Chapter 16 - Management Accounting: A Business Partner


Our Comments on the "Your Turn" Cases

You as a Chief Financial Officer  According to financial reporting standards and the matching principle, the costs described by Jim that were charged to cost of production should be charged as period expenses and should have appeared on the income statement as administrative expenses. You should talk with the plant manager, Darlene Cosky, and ask why the allocations described by Jim Sway were made to cost of production. Ms. Cosky may have been confused and may have believed that the costs described by Jim were appropriate to be allocated to cost of production. However, if Jim Sway had adequate training as an accountant, he should have known that these costs were period expenses and should not be assigned to cost of production. The ethical issue for the CFO to resolve is whether Darlene and/or Jim made these allocations with the intent of manipulating plant income for their own gain.


An additional issue is that determining and communicating guidelines about costs that are appropriately allocated to cost of production typically falls to the CFO, internal auditor, or controller. External auditors will want to see that these guidelines exist and are followed. If these guidelines do not exist, then the CFO bears some responsibility.
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