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Artificial Profit )

Srisuda Achavanuntakul @
Associate Professor of Department of Accounting,
Thammasat Business School, Thammasat University % a

(@

The absorption costing, the method use in financial reporting, aortunity to create artificially
increase in operating income, by overproducing. Since the manufa% cost include both variable and
ctud

fixed manufacturing cost, the unit fixed manufacturing costs cm
impact on gross profit to fluctuate as well. Therefore unethicaives are likely to create artificial profits.

te with production volumes that

The absorption costing therefore is not suitable in perfor valuation. The solution to this problem is

the concept of variable costing which assigned only
manufacturing costs would treat as period cost, ¥us

anufacturing costs to be product cost. Fixed
production volumes can not fluctuate the
manufacturing costs and profit as well. The comprimisé solution is the absorption-cum-direct costing income

statement which combines the essential characteris})ics of both income statements.

Keywords: Full-Absorption Costing. Varia@;iﬁg, Operating Income
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