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Glossary of Financial Management Terms from Andrew Graham 

These terms were copied, with permission, on 14 January 2008 from the 1 August 2006 draft of Financial 

Management in Canada’s Public Sector, by Andrew Graham 

Glossary of Terms 

This glossary contains a variety of terms used in financial management in the private, pubic and not-for-

profit section. Where possible it will noted when where they are most commonly used. Where no notation 

of this kind exists, their applicability will be considered universal. 

This Glossary contains terms used in the text, tests and case studies. It also includes other terms not 

used, but that occur from time to time in accounting and financial management. A number of purely 

private sector terms are included as they occur from time to time in financial management discussions 

and, while not necessarily applicable, need to be understood. 

Definition sources: Author Canadian Institute of Chartered Accountants Handbook Finkler, Steven A., 

Financial Management for Public, Health and Not-for-Profit Organizations, Prentice Hall, 2000, ISBN 

0-13-017614-1 International Public Sector Accounting Standards (IPSASs) on issue in June 2002, 

available at www.ifac.com Auditor General of Alberta Accelerated depreciation Technique that allocates 

a higher portion of a long-term asset’s cost as an expense in the earlier years of its useful lifetime and 

smaller portion in the later years. 

 

Accountability The obligation to render an account of, and accept responsibility for, one's actions, 

both...the results obtained and the means used. - Report of the Auditor General of Canada, Chapter 7, 

March 2004 Accountability involves reporting results compared to agreed-upon expectations. 

Accountable people and organizations explain any differences between their planned and actual results: 

how much was spent, what was delivered, and what was achieved. – Annual Report of the Auditor 

General of Alberta, 2001-02 

Accountability framework A process and potentially a document in which authorities are assigned to 

individual managers, along with specific objectives for the program and measures to be reported upon for 

assessment purposes. All those who use public resources should: • Set measurable goals, and 

responsibilities • Plan how to achieve the goals Do the work and monitor progress • Report on results • 

Evaluate results and provide feedback to refine and adjust plans. 

Accounting System for keeping track of financial status of an organization and the financial results of its 

activities 

Accounting controls Methods and procedures for the authorization of transaction, safeguarding of 

assets, and accuracy of accounting records 

Accounts payable Amounts owed to suppliers 

Accounts receivable Money owed to the organization or individual in exchange for goods and services it 

has provided or for obligations such as taxes, fines and duties 

Accrual basis of accounting An accounting system that records revenues in the period in which they 

become earned (whether received or not) and the expenses in the period that resources are used.). 

Therefore, the transactions and events are recorded in the accounting records and recognized in the 
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financial statements of the periods to which they relate. The elements recognized under accrual 

accounting are assets, liabilities, net assets/equity, revenue and expenses. 

Accrual output budgeting Form of budget system currently in use in the United Kingdom, New Zealand 

and Australia, based on performance budgeting, that places the entire budget for each department on an 

internal market or purchaser/provider basis. Governments purchase services and products from 

department in market-type transactions. Government funding is treated by departments as revenue. 

Departments have their own profit and loss statements. This is intended to encouraged competition and 

maximum use of internal resources. Credit provisions exist for depreciated capital as a separate budget. 

Activity statement Financial statement that reports the results of operations over a period of time 

(revenues and expenses), as well as other changes in the net assets of the organization. 

Activity-based costing Cost measurement system that focuses on activities of the organization that 

drive its costs. 

Aging schedule Management report that shows how long receivables have been outstanding since an 

invoice was issued. 

Allocations Subdivisions of an appropriation into more detailed categories, such as business lines or 

responsibility centres, programs or objects of expenditure. Sometimes, spending is further broken down 

into allotments. 

Allotments A system that allocates budget resources to specific time periods or for use only after a 

certain event occurs. 

Amortization The writing off, in a systematic manner over a predetermined number of accounting 

periods, of a balance in an account. Depreciation accounting is a form of amortization applied to tangible 

fixed assets. 

Annuity Series of payments or receipts each in the same amount and spaced at even time periods. 

Appropriation Approval by a legislative body of an organization’s budget. Appropriations create the 

authorization for spending the amount in the budget. 

Assets Possessions having value. In accounting, assets are resources owned, or in some cases, 

controlled, by an individual or organization as a result of transaction or events from which future economic 

benefits are expected to flow to that individual or organizations. 

Assurance The conclusion provided by an auditor concerning a subject matter of interest to the user. 

Absolute assurance is not attainable because of factors such as the use of judgment, the use of testing, 

the inherent limitations of control, and the fact that much of the evidence available to an auditor is 

persuasive rather than conclusive in nature. 

Attest work, attest audit A professional by an auditor undertaking to express an opinion on the reliability 

of assertions made by management. 

Audit Examination of the financial records of the organization to verify their accuracy, discover material 

errors, evaluate the internal control system or determine if financial statements have been prepared in 

accordance with Generally Accepted Accounting Principles Audit criteria Reasonable and attainable 

attributes of adequate systems against which the systems being audited can be assessed. 
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Audit trail A set of references that allows a person to trace back through accounting documents to the 

source of any number. It usually entails a formalized record keeping system. 

Audited financial statements Financial statement that have been examined by a Chartered Accountant, 

who issues an opinion letter, called an auditor’s report. 

Average cost Full cost divided by the volume of service units. 

Bad debts Amounts that are owed to the organization that are never collected or that the organization 

realizes it will either never collect or have to spend more than the total of the debt to collect. 

Balance sheet Financial report that indicates the financial position of the organization at a specific point 

in time. Often referred to as the statement of financial position. 

Basic financial statements Financial statements that must be included in a government annual report to 

comply with GAAP. The required statements are a government-wide statement of net assets, a 

government-wide statement of activities, and fund financial statements for the government funds. 

Bottom-up budget Budget prepared by responsibility centre managers, who inform the top 

management of their spending plans and needs. 

Break-even analysis Technique for determining the minimum volume of services or goods that a 

program or service must provide to be financially self-sufficient. 

Budget A plan that provides a formal, quantitative expression of management’s or government’s plans 

and intentions or expectations. It generally expresses the amounts that programs have to spend over a 

fixed period, normally a fiscal year. The legal authority to spend such funds and legal force that limits 

expenditures to those limits is the appropriations voted by the legislature. 

Budget reserves Amounts in the budget that are to be used for unanticipated expenses. These can be 

identified as contingency funds, reserves for prudence purposes, etc. 

Budgetary Transaction Transaction that affects the net indebtedness of the government. 

Business plan Detailed plan for a proposed program, project, or service, including information to be used 

to asses the proposal’s financial feasibility. 

Capital Assets Tangible properties, such as land, building and equipment, and intangible properties such 

a copyrights with value. Buildings or equipment with useful lives extending beyond the year in which they 

are purchased or put into service; also referred to as long-term investments, capital items, capital 

investments or capital acquisitions. 

Capital budget Plan for the acquisition of buildings and equipment that will be used by the organization 

in one or more years beyond the year of acquisition. This is actually both a budget and a plan: often 

future year expenditures are not listed for approval, but for information, while the current or upcoming 

year is often more concrete and detailed, intended to be the actual expenditures for the period. 

Capital equipment Equipment that is expected to last more than one year and of significant replacement 

value, often with a depreciation schedule to assign value over its useful life. Equipment items of lesser 

value are often not treated as capital, but as supplies, e.g. computer printers 

Capital projects fund Fund used to account for major acquisitions of plant or equipment. 
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Carrying costs of inventory Capital costs and out-of-pocket costs related to holding inventory. Capital 

costs represent the lost interest because money is tied up in inventory. Out-of-pocket costs include such 

expenses as insurance on the value of inventory, annual inspections, and obsolescence of inventory. 

Cash basis of accounting Accounting system under which revenues are recorded when cash is 

received and expenses are recorded when cash is paid. 

Cash budget Plan for the cash receipts and cash disbursements of the organization. This may be an 

important document for organizations with cash requirements above their onhand resources or with 

organizations that may have to develop a borrowing strategy for the fiscal period. 

Cash equivalents Funds held in bank accounts, short-term certificates – any item that can be readily 

converted to cash. 

Cash flow Measure of the amount of cash received or disbursed over a given time period, as opposed to 

revenues or expenses, which frequently are recognized at a time other than when the actual cash receipt 

or payment occurs. This is an important source of information for managing budgets in year. 

Cash flow statement Statement of changes in financial position: statement that summarizes there case 

came from and what cash was used for throughout the reporting period. 

Cash held in escrow A term likely to appear on a balance sheet statement which the organization has 

cash, usually held by a third party, reserved for a completed transaction that still requires further 

conditions to be met before it can be paid, e.g. clearing a regulatory review. 

Cash management Active process of monitoring financial and program activity within the budget of the 

organization to determine if budgetary requirements will be met, whether they might be deficits or 

surpluses within the current year and determining what appropriate action to take in either case. 

Alternative definition: process of planning for borrowing and repayment of cash or investing excess cash 

on hand: this is a more technical exercise of managing available funds to the best advantage of the 

organization. It is also the more common use of the term. 

Chart of accounts Accounting document that defines the structure of the financial recording and 

reporting system of the organization. It would define the elements into which the budget is divided for the 

organization it would further assign an identifying number for each possible element of a financial 

transaction. Transactions are coded and reports generated in a manner consistent with this chart. 

Chief financial officer Manager responsible for all the financial functions in the organization. 

Collateral Specific asset pledged to a lender as security for a loan. 

Collections A capital asset, generally held by a not-for-profit organization or public gallery, consisting of 

works of art, historical treasure or similar assets that are: • Held for public exhibition, education or 

research • Protected, cared for and preserved, and • Subject to an organizational policy that requires any 

proceeds from their sale to be used to acquire other items to be added to the collection. 

Combined balance sheet Financial statement that presents the balance sheet information for all funds 

and account groups. Totals for each asset, liability and fund balance account across funds may be 

provided, but are not required. 
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Commercialization Shift in mandate of a publicly owned entity from a social to a profitability objective. 

This usually entails freeing it from a number of restrictions that apply to normal government operations 

and freeing managers to act in a more private-sector-like fashion. Ownership will generally remain in 

public hands. Similarly, accountability to the legislature still flows through ministers. 

Commitments Future obligations or intensions to spend that the organization has that do not appear on 

the balance sheet. Depending on their use within an organizations, these should be taken together with 

encumbrances which are less formal. 

Comparative financial statements Financial statement that present financial information from more than 

one fiscal period. 

Compound interest Method of calculating interest in which interest is earned on ot only the amount of 

the original investment but also the interest earned in interim periods  

Conservatism principle Financial statement must give adequate consideration to the risks faced by the 

organization. 

Consolidated balance sheet Balance sheet that adds together information from all funds, reporting 

information on an entity-wide basis similar to not-for-profit reporting. 

Consolidated Revenue Fund Term common to Canadian federal and provincial government to 

described the principal operating fund of the government. In principle, all revenues from all government 

activities are to be placed into this fund. 

Constant dollars Dollar amounts that have been adjusted for the impact of inflation. 

Contingent liabilities Obligations that will exist in the future if certain events occur, such as if the 

organization loses a lawsuit. 

Continuous budgeting System in which a budget is prepared each month for a month one year in the 

futures. 

Contributions Non-reciprocal transfers to organizations, generally notfor- profit of cash or ther assets or 

non-reciprocal settlements or cancellations of its liabilities. Government funding provided to a not-for-

profit is considered to be a contribution. In the context of some governments, contributions entail some 

element of reporting accountability back to the government giving the money. 

Control Systems put in place in a organization to ensure that the actual results come as close as 

possible to planned results. System for monitoring and reporting on same. 

Control framework The purpose of the Control Framework is to provide a clear definition of the roles 

and responsibilities of each party involved in making financial decisions within an organization so with the 

overall goal of providing accurate, complete, useful and timely accounting information which is used in the 

day to day decision making process by all management levels of the organization. Such a document is 

part of the overall management control system of an organization. It lays out delegations, authorities, 

decision routes and legal requirements as well as reporting requirements for the organization. 

Cost Amount spent on something. Costs have two stages: acquisition or, unexpired cost and expired 

costs. 
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When some asset or service is purchased the price is considered to be the acquisition cost. If the item is 

an asset, the portion that has not been consumed will appear on the balance sheet at its unexpired cost. 

As the asset is used up, it becomes an expired cost, or an expense. 

Cost accounting A subset of accounting related to measuring costs to generate cost information for 

reporting and making management decisions. 

Cost accounting system Any coherent system designed to gather and report cost information. 

Cost allocation The process of taking costs from areas or cost objective and allocating them to others. 

This is often an important element of costing internal service such as common service areas. 

Cost base The statistic used as a basis for allocation of overhead. 

Cost centre Unit or department in an organization for which a manager is assigned responsibility for 

costs. 

Cost convention principle GAAT that requires assets to be valued at their cost at the time of 

acquisition. 

Cost Object Unit of service, program, organization or good for which the cost is desired. 

Cost plus or cost based contract A construction contract in which the contractor is reimbursed for 

allowable or otherwise defined costs and, in the case of a commercially-based contract, an additional 

percentage of thee costs or a fixed fee. 

Cost-benefit analysis Measurement of the relative costs and benefits associated with a particular project 

or course of action. 

Current assets Resources the organization has that either are cash or can be converted to cash within 

one year or that will be used up within one year. Current assets are often referred to as short-term or 

near-term assets. 

Current liabilities Those obligations that are expected to be paid within one fiscal year. 

Current ratio Current assets divided by current liabilities; this liquidity ratio assesses the ability of the 

organization to meet its current obligations as they come due for payment. 

Debit (dr.) Bookkeeping term for an increase in an items on the left side of the fundamental equation of 

accounting or a decrease in an item on the right side. 

Debt Liability – an amount owed by one individual or organization to another  

Debt to equity Debt divided by net assets or fund balance; this leverage ratio considers the relative 

magnitudes of debt to equity of the organization to assess the risk created by the use of leverage. This 

ratio is very important in the private sector in terms of the risk of seeking more debt or the potential for 

lenders to provided it. However, it does have applicability in the not-for-profit sector  

Decentralization Delegation of decision-making autonomy downward within the organization or to 

centres of service not in headquarters. This is accompanied by appropriate delegation matrices and 

accountability frameworks  
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Deferral method Under the deferral method of accounting for contribution, restricted contributions related 

to expenses of future periods are deferred and recognized as revenue in the period in which the related 

expenses are incurred. Endowment contributions are reported as direct increases in net assets. All other 

contribution are reported as revenue of the current period. Organizations that use fund accounting in their 

financial statement without following the restricted fund method would account for contributions under the 

deferral method. 

Deferred charges Assets that have been paid for and have not yet been used but that will be consumed 

in more than one fiscal year. 

Deferred contribution A restricted contribution received or recorded as receivable but carried forward to 

bed taken into income in future periods. 

Deferred maintenance Any maintenance work not performed when it should have been. Maintenance 

work should be performed when necessary to ensure capital assets provide acceptable service over their 

expected lives. 

Deferred revenues Items that will become revenue in the future when the organization provides goods or 

services. These are liabilities until the goods or services are provided. In government, this does not refer 

to anticipated budget flows in future fiscal years. 

Deficit The excess of spending over receipts or budget; excess of expenses over revenues. 

Delegation matrix A formal document assigning financial and other authorities to specific categories of 

managers. For example, the authority to approve expenditures up to a certain level are defined in such a 

matrix. 

Depreciate Decline in value or productive capability. 

Depreciation expense Amount of the original cost of a fixed asset allocated as an expense each year. 

Direct costs 1. cost incurred within the organizational unit for which the manager has responsibility are 

referred to as direct costs of the unit.2. costs of resources used for direct provision of goods or services or 

activities that relate to the core mission of the organization are also referred as direct costs. 

Disbursement Cash payment or transfer  

Discount rate Interest rate used in time value of money analysis. 

Discounted cash flow Method that allows comparisons of amounts of money paid at different points of 

time by discounting all amounts to the present. 

Donor-restricted funds General class of funds that must comply with various requirements donors have 

laced at the time of the donation on how the donations can be used. 

Double-entry accounting Refers to the fact that whenever a change is made to the fundamental 

accounting equation, at least one other change must be made as well to keep the equation in balance. 

Encumbrance An indication that a certain amount of money has been earmarked for a particular purpose 

and is no longer available for other uses. 
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Endowment contribution A type of restricted contribution subject to externally imposed stipulation 

specifying that the resources contributed be maintained permanently, although the constituent assets 

may change from time to time. 

Endowment fund A self-balancing set of accounts which reports the accumulation of endowment 

contributions. Under the restricted fund method of accounting for contribution, only endowment 

contributions and investment income subject to restrictions stipulating that it be added to the principal 

amount of the endowment fund would be reported as revenue of the endowment fund. Allocations of 

resources to the endowment fund that result from the imposition of internal restrictions are recorded as 

interfund transfers. 

Endowment fund Restricted fund that contains permanent asses that belong to the organization and that 

may not be spent; only earnings may be removed from this fund under normal conditions. 

Enterprise fund Term seen in reference to a fund used to account for government services provided on 

a business basis. The operation of a municipal golf course may use such a fund for its accounting 

purposes. 

Entitlements Benefits that must be given to any individuals who meet eligibility criteria specified in the 

law created the entitlement. 

Entity Specific individual, organization, or part of an organization that is the focus of attention; accounting 

must be done from the perspective of the relevant entity and the definition of that entity must be applied 

consistently. 

Equities The right-hand side of the balance sheet, i.e.;, the liabilities and net assets combined. 

Equity Ownership; e.g. the share of the house that is owned by the homeowner free and clear of any 

mortgage obligations is the homeowner’s equity in the house. 

Estimates The main estimates are government documents providing a detailed breakdown of 

government spending for the upcoming fiscal year. The main estimates for the Canadian federal 

government are issued with a blue cover and often called the blue book. 

Exception report A list of only those individual items, such as variances, that exceed a specified limit. 

Often such reports are ‘rolled up’ into a summary report for senior management review. 

Expenditure Term used instead of expense in modified accrual systems to contrast timing of recognition 

from when the item is used (expense under accrual) to when an obligation is incurred to pay for the item 

using current financial resources (expenditure under modified accrual). 

Expense accrual Term used to distinguish the accrual basis of accounting from the governmental 

modified accrual basis of accounting. 

Expense, expensed Decreases in economic resources, either by way of outflows or reductions of assets 

or incurrence of liabilities, resulting from an entity’s ordinary activities. 

A cost that is properly identifiable with the operations of a period or with revenues earned during that 

period or that is not identifiable with the operations or revenues of a future period or periods. 
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External accountant Accountant who is not an employee of the organization; often hired to perform an 

audit of the organization’s financial records. In the public sector, this could be the legislative auditor, e.g. 

the Auditor of the Province. 

Factoring Selling or disposing of the organization’s accounting receivable, usually for less than their face 

value. 

Fair Value Amount of the consideration that would be agreed upon in an arm’s length transaction 

between knowledgeable, willing parties who are under no compulsion to act. 

Favourable variance Variance in which less was spent than the budgeted amount. Such a variance may 

not been seen as favourable from the perspective of the program’s objectives or the clients of the 

program. 

Fee-for-service System in which there is an additional charge for each additional service provided. 

Fiduciary Relating to holding something in trust; a trustee maintaining assets in trust. 

Fiduciary funds Trust or agency funds used to account for resources held by a trustee or agent. 

FIFO See first-in, first-out  

Financial assets Assets that could be used to discharge existing liabilities or finance future operations 

and are not for consumption in the normal course of government operations, e.g.cash, a realizable asset 

that is convertible to cash, a temporary investment. 

Financial budget The cash budget and the capital budget together  

Financial condition analysis An analysis of the financial status of a government organization based on 

a financial statement analysis as well as an evaluation of external factor that affect the financial condition 

of the government, or part thereof, such as the wealth of the population, employment rates, interests 

rates, service demand or the general economy. 

Financial management The part of management that focuses on the use, management and 

effectiveness of financial resources to achieve objectives as well as the use of financial techniques and 

expertise to provide information for decision-making, assure optimal use of the resources and given 

assurances of probity and propriety in their use. 

Financial statement analysis Analysis of the viability and effectiveness of an organization in relation to 

its legal obligation and objectives by reviewing financial statements, including accompanying 

management analysis and explanations, auditor’s (both internal and external) reports, using comparative 

data and taking environmental factors into account. 

Financial statements Reports that convey information about the organization’s financial position relative 

to its plans, objectives, obligations and the results it is achieving. 

First-in, first-out (FIFO) Inventory costing method that assumes the oldest inventory is used first. 

Fiscal capacity The extent to which a government can raise money to provide goods and services to its 

citizens, within its economic, legal and political constraints. 

Fiscal year One-year period defined for financial and planning purposes. It may start at any point in the 

calendar year. 
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Fixed assets Those assets that will not be used up or converted to cash within a fiscal year; referred to 

as long-term assets. 

Fixed costs Costs that do not change in total as volume change within the relevant range. These costs 

do not normally increase or decrease as volume rises or falls with normal operating levels. 

Flexible budget Budget that is adjusted for volume of output. 

Flexible budget variance Difference between actual results and the flexible budget. 

Flexible budgeting Process of developing a budget based on different workload levels. Often used after 

the fact to calculate the amount that would have been budgeted for the actual workload levels attained. 

Float The interim period from when a cheque is written until it is cashed and clears the bank. 

FTE Full time equivalent of one full time staff position. Often expressed as a dollar figure equivalent to 

either a specific staff position or an average number. Used to allocate funds to part-time or temporary 

forms of employment. 

Full accrual Actual basis of accounting; term used to distinguish actual accounting from government 

modified accrual basis of accounting. 

Full cost Total of all costs associated with an organizational unit or activity, including both direct and 

indirect costs. 

Full disclosure GAAP principle that requires that information convey material financial information that 

the financial statements do not adequately disclose. 

Fund An accounting entity with its own separate set of financial records for recording and reporting 

assets, liabilities, fund balance and changes in fund balance. 

Fund accounting Comprises the collective accounting procedures resulting in a self-balancing set of 

accounts for each fund established by legal, contractual or voluntary actions of an organization. Fund 

accounting involves an accounting segregation, although not necessarily a physical segregation, of 

resources. Movement of resources between funds is often restricted by specific rules or requiring specific 

authority, perhaps even legislation or changes to budget provisions. 

Fund balance The equivalent of owner’s equity or net assets in a fund accounting system: assets less 

liabilities. 

Fungible Interchangeable  

Future value The amount a present amount of money will grow to be worth at some point in the future. 

GAAP Generally Accepted Accounting Principles: set of rules that must be followed for the organization’s 

financial statement to be deemed a fair representation of the organization’s financial position and results 

of operations. 

General fund A self-balancing set of account which, under the restricted fund method of accounting for 

contribution, reports all unrestricted revenue and restricted contributions for which no corresponding 

restricted fund is presented. The fund balance represents net assets that are not subject to externally 

imposed restrictions. 
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General fund A fund that is used for the routine, ordinary activities of government. Also referred to as the 

operating fund. 

General journal First place that financial transaction are entered into the accounting records; 

chronological listing of all financial statements. 

General ledger Book of accounts; listing of the balances and all changes in each of the organizations 

accounts. This is more consistently a computer system than a physical book or file. 

General operating fund Unrestricted fund used for the routine and operational activities of the 

organization. 

Going-concern principle GAAP principle that involves assuming that the numbers reported on an 

audited financial statement are those of an organization that will continue in business for the foreseeable 

future. 

Goodwill Intangible asset that represents a measure of the value of the organization that goes beyond its 

specific physical assets. Not normally applied to government operations. 

Governance Governance is a process and structure that brings together capable people and information 

to achieve goals. It guides an organization to achieve its goals and ensures the effective use of 

resources. The process and structure clearly define the organizations accountability systems. 

Government Business Enterprise An entity that has all the following characteristics: (a) is an entity with 

the power to contract in its own name; (b) has been assigned the financial and operational authority to 

carry on a business; (c) sells goods and services, in the normal course of its business, to other entities at 

a profit or full cost recovery; (d) is not reliant on continuing government funding to be a going concern 

(other than purchases of outputs at arm’s length; and (e) is controlled by a public sector entity. 

There are many forms of GBEs in Canada. One good example is the Crown Corporation. 

Incremental budgeting An approach to resource allocation that simply adds a set percentage or amount 

onto the prior year’s budget allocation. 

Incremental costs Additional costs that will be incurred if a decision is made to increase production, 

levels of service or volume within an existing program. 

Indirect costs 1. costs assigned to an organizational unit from elsewhere in the organization are indirect 

costs for the unit, e.g. IT support 2. costs within a unit that are not incurred for director provision of goods 

or services, i.e. core business or mission central, but are nonetheless needed to provide those services, 

e.g. logistical support, physical plant, financial services. 

Infrastructure Stationary assets with extremely long life-cycles, e.g. 

bridges, tunnels, dams, roads and similar assets. 

Inputs Resources used for producing the organization’s output. Examples are labour and supplies. 

Intangible assets Assets without physical substance or form. 

Interim statements Financial statements covering a period less than the fiscal year. Quarterly cash 

forecasts of budget performance, with both historical data for the period of the year that is already over 
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and projections to the end of the year with a comparison of performance against budget are interim 

statements. 

Internal accountant Accountant who works as an employee of the organization and performs accounting 

operations on its behalf. 

Internal audit An audit function within an organization that meets its internal auditing requirements, e.g. 

verifying transaction with pre or post expenditure, regular audits of functions on behalf of senior 

management. 

Internal balances Amounts that one part of the government owes to another part, e.g. central processing 

operations that charge back to departments their share of the cost of processing cheques on their behalf. 

Internal control 1. A system of accounting and performance measurement checks and balances 

designed to minimize both error and the possibility of fraud or embezzlement. 2. A system of measures, 

both financial and nonfinancial, to ensure that the organization is achieving its objectives and targets. 3. 

The process and systems that ensure that decision made in the organization are appropriate and 

received appropriate authorization. 

Internal rate of return Discounted cash-flow technique that calculate the rate of return earned on a 

specific project or program. 

Internal service funds Funds established for elements of government that provide specific services to 

other government units. 

Interperiod equity Refers to the extent to which the government uses only revenues from the current 

period to pay for only services provided in the current period. A surplus for this year implies that a 

government is taking resources from the current taxpayers to provide benefits for future taxpayers. A 

deficit implies that current taxpayers are consuming resources that will have to be paid for by future 

taxpayers. Thus, a surplus or deficit might be considered to create inter-period inequity. 

Inventory Materials and supplies held for use in providing services or making a product. 

Journal entry Entry into the general journal or a subsidiary journal  

Journal Ledger or General Ledger A journal ledger or journal is the central recording device to record 

financial information for accounting purpose. It is a chronological listing of every financial event that 

affects the organization. It is considered the data base, record, file or book of original entry of information 

into the accounting system. 

Justification Explanation used in defending a proposed budget or in explaining variances that have 

occurred. 

Just-in-time inventory An approach to inventory management that calls for the arrival of inventory just 

as it is needed, resulting in zero inventory levels. 

Last-in, first out (LIFO) Inventory valuation method that accounts for inventory as if the very most recent 

acquisitions are always used prior to inventory acquired at an earlier date and still on hand. 

Ledger Accounting book or system that keeps track of increases, decreases, and the balance in each 

asset, liability, revenue, expense and fund balance or net asset account. 
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Legislative auditor An external auditor created by law and generally reporting to the legislative body and 

not to the government or to bureaucracy with the purpose of overseeing government accounts and 

providing opinions on them, both in terms of compliance with law and policy and their value for money. 

Leverage The use of debt as a source of financing. Increased amounts of debt increase the risk of the 

organization because of the requirement to make interest payments. 

Leverage rations Ratios that examine the relative amount of debt the organization has; sometimes 

referred to as solvency rations. 

Liabilities Legal financial obligations the organization has to outsiders. Essentially, money that an 

organization owes to someone. 

Liabilities Legal financial obligations the organization has to outsiders. 

Line function Elements of the operation of an organization involved in the direct delivery or service or the 

main reason for that organization’s existence. It implied direct authority and its exercise, while staff 

functions, in contrast, provides services to ensure the effective delivery of the line function and has no 

direct authority. 

Line of credit Prearranged loan to be made when and if needed by the organization in an amount up to 

an agreed-upon limit. 

Line-item Any resource that is listed separately on a budget, e.g.salaries, cost of rentals, etc. 

Liquid Refers to how quickly an asset can be converted to cash. The more quickly an asset can become 

cash, the more liquid it is. 

Liquid assets Cash or other assets that can quickly be converted to cash to meet the short-term liabilities 

of the organization. 

Liquidate Convert to cash. 

Liquidity rations Class of ratio that examines the ability of the organization to meet its obligations in the 

coming year. 

Long-range plan (or budget) Plan that covers a number of budget years, generally outlining longer-term 

plans and budget projections. 

Long-term liabilities Liabilities that are not expected to have to be repaid within the fiscal year. 

Long-term restricted funds Funds that contain resources with restriction preventing them from being 

used for current operations, e.g. 

contingency funds, long-term capital investment funds. 

Management control system Complete set of policies and procedures designed to keep operations 

going according to plan. 

Management letter Letter from an internal or external auditor to the management of the organization 

outlining audit findings resulting that are not reported in the formal audit reports; often these are minor 

items, or comments on matters of significance but outside the scope of the audit. Generally, these are not 

made public with the audit. 
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Management’s discussion Section of an annual or interim report in which management provides 

explanations of the organizations performance and variance from plan. 

Management’s discussion and analysis (MDA) A part of the overall financial situation report that is 

used by government entities: this provides the analysis of financial information by line managers or their 

financial advisors that explain financial events and performance and generally recommend a course of 

corrective action where needed. 

Managerial accounting Generation of any kind of financial information that is needed to assist managers 

undertake their responsibilities. This is not a special form of accounting, but rather the use of accounting 

techniques to assist the broader control goals of the organization. 

Margin At the edge; usually refers to the impact of adding one more unit of service. 

Marginal cost analysis Process of making decisions about changes based on the marginal costs of the 

change rather than on the full or average costs. 

Marginal costs The change in cost related to a change in activity. 

Includes variable costs and any additional fixed costs incurred because the volume change exceeds the 

relevant range for existing fixed costs. 

Master budget Set of all the major budgets in the organization; generally includes the operating budget, 

long-range budget, program budgets, capital budget and cash budget. 

Matching For a given unit of service provided, the revenues arising from providing that service and the 

expenses incurred in proving it are recorded in the same fiscal period. 

Material 1. Amount substantial enough that an error of that magnitude in the financial statement would 

cause a user of the statements to make a different decision than would be made if the user had know the 

correct information 2. Amount of sufficient political or program importance that either reporting on it or 

keeping track of it is worthwhile, e.g. small grant programs that attract much publicity. 

Materiality In the context of financial reporting, materiality may be judged in relation to the reasonable 

prospect of an items or aggregate of items being significant to financial statement users in making 

decisions. In broader financial management application, it would be an amount substantial enough that an 

error of that magnitude in the financial statements would cause a user of the statements to make a 

different decision than would be made if the user had known the information. 

Maturity Due date or end date of a loan arrangement  

Maturity value The principal amount of a loan to be repaid at the ending date or maturity date of the loan. 

Mixed costs Costs that contain an element of fixed costs and variable costs. 

Modified accrual accounting Accounting basis widely employed by governments for recording purposes 

for governmental funds. Under this basis of accounting, the primary focus is on financial resources. 

Typical financial resources are cash, investments and receivables. 

Modified cash Basis for accounting under which routine revenues and expenses are recorded on a cash 

basis but capital assets are recorded as expenses gradually over the year they are used rather than all in 

the year the organization pays for them. 
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Monetary denominator principle GAAP principle that requires resources on the financial statement to 

be stated in terms of an amount of money and in a consistent manner, e.g. same currency references at 

all times. 

Net Assets/equity The residual interest in an organization’s assets once liabilities have been deducted. 

“Net assets/equity” is the term used to refer to the residual measure in the statement of financial position 

(assets less liabilities).Net assets/equity may be positive or negative. Other terms may be used in place of 

net assets/equity, provided that their meaning is clear. 

Net book value The unexpired, or unamortized, cost of an asset as carried in the accounting records or 

an organization. 

The original cost of the asset less the total accumulated depreciation for that asset. 

Net book value The original cost of the asset less the total accumulated depreciation for that asset. 

Net cash flow Net difference between cash receipts and cash payments. 

Net income Revenue less expense; profit in the private sector; could be considered retained earnings 

for the purposes of some not-for-profit organizations. 

Net present cost Aggregate present values of a series of payment to be made in the future. 

Net present value Present value of a series of receipts less the present value of a series of payments. 

Net realizable value Estimated selling price in the ordinary course of business less estimated costs of 

completion and sale. 

Net working capital Current assets less current liabilities and encumbrances or commitments. 

Net worth Owner equity  

Non-budgetary spending Items excluded from budgetary spending, mainly expenditures under trust 

accounts managed by the federal government for third parties, such as pension payments from federal 

government employees' pension plans. Also excluded from budgetary spending in Canada are 

expenditures under the Canada Pension Plan (CPP), which is administered jointly by the federal and 

provincial governments. 

Non-budgetary transaction Transaction involving offsetting financial assets and liabilities thus leaving 

net debt unchanged. 

Non-Capital Asset A non-capital asset is a physical asset that is below the accounting limit for 

recognition as a capital asset in the accounts. It is not controlled in the central capital asset register since 

it costs less than the approved limit. This does not mean that the asset does not have value, but only that 

it is not cost effective to account for its consumption over more than one financial year. Noncapital assets 

are often characterized by the fact that they are easily transportable and they have general purpose use. 

Noncontrollable Those items over which a manager does not have the authority or ability to control, e.g. 

the cost of fuel, intake for entitlement programs, emergency room volumes. 

Non-expendable funds Funds in which only a portion of the money it it can be spent. 
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Non-financial assets Assets acquired, constructed or developed that do not normally provide resources 

to discharge existing liabilities, but instead are normally employed to deliver government services, may be 

consumed in the normal course of operation and are not for sale in the normal course of operations. 

Notes payable Written document representing a loan. 

Not-for-profit organization An entity that a) gets contributions from sources who do not expect and 

equal return, b) has goals other than providing goods and service for a profit, and c) has an absence of 

ownership interest. 

Not-for-profit organizations Entities, normally without transferable ownership interests, organized and 

operated exclusively for social, education, professional, religious, health, charitable or any other not-for-

profit purposes. A not-for-profit organization’s members, contributors and other resource providers do not, 

in such capacity , receive any financial return directly from the organization. 

Object Code A numeric code, part of the overall budget code structure of the statement of accounts used 

to identify the nature, purpose or object of each financial transaction. They are used in all budgeting and 

accounting systems for consistent reporting purposes. 

Objective evidence principle GAAP that requires assets to be a valued based on objective, rather than 

subjective, information. 

Objects of expenditure Items required to provide goods and services, such as salaries, inventory, rent, 

equipment, transfers and other resources. 

Off-budget Items that are not included in the normal government budget process, e.g. revenue from the 

proceeds of the sale of surplus equipment, some self-financial programs. 

On-budget Items that are included in the normal government budget process, i.e. items for which 

appropriations would be sought. 

Operating Related to the normal routine activities of the organization in carrying out its primary purpose. 

Operating budget Plan for the day-to-day operating revenues and expenses of the organization, for 

which formal budget approval and appropriations are sought in government and for which fund raising 

and grant applications are formulated in the not-for-profit sector. 

Operating fund Fund used to account for the day-today operations of the organization and all of its 

resources that are not subject to restrictions on their use; also called the general fund or current 

unrestricted fund. 

Operating margin Profitability ratio that compares the operating profit operating revenue less operating 

expenses) with operating revenue. It assesses the profitability of each dollar of revenue generated by the 

routine ongoing activities of the organization. 

Operating statement Compares the entity’s revenues and other support with its expenses for a period of 

time, such as a quarter or a year. Often referred to as an income statement, activity statement, 

statement of revenues and expenses, profit and loss statement. 

Opinion letter Letter or communication from an accountant to users of the organization’s audited 

financial statements providing the accountant’s expert opinion as to whether the financial statements are 

a fair representation of the financial position and results of operation of the organization. 
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Opportunity cost A measure of cost based on the value of the alternatives that are given up in order to 

use the resource as used. 

Opportunity costs of inventory Carrying costs or costs of having money tied up in inventory rather than 

in a more active program use or for revenue generation purposes in the private sector. 

Outcomes Outcomes are the results an organization tries to achieve. They focus on the goals of the 

organization. 

Outputs Outputs are goods and services actually delivered by an organization to achieve outcomes. 

They tell you ‘how much’ and ‘how many’. 

Overhead Indirect costs allocated to a unit or department from elsewhere in the organization both for 

services provided in support of the unit and as a contribution to common central costs such central offices  

Owner’s equity Residual value after the liabilities of an organization are subtracted from the assets. In 

the public sector, this would translate as net assets. 

Performance audits Review of the organization’s operations, consisting of economic and efficiency 

audits and program audits. 

Performance budget Plan that relates the various objectives of a cost center with the planned costs of 

accomplishing those activities. 

Performance measures A method of assessing progress towards achieving a goal. 

Period costs Costs that are treated as an expense in the accounting period that are incurred, regardless 

of when the organization’s goods or services are sold. 

Periodic inventory Inventory method under which the organization records only purchases and uses a 

country of inventory to determine how much has been used (sold) and how much is left on hand. 

Permanently restricted net assets Net assets that much be maintained in perpetuity due to donor-

imposed restrictions. 

Perpetual inventory Inventory method under which the organization keeps a record of each inventory 

acquisition and sale. 

Posting Process of transferring all parts of a journal entry to the specific ledger accounts that are affected 

by the entry. 

Prepaid expenses Assets that have been paid for and have not yet been used but that will be used 

within the fiscal year. These include items such as fire insurance premiums and rent paid in advance of 

use. 

Present value Value of future receipts or payments discounted to the present. 

Privatization The legal transfer of public ownership from public to private hands, e.g. the sale of Air 

Canada. 

Pro forma financial statements Financial statements that present a prediction of what the financial 

statements for a project, program or organization will look like at some point in the future. 
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Profit centre A responsibility unit that is responsible for both revenues and expenses. Often referred to in 

pubic sector as revenue centres. 

Profit margin Excess of revenue over expense divided by total revenue; an indication of the amount of 

profits generated by each dollar of revenue. 

Program audits Reviews of the organization’s operations to check for effectiveness. The determine 

whether the organization’s program are accomplishing their objectives. 

Public Accounts Financial statements for the government, which have audited by the legislative auditor 

for that jurisdiction. 

Public Accounts Committee At the federal level, a committee of the House of Commons, but such 

committees exist in most provincial legislatures as well, that is responsible for overseeing government 

expenditures. Individual committees still review departmental estimates and expenditure plans, 

theoretically in greater detail. In general, as well, the legislative auditor, e.g. the Auditor General, will 

report to the legislature through this committee. 

Qualified auditor’s opinion. 

An opinion that, except for the effect or possible effect of one or more particular aspects, the matters 

subject to audit are in accordance with the criteria against which they were assessed. It is expected that 

the auditor will clearly state what the qualifications are. 

Quick ratio Cash plus marketable securities plus accounts receivable, al divided by current liabilities; this 

liquidity ration is a more stringent test of the ability to meet current obligation as they come due than the 

widely used current ratios. Sometimes called the acid test. 

Rate variance Price variance that relates to labour resources. In such cases it is typically the hourly rate 

that has varied from expectations. 

Recognition The point at which a financial event is considered to have occurred and can be recorded in 

the financial records of the entity. The time of recognition differs under the cash and accrual bases of 

accounting. 

Reservation, reservation of opinion A generic term for an adverse or a qualified auditor’s opinion. 

Residual value Estimated net realizable value of a capital asset a the end of its useful life to an 

organization. 

Responsibility Identifies the field within which a public office holder (whether elected or unelected) can 

act; it is defined by the specific authority given to an office holder (by law or delegation). – Government of 

Canada, Guidance for Deputy Ministers, 2003  

Responsibility centre Part of the organization, such as a department or a unit, for which a manager is 

assigned responsibility. These are often in a hierarchical fashion within an organization, with varying 

degrees of delegated authority to spend and approved expenditures. 

Restricted fund Funds whose assets are limited as their use. A selfbalancing set of accounts, the 

elements of which are restricted or relate to the use of restricted resources Under the restricted fund 

method of accounting for contributions, only restricted contributions, other than endowment contributions, 

and other externally restricted revenue would be reported as revenue in a restricted fund. Allocations of 
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resources that results from the imposition of internal restrictions are recorded as interfund transfers to the 

restricted fund. 

Restricted fund method Specialized type of fund accounting which involves the reporting of details of 

financial statement elements by fund in such a way that the organization reports total general funds, one 

or more restricted funds and an endowment fund, if applicable. 

Retained earnings The portion of the profits of a for-profit corporation that have been earned over the 

years and have not been distributed to the owners in the form of dividends. 

Revenues Amounts of money that the organization has received or is entitled to receive in exchange for 

goods or services that it has provided. Budget funds within government and contributions or endowments 

in the not-for-profit sector are not revenues. 

Revolving Fund A revolving fund is a statutory parliamentary authority to use the revenues generated 

from an activity to finance it. This authority generally continues from one year to the next without further 

authority from Parliament. Although surpluses or deficits may occur from year to year, they are generally 

expected to balance out over time. A revolving fund should support increased cost effectiveness, optimal 

use of resources, responsiveness to clients and good business practices, when used in conjunction with 

other appropriate arrangements. Such arrangements include the legal and policy framework governing 

the provision of government services, leadership of the organization and the system of rewards and 

incentives. 

Risk Anything that affects an organization’s ability to achieve its goals. 

Risk exposure factor Investment revenue, intergovernmental revenue and transfer-in all divided by 

controllable tax revenue; this ratio assesses the relative share of a government’s resources that come 

from source it does not control, as compared with share that comes from a tax base it controls. 

Risk management Systematic steps an organization puts in place to deal with the risks that it faces. 

Self-financing Program in which the costs of delivery are recovered program through an autonomous 

revenue source, such as fees, that are not placed into the Consolidated Revenue Fund, but retained in 

a special fund to pay for the program. 

Sensitivity analysis Process whereby the financial results are recalculated under a series of varying 

assumptions and predictions. This is often referred to as ‘what-if’ analysis. 

Sinking fund Segregated assets to be used for replacement of plant and equipment, or the repayment of 

a long-term liability such as a bond. 

Solvency Ability t meet current and future obligations. 

Specific authorization Requirement that a person get written permission to override general 

authorization policies. 

Spending variance The equivalent of the price or rate variance for fixed and variable overhead costs. 

Statement of activities Statement that provides information about the revenues and expenses of the 

government as a whole, as well as other changes in net assets. 
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Statement of cash flows Provides information about the sources and uses of cash by the organization in 

carrying out its operating, financing and investing activities for the period. 

Statement of changes in net assets Provides information about change in the portions of net assets 

attributable to endowments, capital asserts and other internal and external restrictions. 

Statement of financial position Presents the organization’s economic resources, obligations and net 

assets at the reporting date  

Statement of financial position Financial report that indicters the financial position of the organization at 

a specific point in time. Often referred to as the balance sheet. 

Statement of net assets Balance sheet presented in a format of assets less liabilities equal net assets. 

Statement of operations Presents information about changes in the organizations’ economic resources 

and obligations for the period. 

State-owned enterprises Same as Government business enterprise. 

Straight-line depreciation Technique that allocates an equal portion of a long-term asset’s cost as an 

expense each year. 

Subsidiary journal Detailed journals where original entries are fist made, with only a summary total entry 

being made to the general journal. 

Subsidiary ledger Ledgers where detailed information is recorded, with only a summary being posted to 

the general ledger. 

Sunk costs Costs that already have been incurred and will not be affected by future actions. 

Systems A set of interrelated accounting control processes relating to revenue, disbursements, the 

preservation or use of assets, or the determination of liabilities. 

Systems (management) A set of interrelated management control processes that are designed to 

achieve business goals economically and efficiently. 

Tax Transfer A federal tax transfer involves the federal government ceding some of its "tax room" to 

provincial governments. Specifically, a tax transfer occurs when the federal government reduces its tax 

rates to allow provinces to raise their tax rates by an equivalent amount. With a tax transfer, the changes 

in federal and provincial tax rates offset one another and there is no net financial impact on the taxpayer. 

Tax transfers represent a growing source of revenue for provinces since they increase in value over time 

with growth in the economy  

Time value of money Recognition of the fact that money can earn compound interest and, therefore, a 

given amount of money paid at different points in time has a different value; the further into the future an 

amount is paid, the less valuable it is. 

Time-series model Forecasting approach that uses trends and seasonal patterns for a variable in the 

past as a predictor for the future values of that variable. 

Top-down budget Budget prepared by top management. 
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Total debt-toequity ratio Total liabilities divided by fund balance. The higher this ratio, the less 

borrowing capacity the organization has left. 

Total margin Profitability ratio that compares the excess of revenues over expenses with total revenues 

to determine the overall profits earned, including all sources of revenues and expenses, per dollar of 

revenues. 

Transfer prices The amounts charged to one responsibly centre for goods or services acquired from 

another responsibility centre in the same organization. 

Unexpired costs Costs of asset that has not yet been used up. 

Unrestricted funds Funds whose assets may be used for any normal purpose; usually only the general 

operating fund is unrestricted. 

Use variance Another name for the quantity variance, so called because the quantity variance focuses 

on how much of a resource has been used. 

Useful life The estimate of the period over which a capital asset is expected to be used by an 

organization or the number of production or similar units that can be obtained from the capital asset by 

the organization. The life of a capital asset may extend beyond it useful life to an organization. 

Value added Costs that directly affect the quality of the ultimate produce or service provided  

Value for money audit A comprehensive form of auditing to determine if funds spent achieved the best 

return on investment, were spent in the most effective means possible and according to the stated 

objectives. This form of audit borders on formal evaluation and policy analysis and is well beyond the 

narrow definition of audit per se. 

Value-added Costs that directly affect the quality of the ultimate product or service provided. 

Variable costs Costs that vary in direct proportion with volume. 

Variance Difference between the budget and the actual results. Also, difference between projected costs 

or volumes and actual. 

Variance Difference between the budge and the actual results  

Variance analysis Actual results compared with the budget or projections (or previous similar reporting 

period), followed by investigation and reporting to determine the cause of the variance. 

Variance analysis Actual results compared with the budget, followed by investigation to determine why 

the variances occurred. 

Write-off Eliminate an asset from the accounting records and record it as an expense: term often used in 

its place: taking a charge  

Write-off Eliminate an asset from the accounting records and record as an expense; also referred to as a 

charge if a loss is recorded in this manner. 

Zero-based budgeting (ZBB) Budgeting approach that requires an examination and justification of all 

costs rather than just the incremental costs and that requires examination of alternatives rather than just 
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one approach: each budget year starts at zero and is built up, rather than added to or modified based on 

previous years. 

Intergovernmental Fiscal Transfers Any resource flow from one level of government to another, 

including taxes shared by law. 

Income Statement (or Earnings Statement) A financial statement that reports revenues and expenses 

for a given period of time. It is intended to portray cumulative operational results for a given period.  


