Key Terms Introduced or Emphasized in Chapter 19

break-even point  The level of sales at which a company neither earns an operating profit nor incurs a loss. Revenue exactly covers costs and expenses.

contribution margin  Sales minus variable costs. The portion of sales revenue that is not consumed by variable costs and, therefore, is available to cover fixed costs and contribute to operating income.

contribution margin per unit  The excess of unit sales price over variable cost per unit; the dollar amount contributed by the sale of each unit toward covering fixed costs and generating operating income.

contribution margin ratio  The contribution margin expressed as a percentage of sales price. Represents the percentage of each revenue dollar that is available to cover fixed costs or to provide an operating profit.

cost formula  A mathematical statement expressing the expected amount of a cost in terms of the fixed element of the cost and/or the portion of the cost that varies in response to changes in some activity base. For example, the cost formula for a semivariable cost might be $2,500 per month, plus 5% of net sales.

economies of scale  A reduction in unit cost achieved through a higher volume of output.

fixed costs  Costs and expenses that remain unchanged despite changes in the level of the activity base.

high-low method  A method of dividing a semivariable (or mixed) cost into its fixed and variable elements by relating the change in the cost to the change in the activity base between the highest and lowest levels of observed activity.

margin of safety  Amount by which actual sales exceed the break-even point.

relevant range  The span or range of output over which output is likely to vary and assumptions about cost behavior are generally valid. Excludes extreme volume variations.

sales mix  The relative percentages of total sales generated by each type of product that a business sells.

semivariable costs  Costs and expenses that respond to changes in the level of the activity base by less than a proportionate amount.

variable costs  Costs and expenses that vary directly and proportionately with changes in the level of the activity base.

