Virtual Business - Retailing 2.0 Definitions

Accounts Payable

Money that you owe to others for goods or services they have provided. In Virtual Business - Retailing, it's money you owe to your suppliers for goods they have delivered to you. Accounts Payable is shown as a liability on your balance sheet. When you change how long you wait to pay your suppliers (by using Trade Credit under Financing on the Actions menu), you will see your Accounts Payable go up or down. The longer you wait, the higher your Accounts Payable will be.

Advertising

See Promotion.

Air-time

Air-time is time you buy on the radio for advertising.

Assets

Assets are what your business owns. In Virtual Business - Retailing, you have two types of assets: cash and inventory. Assets are often divided up between current assets and fixed assets. Current assets are those that will be used by the business in less than a year. In Virtual Business - Retailing, all your assets are current. Fixed assets are assets that will be used by the business over more than one year. Equipment in your store would be an example. For simplicity, in Virtual Business - Retailing you lease your store and all the needed equipment. Therefore, you own no fixed assets.

Awareness

A customer is aware of a store if he or she knows about it. Customers cannot shop at stores they are not aware of. In Virtual Business - Retailing, customers become aware of stores by advertising, passing by a store, or talking to other customers who are aware of the store (word-of-mouth). Advertising agencies work hard at increasing customers' awareness of a store or product. In Virtual Business - Retailing the customers who live on the same block as the store are probably aware of it, but customers living elsewhere are not.

Backroom

The backroom is where inventory is stored before it is move to the shelves.

Backstock

Inventory in the backroom.

Balance

A balance is your current amount of something. For example, a cash balance of $4,000 means you have $4,000. A balance of $6,000 on a loan means you have $6,000 left to pay off the loan. The financial statement called the Balance Sheet shows your balances of cash, inventory, bank loans, etc.

Balance Sheet

The Balance Sheet shows what you own (assets) and what you owe to others (liabilities). The difference, the worth of your company is called Equity. Your Assets always balance with your Liabilities Plus Equity.

Bank

A business that accepts deposits of money and makes loans. In Virtual Business - Retailing, there is one bank, and it is your source of loans if you need them. The bank charges you interest on your loan(s) based on the bank's perceived risk of not getting paid back.

Billboards

A sign you lease to make customers aware of your store. In Virtual Business - Retailing, you have the flexibility to place billboards throughout the town. However, you may not place them on other stores or on college buildings. Billboards cost different amounts per week depending on the desirability of the location.

Brand

The identifying name a customer associates with a product. In Virtual Business - Retailing, there are three brands of soda using the same name as its producer: Primo, Bolt, and Generic.

Capital

The money invested in a business. In Virtual Business - Retailing, the term initial capital is used to refer to the amount of cash a store is given when it is started. For your first store, this must come from savings. For all later stores, this comes from an existing store.

Cash

Cash is the term businesspeople use for: 

-- Actual cash bills and coins. 

-- Readily available money such as funds in a checking account 

-- Other money that can be made available quickly such as savings in a money market mutual fund 

In Virtual Business - Retailing, you have an account called Cash that you can think of as your checking account. The saying "cash is king" indicates the importance of cash to businesses. For example, your store will keep operating in Virtual Business - Retailing until it runs out of cash. You can borrow money, show negative profits, etc. but keep running. When you're out of cash --it's over. 

Cash Flow from Operations

The cash generated or consumed by running your business. Cash flow from operations excludes cash flow from financing (getting loans and moving cash between stores). Cash flow from operations is a good indicator of the strength of business, although healthy businesses may consume cash, especially while growing rapidly.

Category

Categories are types of products: Ice Cream, shampoo, milk. In Virtual Business - Retailing, there are twenty categories. Products in the same category are usually placed in the same section of shelves for the convenience of customers. In Virtual Business - Retailing, you have thirty shelves in the store and must decide which categories to place on each of the shelves.

Consulting

Advice given to you by an outside party (a consultant). In Virtual Business - Retailing you can hire a consultant who will tell you what aspect of your business needs the most improvement.

Cost of Goods Sold

Commonly referred to as COGS (rhymes with Frogs). This is the cost to you of all the goods you sold in a particular period. That is, it's the amount you paid to vendors for the things you sold. COGS also includes charges for "shrinkage": items that expire before being sold or are stolen. You can see these as separate line items by expanding Cost of Goods Sold in Financial Reporting.

Credit Report, Credit Rating

A report, created by the bank when you seek a loan, that assesses the risk of loaning money to you. The report is summarized by a credit rating, usually on a scale of 1-5 or 1-10. The terms of your loan depend on the credit rating. In Virtual Business - Retailing, your credit rating is based on your quick ratio, debt-to-equity ratio, and cash flow.

Cumulative Profits

The sum of all your weekly profits since the store opened.

Current Liabilities

Liabilities (money you owe to others) that you must pay within one year. In Virtual Business - Retailing, all your accounts payable and some of your loans are current liabilities.

Customers

Your potential customers include all the people who live in the town. Your customers are those that choose to come to your store.

CyberConsultant

The CyberConsultant is an artificial intelligence-based tool that is part of the Virtual Business - Retailing program. The CyberConsultant gives you advice in each lesson on how to improve your business.

Days Payable

The amount you owe suppliers (your payables) is often expressed in days. For example, if you owe suppliers $100 and typically buy $20 worth of products per day, then your Days Payable = 100/20 = 5 days. In other words, what you owe them is equal to 5 days worth of purchases.

Days/Weeks of Inventory

Inventory (products you bought and have not yet sold) is often expressed in days or weeks. For example, if you sell 50 units per week and have 150 units in inventory, then you have 3 weeks of inventory (150/50). In other words, enough inventory to last 3 weeks if you didn't buy anymore. This could also be expressed as 21 days of inventory.

Debt

Debt is money you have borrowed from others and pay interest on. In Virtual Business - Retailing, the only form of debt you can have is bank loans. The sum of all your bank loans is shown as Debt on your balance sheet.

Debt to Equity Ratio

A ratio used by banks when determining whether to give you a loan. The ratio measures whether your business is too heavily dependent on debt (loans). The ratio is computed as Debt divided by Equity. A ratio of 1 means that your business is financed evenly by debt and equity.

Direct Mail

Direct mail advertising means sending stuff to potential customers in the mail. This "stuff" can include coupons. Direct mail is excellent for targeting particular segments of customers. The cost of direct mail depends on the amount of "stuff" sent, the number of people to receive the mailing, and the cost of the mailing list.

Early Pay Discounts

The value of discounts you receive from suppliers for paying within a certain number of days. Use Trade Credit on the Actions menu to manage when you pay suppliers. See Payment Terms for an explanation of how the discount amount and related number of days are specified by suppliers.

Earnings

See Profit.

Equity

Equity is a financial term for difference between what a business owns (assets) and what it owes (liabilities). Equity is shown on the balance sheet. Equity (also known as book value) is one measure of the worth of a business.

Assets (what you own) - Liabilities (what you owe) = Equity (what you're worth)

Equity is also used to refer to shares of stock, which represent claims on what a company is worth.

Equity Ownership%

The number of shares of stock you own divided by all shares outstanding. This represents your share of ownership of the company or your percentage claim on the equity (worth) of the company.

The general term for all of your costs. It includes all types of spending--buying product, paying rent, etc.

Revenue (money coming in) - Expenses (money going out) = Profit (what you keep)

Expired Goods

Products that have passed their expiration date without being sold or have otherwise been damaged. Customers will not buy these products. The value of these goods is shown as an expense when the products are thrown out on the Income Statement under Cost of Goods Sold.

Financing

Making sure a business has the cash it needs to operate. In Virtual Business - Retailing, there are three Financing actions you can take. You can control how quickly you pay suppliers (trade credit), borrow money from the bank (debt), and transfer cash between stores (if you have multiple stores).

Goods

Things that a business sells. Examples in Virtual Business - Retailing include soda, milk, and salsa.

Goods Actually Sold

A sub-category of Cost of Goods Sold. Includes only the cost of items sold to customers, not those that were expired, damaged, or stolen.

Gross Margin

Gross Margin is the difference between Revenue and Cost of Goods Sold (COGS). Or the "margin" between what you sold something for and what you paid for it. The calculation for gross margin is:

Revenue (what you sell it for) - Cost of Goods Sold (what you buy it for) = Gross Margin (what you keep)

Gross margin is often expressed as a percentage of revenue.

Histogram

A graph which shows a number of categories along its horizontal axis and a count of how many are in each category along its vertical axis. In Virtual Business - Retailing, histograms are used to show how many customers answered survey questions with a given answer. The categories are the answers to questions and the count is a count of customers who gave that answer.

Impulse Purchase

A product that a customer might like to have but can readily do without. Contrasts with a need which a customer must have.

Income

See Profit.

Income Statement

The Income Statement shows your revenue and expenses for a given period of time and the difference between them--your profit. This statement, also known as the P&L (Profit & Loss), is the most frequently used financial statement. It's your main scorecard over any period--a week, a quarter, a year. When businesspeople refer to the "bottom line," they mean the bottom line of this statement, profit.

Increase(-)/Decrease(+) in Inventory

An increase in inventory (shown as a negative number) is a use of cash on your Cash Flow Statement because you spent cash buying more goods than you sold. If this number is positive, it means you decreased inventory and got cash by selling more goods than you bought. This is a source of cash.

Increase(+)/Decrease(-) in Payables

An increase in payables (shown as a positive number) is a source of cash on your Cash Flow Statement because you have postponed paying cash to your suppliers. If this number is negative, it means you paid off more bills than you received. This is a use of cash.

Interest

Interest is the fee you pay to borrow money. The amount is determined by the number of loans you have, the size of each loan and the interest rates. The bank will charge you increasingly higher rates as you take on more loans. This is to cover their increased risk that you won't be able to pay them back. To review your loan balances and interest rates, select Bank Debt on the Actions menu.

Inventory

Goods that you have bought but have not yet sold. The goods can be on shelves or stored in the backroom. Inventory can be expressed as units or as dollars. When inventory is expressed as dollars (such as on your Balance Sheet), the amount shown is the lesser of cost or market value. The amount shown is not what you hope to sell the goods for.

Inventory Turns

The number of times you "turnover" (sell & replenish) your inventory each year. If a store has 20 units in inventory and sells 1000 units per year, then the Inventory Turns for the store is 1000/20 = 50 times per year.

Liabilities

Liabilities are what you owe to others. In Virtual Business - Retailing, your liabilities are: 

-- Money you owe to your suppliers (Accounts Payable) 

-- Money you owe to the bank (Debt) 

Liabilities Plus Equity

This is simply the sum of your liabilities and your equity. This amount always equals your total assets. At the most basic level, your balance sheet states that your liabilities plus equity "balance" your assets.

Liquid Assets

Cash and other assets that you can easily and quickly convert to cash. In Virtual Business - Retailing, the bank considers cash your only liquid asset. Your other asset, inventory, might be difficult to convert to cash if products are old or suppliers are unwilling to take them back.

Loan

Money temporarily given to a business in exchange for interest payments. The interest payments are a percentage of the loan amount. In Virtual Business - Retailing, you can get loans from a bank to help finance your growth or help you out of trouble.

Loss

The opposite of a profit. When a business has a negative profit--that is, it loses money--the business is said to have a loss.

Mailing List

The group of customers who receive a mailing.

Margin-Points

Prices are often thought of and even set as margin points. Setting a price level of 40 margin points means that your store will earn a 40% margin (or gross margin) on each unit you sell. For example, on a bottle of wiper fluid selling for $1, you would earn 40 cents.

Market Share

Your revenue divided by the total revenue for all stores. A 50% market share means that your revenues are one- half of the total revenues for all stores. "Unit Market Share" equals your units sold divided by the total units sold for all stores.

Merchandising

The placement of products in a store to maximize sales and profits.

Need

A product that a customer must have. Contrasts with an impulse purchase which a customer might like to have but can readily do without.

Net Cash Flow

The rise or fall in your cash over a period of time. This is the last line shown on your Cash Flow Statement. It must match the change in cash shown on your Balance Sheet over the same period.

Other Expenses

Other expenses include your costs to do surveys, consulting fees, and interest on bank loans.

Paid-In Capital

Cash contributed to a company from outside the company. In Virtual Business - Retailing, Paid-In Capital can include your initial investment from savings, cash from sale of stock, and (for a particular store) cash transferred in from another store.

Payment Terms

Argh! Talk about crazy jargon ... here's how to read this stuff, using an example:

2 / 10 / N / 30 means ...

You will get a 2% discount if you pay in 10 days. Otherwise, the Net (or full) amount is due in 30 days.

Payroll

The total wages paid to all your employees. In Virtual Business - Retailing, your weekly payroll is shown when you change staffing by clicking on Staffing under the Actions menu.

Percent of Revenue

Financial executives often express numbers as a percent of revenue because it makes things simpler. If we say that Profit = $250, it's hard to judge whether that's good or not so good. If we say Profit = 25% of revenue, we know that's good because profits of 25% are hard to achieve in almost any business.

Physical Inventory

Taking a Physical Inventory involves counting all the items in your store. It may also involve adding up the costs of the items. Physical inventories are needed when products are lost or stolen. When this happens, inventory records become inaccurate. Only a physical inventory can give you correct data.

Price

The amount you charge customers for one unit of a product.

Price to Earnings Ratio

Stock price per share divided by a company's yearly earnings per share. This ratio is often used by investors to put a value on the stock of a company based on the company's earnings. Investors have opinions on what is a reasonable price to earnings ratio companies in a particular industry.

Profit

Profit is the "bottom line" managers are always referring to. It comes at the bottom of the profit and loss statement and is the most obvious and frequently used measure of the success of a business. It is all your revenue minus all your expenses. If your expenses exceed your revenue, then profit becomes negative. This is known as a Loss.

Revenue (money coming in) - Expenses (money going out) = Profit (what you keep)

Profit is also known sometimes as Income or Earnings. For simplicity, there are no taxes in Virtual Business - Retailing.

Profit and Loss Statement (P&L)

See Income Statement.

Promotion

Promotion refers to the things you do to increase sales of your products. In Virtual Business - Retailing, your promotion consists primarily of advertising: on the radio, via direct mail (sending stuff to people), with billboards, or via storefront ads.

Purchases

The number of units or dollar value of the goods you purchased in a given period.

Quarterly

Once every three months. That is, once every quarter of a year.

Quick Ratio

A ratio used by banks when determining whether to give you a loan. The ratio measures your ability to pay off debts coming due shortly. The ratio is computed as your Liquid Current Assets divided by your Current Liabilities (liabilities due in less than one year). In Virtual Business - Retailing, that ratio translates to cash divided by the sum of accounts payable (what you owe suppliers) and bank loans due in less than one year.

Radio Advertising

Advertising time booked on a radio station to deliver your message to customers. In Virtual Business - Retailing, radio time is booked by rotation which indicates the period of time the ad will be played.

Reach

The number of customers expected to hear or see an advertisement.

Redeem

When a customer uses a coupon to obtain a discount, that coupon is said to be redeemed.

Rent

This is what it costs you to rent your store. The amount is dependent on the location you chose. In general, the busier the location, the higher the rent. You may be able to find a few bargains if you look around. The Real Estate Agent tool can help you locate good, cheap space.

Retained Earnings

The sum of all your earnings (profits) over time that you have retained within your company. Since in Virtual Business - Retailing, you don't pay dividends, all your earnings are "retained." Your Retained Earnings, shown on the Balance Sheet, are equal to your cumulative profits, shown in the Vital Signs view.

Revenue

Revenue is the money you collect for things you sell. Other names for revenue include Sales and Dollar Sales. Revenue is equal to Unit Sales x Price of each unit.

Sales

The number of units or dollar value of the products you sell to customers. See also Unit Sales and Revenue.

Segment

A group of customers having something in common. Managers tailor their strategies to appeal to segments of customers.

Service

Service, or customer service, refers to how well your customers are attended to. If you have few employees and many customers in the store, customers will perceive that you have poor service and may go elsewhere.

Shelf

Where you place products in your store so that customers can grab them and purchase them.

Shrinkage

Products that were stolen or thrown out because they were old or damaged.

Slot

A particular spot, big enough for one unit, on a shelf.

Slotting Fees

These are fees paid by suppliers to store owners to get the supplier's products placed in particular slots (spots on the shelf) within the store. This is common practice with large stores, so you'll hear the term a lot. Fortunately (or unfortunately) your stores in Virtual Business - Retailing aren't big enough to get these fees. So don't worry about them for now.

Stocking

Moving goods from the back room to store shelves.

Stolen Goods

Products that have been stolen by shoplifters. The value of these goods is shown as an expense only after a Physical Inventory is taken to discover that the products were in fact stolen. The expense is shown on the Income Statement under Cost of Goods Sold.

Supplier

A business that you purchase goods from. Sometimes referred to as a vendor. In Virtual Business - Retailing, you have one supplier that you order all of your products from.

Survey

A series of questions asked to a group of customers to obtain their opinions on matters important to your business. The cost of a survey depends on how many questions are asked and how many customers are surveyed.

Terms

The term of a loan is the amount of time until you need to repay the loan. The terms of a loan include the amount, interest, and amount of time (the term) until repayment. Yes, it's confusing! Think of terms as a general phrase meaning conditions; think of term as a period of time as in "term limits for politicians."

Shoplifting

When someone steals product from you. In Virtual Business - Retailing, most theft is shoplifting where someone sneaks an item under their clothes and walks out with it.

Trade Credit

Trade credit is credit offered to you by your suppliers (also called The Trade). This credit shows up in the form of payment terms which let you pay for goods after you receive them (e.g., 30 days later).

Unit

One of a product. A bottle of soda, a carton of milk, a single magazine.

Unit Cost

The price you pay to the supplier for each unit of a particular product. This is usually computed as an average, perhaps over all brands or over time.

Unit Sales

The number of units (boxes, bottles, bags, etc.) of an item sold in a given period of time.

Valuation

The amount investors think your company is worth. When you buy or sell stock in your company, the price of the stock equals the valuation of your company divided by the number of shares of stock outstanding.

Volume

The amount in units that you sell or purchase of something.

Volume Discount

A percentage reduction in price that you get when you place a large order. Large is defined as greater than a specific number of units.

Wages

Wages are what you pay people to operate your store.

Wages = # of hours all your people work x Hourly Rate

The # of hours people work is determined by the schedule you set. It saves money to have fewer people working but if your customers are not being served promptly, they will become increasingly dissatisfied with your store and eventually stop shopping there.
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