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There are two ways of accounting for byproduct products:
the production method and the sales method. The
production method recognizes byproducts in the financial
statements at the time production is completed. The sales
method delays recognition of byproducts until the time of
sale. The following schedule shows the income statement
of Westlake Corporation under both methods.
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Production Sales Methed
Method
" Revemie‘s H . ‘
 Main product: Fine grade lumber 240 000 240t
| (40,000 b.1. *$6 per b.1.) o ! i
| Byproduct: Wood chips (1,200 ¢.§.* 51 —- 1200
percf) o S, S T A
“Totai revenues L 280000 L Alzg
" Cost ofgcvods sold i | i T
| Total manufacturing costs. . 250000 . 250000
Deduc? byproduc’( reverue (4 o0 cf. | (4000) b
| *$1perct.) -
'Net mam,rfar’rurm? costs . 246000 . 250 000 o
Deduc‘t main-product inverntory — {45200) - (50000)
{1030()/50000)/246000{%0d rmieth.}
(10000/ 5000011250000(3:3! l.meth.j ] .
Costofgoodssold T [iggs0n) | (200000]
' Gross margin | | 43200 _ . 4120

Production Method: Byproducts Recognized at Time
Production Is Completed
This method recognizes the byproduct in the financial

statements -the 4,000 cubic feet of wood chips - in the
month it is produced, July 2012. The NRV from the
byproduct produced is offset against the costs of the main
product. The following journal entries illustrate the

production method:
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: work in Process 150.000
Accounts Payable 150,000

< pecord direct materials purchased and used in production douring Juby

" Workin Process 100,000
various accounts (such as Wages Payable and
Accumulated Depreciation) 100,000

depreciation.

3,
Bvproduct Inventory—Wood Chips (4,000 c.f. * S per c.f.) 4,000
Finished Goods—Fine-Grade Lumber (5250,000 - $4,000) 246,000
Work in Process (5150,000 + $100,000) 250,000

To record cost of goods completed during July.
4a.
Cost of Goods Sold [(40,000 b.f. / 50,000 b.f) * $246,000] 196,800

Finished Goods—Fine-Grade Lumber 196,800

To record the cost of the main product sold during July.

4b
Cash or Accounts Receivable (40,000 b.f, * $6 per bl 240,000
Revenues—Fine-Grade Lumber pETIRE L L

To record the sales of the main product during July

3.
Cash or Accounts Receivable (1,200 ¢.f, * St per oy 1,200

Byproduct Inventory —Wood Chips 1,200

To record the sales of the byproduct during July.

Te record conversion costs in the production process during July; examples
nclode energy. manufacturing supplies, all manufacturing labor, and plant
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(Chapter S , e e
Sﬁaks\l(tlmd Byproducts Recognized at Time MS:I(
rhis method makes no journal entries for byproducts until
they are sold. Revenues of the byproduct are reported ;e
4 revenue item in the income statement at the tipe “;
<ale. These revenues are either grouped with other ¢
included as other income, or are deducted from cgst ,,)f
goods sold. In the Westlake Corporation example
byproduct revenues in July 2012 are $1,200 (1,200 f.ut:»i;
feet $1 per cubic foot) because only 1,200 cubic feet o‘
wood chips are sold in July (of the 4,000 cubic feet

produced). The journal entries are as follows:
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I and 2. Same as for the production method

Work in Process 150,000
Accounts Payable 150,000
Work in Process 100,000

Various accounts such as Wages Payable and
Accumulated Depreciation ' 100,000
L)



; Finished GGQ-(}S-»-~”F ine-Grade Lumber 250, 000
| Work in Process 250,000
To record cost of main product completed during July,
4‘*7605‘_ of Goods Sold ](40.000 b.f./50.000 b.r) + S250,000) 200000
Finished Goods—Fine-Grade Lumber 200,000

To record the cost of the main product sold during July.

b, Same as for the production method,

Cash or Accounts Receivable (40,000 b f. * $6 per b.f) 240,000

Revenues—Fine-Grade Lumber 240,000
S,
Cash or Accounts Receivable 1,200
Revenues—Wood Chips 1,200

To record the sales of the byproduct during July.

Questions

1. Give two examples of industries in which joint costs are

found. For each example, what are the individual

products at the splitoff point?.

- 2. What s a joint cost? What is a separable cost?

3. Distinguish between a joint product and a byproduct.

. 4. Why might the number of products in a joint-cost

. situation differ from the number of outputs? Give an
example.

5. Provide three reasons for allocating joint costs 1o
individual products or services. |

6. Describe a situation in which the sales value at splitoff

Li method cannot be used but the NRV method can be
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