Key Terms Introduced or Emphasized in Chapter 16

activity-based costing  A method of allocating manufacturing overhead to products using multiple application rates and a wide variety of cost drivers.

benchmark study  A study designed to show an organization how its costs and processes compare to others in the industry.

cost driver  An activity base that can be traced directly to units produced and that serves as a causal factor in the incurrence of overhead costs. Serves as an activity base in an overhead application rate.

direct labor  Payroll costs for employees who work directly on the products being manufactured, either by hand or with tools.

direct manufacturing cost  A manufacturing cost that can be traced conveniently and directly into the quantity of finished goods manufactured. Examples include direct materials and direct labor.

direct materials  Materials and component parts that become an integral part of the manufactured goods and can be traced directly to the finished products.

finished goods inventory  The completed units that have emerged from the manufacturing process and are on hand available for sale.

indirect labor  Payroll costs relating to factory employees who do not work directly on the goods being manufactured. Examples are wages of security guards and maintenance personnel. Indirect labor costs are classified as manufacturing overhead.

indirect manufacturing cost  A manufacturing cost that cannot be conveniently traced into the specific products being manufactured. Examples include property taxes, depreciation on machinery, and other types of manufacturing overhead.

indirect materials  Materials used in the manufacturing process that cannot be traced conveniently to specific units of production. Examples include lubricating oil, maintenance supplies, and glue. Indirect materials are accounted for as part of manufacturing overhead.

management accounting  The design and use of accounting information systems inside the firm to achieve the firm’s objectives.

manufacturing costs  The cost of manufacturing goods that will be sold to customers. The basic types of manufacturing costs are direct materials, direct labor, and manufacturing overhead.

manufacturing overhead  A “catch-all” category including all manufacturing costs other than the costs of direct materials used and direct labor.

materials inventory   The cost of direct materials on hand and available for use in the manufacturing process.

overhead application rate  A device used to assign overhead costs to the units being manufactured. Expresses the relationship between estimated overhead costs and some activity base that can be traced directly to manufactured units.

period costs  Costs that are charged to expense accounts in the period that the costs are incurred. Includes all items classified as “expense.”

product costs  The costs of purchasing or manufacturing inventory. Until the related goods are sold, these product costs represent an asset—inventory. Once the goods are sold, these costs are deducted from revenue as the cost of goods sold.

schedule of the cost of finished goods manufactured  A schedule summarizing the flow of manufacturing costs into and out of the Work in Process Inventory account. Intended to assist managers in evaluating manufacturing costs.

value chain  The linked set of activities and resources necessary to create and deliver a product or service to customers.

work in process inventory  Goods at any stage of the manufacturing process short of completion. As these units are completed, they become finished goods.
