Key Terms Introduced or Emphasized in Chapter 21

absorption costing  See full costing.

committed fixed costs  Fixed costs that are traceable to a responsibility center but that, in the short run, cannot readily be changed by the center’s manager.

common fixed costs  Fixed costs that are of joint benefit to several responsibility centers. These common costs cannot be traced to the centers deriving the benefit, except by arbitrary means.

contribution margin  Revenue less variable costs; also, the amount of revenue available to contribute toward fixed costs and operating income (or responsibility margin). The key statistic for most types of cost‑volume‑profit analysis.

controllable fixed costs  Fixed costs that are under the direct control of the center’s manager.

cost center  The part of a business that incurs costs but that does not directly generate revenue.

full costing  The traditional method of product costing in which both fixed and variable manufacturing costs are treated as product costs and charged to inventories. Also called absorption costing.

investment center  A profit center for which management has been given decision‑making responsibility for making significant capital investments related to the center’s business activities.

negotiated transfer price  The transfer price that results when the supplying and buying divisions negotiate and agree on a transfer price.

performance margin  A subtotal in a responsibility income statement designed to assist in evaluating the performance of a manager based solely on revenues and expenses under the manager’s control. Consists of contribution margin less the controllable fixed costs traceable to the department.

period costs  Costs that are deducted as expense in the period in which they are incurred, rather than being classified as assets.

product costs  Costs that become part of the inventory value of work in process and finished goods. These costs are deducted from revenue in the period that the related goods are sold.

profit center  The part of a business that directly generates revenue as well as incurs costs.

responsibility accounting system  An accounting system that separately measures the performance of each responsibility center in the organization.

responsibility center  The part of a business a particular manager is in charge of and held responsible for.

responsibility income statement  An income statement that subdivides the operating results of a business segment among the profit centers comprising that segment.

responsibility margin  Revenue less variable costs and traceable fixed costs. A long‑run measure of the profitability of a profit center. Consists of the revenue and costs likely to disappear if the responsibility center were eliminated.

traceable fixed costs  Fixed costs that are directly traceable to a specific center. These costs usually would be eliminated if the center were discontinued.

transfer price  The dollar amount used in recording products (either goods or services) supplied to one part of a business by another.

variable costing  The technique of product costing in which only the variable manufacturing costs are regarded as product costs. Fixed manufacturing costs are treated as period costs. Useful for management purposes, but not acceptable for use in financial statements or income tax returns. Also called direct costing.

