Chapter 22 - Responsibility Accounting and Transfer Pricing


Our Comments on the “Your Turn” Cases
You as a NuTech Manager If the measure of assets used to compute ROA is the historically-based book value, then your assets will have a much higher value because your asset base is much newer than the other divisions. Thus, you will need to generate a higher profit than other divisions to have a comparable profitability ratio (ROA). The board could adjust the assets of each division to reflect current market values in order to make the numbers more comparable. The board also could consider other variables. Robert S. Kaplan, a Harvard Business School professor, recommends that evaluations use a “balanced score card” approach, where financial outcomes are only one of four categories firms use to evaluate performance. The other categories are customer satisfaction, contribution to firm learning and innovation, and internal productivity. The balanced scorecard is discussed in Chapter 25.   

  You as a Department Manager To begin, it is un-ethical to knowingly increase the overall inefficiency and cost of the company to meet your budget goals. However, you should point out to the manager of the Packaging Department that the Sales Department’s responsibility report does not include the cost associated with an expedited order. As a result, you were not aware that the decisions you were making to meet your budget goals were causing cost overruns in the Packaging Department. A method to resolve this problem is to discuss with the division manager or corporate controller the shared responsibility for the costs of expediting. The company’s controller can modify the responsibility accounting system to charge the Sales Department with the extra labor and shipping costs of processing rush orders. After this change is made, the Sales Department will be motivated to make a greater effort to give the Packaging Department adequate notice of all expedited sales orders.  
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