Key Terms Introduced or Emphasized in Chapter 24

balanced scorecard  A system for performance measurement that links a company’s strategy to specific goals, measures that assess progress toward those goals, and specific initiatives to achieve those goals.  This systematic business performance measurement process integrates objectives across four business lenses to achieve the organization’s strategic goals.

business process perspective  The balanced scorecard lens through which internal business processes, supplier relations, and distributor relations are strategically analyzed and evaluated.

capital turnover  A measure created by dividing sales by the average invested capital to generate those sales.  Capital turnover tells manager the amount of sales generated by a dollar of invested capital.  

customer perspective  The balanced scorecard lens through which organizations analyze and measure their customers’ needs, expectations, and outcomes that will lead to business success.  

DuPont system of performance measurement  A method that analyzes business performance by considering both the earnings per sales dollar and the investment used to generate those sales dollars.

economic value added (EVA)  A specific type of residual income that is computed by multiplying the after-tax weighted average cost of capital by total assets minus current liabilities and subtracting that product from the after-tax operating income.  

financial perspective  The balanced scorecard lens that managers and shareholders (or other financial stakeholders) use to view the organization’s business performance.  

learning and growth perspective  The balanced scorecard lens that focuses on the people, information systems, and organizational procedures in place for organizational learning and growth.  

residual income (RI)  The amount by which operating earnings exceed a minimum acceptable return on the average invested capital.  The minimum rate of return represents the opportunity cost of using the invested capital.  

return on investment (ROI)  The operating income divided by the average invested capital associated with the generation of that income.  

return on sales (ROS)  Computed by dividing the operating income by the total sales for the particular business segment or product line.  It tells managers the amount of earnings generated from one dollar of sales.  

stock options  An employee receives the right to purchase a prespecified number of shares at a prespecified price within a certain future time period.  Options provide incentives for managers to increase stock prices.  

value chain  The set of activities necessary to create and distribute a desirable product or service to a customer.  

