.

hospitality industry. Inventory: merchandise (generally food and bever-
House accounts:the accounts of guests staying in a ho- ages) purchased but not yet used to generate sales
tel. See als€ity ledger. revenue. See aldehysical inventory.

Hubbart formula: a method of calculating required avdnventory turnover: cost of sales for a period of time
erage room rate so that at a particular level of occu- divided by the average inventory for that period.
pancy all costs will be covered and a desired retumvestment: money loaned to a company either by way
on investment achieved. of a debt (liability) or equity (stock).

Invoice: document prepared to record the sale of goods

Income statement: a financial statement showing money or services and giving details about the transaction
earned from sales of goods and services, less expenseand total value of the sale.
incurred to earn that income, for a period of timdnvoice approval form: a form or stamp showing that
sometimes referred to as tefit and loss statement. all necessary control steps have been carried out to

Income summary: An account that receives the sums ensure that an invoice is correct and can be paid.
of all sales revenue and expense accounts when they
are closed to a zero balance. The final balance of the
income summary account will represent net incomlint cost or expense:one that is shared by more than
or net loss which is transferred to the capital ac- one department.
count(s) or the retained earnings account. Journal: accounting record summarizing business

Incremental budgeting: a method of budgeting transactions as they occur prior to posting the infor-
whereby an increase, generally on a percentage ba-mation to the individual accounts.
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Journal entry: the recording of a business transactioManagement by objectives (MBO):a concept based
in a journal. on the assumption that employees can be committed
to their work, allowing for maximum involvement and
Kiting: writing a check on one bank, failing to record participation in setting subgoals, personal goals, and
it as a disbursement, and depositing it in another bank performance standards for judging employees’ work.
for fraudulent purposes. Manager’s daily report: a report prepared daily, gen-
erally by the accounting office, to indicate each day’s
Lapping: a method of fraud that can occur when an key business operating statistics, such as room occu-
employee has complete control of accounts receiv- pancy percentage and average food check by meal
able and payments received on these accounts. period.
Last-in, first-out (LIFO) inventory costing: a method Marginal cost or expense:seéeVariable cost or expense.
of inventory costing where the most recently puMarketable securities: investments in notes or similar
chased items are assumed to be the first ones used.securities that can be readily converted into cash.
Lease: the renting of a building and/or equipment, usuMarket segment: a type of customer (such as business
ally in lieu of a purchase. travelers) with whom an operation does business.
Leasehold improvements:architectural and interior Market segment profit analysis (MSPA): a method of
design changes made to rented (leased) premises. analyzing both sales and expenses (including indirect
Ledger: a book of accounts in which business trans- expenses) by market segment to determine the most
actions are entered after having been recorded inprofitable segments.
journals. Market value: the current value of an asset, sometimes
Leverage: a method of financing whereby more debt known as replacement value.
(liabilities) is used than equity (owners’ investmentMarkup: the difference between the cost of an item and

to finance an operation. its selling price.
Liability: a debt; an obligation. Master budget: the overall budget for an establishment
Liguidation: the closing of a business by selling its as- embracing all other budgets.

sets and paying off the liabilities. Matching principle: a principle of accrual accounting

Liquidity: the financial strength of a business in terms relating expenses to the sales revenue earned during
of its ability to pay off its short-term or current lia- a period regardless of when the cash was received or
bilities without difficulty; a healthy working capital  the expenses paid.
position; a good current ratio. Materiality concept: the significance of an item in re-

Loan: an amount borrowed; a debt; a liability. lation to the total business. If an item is not signifi-

Loan principal: the repayment of the initial amount cant, other accounting principles may be ignored for
borrowed on a loan is a principal payment as distinct reasons of practicality.
from interest that is in addition to principal paymentdMemorandum invoice: a temporary, dummy invoice

Lockboxes: a special bank service to speed up the col- prepared in the absence of a proper invoice.

lection of accounts receivable. Menu engineering: a method of menu analysis that
Long-range cash flow: a cash flow budget for periods combines each menu item’s contribution margin
of time generally in excess of one year. (gross profit) with its popularity, or the demand for
Long-term asset: seeFixed asset. that item by the restaurant’s customers.
Long-term budget: a budget for a period of time gen-Mission statement: a statement detailing the purpose
erally in excess of one year. of a business.
Long-term liability: a debt or obligation to be paid offModified T account: This account is a basic skeleton
more than one year hence. of a general ledger account used in an academic set-

Long-term solvency ratio: ratio that indicates a com-  ting for beginning accounting students. The T ac-
pany’s ability to meet its long-term liabilities as they count format focuses directly on the debit or credit
fall due; an example is the debt to equity ratio. posting of the account by showing how a posting

Loss: an excess of expenses over sales revenue. affects the balance of the account. The modified
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T account identifies the account by name and ti@perating leverage: the relationship between fixed
name of the account identifies the account as nor- and variable expenses; high fixed expenses compared
mally being either a debit or credit balanced account. to variable expenses indicate high operating leverage.

Mortgage: a long-term debt or liability generally se-Operating ratios: key business ratios (such as restau-
cured by using long-term assets (such as land and/orrant seat turnover and guest room occupancy per-
building) as collateral. See al€hattel mortgage. centage) that are often calculated daily.

Moving average: a method of forecasting that takes a®pportunity cost: the cost of not doing something. If
average of the previoumsperiods of business and uses a company does not invest surplus cash, the interest
that average as the basis for the next period’s forecastincome not gained by this is the opportunity cost.

Mutual exclusivity: a mutually exclusive alternative Organization chart: a document showing levels of re-
requires that if only one of a number of proposals sponsibility and authority, and lines of communica-
(such as a long-term investment) is accepted, all oth- tion for an establishment.

ers will be rejected. Outstanding check: a check issued in payment of a
debt that has not yet been cashed by the payee or that
Net assets:seeNet worth. has been cashed in but has not yet been deducted
Net book value: seeBook value. from the payer’s bank account.
Net income: total sales revenue from sales and oth&@wnership equity: total assets minus total liabilities;
income less total expenses. net worth.
Net income to revenue ratio:net income divided by
sales revenue and multiplied by 100. Partnership: an unincorporated business owned by two

Net present value (NPV):a method of measuring the or more persons.
value of a long-term investment using discountedayback period method: the time it takes to recover
cash flow. See alsDiscounted cash flow. an investment; initial investment divided by net an-
Net return on assets: net income after income taxes di- nual cash saving.
vided by total average assets for the period. Periodic inventory: a method of inventory control
Net worth: total assets less total liabilities; it equals where the quantity of each item in stock is not known
owners’ equity. until an actual physical count of storeroom quantities
Noncontrollable costs or expensescosts or expenses is taken, usually at each month-end.
that are generally fixed in nature and a manager cdferiodicity: an accounting principle that states that
not influence the amount spent in the short run, such the operating results of a business should be moni-

as rent or interest. tored by preparing financial statements for periods
Notes payable:a liability documented by a written  of time.

promise to pay at a specified time. Perpetual inventory: a method of inventory control
Note receivable: an asset documented by a written where a continuous record is maintained for each item

promise from the borrower to pay it. in stock on a perpetual inventory card of items re-

ceived and items issued and a running balance of the
Obijectivity principle: a principle of accounting re- quantity of each item in stock is constantly updated.
quiring all business transactions to be documentedmerpetual inventory card: a form that is used to record

writing. the movement of all items in and out of storage
Obligation: seeDebt. rooms. One card is used for each item.
Occupancy percentage:the ratio of rooms occupied to Petty cash: a fund of money controlled by an individ-

rooms available expressed in percentage terms. ual from which minor purchases of goods or services
Operating budget: a budget concerned with sales rev- can be paid.

enue and/or expenses. Physical inventory: the actual counting, recording, and
Operating cost: seeExpense. pricing of assets.

Operating department: a department concerned with aPosting: recording of business transactions in accounts,
particular segment of a business such as rooms or food.or from journals to accounts.
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Preferred stock or shares: a form of stock or share Quantity variance: the difference between budgeted
issued by a company to raise money, generally and actual quantity.
ranking before common stock with reference tQuick assets:cash and readily convertible securities
dividends. and/or receivables.
Prepaid expense:an expense paid for and shown as aQuick ratio: the ratio of quick assets to current liabilities.
asset until it is matched up with related sales revenue
and shown as an expense. $taching principle.
Present value: seeDiscounted cash flow. Rack rate: the normal maximum rate charged for a ho-
Price earnings ratio: for a company whose shares are tel guest room.
publicly traded, market price per share divided bRatio: the relationship of one item to another. For ex-

earnings per share. ample, $2,000 of current assets to $1,000 of current
Price variance: difference between budgeted price and liabilities would be a 2:1 ratio.
actual price. Ratio analysis: the use of various ratios to monitor the

Product differentiation: a method of presenting a ongoing progress of a business.
product or service in a different way from competiReceiving report: a form, completed daily, listing all
tors, for example, by creating a unique ambience or goods received for the day.

providing superior service. Regression analysis:a statistical method that can be
Profit: seeNet income. used in such areas as breaking down semifixed or
Profit and loss statement: seelncome statement. semivariable expenses into their fixed and variable

Profit center: a department (such as the rooms depart- components and that can also be used in forecasting
ment) that generates profit or net income while con- the sales revenue in one department (such as food)
trolling costs. based on the sales revenue in another (such as

Profit margin: seeNet income to revenue ratio. rooms).

Profit to sales ratio: seeNet income to revenue ratio.  Relevant cost or expenseone that is important and to

Profitability: the net income of a company related to be considered in a particular business decision.
the value of its assets, to the owners’ equity, and Replacement value:seeMarket value.
sales revenue. Requisition: a form, completed by an authorized per-

Profitability ratios: ratios that measure profitability — son, requesting that needed items be issued from the
such as return on assets, return on investment, andstoreroom.
net income to sales revenue. Residual value: This is the estimated value of a phys-

Pro forma: forecast or tentative figures; a budgeted in- ical long-lived asset at the end of its estimated use-
come statement is a pro forma statement. ful life for depreciation purposes. The term also

Proprietorship: an unincorporated business owned by applies to the estimated value of a leased asset at the
a single individual. end of its leased life.

Prorate: to allocate an amount on a logical basis; fdResort hotel: generally one that has extensive recre-
example, to allocate overall company rent expenses ational facilities.
to the operating departments on a basis of squdesponsibility accounting: a method of accounting in
footage occupied by each department. which department heads or managers are made re-

Purchase order: a form prepared by the purchasing de- sponsible for the departmental profit achieved.
partment authorizing a supplier to deliver needddetained earnings: accumulated net income less ac-
goods and services to the establishment. cumulated losses less any dividends paid since the

Purchase requisition: a form, usually prepared by a de- business began.
partment head, requesting the purchasing departmBatturn on assets:seeGross return on assets.
to buy required goods or services. See Béspisition. Return on investment: net income after income tax di-

Purchasing department: the department responsible vided by average owners’ equity for the period.
for ensuring that supplies, equipment, and servicRevenue: money earned from sales and/or income re-
are available to the establishment as required. ceived in exchange for goods or services.
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Revenue center:Revenue is generated but has little oBtatement of business purposeseeMission statement.
no direct costs associated with its operation, such &stement of cash flows:a financial statement, produced
the leasing of floor space within a major operation at least annually, that uses the income statement, be-
to a separate entity provides revenue to the major op-ginning and end of the year balance sheets, the state-
eration, all of which is profit. ment of retained earnings, and other information to
Revenue managementa flexible pricing policy for show all sources and uses of cash for the year.
rooms that adjusts quickly to supply and deman&tatement of changes in working capital:a statement
with the objective of selling all rooms at all times.  showing in dollars the amount of change from one
Revenue mix: the ratio of sales revenue among various period to the next in each individual current asset and
departments in a multidepartment establishment. Seecurrent liability account.
also Sales mix. Statement of retained earnings:a statement showing
Revenue per available room (REVPAR):calculated previous balance sheet figures, plus net income for
by dividing total room revenue by available rooms or the period, less any dividends paid during the period,
by multiplying occupancy percentage by average to arrive at current period-end retained earnings.
room rate. Statement of source and use of working capitala
Risk: Possible deviation of actual cash flows from fore- statement showing previous period working capital
casted cash flows. balance plus funds received during the period
Room rate: the price charged for a guest room in a ho- (sources) less funds paid out during the period (uses)
tel or motel. to arrive at current period-end working capital.
Room rate ratio: a hotel's actual average room rate foStock: seeCommon stock and Preferred stock.
a period of time expressed as a percentage of the Steckholder: an investor who owns shares in a com-

tential or maximum average room rate. pany by way of common and/or preferred stock.
Stockholders’ equity: seeOwnership equity.
Sales: seeRevenue. Stock redemption: the purchase by a company of
Sales check:a document used in food and/or beverage shares that it had originally sold to investors or stock-
operations to record the sales of goods. holders.
Sales mix: the ratio of what people select from varioustraight-line depreciation: a method of depreciation
menu items offered. See alRevenue mix. whereby equal portions of the amount paid for an as-
Scrap value: seeTrade-in value. set are shown as an expense during each accounting

Seat turnover: number of seats available in a food period of the life of the asset.
and/or beverage operation divided into the number 8frategic budget: a long-term budget for periods of
seats used or occupied during a particular period. time generally in excess of one year.

Semifixed or semivariable cost or expenseone that Sum-of-the-years’-digits depreciation:a method of
has both fixed and variable elements and is neither accelerated depreciation that allocates larger amounts
entirely fixed nor entirely variable in relation to sales. of depreciation as an expense during the earlier years

Share: seeCommon stock and Preferred stock. of the life of an asset.
Short-term budget: a budget prepared for a period ofSunk cost or expensea cost incurred that is no longer
time generally less than a year. relevant and cannot affect any future decisions.

Skip: a person who has consumed goods or services in
an establishment and has left without paying the bill. account: a simplified form of account in the shape
Social goals:goals that are generally nonfinancial in of a T, with account title on top, debit on the left, and
nature but that may have an effect, positive or nega- credit on the right.

tive, on financial results. Trade-in value: the scrap or cash value of an asset at
Solvency: the ability of a company to meet its debts as the time its useful life is over or when it is exchanged
they become due. with cash for a new asset.

Standard cost or expensewhat the cost should be for Transaction: a business event requiring an entry in the
a particular level of sales or revenue. accounting records.
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Trend index: in a series of periods of operating resultd/olume: level of sales expressed in dollars or units.
the result for the first (base) period is given the validoucher: a document supporting a business transaction
of one hundred. Subsequent period results are théwucher system: a method of preparing special docu-
given a number higher or lower than one hundred to ments (vouchers) to support each purchase transac-
better reflect each period’s change relative to the basetion to help control disbursements.
year.

Trend results: business operating results compared for ) )

a number of sequential periods. Weighted average inventory cost:a method of inven-

Trial balance: a totaling of all debit balances and credit [OFY costing where the average cost of each item in
balances in accounts to ensure that total debits equalStoCK is recalculated each time more of that item is
total credits. purchased and received.

Turnover ratios: ratios that measure the activity of anVindow dressing: a method of adjusting current asset
asset during an accounting period, such as inventorya”d current liability accounts to improve the current

turnover. _ratio. . . -
Withdrawals: monies taken out of a business by indi-

Unadjusted trial balance: this trial balance shows Vidualownersina proprietorship or partnership (sim-

each general ledger account and its balance beforelld to dividends in an incorporated company).

any adjusting entries are made to the accounts to cWforking capital: current assets less current liabilities.

rect sales revenue and expenses. Work?ng capiFaI management; seeCash manage'ment.
Undistributed operating cost or expense:one that is Werking capital turnover: sales revenue divided by

not normally controlled by or the responsibility of an average working capital for the period.

operating department. See alBivect cost andFixed Working papers: informal accounting records pre-

charges. pared as an aid to completion of the formal account-
Uniform System of Accounts: a method of presenting  INd records.

financial statement information so that comparison is

made easier between establishments or with hosmém management: a method in a hotel of matching

tality industry averages. customers’rooms purchase patterns and their demand

Units-of-production depreciation: method of depreci- ¢4 15oms to derive more precise occupancy forecasts
ation basing expense on number of units used or Pro- ong develop appropriate room rates to maximize
duced by the asset during an accounting period t0 (oyenye.

total estimated units to be used or produced durige|q statistics: actual total room revenue for a period

the life of the asset. of time divided by potential sales revenue for that pe-

) ) riod and multiplied by 100.
Variable budget: seeFlexible budget.

Variable cost or expense:one that increases or de-
creases in direct, or linear, fashion with increases Bero-base budgeting: a method of budgeting that starts
decreases in related sales or revenue. from a zero base and requires budget managers to
Variance analysis: a method of comparing budgeted justify each element of the present budget as well as
figures with actual results breaking differences down any requested additions to it. See disaremental
into quantity variance and price or cost variance. budgeting.



