
Index
• A •
absorption costing

basing transfer price on, 212–214
cost-plus pricing, 193
direct labor, 193
direct materials, 193
overhead cost, 193
product cost, 192

accountability
employee, 277
responsibility accounting, 249

accountant. See also managerial 
accountant

cash-management, 314
cost, 313
fi xed-asset, 314

accounting equation formula, 303–304
accounting manager, 313
activity-based costing

cost drivers, 99, 101–102
for overhead allocation, 98–104
process, 99

actual price, 308
administrative expense

budget, 229–230
as operating expense, 36

AICPA (American Institute of Certifi ed 
Public Accountants), 28

asset formula, 303–304
asset turnover, 40
auditor, 314
authority, responsibility accounting, 249

• B •
balanced scorecard

advantages, 279
customer perspective, 280, 282–283
customer satisfaction measures, 

289–290
development, 280
fi nancial perspective, 280–282
identifying measures for, 288–292
internal business perspective, 280, 

283–284
learning and growth perspective, 280, 

285–286
nonquantitative measures, 286
strategy, 280
varied perspectives as critical to 

success, 286–288
blame, placing correctly, 277
bottom line. See net income
break-even analysis

basic description, 148
contribution margin ratio computation, 

180–182
formula, 158–159, 307–308
graph, 157–158
limited capacity, 180–183
loss leader, 182
with more than one product, 180–183
sales mix estimation, 182
weighted average contribution margin 

ratio (WACMR), 182–183
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320 Managerial Accounting For Dummies 

Bricklin, Dan
VisiCalc spreadsheet program 

development, 315
budget analyst, 313–314
budgeted income statement, 234–235
budgeting. See planning and budgeting
buffer, 298
business

categories, 30–33
effi ciency and productivity, 38–40
profi t measurement, 33–38
profi tability and productivity 

measurement, 41–42
return on asset measurement, 41–42

• C •
capital budgeting

basic description, 165
budget decision analysis, 166
cash payback method, 166–169
incremental cost, 166
internal rate of return (IRR), 175–177
net present value (NPV) method, 

169–175
nonquantitative factors, 177–178
opportunity cost, 166
as planning and budgeting 

technique, 17
sunk cost, 166

car lease, 16
careers in managerial accounting, 

311–314
cash budget

cash payment prediction, 231–233
cash receipt prediction, 230–231
cash reserve, 233

cash payback method, 166–168
cash payment, 231–233
cash receipt, 230–231
cash-management accountant, 314

centralization
decentralization, 249–250
transfer pricing, 206, 215

certifi cation
basic description, 25–26
chartered global management 

accountant, 28
CMA, 27–28

CFO (chief fi nancial offi cer), 312
CGMA (chartered global management 

accounting), 28
CIMA (Chartered Institute of 

Management Accountants), 28
CMA (certifi ed management account), 

27–28
code of ethics

competence, 26
confi dentiality, 26
credibility, 27
integrity, 27

compensation, employee, 292
competence (code of ethics), 26
complaint, customer, 290
confi dentiality (code of ethics), 26
constraint

breaking the, 299
buffer, 298
description, 293
identifying new, 299
manufacturing, 294
process management, 296–299
service, 295–296

contribution margin
analysis, 17
basic description, 147–148
break-even analysis, 148, 157–159
calculation, 148–149
cost-volume-profi t analysis, 

148, 151–154
formula, 305–306
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321321 Index

income statement, 149–150
margin of safety, 161–162
operating leverage, 148, 162–164
per unit, 150–151, 155–156, 185
pie chart, 181
planning and budgeting, 17
ratio, 151, 156–157, 180–182
selling division transfer price, 

fi nding, 207
target profi t, 159–160
total, 149–150, 154–155

control
fl exible budget, 237–238
operation evaluation and control, 21–24
variance analysis, 259

control limits, 276
controllable cost, 250–251
controllable margin, 254
conversion cost

assessment, 49
versus direct materials, 49
process costing, 140–142

Cooper, Cynthia
whistle blowing on fraudulent 

income, 316
corporate controller, 312
corporate treasurer, 312
cost. See also fi xed cost; job order 

costing; process costing; product 
cost; variable cost

analysis, 10
classifi cation, 45
conversion, 49
defi nition, 13
direct, 46–48
incremental, 51–54, 166, 187
indirect, 46, 48–49
managerial accountant roles in, 10, 

12–13
opportunity, 54, 166, 187

overlapping, 51
period, 13, 50–51
relevant versus irrelevant, 16–17
sunk, 55

cost accountant. See also managerial 
accountant

roles and responsibilities, 313
salary, 313

cost accounted for (cost of production 
report), 142–143

cost behavior
account analysis, 75–79
basic description, 14
high-low method, 82–83
mixed cost, separating into variable 

and fi xed components, 75
prediction of cost, 69–74
relevant range of activity, 87
scattergraphing, 79–82
statistical regression, 83–86

cost center
goods and services, 253
reducing costs, 254
responsibility report, 253–254
turning into profi t center, 255–256

cost driver
activity-based costing, 99, 101–102
overhead cost budget, 227
units produced, 70

cost of capital
net present value, 173–174
weighted average of interest rate, 39

cost of goods manufactured
completed factory output, 60
versus cost of goods sold, 61
formula, 63–65
schedule of, 66–67

cost of goods sold
applying overhead to, 97
versus cost of goods manufactured, 61
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322 Managerial Accounting For Dummies 

cost of goods sold (continued)
cost of sales, 34–35
formula, 65–66, 304–305
inventory fl ow, 65–66
as largest expense, 57
process costing, 135

cost of production report
cost reconciliation schedule, 142–143
cost to account for, 141–142
example of completed, 144
process, 137
units accounted for, 138–140
units to account for, 137–138

cost of sales
computing, 34–35
formula, 35

cost reconciliation schedule, 142–143
cost to account for (cost of production 

report), 141–142
cost-based transfer price

transfer price, basing on full cost, 
212–214

transfer price, establishing at variable 
cost plus markup, 211–212

transfer price, setting at variable cost, 
210–211

transfer pricing, 206
cost-plus pricing

absorption costing, 193
fi xed markup, 194–195
illustration, 194, 197
percentage markup on cost, 195
problems, 196
variable, 197–199

cost-volume-profi t analysis
contribution margin per unit formula, 

155–156
contribution margin ratio formula, 

156–157

factors, 151–152
formula, 306–307
graph, 152–154
loss, 152–153
net income, 152–153
total contribution margin formula, 

154–155
credibility (code of ethics), 27
credit

fi nancial accounting, 97–98
job order costing journal entry, 110–111
process costing, 123–124, 136

credit account, 111
customer perspective (balanced 

scorecard)
description, 280
performance measures, 283
retailers, 283
unhappy customer, 282

customer satisfaction. See also balanced 
scorecard

measures, 289–290
stocking merchandise that customers 

want, 290–291

• D •
debit

fi nancial accounting, 97–98
job order costing journal entry, 110–111
process costing, 123–124, 136

debit account, 111
decentralization, 249–250
delegation, 248–249
Deming, W. Edwards

PDCA cycle, 23–24
depreciation tax shield, 173
development expense, 36
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323323 Index

direct cost
basic description, 46
categories, 46–48

direct labor
absorption costing, 193
budget, 226–227
calculation, 47–48
direct materials and overhead 

difference, 49
distributing overhead cost through, 

90–96
job order costing journal entry, 

112, 114
overhead cost, 94–97
process costing, 124–125, 127–130
variable cost, 71
variance analysis, 269–273

direct labor effi ciency variance, 270
direct labor rate variance, 269–270
direct labor standard hours (SH), 

262–263
direct labor standard rate (SR), 262–263
direct materials

absorption costing, 193
budget, 224–226
calculation, 46–47
versus conversion cost, 49
direct labor and overhead 

difference, 49
direct labor costing, 95–96
inventory fl ow, 59
process costing, 124–125
put into production, 61–63
versus raw materials, 59
variance analysis, 265–269

direct materials standard quantity (SQ), 
261–262

distribution channels, 31
dividend, 289
drum (theory of constraints), 297

• E •
effi ciency, 38–39
employee

accountability, 277
blame, 277
performance measures, 292
responsibility accounting, 249–250

Enron fraud, 318
equivalent units, 138–139
Example icon, 4
Excel, statistical regression, 83–86
expense

administrative, 39, 229–230
development, 39
net income formula, 304
operating, 39
research, 39

• F •
factory

completed factory output, 60
variance analysis, 22–23

favorable variance, 238–239, 265, 274
fi nance department, 22
fi nancial accounting

credit, 97–98
debit, 97–98
versus managerial accounting, 25

fi nancial analyst, 313
fi nancial perspective (balanced 

scorecard)
description, 280
non-for-profi t/for-profi t 

organization, 281
performance measures, 281–282

fi nished good inventory
cost of goods manufactured, 60
processing costing, 126
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324 Managerial Accounting For Dummies 

fi xed cost
account analysis, 75–79
basic description, 14
cost behavior, 69
cost-volume-profi t analysis, 152
fl exible budget, 241–242
graph, 73–74
high-low estimation method, 82–83
per unit, 74
total, 73

fi xed markup, 194–195
fi xed-asset accountant, 314
fl exible budget

comparing to actual results, 242–243
control, 237–238
fi xed costs, 241–242
implementation, 239–243
management by exception system, 239
master budget, 240
overhead budget, 240–243
overruns, 240
as planning and budgeting 

technique, 21
variable costs, 241–242
variance, 238–239

Ford, Henry (assembly line 
inventor), 121

Foreign Corrupt Practices Act, 316
formula

accounting equation, 303–304
asset, 303–304
break-even analysis, 158–159, 307–308
contribution margin, 305–306
contribution margin per unit, 151, 

155–156
contribution margin ratio, 151, 156–157
cost of goods manufactured, 63–65
cost of goods sold, 65–66, 304–305

cost of sales, 35
cost-volume-profi t analysis, 306–307
direct labor variance, 269–271
direct material variance, 266–267
direct materials put into production, 

61–63
future value, 170, 309–310
gross profi t margin, 290
inventory fl ow, 61
liability, 303–304
margin of safety, 162
net cash fl ow, 167–168
net income, 36–37, 304
number of days’ inventory, 291
operating leverage, 163–164
overhead budget, 227
overhead variance, 273
owners’ equity, 303–304
present value, 171, 310
price variance, 308–309
production budget, 223–224
quantity variance, 309
retailer budget, 235
return on assets, 41
return on investment, 256–257
return on sales, 37–38
schedule of cost of goods 

manufactured, 66–67
target profi t, 159–160
total contribution margin, 154–155
variance, 309

Frankston, Bob
VisiCalc spreadsheet program 

development, 315
fraud

Enron, 318
Lockheed, 317
Rampart Investment Management, 317
variance analysis, 276–277

32_9781118116425-bindex.indd   32432_9781118116425-bindex.indd   324 1/11/13   4:16 PM1/11/13   4:16 PM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



325325 Index

Wal-Mart, 316
WorldCom, 316

full costing
absorption costing, 192–193
basing transfer price on, 212–214

future value (FV)
formula, 309–310
value of cash fl ow estimation, 170

• G •
GAAP (Generally Accepted Accounting 

Principles), 150
The Goal (Goldratt), 316
Goldratt, Eliyahu

The Goal, 316
logistics and fl ow of goods model, 316
theory of constraints, 296–299, 316

graph
break-even analysis, 157–158
cost-volume-profi t analysis, 152–154
fi xed cost, 73–74
margin of safety, 161
operating leverage, 162–163
scattergraph, 79–82
variable cost, 70

gross profi t
customer satisfaction measures, 290
incurring operating expenses, 36

• H •
Half, Robert

Robert Half salary guide, 311
Hauser, Ernest

whistle blowing on bribe, 317
high-low estimation method, 82–83

• I •
icons, explained, 4–5
IMA (Institute of Management 

Accountants)
code of ethics, 26–27
professional designation of CMA, 27–28
Statement of Ethical Professional 

Practice, 26
income statement

budgeted, 234–235
contribution margin, 149–150

income tax expense, 36
incremental cost

basic description, 51–52
capital budgeting, 166
making versus buying product, 53
repair or replacement cost, 53
special order acceptance, 52–53
unprofi table product elimination, 53
when to outsource, 187

indirect cost
basic description, 46
overhead, 48–49

indirect labor, 48
indirect material

inventory fl ow, 59
overhead, 48

information gathering
for decision-making and fi nancial 

statement use, 12
role of managerial accountant, 10

integrity (code of ethics), 27
interest

monthly compounding, 176
weighted average of interest rate, 39

interest expense, 36
internal auditor, 314
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326 Managerial Accounting For Dummies 

internal business perspective (balanced 
scorecard)

company operating cycle, 283–284
description, 280
performance measures, 284

internal rate of return (IRR), 175–177
inventory fl ow

calculation, 61–66
cost of goods sold, 65–66
direct materials, 59
fi nished good, 60
just-in-time system, 60
production budget, 223
tracking, 58–61
work-in-progress, 59–60

investment center, 256–257
investment fraud, 317
IRR (internal rate of return), 175–177
irrelevant cost, 16–17

• J •
job order costing

allocating overhead, 108–109
basic description, 15, 105
direct labor, 112, 114
job order cost sheet, 106–107, 109, 118
job order cost system, 106
jobs, 106
journal entries, 110–111
materials requisition form, 107–108
overhead cost, 112–119
versus process costing, 122
raw materials inventory, 111–114
sale of inventory entry, 119
T-account, 110
time ticket, 108

journal entry, 110–111
just-in-time system, 60

• K •
Kaplan, Robert

balanced scorecard development, 
280, 317

• L •
learning and growth perspective 

(balanced scorecard)
description, 280
nexus of contracts, 285
performance measures, 285–286
trends, 285

liability formula, 303–304
limited capacity

basic description, 179
break-even analysis, 180–183
copying with, 184–186
unprofi table product elimination, 

187–189
when to outsource, 186–187

Lockheed company, 317
logistics and fl ow of goods model, 316
loss

cost-volume-profi t analysis, 152–153
loss leader, 182
net, 36

• M •
Madoff, Bernard

investment fraud, 317
maintenance department, 22
management by exception system

budget variance, 239
variance analysis, 274, 276

managerial accountant
certifi cation, 25–28
cost analysis role, 10, 12–13
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327327 Index

information gathering roles, 10, 12
operation evaluation and control 

roles, 11
planning and budgeting roles, 11
salary, 311

managerial accounting
careers, 311–314
versus fi nancial accounting, 25
importance of, 9–10

manufacturer
business names, 32
chain of activity, 30
constraint, 294
overhead, 33
product fl ow, 58–59
types, 32

manufacturing department, 22
margin of safety

basic description, 148
contribution margin analysis, 161–162
formula, 162
graph, 161

margin, total contribution, 149–150
market price

market-based transfer price, 214–215
target pricing, 200–201

market-based transfer price
listed market value, 214–215
setting transfer price at, 214–215
transfer pricing, 206

Markopolous, Harry
whistle blowing on fraud, 317

markup
establishing transfer price at variable 

cost plus, 211–212
fi xed, 194–195

mass production
job order costing, 122
process costing, 122, 126

master budget
basic description, 219
budgeted income statement, 234–235
cash budget, 230–234
direct labor budget, 226–227
direct materials budget, 224–226
draft, 222
fl exible budget, 240
illustration, 221
for nonmanufacturer, 235–236
overhead budget, 227–228
planning process, 18–21
process, 220–221
production budget, 223–224
projected cash fl ow example, 19–20
projected product cost, 228–229
reasons for, 220
retailer, 235–236
sales budget, 222–223
selling and administrative expense 

budget, 229–230
service company, 236

materials requisition form, 107–108
Microsoft Offi ce Excel Analysis 

ToolPak, 84
mixed cost

account analysis, 75–76
separating into variable and fi xed 

components, 75–79
monthly compounding interest, 176

• N •
negotiation

full capacity, 209–210
inability, 208
meeting in the middle, 208
opportunity cost, 209
process, 206–207
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328 Managerial Accounting For Dummies 

negotiation (continued)
purchasing division transfer price, 

setting the, 207–208
selling division transfer price, 

fi nding, 207
transfer pricing, 206

net cash fl ow
cash payback method, 167–169
cumulative, 168–169
depreciation tax shield, 173
equal, 167–168
estimating annual, 173
formula, 167–168

net income
cost-volume-profi t analysis, 152–153
formula, 36–37, 304
identifying measures for balanced 

scorecard, 289
projected cash fl ow example, 19–20

net loss, 36
net present value. See NPV
nexus of contracts, 285
nonquantitative factors

balanced scorecard measurement, 286
capital budgeting, 177–178

Norton, David
balanced scorecard development, 280

NPV (net present value)
of capital project evaluation, 175
cost of capital, 173–174
future value (FV), 170
monthly compounding interest, 176
with one payment for one year, 170–171
with one payment held for two periods 

or more, 171–173
present value (PV), 170–171
series of annual net cash fl ow 

computation, 174
with series of future cash fl ow, 173–175
time value of money, 169–173

number of days’ inventory, 291

• O •
occupancy cost, 51
Occupational Outlook Handbook, 311
off-brand products, 291
operating expense, 36
operating leverage

formula, 163–164
graph, 162–163

operation evaluation and control
managerial accountant roles, 11
PDCA cycle for continuous 

improvement, 23–24
responsibility accounting, 21–22
variance analysis, 22–23

opportunity cost
capital budgeting, 166
cost management, 54
negotiation, 209
when to outsource, 187

organizational structure, 248–251
outsourcing, 186–187
overhead cost

absorption costing, 193
activity-based costing, 98–104
adding up total, 100–101
allocation calculation, 91–94
applying to cost of goods sold, 97
basic description, 14–15, 89
budget, 227–228
cost needed for operations, 48
direct labor and direct materials 

difference, 49
direct labor costing, 95–96
distributing through direct labor 

costing, 90–96
fl exible budget, 240–243
indirect cost, 48–49
indirect labor, 48
indirect materials, 48
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329329 Index

job order costing, 108–109, 112–119
manufacturer, 33
miscellaneous costs, 89
over estimated, 97
overhead allocation rate, 227–228
predetermined overhead allocation 

rate, 93
process costing, 124–125, 128, 130–132
role of cost, 90
types, 90
underestimated, 97
uneven allocation, 93
variance analysis, 263–264, 273–274

overlapping cost, 51
owners’ equity formula, 303–304
Oxley, Michael

Sarbanes-Oxley Act, 318

• P •
PDCA cycle (Deming), 23–24
per unit, contribution margin

coping with limited capacity, 185
cost-volume-profi t analysis, 155–156
formula, 150–151, 155–156

percentage markup on cost, 195
performance measures

customer perspective, 283
customer satisfaction, 289–291
employee, 292
fi nancial perceptive, 281–282
internal business perspective, 284
learning and growth perspective, 

285–286
net income, 289

period cost
basic description of, 13
classifi cation, 50
illustration, 51
overlapping cost, 51

planning and budgeting. See also capital 
budgeting; fl exible budget; master 
budget

choosing what to sell, 17–18
contribution margin analysis, 17
managerial accountant roles, 11
pricing, 18

predetermined overhead allocation 
rate, 93

predicting cost. See cost behavior
present value (PV)

cash fl ow measurement, 170
formula, 171, 310
future value formula, 309

price maker, 192
price points, 199
price taker, 192
price variance formula, 308–309
pricing. See also transfer pricing

absorption costing, 192–193
cost-plus, 193–196
how much to charge, 191
as planning and budgeting 

technique, 18
product differentiation, 192
target costing, 199–201
variable-cost, 197–199

process costing
basic description, 15–16, 121
conversion cost, 140–142
cost accounted for, 142–143
cost of goods sold, 135
cost of production report, 137–144
debit and credit, 123–124, 136
direct labor, 124–125, 127–130
direct materials, 124–125
equivalent units, 138–139
fi nished goods, 126
versus job order costing, 122
mass production, 122, 126
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process costing (continued)
moving goods through departments, 

132–136
overhead cost, 124–125, 128, 130–132
raw materials, 127–129
two-step method, 122–123
work-in-progress account, 122

process management (theory of 
constraint)

exploiting the constraint, 298
list of steps, 296
subordinating everything to constraint, 

298–299
system constraint identifi cation, 

296–297
product cost

absorption costing, 192
basic description of, 13
classifi cation, 50
illustration, 51
overlapping cost, 51
projected product cost budget, 228–229
types, 50

product differentiation
price maker, 192
price taker, 192

product fl ow
manufacturer, 58–59
retailer, 58

production budget, 223–224
productivity

asset turnover measurement, 40
versus effi ciency, 38–39
return on assets, 41–42
system constraint identifi cation,

296–297
profi t

cost of sales, computing, 34–35
earning revenues, 33–34

gross, 36
measuring, 33–34, 36–38
net income, measuring, 36–37
operating expense, incurring, 36
return on assets, 41–42
return on sales, 37–38
unprofi table product elimination, 53, 

187–189
profi t center

controllable margin, 254
fl aw in evaluation of, 256
transfer pricing, 254
turning cost center into, 255–256

projected product cost budget, 228–229
provision for income taxes, 36
Public Company Accounting Reform and 

Investor Protection Act, 318
purchasing department, 22
purchasing division, 206–208
PV (present value)

cash fl ow measurement, 170
formula, 171, 310
future value formula, 309

• Q •
quality control department, 22
quantity variance formula, 309

• R •
Rampart Investment Management, 317
ratio, contribution margin

break-even analysis, 180–182
cost-volume-profi t analysis, 156–157
formula, 151, 156–157

raw materials
versus direct materials, 59
job order costing journal entry, 111–114
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331331 Index

materials requisition form, 107–108
process costing, 127–129

regression, statistical, 83–86
relevant cost, 16–17. See also 

incremental cost
relevant range, cost behavior, 87
Remember icon, 4
rent, 16
report

cost of production, 137–144
responsibility accounting, 252

research expense, 36
responsibility accounting

accountability, 249
authority, 249
basic description, 247
center types, 251
controllable cost, 250–251
cost center, 253–254
decentralization, 249–251
delegation, 248–249
employee, 249–250
investment center, 256–257
linking strategy with organizational 

structure, 248–251
noncontrollable cost, 250–251
operation evaluation and control, 21–22
profi t center, 254–256
report, 252
revenue center, 252–253

retailer
business names, 32
chain of activity, 30
cost of goods sold formula, 305
customer perspective, 283
distribution channels, 31
master budget, 235–236
product fl ow, 58
types, 31

return on assets formula, 41
return on investment (ROI)

identifying measures for balanced 
scorecard, 289

investment center performance, 
256–257

return on sales, 37–38
revenue

earning, 33–34
net income formula, 304

revenue center, 252–253
Robert Half salary guide, 311
Rockefellers (oil and banking fortune), 29
ROI (return on investment)

identifying measures for balanced 
scorecard, 289

investment center performance, 
256–257

• S •
salary

accounting manager, 313
budget analyst, 313–314
cash-management accountant, 314
chief fi nancial offi cer (CFO), 312
corporate controller, 312
corporate treasurer, 312
cost accountant, 311, 313
fi nancial analyst, 313
fi xed-asset accountant, 314
internal auditor, 314
managerial accountant, 311

sales budget, 222–223
sales department, 22
sales mix estimation, 182
sales price, 152
sales revenue, 19–20
sales volume, 152, 154
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Sarbanes, Paul
Sarbanes-Oxley Act, 318

scattergraph, 79–82
schedule of cost of goods manufactured, 

66–67
selling and administrative expense 

budget, 229–230
selling division, 206–207
service company

business names, 32
chain of activity, 30
classifi cation, 30–31
constraint, 295–296
master budget, 236
types, 30–31

special order, incremental cost, 52–53
standard

direct labor standard hours (SH), 
262–263

direct labor standard rate (SR), 262–263
direct materials, 261–262
overhead cost, 263–264
price, 308
standard cost per unit, 264–265
variance analysis, 260–265

Statement of Ethical Professional 
Practice (IMA), 26

statistical regression, 83–86
Stockman, David

reduction of federal budget 
spending, 318

strategy
balanced scorecard, 280
planning and budgeting, 11
responsibility accounting, 248–251

suggestion, customer, 290
sunk cost

capital budgeting, 166
cost classifi cation, 55

survey
customer satisfaction, 290
employee, 292

• T •
Tabor, Horace (silver mine owner), 29
T-account

job ordering costing, 110
processing costing, 123–124

target costing
calculation, 199–201
market price, 200–201
price points, 199
when to use, 201

target profi t
basic description, 148
contribution margin analysis, 159–160
formula, 159–160

Technical Stuff icon, 5
theory of constraints

breaking the constraint, 299
buffer, 298
constraint description, 293
coping with limited capacity, 186
drum, 297
identifying new constraint, 299
manufacturing constraint, 294
process management, 296–299
service constraint, 295–296

time ticket, 108
time value of money, 169–173
Tip icon, 5
total contribution margin

cost-volume-profi t analysis, 154–155
formula, 154–155
margin income statement, 149–150

training, employee, 292
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transfer pricing
basic description, 203
centralization, 206, 215
cost-based transfer price, 206, 210–214
example, 205
high transfer price, 205
importance of, 204–206
market-based transfer price, 206, 

214–215
negotiation, 206–210
profi t center, 254
purchasing division, 206
selling division, 206
shift in income, 205–206

treasurer, 312
trends, 285

• U •
unfavorable variance, 238–239, 265, 274
units accounted for (cost of production 

report), 138–140
units produced cost driver, 70
units to account for (cost of production 

report), 137–138
unprofi table product elimination

incremental cost, 53
limited capacity, 187–189

• V •
variable cost

account analysis, 75–79
basic description, 14
cost behavior, 69
cost-volume-profi t analysis, 152
direct labor, 71
fl exible budget, 241–242

graph, 70
high-low estimation method, 82–83
how cost drivers affect, 70–73
increase in volume, 72
per unit, 72
setting transfer price at, 210–212
total versus per unit cost, 73

variable-cost pricing
avoiding hazards of, 198–199
illustration, 197
working out, 197–198

variance
defi ned, 11
favorable, 238–239
fl exible budget, 238–239
formula, 308–309
unfavorable, 238–239

variance analysis
control, 259
control limits, 276
direct labor standard hours (SH), 

262–263
direct labor standard rate (SR), 262–263
direct labor variance, 269–273
direct material standard quantity (SQ), 

261–262
direct material variance, 265–269
employee accountability, 277
expectations, setting up, 260
favorable variance, 265, 274
fraud, 276–277
interpretation, 275
management by exception system, 

274, 276
operation evaluation and control, 22–23
overhead cost, 273–274
overhead rate standards, 263–264
problem area identifi cation, 274
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variance analysis (continued)
realistic standards, 260
standard cost, 260
standard cost per unit, 264–265
testing, 274–277
unfavorable variance, 265, 274

VisiCalc spreadsheet program, 315

• W •
WACMR (weighted average contribution 

margin ratio), 182–183
walk-in, 290
Warning icon, 5
Watkins, Sherron

Enron fraud whistle blower, 318

weighted average contribution margin 
ratio (WACMR), 182–183

whistle blower, 315–318
Whitney, Eli (standardized production 

inventor), 121
work-in-progress inventory

inventory fl ow, 59–60
process costing, 122

WorldCom company, 316

• Z •
Zapata, Sergio Cicero

whistle blowing on Wal-Mart, 316
zero production, 78
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