Chapter 20 - Cost-Volume-Profit Analysis


Our Comments on the “Your Turn” Cases  
You as a Manager An increase of 50 passengers per flight will cause an increase in any ground operations cost that is related to an activity that varies with number of passengers on each plane. For example, baggage handlers, ticket agents, the plane’s cabin maintenance crew, and so on will all have more work per flight. If the total number of flights remains unchanged, then additional personnel may be necessary in each of these categories. Ground operations costs that may not be affected are costs that vary by the number of flights—for example, landing and takeoff fees, gate charges, external plane maintenance, de-icing, and so on.

You as a Plant Accountant You should inform the plant manager that the overhead application rate must be adjusted if the monthly production increases to 1,500 units. The Institute of Management Accountants has adopted a code of ethical conduct that includes the following description of integrity for management accountants: 

Management accountants have a responsibility to avoid actual or apparent conflicts of interest and advise all appropriate parties of any potential conflict.3
This directive implies that you have an obligation to avoid the apparent conflict that arises because of the connection between the overhead application rate and the possible bonus. It also suggests that all appropriate parties to any conflict of interest be informed— and that would be your immediate supervisor, the plant manager.
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