
A
ABC. See Activity-based costing (ABC)
Ability to bear costs, 6-8
ABM. See Activity-based management (ABM)
ABP. See Activity-based pricing (ABP)
Absorption costing. See Full (absorption) 

costing
Account analysis, 4-6–4-8
Accounting rate of return, 9-19–9-21
Accounts receivable turnover, 14-12, 14-16, 

14-17
Accounts, recording standard costs in, 

11-33–11-36
Accrued salary and wages, 13-10–13-11
Accumulated depreciation, 12-11
Acid-test ratio, 14-13, 14-17
Across-the-board cuts, 7-36–7-37
Activity-based costing (ABC), 6-14–6-22

activity-based management compared to, 
6-23

activity hierarchy and, 6-16–6-17
approach to, 6-15–6-17
batch-level activities and, 6-17
comprehensive example of, 6-18–6-21
cost control benefits and, 6-21–6-22
cost drivers and, 6-15–6-16
cost pools and, 6-17–6-18
determining major activities and, 6-46
effectiveness of activities and, 6-47–6-48
evaluating performance of activities and, 

6-47
expense of, 6-21–6-22
facility-level activities and, 6-17
identifying efficiency improvements and, 

6-47–6-48
identifying resources using each activity and, 

6-46–6-47
overhead costs and, 2-21
product-level activities and, 6-17
production volume and overhead allocation, 

6-15
unit-level activities and, 6-16–6-17

Activity-based management (ABM), 6-23–6-24, 
6-46–6-48

Activity-based pricing (ABP), 8-11–8-12
Activity duplication, 12-4
Activity hierarchies, 6-16–6-17
Additional processing decisions, 7-5–7-7
Adjusted investment, 12-15
Administrative budget, 10-9
Administrative salaries, 6-12
Advertising campaigns, 9-17, 10-10
AI. See Artificial intelligence (AI)
Akron, All, 2-27
Allocation base, 2-16, 2-20–2-21, 6-7–6-8
Alternative payment plans, 9-17
Amazon.com, 1-15, 1-16, 9-2
Amortization, prepaid insurance and, 10-12
Anticipated profit, company goals and, 10-10
Arbitrary cost allocations, 6-11
Arkes, Hal, 7-15
Artificial intelligence (AI), 1-16

Assembly department, 11-18
Asset turnover, 14-12, 14-16, 14-17
Attainable standards, 11-4
Avoidable costs, 7-9, 7-13

B
Balance sheet

budgeted, 10-13
horizontal and vertical analysis and, 

14-4–14-6
product costs and, 2-7–2-8

Balanced scorecard, 12-18–12-21
achieving balance using, 12-20
backward looking approach and, 12-18
customer dimension and, 12-19
financial dimension and, 12-20
financial ratios in, 14-15
funding and, 12-22
growth dimension and, 12-19
initiatives and, 12-22
internal process dimension and, 12-19
responsibility and, 12-22
strategy map for, 12-21–12-22
targets and, 12-22
top management support and, 12-23
tying to strategy for success, 12-18–12-19

Ball Corporation, 12-16
Bankruptcy, 14-3
Banks, activity-based management and, 6-23
Baskin-Robbins, 4-22
Batch-level activities, activity-based costing 

and, 6-17
Batch sizes, theory of constraints and, 

7-36–7-37
Beek, Belinda, 14-8
Big data, 1-16
Blumer, Catherine, 7-15
BMW, 9-2–9-3
Boeing Company, 7-8, 12-12
Borrowing, improving cash flow and, 10-12, 

10-14
Bottlenecks, 7-34
Break-even point, 4-14–4-16
Brookings Institution, 9-10
Budget-based compensation, 10-18–10-19
Budget committee, 10-4
Budget development, 10-4

people problems and, 10-4
sales forecast, 10-6
time period and, 10-4
zero-based budgeting, 10-4

Budget padding, 10-18–10-19
Budget planning and control

See also Master budget
budget development and, 10-4
See also Budget development
budget padding and, 10-18–10-19
budget variances and, 10-15
budgets as standard for evaluation, 10-15
committee, 10-4
computer use in, 10-14
control process and, 10-2–10-3

department consultation and, 10-4
income shifting and, 10-18–10-19
investigating budget variances, 10-17–10-18
master budget and, 10-5–10-14
planning process and, 10-2
rolling budgets and, 10-17
static and flexible budgets, 10-15–10-17

Budget slack, 10-19
Budget variances, 10-15, 10-17–10-18
Budget variances, investigating, 10-17–10-18
Budgeted balance sheet, 10-13
Budgeted costs, 11-2
Budgeted income statement, 10-9–10-11
Budgeted service department costs, 6-10
Budgets, 1-2–1-3, 10-2

See also Master budget
capital budgets, 9-3
cash budgets, 10-11–10-13
flexible, 10-15–10-17

Buffer inventory, 2-28
Buffett, Warren, 8-4
Business activity types, cash flow 

 classifications and, 13-2–13-5
Business partners, 14-3, 14-15
Business sectors, cost of capital and, 9-14

C
Canon, 1-16
Capital budgeting

accounting rate of return and, 9-19–9-21
decisions, 9-3
payback period method and, 9-18–9-19
performance evaluation and, 9-21–9-23
short-run accounting profit and, 9-23
simplified approaches to, 9-18–9-21
time value of money and, 9-3–9-5

Capital budgets, 9-3
Capital expenditure decisions, 9-2–9-3
Cash and cash equivalents, 13-2
Cash budget, 10-11–10-13
Cash collections estimate, 10-11
Cash cows, 13-12–13-13
Cash disbursements estimate, 10-11
Cash flows

See also Statement of cash flows
adjusting for inflation, 9-16
investment opportunities and, 9-14
management of, 14-7–14-8

Cash reserves, 10-11, 10-12
Casinos, 1-16
Cause-and-effect relationships, 6-7
Cendant, 14-7
Centage, 10-4, 10-14
Central accounting costs, 6-12
Centrally provided services, charging for, 6-4
CFO. See Chief financial officer (CFO)
Chief financial officer (CFO), 1-21
Chief information officer (IFO), 1-21
Chrysler, 5-5
City Appliances, 14-2–14-3
Clerical costs, 6-12
Coase, Ronald H., 7-13
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I-2 INDEX

Current liabilities
direct method (statement of cash flows) and, 

13-6–13-7
indirect method (statement of cash flows) 

and, 13-10–13-11
Current ratio, 14-13–14-14, 14-17
Customer dimension, balanced scorecard and, 

12-19
Customer profitability measurement (CPM), 

8-8
system, 8-8–8-11

Customer relationship management (CRM) 
systems, 1-15–1-16

Customer satisfaction, 12-6
Customer service, excessive use of, 8-10
Customers, managerial financial analysis and, 

14-3, 14-15

D
Daily labor cost summary, 2-15
Data analytics, 1-16

descriptive analytics, 1-16
labor variances and, 5-11, 11-13
predictive analytics, 1-16

Days’ sales
in inventory, 14-12, 14-16, 14-17
in receivables, 14-12, 14-16, 14-17

Debt-related ratios, 14-13–14-14, 14-17
Debt-to-equity ratio, 14-13, 14-17
Decentralization

See also Performance evaluation
advantages of, 12-3–12-4
disadvantages of, 12-4
evaluating subunit managers and, 12-5
evaluating subunits and, 12-4
responsibility accounting and, 12-5–12-6
transfer pricing and, 12-39–12-40

decentralized organizations, 12-2
Decision analysis, qualitative considerations 

in, 7-17–7-18
Decision making

cost allocation and, 6-2–6-5
in planning and control process, 1-5

Deere & Company, 5-11, 12-15
Defect rates, 12-6
Delta Air Lines, 9-16
Demand function, profit-maximizing price 

and, 8-3
Depreciation

cash outlay and, 10-11–10-12
manufacturing overhead and, 10-9

Depreciation tax shield, 9-14–9-16
Descriptive analytics. See Artificial intelligence 

(AI)
Differential costs, 7-2
Direct allocation method, service department 

costs and, 6-8–6-9
Direct costs, 1-9
Direct labor

budget, 10-8–10-9
costs, 2-3–2-4, 2-15–2-16, 6-7, 6-14
hours, 6-7, 6-14
labor efficiency variance, 11-8
labor rate variance, 11-7
process costing and, 3-5
standard quantity of, 11-3
variances, 11-7–11-8

Direct material
costs, 2-3, 2-14–2-15

Cost flows through accounts, 3-4–3-6
Cost objectives, cost allocation and, 6-6
Cost of capital, 9-13
Cost of goods available for sale, 2-10

manufactured, 2-8
goods sold, 2-9–2-10, 11-35

Cost per equivalent unit, 3-7–3-8
Cost-plus contracts, 6-5, 6-11
Cost-plus pricing, 8-5–8-6
Cost pools

ABC approach and, 6-15–6-16
activity-based costing and, 2-21
cost allocation and, 6-13–6-14
forming of, 6-6–6-7
products using cost drivers and, 6-16

Cost transferred out, process costing and, 
3-8–3-9

Cost-volume-profit (CVP) analysis
assumptions in, 4-23
break-even point and, 4-14–4-16
change in fixed and variable costs  

and, 4-18
change in selling price and, 4-18
common cost behavior patterns and,  

4-2–4-6
constraints and, 4-25–4-26
contribution margin and, 4-16–4-17, 4-19
contribution margin ratio and, 4-17,  

4-19–4-22
cost estimation methods, 4-6–4-13
defined, 4-2
dollar sales needed to achieve profit target, 

4-17
example, 4-23–4-24
fixed costs and, 4-3–4-4
incremental analysis and, 4-21–4-22,  

4-24
making fixed costs variable, 4-25
margin of safety and, 4-15–4-16
mixed costs and, 4-4
multiproduct analysis, 4-19–4-22
operating leverage and, 4-24–4-25
profit equation and, 4-14
relevant range and, 4-4–4-5
step costs and, 4-4–4-6
units needed to achieve profit target,  

4-16–4-17
using regression in Excel and, 4-46–4-49
variable costs and, 4-2–4-3
“what if” analysis, 4-17–4-18

Costco, 8-6
Costing systems

job-order costing systems, 2-11
manufacturing firms and, 2-11
process costing system, 2-11

Costs of debt, 9-13
Costs of goods sold, 11-35
CPM. See Customer profitability measurement 

(CPM)
Credit reports, 14-9
Creditors, managerial financial analysis and, 

14-3, 14-15
CRM. See Customer relationship management 

(CRM) systems teams, 8-8
Current assets

direct method (statement of cash flows) and, 
13-6–13-7

indirect method (statement of cash flows) 
and, 13-10–13-11, 13-11

Coca-Cola, 4-23
Committed fixed costs, 4-4
Common costs, 7-11
Common resources, cost allocation and, 6-3–6-4
Company plans, control process and, 1-3
Comparative ratio data, 14-15
Computer Associates, 14-7
Computer-controlled manufacturing, 2-28
Computer use, budget planning process and, 

10-14
ConocoPhillips, 4-15
Constraints. See Theory of constraints
Construction techniques, as soft benefit, 

9-11–9-12
Contribution margin, 4-16–4-17, 4-19
Contribution margin ratio, 4-17, 4-19–4-22
Control process, 1-3–1-5

performance reports for, 1-3–1-5
planning and, 10-2

Controllable costs, 1-9–1-10, 6-10–6-11
Controllable overhead variance, 11-8–11-10
Controller, as top management accountant, 

1-20–1-22
Conversion costs, 3-4
Cost allocation

ability to bear costs and, 6-8
allocation base and, 6-7–6-8
arbitrary allocations, 6-10–6-11
cause-and-effect relationships and, 6-7
common resources and, 6-3–6-4
controllable costs and, 6-10–6-11
cost objective determination and, 6-5–6-7
death spiral, 7-12–7-13
decision making and, 6-3
defined, 6-2
disputes over, 6-11
equity approach to, 6-8
evaluation of services and, 6-4
federal grants and contracts and, 6-8
forming cost pools and, 6-6–6-7
full cost information and, 6-4–6-5
lump-sum allocations and, 6-12–6-13
problems with, 6-10–6-14
process of, 6-5–6-8
purposes of, 6-2–6-5
relative benefits approach and, 6-8
responsibility accounting and, 6-10–6-11
service department costs and, 6-8–6-10
too few cost pools and, 6-13–6-14
unitized fixed costs and, 6-12–6-13
volume-related allocation bases, 6-14

Cost behavior patterns, 4-2–4-3
fixed costs and, 4-3–4-4
mixed costs and, 4-4
relevant range and, 4-4–4-5
step costs and, 4-4–4-6
variable costs and, 4-2–4-3

Cost center evaluation, 12-6
Cost classifications, manufacturing firms and, 

2-2–2-6
Cost control, activity-based costing and, 

6-21–6-22
Cost drivers, 2-21, 6-15–6-21
Cost estimation methods

account analysis and, 4-6–4-8
high-low method, 4-9–4-11
regression analysis, 4-11–4-12
relevant range and, 4-12–4-13
scattergraphs and, 4-8–4-9
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INDEX I-3

process costing and, 3-5
purchases budget, 10-7–10-8
variance formulas, 11-6–11-12

Direct method (statement of cash flows), 
13-5–13-8

current asset and current liability accounts 
and, 13-6–13-7

Financial Accounting Standards Board 
(FASB) and, 13-5

indirect method compared, 13-9
long-term asset accounts and, 13-7–13-8
long-term liabilities and stockholders’ equity 

and, 13-8
Discount factors, 9-4–9-5
Discretionary fixed costs, 4-4
Dollar sales needed to achieve profit target, 

4-17
Dow Chemical, 11-3
Dropping product lines, 9-17
Duke University, 9-12
Dun & Bradstreet, 14-9
Duplication, activity, 12-4
DuPont, 12-8
Dynegy, 14-8

E
Earnings management, 14-7–14-8

via production volume, 5-12
Earnings per share, 14-10, 14-16
Economic value added (EVA), 12-13–12-17

example of, 12-15–12-17
organizational decisions and, 12-16
residual income and, 12-13–12-14
return on investment and, 12-12

Edison, Thomas, 8-7
Electrolux, 10-17
Employee motivation, 11-4
Employee requirements, 10-8–10-9
Ending inventory, 10-7
Ending work in process, 3-9
Enron, 1-18, 14-7, 14-8
Enterprise resource planning (ERP) systems, 

1-15
Equipment 

breakdowns, 11-4
purchases, 12-11
setups, 6-7

Equity approach, cost allocation and, 6-8
Equity financing, 9-13
Equivalent units, process costing and,  

3-6–3-7
ERP. See Enterprise resource planning (ERP) 

systems
Ethical decision making, 1-17–1-18

ethical and unethical behavior,  
1-17–1-19

framework for, 1-19
Institute of Management Accounting (IMA) 

and, 1-19–1-20
EVA. See Economic value added (EVA)
Evans, Sir Harold, 8-7
Excel, 4-9, 4-11, 4-46, 9-17, 10-14
Excess production, variance analysis and, 

11-18
Excessive cash balances, 10-13
Excessive outsourcing, 12-12
External reporting, variable costing  

and, 5-8
ExxonMobil, 3-2

F
Facility-level activities, activity-based costing 

and, 6-17
Favorable variances that are unfavorable,  

11-17–11-18
Federal grants and contracts, 6-8
Fedex, 1-15
Financial accounting, managerial accounting 

compared, 1-5–1-6
Financial dimension, balanced scorecard and, 

12-20
Financial leverage, 14-11
Financial ratios, 14-15
Financial statement analysis, managerial. See 

Managerial financial analysis
Financing activities, statement of cash flows 

and, 13-4–13-5
Finished goods inventory, 2-8
Finishing department, 11-18
Firm and subunit environments, 12-3
Fixed costs, 1-8, 4-3–4-4

committed fixed costs, 4-4
discretionary fixed costs, 4-4
making them variable, 4-25
using regression in Excel and, 4-46–4-49

Flexible budgets, 10-15–10-17
Flexible manufacturing systems, 9-12
Flow of product costs in accounts, 2-8, 2-9
Forbes Magazine, 14-8
Ford Motor Company, 4-23, 5-5
Frivolous use of common resources, 6-2–6-4
Full (absorption) costing, 5-2–5-12

compared to variable costing, 5-2–5-4
defined, 5-2
just-in-time inventory management  

and, 5-11
production effects on income and, 5-5–5-11
quantity produced equals quantity sold, 

5-6–5-7
quantity produced is greater than quantity 

sold, 5-7–5-8
quantity produced is less than quantity sold, 

5-8–5-10
Full cost

cost allocation and, 6-4–6-5
plus profit, transfer pricing and,  

12-42–12-43
product cost information and, 2-6–2-7

Full costing. See Full (absorption) costing
Future emphasis, managerial accounting and, 

1-6

G
GAAP. See Generally accepted accounting 

principles (GAAP)
General and administrative costs, 2-4
General Electric, 10-17
General Motors, 5-5, 11-3
Generally accepted accounting principles 

(GAAP), 1-5–1-6, 2-6, 5-8, 10-19,  
12-14–12-15

German companies, variable costing  
and, 5-4

Goal congruence, 12-4
Goldratt, Eli, 7-34
Graham, John, 9-12
Gross margin percentage, 14-10, 14-16
Growth dimension, balanced scorecard and, 

12-19

H
Harvey, Campbell, 9-12
Hayes, John A., 12-16
Hershey Company, 1-20
Hewlett-Packard, 2-28
High-low method, 4-9–4-11
Historical costs, 12-10–12-11
Home Chef, 9-2
Home Depot, 4-22
Horizontal analysis

balance sheet and, 14-4–14-6
income statement and, 14-6–14-7
managerial perspective and, 14-4

Hotel check-ins, 6-46
Hurdle bonuses, 10-1, 10-19
Hurdle rate, 9-5

I
ideal standards, 11-4
IFO. See Chief information officer (IFO)
IMA. See Institute of Management Accounting 

(IMA)
Income statement, budgeted, 10-9–10-11
Incremental analysis, 1-11–1-12, 7-2–7-5
Incremental cost, 1-11, 7-2
Incremental profit, 1-11
Incremental revenue, 1-11, 7-2
Indirect costs, 1-9
Indirect labor costs, 2-4
Indirect materials, 2-3
Indirect method (statement of cash flows), 

13-9–13-11
accrued salary and wages, 13-9–13-10
current assets and current liabilities accounts 

and, 13-10–13-11
direct method compared, 13-9
operating activities and, 13-9–13-10

Industry 4.0, 2-29
Institute of Management Accounting (IMA), 

1-19–1-20, 1-32–1-33
principles of, 1-32
standards of, 1-32–1-33

Institute of Management and Administration, 
10-4

Insull, Samuel, 8-7
Internal rate of return (IRR), 9-8

trial-and-error estimation of, 9-10
Internal rate of return (IRR) method, 9-8–9-9

investment evaluation, 9-9
unequal cash flows, with, 9-9–9-11

International Tower Hill Mines, 9-7
Investment center, 12-7
Investment turnover, 12-9
IRR. See Internal rate of return (IRR)

J
Job, 2-11
Job cost sheets, 2-13–2-14
Job costs, financial statement accounts and, 

2-11–2-13
Job-order costing systems, 2-11, 2-13–2-17

daily labor cost summary, 2-15
direct labor costs and, 2-15–2-16
direct material cost and, 2-14–2-15
flow of costs in, 2-13
job cost sheets and, 2-13
journal entry to record direct labor, 2-15–2-16
manufacturing overhead and, 2-16–2-17
material requisition forms and, 2-14
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I-4 INDEX

process costing compared, 3-2–3-3
for service companies, 2-24–2-26
time tickets and, 2-15

Job tickets, 2-15
Jobs, relating product costs to, 2-12
John Deere, 5-11
Joint costs

allocation of, 7-15–7-16
decisions involving, 7-15–7-16
defined, 7-14
processing decisions and, 7-16
relative sales value method, 7-15

Joint products, 7-14
Just-in-time (JIT) inventory management, 5-11
Just-in-time (JIT) production, 2-27–2-28, 10-7

K
Kaplan, Robert, 12-18
Kozlowski, Dennis, 1-17
KPMG, 11-4
Kroger, 4-23, 9-2, 14-7

L
Labor costs, recording of, 11-34
Labor efficiency variance, 11-8
Labor rate variance, 11-7
Labor variances, 11-7–11-8, 11-15

data analytics and, 11-13
Lack of goal congruence, 12-4
Lay, Kenneth, 1-17
Lean manufacturing, 2-28
Lexis-Nexis, 14-10
Livengood Gold Mine, 9-7
Long-run decisions, 9-17–9-18
Long supply chains, opportunity costs  

and, 1-9
Long-term asset accounts, direct method 

(statement of cash flows) and,  
13-7–13-8

Long-term liabilities, direct method (statement 
of cash flows) and, 13-5–13-8

Lucent, 14-7
Lump-sum allocations, 6-12–6-13

M
Machine hours, 6-7, 6-14
Mahlendorf, Matthias, 10-20
Make-or-buy decisions, 7-7–7-10
Management by exception, 1-4, 10-17, 11-17
Management compensation, budget-based, 

10-18–10-19
Management discussion and analysis 

(MD&A), 14-9
Manager evaluation, 1-3
Managerial accounting, 1-1–1-2

control process and, 1-3–1-5
decision making and, 1-5
detail of information and, 1-6
emphasis on future and, 1-6
financial accounting compared, 1-5–1-6
generally accepted accounting principles 

(GAAP) and, 1-5–1-6
goal of, 1-2–1-7
information age and, 1-13–1-17
internal vs. external users and, 1-6
key ideas in, 1-12–1-13
nonmonetary information and, 1-6
planning and, 1-2–1-3

Managerial decision making, ethical 
 considerations in, 1-17–1-20

Managerial financial analysis
appearance to investors and creditors and, 

14-3, 14-15
balance sheet and, 14-4–14-6
balanced scorecard and, 14-15
cash-flow information and, 14-7–14-8
control of operations and, 14-2–14-3, 

14-14–14-15
credit reports and, 14-9
earnings management and, 14-7–14-8
financial ratios and decision making, 

14-14–14-15
horizontal and vertical analyses and, 

14-4–14-7
importance of, 14-2–14-3
income statement analysis, 14-6–14-7
management discussion and analysis and, 14-9
news articles and, 14-10
ratio analysis and, 14-10–14-14
vendor, customer, and business partners and, 

14-3
Managers, ideal standards and, 11-4
Manufacturing costs, 2-3–2-4
Manufacturing firms

activity-based costing and, 2-21
balance sheet presentation of product costs, 

2-7–2-8
buffer inventory and, 2-28
computer-controlled manufacturing and, 

2-27
cost classifications for, 2-2–2-6, 2-9
cost of goods manufactured, 2-8, 2-9
cost of goods sold, 2-9–2-10
cost of job and cost flows, 2-19
cost-plus pricing and, 8-6
costing system types and, 2-11–2-13
decision making/incremental analysis and, 

2-6–2-7
direct labor costs and, 2-3–2-4
direct material costs and, 2-3
eliminating overapplied or underapplied 

overhead, 2-22–2-23
finished goods inventory and, 2-8
flow of product costs in accounts and, 2-8, 

2-9
general and administrative costs and, 2-4
income statement presentation of product 

costs and, 2-8–2-10
job costs and financial statement accounts 

overview, 2-11–2-13
job-order costing systems and, 2-13–2-17
just-in-time production and, 2-27–2-28
lean manufacturing and, 2-28
manufacturing costs and, 2-3–2-4
manufacturing overhead and, 2-4
merchandising firms compared, 2-4
nonmanufacturing costs and, 2-4–2-5
overhead allocation base, 2-20–2-21
overhead allocation rates and, 2-20
period costs and, 2-4–2-5
predetermined overhead rates and, 2-21-2-23
product costs and, 2-5
raw materials inventory and, 2-7
selling costs and, 2-4
total quality management and, 2-28–2-29
work in process inventory and, 2-7–2-8

Manufacturing overhead, 2-4, 2-16–2-17
allocation base and, 2-20–2-21
budget, 10-9

cost pools and, 6-7
costs, 2-4
journal entries to record, 2-16–2-17
overhead allocation rate and, 2-16
overhead applied, 2-16
process costing and, 3-4
recording of, 11-33–11-36
variance formulas, 11-9

Margin of safety, 4-15–4-16
Market price, transfer pricing and, 12-39
Markup percent, cost-plus pricing and, 8-5–8-6
Marlow Industries, 2-29
Master budget, 10-5–10-14

budgeted balance sheet, 10-13
budgeted income statement, 10-9–10-11
capital acquisitions budget, 10-11
cash budget, 10-11–10-13
direct labor budget, 10-8–10-9
direct material purchases budget, 10-7–10-8
manufacturing overhead budget, 10-9
production budget, 10-6–10-7
relationships among components of, 10-5
sales budget, 10-5–10-6
sales forecast, 10-6
selling and administrative budget, 377–378

Matejka, Michal, 10-20
Material

costs, recording of, 11-33–11-34
price variance, 11-6
quantity variance, 11-6–11-7
standard quantity of, 11-3–11-4

Material requirements planning (MRP) 
 systems, 1-15

Material requisition forms, 2-14
Material variances, 11-5–11-7, 11-14–11-15

data analytics and, 11-13
material price variance, 11-6
material quantity variance, 11-6–11-7

McDonalds, 4-23
MD&A. See Management discussion and 

analysis (MD&A)
Merchandising firms, manufacturing firms 

compared, 2-3
Microsoft, 10-2
Mixed costs, 4-4
Money, time value of, 9-3–9-5
MRP. See Material requirements planning 

(MRP) systems
MSC Cruises, 9-3
Multiproduct analysis, cost-volume-profit 

analysis and, 4-19–4-22
Multiyear advertising campaigns, 9-17

N
Negotiated transfer prices, 12-43
Net operating profit after taxes (NOPAT), 12-9, 

12-13, 12-15
Net present value (NPV), 9-5–9-8

alternative projects and, 9-19–9-20
comparing alternatives with, 9-7–9-8
example of, 9-6–9-7
required rate of return and, 9-5
steps in, 9-5–9-6
taking taxes into account, 9-14–9-16
use by CFOs, 9-12
using Excel to calculate, 9-36–9-38

News articles, 14-10
NIBCL. See Noninterest-bearing current 

 liabilities (NIBCL)
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INDEX I-5

Noncontrollable costs, 1-9–1-10
Noninterest-bearing current liabilities 

(NIBCL), 12-9, 12-11, 12-15
Nonmanufacturing costs, 2-4–2-5
Nonmonetary information, 1-6
NOPAT. See Net operating profit after taxes 

(NOPAT)
Nordstrom, 4-23, 9-2, 12-7
Norton, David, 12-18
NPV. See Net present value (NPV)

O
Olis, Jamie, 14-8
On-time delivery, 12-6
Operating activities, statement of cash flows 

and, 13-4
Financial Accounting Standards Board 

(FASB) and, 13-4
Operating leverage, 4-24–4-25
Operating profit, 12-15
Operational control, managerial financial 

 analysis and, 14-2–14-3,  
14-14–14-15

Operations evaluation, 1-3
Opportunity costs

cost allocation and, 6-3
defined, 7-10
example of, 1-9
summary of, 7-13
transfer pricing and, 12-40–12-41

Optimizing a constraint, 7-35–7-36
Oracle, 4-23, 10-14
Organization level, tracing costs to, 12-6
Organizational chart, 1-21
Organizational decisions, economic value 

added and, 12-16
Outside suppliers, benefits and disadvantages 

of, 7-17
Outsourcing, 7-8

qualitative considerations in, 7-17
Outsourcing, excessive, 12-12
Overapplied overhead, 2-23
Overhead

application of, 2-16–2-17
controllable overhead variances,  

11-8–11-10
overhead allocation base, 2-20–2-21
overhead allocation rates, 2-20
predetermined overhead rates, 2-21-2-23
standard costs for, 11-3–11-4
underapplied and overapplied, 2-22–2-23
variances in, 11-8–11-12, 11-15
volume variances, 11-10–11-12

Overhead allocation
base, 2-20–2-21
production volume and, 6-14
rates, 2-16, 2-20

Overinvestment
profit evaluation and, 12-12
residual income and, 12-14

Overtime, needless, 10-20

P
p-values, 4-49
PACCAR, 7-10
Part-time workers, 10-9
Payback period method, capital budgeting and, 

9-18–9-19
People problems, budgeting and, 10-4

Perfection standards, 11-4
Performance evaluation

balanced scorecard and, 12-18–12-21
capital budgeting and, 9-21–9-23, 247–248
cost centers and, 12-6
economic value added and, 12-13–12-17
evaluating subunit managers, 12-5
evaluating subunits, 12-4
investment centers and, 12-7–12-8
profit centers and, 12-7
responsibility accounting and, 12-5–12-6
return on investment (ROI) and, 12-8–12-13

Performance measures, 1-12
Performance reports, 1-3–1-5, 10-15
Period costs, 2-5
Planned capacity, operating at, 11-12–11-13
Planning process, budgeting and, 1-2–1-3,  

10-2
Poor management decisions, favorable 

 variances and, 11-17
Poor performance, unfavorable variances and, 

11-17–11-18
Porter, Michael, 1-13
Predetermined overhead rates, 2-21-2-23
Predictive analytics. See Artificial 

 intelligence (AI)
Prepaid insurance, amortization of, 10-12
Present value factors, 9-4–9-5
Present value tables, 9-4–9-5, 9-39
Price-earnings ratio, 14-10, 14-16
Price variances, material, 11-6
Pricing power, 8-4
Pricing special orders, 8-4–8-5
Process costing

basic steps in, 3-11
calculating unit cost and, 3-6–3-7
conversion costs and, 3-4
cost flows through accounts and, 3-4–3-6
cost per equivalent unit and, 3-7–3-8
cost transferred out and, 3-8–3-9
direct labor and, 3-5
direct material and, 3-5
ending work in process and, 3-9
equivalent units and, 3-6–3-7
incremental analysis and, 3-14–3-15
job-order costing compared, 3-2–3-3
manufacturing overhead and, 3-5
product flows through departments, 3-3–3-4
production cost report and, 3-9–3-11
reconciliation of costs and, 3-11
reconciliation of units and, 3-10
transferred-in costs and, 3-4, 3-12–3-14

Process costing system, 2-11
Process improvements, unfavorable variances 

and, 11-17–11-18
Procter & Gamble (P&G), 1-15
Procurement practices, 1-20
Product costing system, 2-2
Product costs, 2-5

balance sheet presentation of, 2-7–2-8
flow of in accounts and, 2-8, 2-9
income statement presentation of, 2-8–2-10

Product defects, undetected, 11-17
Product features, cost and, 8-7
Product flows through departments, 3-3–3-4
Product-level activities, activity-based costing 

and, 6-17
Product line termination, 7-10–7-12
Product subcomponents, 9-17

Production budget, 1-2–1-3, 10-6–10-7
Production cost report, process costing and, 

3-9–3-11
Production departments, 12-7
Production line, starting up of, 6-15
Production volume

earnings management via, 5-12
overhead allocation and, 6-15

Profit budget, 1-2
Profit center, 12-7
Profit center evaluation, 12-7
Profit equation, 4-14
Profit evaluation, overinvestment and,  

12-12
Profit margin, 12-9

return on investment and, 12-9
Profit-maximizing price, 8-2–8-3
Profit target

dollar sales needed to achieve, 4-17
units needed to achieve, 4-16–4-17

Profitability ratios, 14-10–14-11, 14-16–14-17

Q
Qualitative considerations, decision analysis 

and, 7-17–7-18
Quantity produced

equals quantity sold, full vs. variable costing 
and, 5-6–5-7

is greater than quantity sold, full vs. variable 
costing and, 5-7–5-8

is less than quantity sold, full vs. variable 
costing and, 5-8–5-10

Quick ratio, 14-13–14-14, 14-17

R
Racheting, 10-20
Ratio analysis, 14-10–14-14

comparative ratio data and, 14-15
debt-related ratios, 14-13–14-14
meanings of ratios, 14-16–14-17
profitability ratios, 14-10–14-11
summary of ratio formulas, 14-16–14-17
turnover ratios, 14-11–14-13

Raw materials inventory, 2-7
R&D. See Research and development (R&D)
Reconciliation of costs, process costing and, 

3-11
Reconciliation of units, process costing and, 

3-10
Regression analysis, 4-11–4-12
Regression in Excel, 4-46–4-49
Relative benefits approach to allocation, 6-8
Relative performance evaluation, 12-7
Relative sales value method, joint costs and, 

7-15
Relevant costs, 7-2
Relevant range, 4-4–4-5, 4-12–4-13
Reportable instances, 3-15
Reputation as soft benefit, 9-11–9-12
Required rate of return, 9-5, 9-13
Research and development (R&D), 12-14–12-15
Residual income (RI), 12-12–12-13
Responsibility accounting

performance evaluation and, 12-5–12-6
system, 6-10

Responsibility centers, 12-6
Retail firms, cost-plus pricing and, 8-6
Return on common stockholders’ equity,  

14-10, 14-16
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I-6 INDEX

Return on investment (ROI), 12-8–12-13
excessive outsourcing and, 12-12
income and invested capital and,  

12-9–12-10
investment turnover and, 12-9
overinvestment and, 12-12
problems with using, 12-10–12-12
profit margin and, 12-9
underinvestment and, 12-12–12-13

Return on total assets, 14-10, 14-16
Revolver loan, 10-14
RI. See Residual income (RI)
Risk Management (RMA), 14-15
Robert Morris Associates. See Risk 

 Management Association
Robotics, 9-12
ROI. See Return on investment (ROI)
Rolling budgets, 10-17
Royal Dutch Shell PLC, 3-11
Rush orders, 10-20

S
Safety measures, 3-15
Sales budget, 10-5–10-6
Sales forecast, predictive analysis, with, 10-6
SAP, 10-14
Sarbanes-Oxley Act, 1-18
Scalabre, Olivier, 2-29
Scattergraphs, 4-8–4-9
Schäffer, Utz, 10-20
SCM. See Supply chain management (SCM) 

systems
Seattle Children’s Hospital, 2-27
SEC. See Securities and Exchange Commission 

(SEC)
Securities and Exchange Commission (SEC), 

14-15
Selling and administrative budget, 10-9
Selling costs, 2-4
Semivariable costs, 4-4
Service companies

activity-based management and, 6-23
job-order costing for, 2-24–2-26

Service department classification, 12-6
Service department costs

allocating budgeted and actual costs,  
6-10

allocation of, 6-8–6-10
direct allocation method and, 6-8–6-9

Services evaluation, cost allocation and, 6-4
Shareholder value, 12-8
Shareholder value added (SVA), 12-15
Shin, Jiwoong, 8-10
Shipping goods to stores, 6-46–6-48
Short-run profitability, managers 

 concentration on, 9-23
Slack, budget, 10-19
Small companies

investment decisions of, 9-3
sales budget and, 10-5

Soft benefits in investment decisions,  
9-11–9-13

calculating value of, 9-12–9-13
information technology and, 9-13

Software systems, 1-15–1-16
Special order pricing, 8-4–8-5
Special-purposes entities, 1-17
Split-off point, 7-14
Spreadsheets for budgeting, 10-14
standard cost variance, 11-5

Standard costs, 11-2–11-4
See also Variance analysis
budgets and, 11-2–11-3
closing of accounts and, 11-35–11-36
development of, 11-3–11-4
ideal vs. attainable standards, 11-4
recording cost of goods sold, 11-35
recording in accounts, 11-33–11-36
recording labor costs, 11-34
recording manufacturing overhead,  

11-34–11-35
recording material costs, 11-33–11-34
Starbucks use of, 11-3
updating of, 11-4

Standard labor hours, 11-3–11-4
Starbucks, 9-2, 11-3
Statement of cash flows

business activity types and, 13-2–13-5
cash and cash equivalents, 13-2
direct method and, 13-5–13-8
financing activities and, 13-4–13-5
incremental analysis and, 13-13–13-14
indirect method and, 13-9–13-13
interpreting information in, 13-13–13-14
investing activities and, 13-4
need for, 13-2
operating activities and, 13-4

Static budgets, 10-15–10-17
Step costs, 4-4–4-6
Step fixed costs, 4-4–4-6
Step variable costs, 4-4–4-5
Stern School, 6-14
Stewart, Stern, 12-14
Stockholders’ equity, direct method (statement 

of cash flows) and, 13-8
Strategic partners, 14-17
Strategy map, balanced scorecard and,  

12-21–12-22
Subunit environments, 12-3
Subunit managers, evaluating, 12-5
Subunits, evaluating, 12-4
Success factors, quantifying, 10-19
Sudhir, K., 8-10
Sunbeam, 14-7
Sunk costs, 1-8, 7-7, 7-9, 7-13
Sunk costs effect, 7-15
Supply chain management (SCM)  

systems, 1-15
SVA. See Shareholder value added (SVA)

T
Target costing, 8-7–8-8
Taxes

depreciation tax shield, 9-14–9-16
investment opportunities and, 9-16
net present value and, 9-16
tax loss carry-forwards, 9-16

Techno-PM, 9-13
Temporary accounts, 11-34
Tesla, 9-2
Theory of constraints, 7-34–7-36

across-the-board cuts and, 7-37
batch sizes and, 7-36–7-37
breaking the constraint, 7-36
identifying the binding constraint and, 

7-34–7-36
inspections and, 7-36–7-37
optimizing use of the constraint, 7-35–7-36
subordinating everything else to constraint, 

7-36

3M, 90
Time-and-motion studies, 11-3
Time period, budgetary, 10-4
Time tickets, 2-15
Time value of money, 9-3–9-11

basic calculations regarding, 9-4–9-5
internal rate of return method, 9-8–9-9
net present value method, 9-5–9-8

Times interest earned, 14-3, 14-13, 14-17
Tofel, Kevin, 9-19
Total production cost, mixed costs and, 4-4
Total quality management (TQM), 2-28–2-29
Toyota, 2-27
TQM. See Total quality management (TQM)
Tracing costs to organization level, 12-6
Trade journals or magazines, 10-5–10-6
Transfer pricing, 12-39–12-44

full cost plus profit and, 12-42–12-43
income taxes and, 12-43–12-44
market price and, 12-39–12-40
negotiated transfer prices, 12-43
opportunity cost and, 12-40–12-41
variable costs and, 12-41–12-42

Transferred-in costs, process costing and, 
3-4–3-6, 3-12–3-14

Treasurer, 1-21
trial-and-error, 9-10
Tribune Company, 14-14
Turnover ratios, 14-11–14-13, 14-17
Tyco, 1-17

U
Underapplied overhead, 2-23
Underinvestment

residual income and, 12-14
return on investment (ROI) and, 12-12–12-13

Unequal cash flows, internal rate of return 
and, 9-9–9-11

Unit cost calculation, process costing and, 3-6
Unit-level activities, activity-based costing and, 

6-16–6-17
United Airlines, 4-23
Unitized, 6-12
Units needed to achieve profit target,  

4-16–4-17
Unprofitable customers, fixing, 8-10
Utilized fixed costs, cost allocation and, 

6-12–6-13

V
Value chain, information technology impact 

on, 1-13–1-16
Variable costing

See also Standard costs
behavior patterns and, 4-2–4-3
benefits for internal reporting, 5-12
characteristics of, 1-7–1-8
closing of accounts, 11-35–11-36
data analytics and, 4-18
defined, 5-2
direct labor variances, 11-7–11-8
earnings management via production 

 volume and, 5-12
employee performance and, 11-17–11-18
excess production and, 11-18
external reporting purposes and, 5-8
favorable variances that are unfavorable, 

11-17
full (absorption) costing and, 5-2–5-12
general approach to, 11-5
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INDEX I-7

investigation of standard cost variances, 11-16
just-in-time inventory management and, 5-12
management by exception and, 11-17
material variances, 11-5–11-7
overhead variances, 11-8–11-12
process improvements and unfavorable 

variances, 11-17–11-18
production effects on income and, 5-5–5-11
quantity produced equals quantity sold, 

5-6–5-7
quantity produced is greater than quantity 

sold, 5-7–5-8
quantity produced is less than quantity sold, 

5-8–5-10
responsibility accounting and, 11-19
temporary accounts and, 11-34

transfer pricing and, 12-41–12-42
using regression in Excel and, 4-46–4-49
variable costing income statement,  

5-3–5-4
Variances

analysis, 11-5
material quantity, 11-5

Vendors, managerial financial analysis and, 
14-3, 14-15

Vertical analysis
balance sheet and, 14-4–14-6
income statement and, 14-6–14-7
managerial perspective and, 14-2–14-3

Volume-related allocation bases, 6-14
Volume variance, overhead, 11-10–11-12
Vulcan Materials, 4-24

W
Walmart, 1-15, 1-18, 4-23
Waste Management, 14-7
Watson, Chuck, 14-8
“What if” analysis, 4-17–4-18
Whitmore, John, 11-4
Work in process inventory, 2-7–2-8,  

11-34–11-35
WorldCom, 1-17

Y
Yahoo! Finance, 14-10, 14-15

Z
Zell, Sam, 14-14
Zero-based budgeting, 10-4
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