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                                    MANAGERIAL  ACCOUNTING  IMPORTANT  TERMS: 

 
Absorption Costing : 
Absorption costing is a costing method that includes all manufacturing costs - direct materials, direct labor, and both 
variable and fixed overhead - as part of the cost of a finished unit of product. This term is synonymous with full 
costing method. 

Avoidable Cost : 
Any cost that can be eliminated (in whole or in part) by choosing one alternative over another in a decision-making 
situation. In managerial accounting, this term is synonymous with  Relevant cost and differential cost. 

Relevant Cost: 
A cost that differs between alternatives in a particular decision. In managerial accounting, this term is synonymous 
with avoidable cost and differential costing. 

Differential Cost : 
Any cost that differs between alternatives in a decision-making situation. In managerial accounting, this term is 
synonymous with avoidable cost and relevant cost. Also see Incremental cost.Example: Cost of first alternative = 
5000; Cost of second alternative = 4000; Differential cost = 5000 – 4000 = 1000 

Activity : 
An event that causes the consumption of overhead resources in an organization. 

Activity-based costing (ABC) : 
A costing method based on activities that is designed to provide managers with cost information for strategic and 
other decisions that potentially affect capacity and therefore fixed costs. 

Activity Cost Pool: 
A "bucket" in which costs are accumulated that relate to a single activity in the activity-based costing system. 

Appraisal Cost : 
Costs that are incurred to identify defective products before the products are shipped to customers. 

Benchmarking : 
Benchmarking is the study of organizations that are among the best in the world at performing a particular task. 

Budget : 
Budget is a detailed plan for the future, usually expressed in formal quantitative terms. 
The idea is to study and analyze the reasons of the success of the most successful organizations in a particular field all 
over the world and then to set a benchmark to follow them. Next to take steps to meet or exceed the benchmark 
already set. 
The final step is to check weather benchmark has been achieved or not. If not, find the reason and try to correct. 

Business Process : 
Business process is a series of steps that are followed in order to carry out some task in a business. 
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Break Even Point: 
Break even point is defined as the level of sales at which profit is zero. The break-even point can also be defined as 
the point where total sales equals total expenses or as the point where total contribution margin equals total fixed 
expenses. 

Contribution Margin: 
Contribution margin is the amount remaining from sales revenues after all variable expenses have been deducted. 
Contribution Margin = Sales Revenue – Variable Cost 

Bottleneck : 
A machine or process that limits total output because it is operating at capacity. 

Budget Variance : 
A measure of the difference between the actual fixed overhead costs incurred during the period and budgeted fixed 
overhead costs as contained in the flexible budget. 

Balanced Scorecard : 
An integrated set of performance measures that is derived from and supports the organization's strategy. 

Budget Committee: 
A group of key management persons who are responsible for overall policy matters relating to the budget program 
and for coordinating the preparation of the budget. 

Common Cost: 
A common cost is a cost that is common to a number of costing objects but cannot be traced to them individually. 
For example, the wage cost of the pilot of a 747 airliner is a common cost of all of the passengers on the aircraft. 
Without the pilot, there would be no flight and no passengers. But no part of the pilot's wage is caused by any one 
passenger taking the flight. 

Conversion Cost: 
Conversion cost is equal to direct labor cost plus manufacturing overhead cost. 
In equation form:     Conversion Cost = Direct Labor Cost + Manufacturing Overhead Cost 

Controller: 
Controller is defined as the manager in charge of the accounting department in an organization. 

Cost Behavior: 
Cost behavior is the way in which a cost reacts or responds to changes in the level of business activity. 

Cost Driver : 
Cost driver is a factor, such as machine-hours, beds occupied, computer time, or flight-hours, that causes overhead 
costs. 

Cost Object : 
A cost object is anything for which cost data are desired. Examples of possible cost objects are products, product lines, 
customers, jobs, and organizational subunits such as departments or divisions of a company. 

Contribution Margin: 
Contribution margin is the amount remaining from sales revenues after all variable expenses have been deducted. 
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Contribution Margin = Sales Revenue – Variable Cost 

Contribution Margin (CM) Ratio: 
The  contribution margin as a percentage of total sales is called contribution margin ratio. 
Contribution margin ratio = Contribution margin / Sales 

Committed Fixed Cost: 
Committed fixed costs are those fixed costs that are difficult to adjust and that relate to the investment in facilities, 
equipment, and the basic organizational structure of a firm. 

Cost-Volume-Profit (CVP) Graph: 
The relations between revenues, costs, and level of activity in an organization presented in graphic form. 

Cost of Capital: 
The overall cost to an organization of obtaining investment funds, including the cost of both debt sources and equity 
sources. 

Capital Budgeting: 
The process of planning significant outlays on projects that have long-term implications such as the purchase of new 
equipment or the introduction of a new product. 

Cost Center: 
A business segment whose manager has control over cost but has no control over revenue or the use of investment 
funds. 

Continuous or Perpetual Budge: 
A 12-month budget that rolls forward one month as the current month is completed. 

Cash Budget: 
A detailed plan showing how cash resources will be acquired and used over some specific time period. 

Cash Discount: 
It is an allowance or deduction allowance by a creditors to a debtor. In other words, cash discount is an allowance 
made by the supplier or creditor when the purchaser pays his account at once or within the period of credit allowed. 
There are generally two methods of recording the cost of purchased materials in the books of the purchaser when 
cash discounts are allowed by the supplier for prompt payment, these are as follows: (1) Gross price method in which 
discount earned is treated as other income. (2) Net price method in which value of materials purchased is reduced by 
the amount of discount available. 

Cost Accounting: 
Different authorities have defined the term "cost accounting" which help in reflecting the multi-sided meaning the 
subject  contains. The definition given by J. W. Neuner is considered more satisfactory and concise which is as 
following: 
"Cost accounting is an expanded phase of the general or financial accounting of a business concern which provides  
management promptly with the cost of producing or selling each article or of rendering a particular service". In other 
words, cost accounting is a step further to and a refinement of financial accounting. in which cost of manufacturing 
and selling each product or job or rendering service is determined, not at the time of accounting period but at the 
time when the product is manufactured or any service is rendered. In simple words, costing is a systematic procedure 
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for determining the unit cost of output produced or services rendered. It provides for an analysis of the expenditure 
which enables the  management to know not only the total cost but also its constituents. 
 
In short, cost accounting is the process of accounting for cost, which begins with regarding and classifying of incomes 
and expenditures and ends with the preparation of periodical statements and reports for ascertaining and controlling 
costs.As predicted today, cost accounting may be defined as the process of measuring, analyzing, computing, and 
reporting the cost, profitability and performance of operations. 

Differential Cost: 
Any cost that differs between alternatives in a decision-making situation. In managerial accounting, this term is 
synonymous with avoidable cost and relevant cost. Also see Incremental cost.Example: Cost of first alternative = 
5000; Cost of second alternative = 4000; Differential cost = 5000 – 4000 = 1000 

Direct Cost: 
Direct cost is the cost that can be easily and conveniently traced to the particular cost object under consideration. 

Differential Revenue: 
Differential revenue is the difference in revenue between any two alternatives.  
Example: Revenue from first alternative = $5000; Revenue from second alternative = $4000; Differential revenue = 
$5000 – $4000 = $1000 

Direct Labor: 
Direct labor costs are those factory labor costs that can be easily traced to individual units of product. Also called 
touch labor. 

Direct Materials: 
Those materials that become an integral part of a finished product and can be conveniently traced into it. 

Direct Method Cash Flow: 
A method of computing the cash provided by operating activities in which the income statement is reconstructed on a 
cash basis from top to bottom. 

Direct method Cost of Allocation: 
The allocation of all of a service department's costs directly to operating departments without recognizing services 
provided to other service departments 

Discretionary Fixed Cost: 
Discretionary fixed costs are those fixed costs that arise from annual decisions by management to spend in certain 
fixed cost areas, for example advertising and research.  

Degree of Operating Leverage: 
A measure, at a given level of sales, of how a percentage change in sales volume will affect profits. The degree of 
operating leverage is computed by dividing contribution margin by net income. 

Depreciation Tax Shield: 
A reduction in tax that results from depreciation deductions. The reduction in tax is computed by multiplying the 
depreciation deduction by the tax rate. 
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Decentralized Organization: 
An organization in which decision making is not confined to a few top executives but rather is spread throughout the 
organization. 

Decentralization: 
The degree to which lower level employees provide input or actually make decisions. 

Direct Costing: 
A costing method that includes only variable manufacturing costs–direct materials, direct labor, and variable 
manufacturing overhead–in unit product cost. Direct costing is also called marginal costing and variable costing. 

Direct Materials Budget: 
A detailed plan showing the amount of raw materials that must be purchased during a period to meet both 
production and inventory needs. Click here to read full article about direct materials budget. 

Direct Labor Budget: 
A detailed plan showing labor requirements over some specific time period. Click here to read full article about direct 
labor budget. 

Division of Labor: 
The breakdown of jobs into narrow and repetitive tasks is called division of labor. In 1776, Adam Smith published his 
book The Wealth of Nation, in which he argued for the economic advantages and organizations that society would 
gain from the division of labor. Adam Smith used the pin industry example, he claimed that 10 individuals, each doing 
a specialized task could together produce about 48,000 pins per day. However, if each person worked alone 
performing each task separately, it would quite an accomplishment to produce only 10 pins a day. 

Equivalent Units of Production: 
The product of the number of partially completed units and their percentage of completion with respect to a 
particular cost. Equivalent units are the number of complete whole units one could obtain from the materials and 
effort  contained in partially completed units. 

Economic value added (EVA): 
Economic value added is a concept similar to residual income. 

Residual Income: 
The net operating income that an investment center earns above the required return on its operating assets. 

E-Business (Electronic Business): 
A comprehensive term describing the way an organization does its work by using electronic (internet based) linkages 
with its key constituencies in order to  efficiently and effectively achieve its goals. 

Financial Accounting: 
Financial accounting is the phase of accounting concerned with providing information to stockholders, creditors, and 
others outside the organization. 

Fixed Cost: 
A cost that remains constant, in total, regardless of changes in the level of activity within the relevant range. If a fixed 
cost is expressed on a per unit basis, it varies inversely with the level of activity. 
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Full Costing: 
Full costing is a costing method that includes all manufacturing costs - direct materials, direct labor, and both variable 
and fixed overhead - as part of the cost of a finished unit of product. 

Financial Leverage: 
Acquiring assets with funds that have been obtained from creditors or from preferred stockholders at a fixed rate of 
return. 

Financing Activities: 
All transactions (other than payment of interest) involving borrowing from creditors or repaying creditors as well as 
transactions with the company's owners (except stock dividends and stock splits). 

Flexible Budget: 
A budget that is designed to cover a range of activity and that can be used to develop budgeted costs at any point 
within that range to compare to actual costs incurred. 

Fixed Manufacturing Overhead Cost Deferred in Inventory 
The portion of the fixed manufacturing overhead cost of a period that goes into inventory under the absorption 
costing method as a result of production exceeding sales. Also see:  Fixed manufacturing overhead cost released from 
inventory. 

Fixed Manufacturing Overhead Cost Released From Inventory: 
The portion of the fixed manufacturing overhead cost of a prior period that becomes an expense of the current period 
under the absorption costing method as a result of sales exceeding production. 

First Line Managers: 
Managers at the lowest level of the organization who manage the work of non-managerial employees who are 
directly involved with the production or creation of the organization's products. 

High-Low Point Method: 
A method of separating a mixed cost into its fixed and variable elements by analyzing the change in cost between the 
high and low levels of activity. 

Incremental Cost: 
Incremental cost is defined as an increase in cost between two alternatives. 

Indirect Cost: 
Indirect cost is a cost that cannot be easily and conveniently traced to the particular cost object under consideration. 

Interdepartmental Services: 
Services provided between service departments. Also see Reciprocal services 

Internal Rate of Return: 
The discount rate at which the net present value of an investment project is zero; thus, the internal rate of return 
represents the interest Yield promised by a project over its useful life. This term is synonymous with time-adjusted 
rate of return. 
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Investment Center: 
A business segment whose manager has control over cost and over revenue and that also has control over the use of 
investment funds. 

Investing Activities: 
Investing activities are transactions that involve acquiring or disposing off non current assets. 

Ideal Standards: 
Standards that allow for no machine breakdowns or other work interruptions and that require peak efficiency at all 
times. 

ISO 9000 Standards: 
Quality control requirements issued by the International Standard Organization that relate to products sold in 
European countries. 

Job Order Costing System: 
A costing system used in situations where many different products, jobs, or services are produced each period. 

Just in Time (JIT): 
Just In Time (JIT) is a production and inventory control system in which materials are purchased and units are 
produced only as needed to meet actual customer demand. 

Joint Products: 
Two or more items that are produced from a common input are called joint products. 

Joint Product Cost: 
A joint cost may be defined as that cost which arises from the common processing or manufacturing of products 
produced from a common raw material 

Knowledge Management: 
Cultivating a learning culture where organizational members symbolically gather knowledge and share it with others 
in the organization so as to achieve better performance. 

Line: 
A position in an organization that is directly related to the achievement of the organization's basic objectives. 

Labor Rate Variance: 
A measure of the difference between the actual hourly labor rate and the standard rate, multiplied by the number of 
hours worked during the period. 

Labor Efficiency Variance: 
A measure of the difference between the actual hours taken to complete a task and the standard hours allowed, 
multiplied by the standard hourly labor rate. 

Managerial (Management) Accounting: 
The phase of accounting concerned with providing information to managers for use in planning and controlling 
operations and in decision making. 
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Materials Requisition Form: 
A detailed source document that specifies the type and quantity of materials that are to be drawn from the 
storeroom and identifies the job to which the costs of materials are to be charged. 

Modified Accelerated Cost Recovery System (MACRS): 
 A method of depreciation required for income tax purposes that depends on which of nine property classes an asset 
belongs. 

Mixed Cost: 
Mixed cost is the cost that contains both variable and fixed cost elements. 

Margin of Safety: 
Margin of safety can be defined as the excess of budgeted (or actual) sales over the break-even volume of sales. 

Equation or Formula of Margin of Safety: 
[Margin of Safety = Total budgeted or actual sales − Break even sales] 

Make or Buy Decision: 
Make or buy decision is a decision as to whether an item should be produced internally or purchased from an outside 
supplier. 

Explanation of the Term "Make or Buy Decision": 
Business decision that compares the costs and benefits of manufacturing a product or product component against 
purchasing it is called make or buy decision. 
If the purchase price is higher than what it would cost the manufacturer to make it, or if the manufacturer has excess 
capacity that could be used for that product, or the manufacturer's suppliers are unreliable, then the manufacturer 
may choose to make the product. Manufacturers may also consider to make rather than buying because some wastes 
may become the raw materials of product under consideration. This assumes the manufacturer has the skills and 
equipment necessary, access to raw materials, and the ability to meet its own product standards. A company who 
chooses to make rather than buy is at risk of losing alternative sources, design flexibility, and access to technological 
innovations. 

Materials Quantity Variance: 
Direct materials quantity variance is a measure of the difference between the actual quantity of materials used in 
production and the standard quantity allowed, multiplied by the standard price per unit of materials. 
Direct materials quantity variance is also known as Direct materials efficiency variance and Direct materials usage 
variance. 

Formula or Equation of Direct Materials Quantity Variance: 
[Materials quantity variance = (Actual quantity used × Standard price) − (Standard quantity allowed × Standard Price)] 

Materials Price Variance: 
Materials price variance is a measure of the difference between the actual unit price paid for an item and the 
standard price, multiplied by the quantity purchased. 
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 Formula of Direct Materials Price Variance: 
[Materials Price Variance = (Actual quantity purchased × Actual price) − (Actual quantity purchased× Standard price)] 

Manufacturing Cycle Efficiency (MCE): 
Manufacturing cycle efficiency (MCE) is the Process (value-added) time as a percentage of throughput time. 
OR 
Quotient of the time required for value-added production divided by Total Cycle Time. It is a measure of how well a 
company's manufacturing capabilities use time resources. 

Manufacturing Cycle Efficiency(MCE) Formula or Equation: 
Manufacturing Cycle Efficiency (MCE) = Value added time ÷ Throughput (manufacturing cycle) time 

Management By Exception: 
Management by exception is a system of management in which standards are set for various operating activities, with 
actual results then compared to these standards. Any differences that are deemed significant are brought to the 
attention of management as "exceptions." 
In other words, Management by exception is the process of detecting problems and eliminating them so they do not 
occur again. 

Merchandise Purchases Budget: 
Merchandise purchase budget is a budget used by a merchandising company that shows the amount of goods that 
must be purchased from suppliers during the period. 

Merchandise Purchase Budget Formula or Equation: 
Merchandise to be purchased = Budgeted units to be sold + Desired ending inventory - Units in hand 

Material Requirements Planning (MRP): 
Materials requirement planning (MRP) is an operations management tool that uses a computer to help manage 
materials and inventories. 
The basic function of material requirement planning MRP system includes inventory control, bill of material 
processing and elementary scheduling. MRP helps organizations to maintain low inventory levels. It is used to plan 
manufacturing, purchasing and delivering activities. 
 Most material requirement planning MRP systems are software-based, while it is possible toconduct MRP by hand as 
well. 

Master Budget: 
Master Budget is a summary of a company's plans in which specific targets are set for sales, production, distribution, 
and financing activities and that generally culminates in a cash budget, budgeted income statement, and budgeted 
balance sheet. 

Margin: 
Margin can be defined as net operating income divided by sales. 
Margin = Net operating income / Sales.   Sales include all cash as well as credit sales. 
Example:A company's net operating income is $10,000. Total sales for the year were $30,000. 
Required: Calculate margin :Margin = Net operating income / Sales=$10,000 / $30,000=0.33 or 33% 
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Marginal Costing: 
Marginal Costing is a costing method that includes only variable manufacturing costs–direct materials, direct labor, 
and variable manufacturing overhead–in unit product cost. Marginal costing is also called variable costing and direct 
costing.  Marginal cost of the product = Direct materials cost + Direct labor cost + Variable 

Manufacturing Overhead Budget: 
Manufacturing overhead budget is a detailed plan showing the production costs, other than direct materials and 
direct labor, that will be incurred over a specified time period. 

Non-value-added activity: 
An activity that consumes resources or takes time but that does not add value for which customers are willing to pay. 

Normal Costing System: 
Normal Costing system is a costing system in which overhead costs are applied to jobs by multiplying a predetermined 
overhead rate by the actual amount of the allocation base incurred by the job. 

Net Present Value: 
Net Present Value is the difference between the present value of the cash inflows and the present value of the cash 
outflows associated with an investment project. 

Negotiated Transfer Price: 
Negotiated transfer price is a transfer price agreed on between buying and selling division. 

Organizational Chart: 
Organizational Chart is a visual diagram of a firm's organizational structure that depicts formal lines of reporting, 
communication, and responsibility between managers. 

Operating Activities: 
Transactions that enter into the determination of net income. 

Operating Department: 
Operating department is a department or similar unit in an organization within which the central purposes of the 
organization are carried out. 

Operating Leverage: 
Operating leverage is a measure of how sensitive net income is to a given percentage change in sales. It is computed 
by dividing the contribution margin by net income. 

Out-of-Pocket Costs: 
Out of Pocket Cost is actual cash outlays for salaries, advertising, repairs, and similar costs. 

Operating Assets: 
Operating assets are cash, accounts receivable, inventory, plant and equipment, and all other assets held for 
productive use in an organization. 

Operations Management: 
The design, operation, and control of the transformation process that converts resources (labor and raw materials 
etc.) into  finished goods or services.  



 

          11  MUHAMMAD IMRAN HAIDER - GUIDE ACADEMY OF COMMERCE JHANG: PH #0333-6755486 

 

 

Organizational Culture: 
Organizational culture system of shared meaning and beliefs held by organizational members that determines, in 
large degree, how employees act. 

Performance Report: 
Performance report is the detailed report comparing budgeted data to actual data. 

Process Costing System: 
Process costing system is a costing system used in those manufacturing situations where a single, homogeneous 
product (such as cement or flour) is produced for long periods of time. 

Process Reengineering: 
An approach to improvement that involves completely redesigning business processes in order to eliminate 
unnecessary steps, reduce errors, and reduce costs. 

Profitability Index: 
Profitability index is the ratio of the present value of a project's cash inflows to the investment required. 

Payback Period: 
Payback periodis the length of time that it takes for a project to recover its initial cost out of the cash receipts that it 
generates. 

Profit Center : 
A business segment whose manager has control over cost and revenue but has no control over the use of investment 
funds. 

Practical Standards: 
Standards that allow for normal machine downtime and other work interruptions and that can be attained through 
reasonable, though highly efficient, efforts by the average worker. 

Production Budget: 
Production budget is a detailed plan showing the number of units that must be produced during a period in order to 
meet both sales and inventory needs. 

Participative Budget: 
A method of preparing budgets in which managers prepare their own budgets. These budgets are then reviewed by 
the manager's supervisor, and any issues are resolved by mutual agreement. See Self-imposed budget. 

Perpetual Inventory System: 
Perpetual inventory system may be defined as a method of recording stores balances after every receipt and issue to 
facilitate regular checking and to obviate closing down for stock taking." So perpetual inventory system implies 
continuous maintenance of stock records and in its broad sense it covers both continuous stock taking as well as up to 
date recording of stores books. The balance of the same item of store in bin card should correspond with that shown 
in the materials or store ledger card and a frequent checking of these two records should be made and compared with 
the actual or physical quantity of materials in stock. 
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Periodic Inventory System: 
Periodic inventory system is that does not require a day-to-day record of inventory changes. Costs of materials used 
and costs of goods sold cannot be calculated until ending inventories, determined by physical count, are subtracted 
from the sum of opening inventories and purchases (or costs of goods manufactured in the case of a manufacturer). 
For calculating the cost of ending inventory, there are several methods available: Last-In, First-Out (LIFO), First-In, 
First-Out (FIFO), and weighted average. 

Prevention Cost: 
Prevention costs are those costs that are incurred to keep defects from occurring. 

Quality Management: 
Quality management is a philosophy of management that is driven by continual improvement and responding to 
customer needs and expectations. 

Relevant Range: 
The range of activity within which assumptions about variable and fixed cost behavior are valid. 

Required Rate of Return: 
The minimum rate of return that an investment project must yield to be acceptable. 

Relevant Cost: 
A cost that differs between alternatives in a particular decision. In managerial accounting, this term is synonymous 
with avoidable cost and differential cost. 

Return on Investment (ROI): 
Net operating income divided by average operating assets. It also equals margin multiplied by turnover. 

Residual Income: 
The net operating income that an investment center earns above the required return on its operating assets. 

Responsibility Accounting: 
A system of accountability in which managers are held responsible for those items of revenue and cost - and only 
those items - over which the manager can exert significant control. The managers are held responsible for differences 
between budgeted and actual results. 

Responsibility Center: 
Any business segment whose manager has control over cost, revenue, or the use of investment funds. 

Replacement Cost Method: 
Replacement cost is the cost at which, on the date of issue of the material, there could be purchased another lot of 
material identical to that whose issue is being priced. Under replacement cost method, the issues are priced at the 
market rate on the date of its issue. 

Segment: 
Any part of an organization that can be evaluated independently of other parts and about which the manager seeks 
financial data. Examples include a product line, a sales territory, a division, or a department. 
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Sunk Cost: 
Sunk cost is any cost that has already been incurred and that cannot be changed by any decision made now or in the 
future. 

Step Method: 
The allocation of a service department's costs to other service departments, as well as to operating departments, in a 
sequential manner. The sequence starts with the service department that provides the greatest amount of service to 
other departments. 

Service: 
 A department that provides support or assistance to operating departments and that does not engage directly in 
production or in other operating activities of an organization. 

Sales Mix : 
The relative proportions in which a company's products are sold. Sales mix is computed by expressing the sales of 
each product as a percentage of total sales. 

Segment Margin: 
The amount computed by deducting the traceable fixed costs of a segment from the segment's contribution margin  It 
represents the margin available after a segment has covered all of its own costs. 

Static Budget: 
A budget designed for only one level of activity. 

Standard Rate Per Hour : 
The labor rate that should be incurred per hour of labor time, including employment taxes, fringe benefits, and other 
such labor costs. 

Standard Quantity Per Unit: 
The amount of materials that should be required to complete a single unit of product, including allowances for normal 
waste, spoilage, rejects, and similar inefficiencies. 

Standard Quantity Allowed: 
The amount of materials that should have been used to complete the period's output as computed by multiplying the 
actual number of units produced by the standard quantity per unit. 

Standard Cost Card: 
Standard cost card is a detailed listing of the standard amounts of materials, labor, and overhead that should go into a 
unit of product, multiplied by the standard price or rate that has been set for each cost element. 

Self-Imposed Budget: 
A method of preparing budgets in which managers prepare their own budgets. These budgets are then reviewed by 
the manager's supervisor, and any issues are resolved by mutual agreement. 

Sales Budget: 
Sales budget is a detailed schedule showing the expected sales for coming periods; these sales are typically expressed 
in both dollars and units. 
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Sub-optimization: 
An overall level of profitability that is less than a segment 

Standard Cost Method: 
Standard Cost Method method charges issued materials at a predetermined or estimated price reflecting a normal or 
an expected future price. The difference between the actual and standard cost is recorded in a purchase price 
variance account. The variance account enables management to observe the extent to which actual materials costs 
differ from planned objectives or predetermined estimates. Materials are charged into production at the standard 
price, Thereby eliminating the erratic costing inherent in the actual cost methods. 

Specific Cost Method: 
Under this method specific cost of materials issued is charged to production. When materials are purchased for a 
particular job, they should be charged to that particular job at their actual cost. This method is suitable for job order 
industries which carry out individual jobs or contracts against specific orders. This method is impracticable to use if 
purchases and issues are numerous and the materials issued cannot be identified. 

Theory of constraints (TOC): 
Theory of constraints (TOC) management approach that emphasizes the importance of managing constraints. 
Throughput Time Definition: 
The time required to make a completed unit of product starting with raw materials. Throughput time is also known as 
cycle time. 

Time Ticket: 
Time ticket is a  detailed source document that is used to record an employee's hour-by-hour activities during a day. 

Total Quality Management (TQM): 
Total quality management A approach to continuous improvement that focuses on customers and using teams of 
front-line workers to systematically identify and solve problems. 

Trend Analysis: 
Trend analysis is a side-by-side comparison of two or more years' financial statements. 

Traceable Fixed Cost: 
Traceable fixed cost is a fixed cost that is incurred because of the existence of a particular business segment. 

Transfer Pricing: 
The price charged when one division or segment provides goods or services to another division or segment of an 
organization. 

Trade Discount: 
Trade discount is an allowance or rebate from the scheduled price granted by the seller to buyer. In other words, 
Trade discount is an allowance made from the full invoice price to a customer who buys goods in the ordinary course 
of trade. For example, a whole seller nay invoice goods to a retailer at the retail selling price less a discount of 25%; 
which represents the retailer's gross profit. 
The deduction of trade discount is made on the invoice and only the net amount is entered in the purchase journal 
and stock records. 
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Variable Cost: 
Variable cost is a cost that varies, in total, in direct proportion to changes in the level of activity. A variable cost is 
constant per unit. 

Value Chain: 
The major business functions that add value to a company's products and services. These functions consist of research 
and development, product design, manufacturing, marketing, distribution, and customer service. 

Volume Variance: 
The variance that arises whenever the standard hours allowed for the output of a period are different from the 
denominator activity level that was used to compute the predetermined overhead rate. 

Variable Spending Variance: 
The difference between the actual variable overhead cost incurred during a period and the standard cost that should 
have been incurred based on the actual activity of the period. 

Variable Overhead Efficiency Variance: 
The difference between the actual activity (direct labor-hours, machine-hours, or some other base) of a period and 
the standard activity allowed, multiplied by the variable part of the predetermined overhead rate. 

Variable Costing: 
A costing method that includes only variable manufacturing costs–direct materials, direct labor, and variable 
manufacturing overhead–in unit product cost. Variable costing is also called marginal costing and direct costing. 

Working Capital : 
The excess of current assets over current liabilities. 
Working Capital = Current Assets − Current Liabilities 

Yield: 
A term synonymous with internal rate of return and time-adjusted rate of return. 

Zero Based Budgeting (ZBB) : 
A method of budgeting in which managers are required to justify all costs as if the programs involved were being 
proposed for the first time. 
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