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' [Learning Objectives
| "1 Describe why compantes are using, just i trine
| fpmduction system.
|2 Define the just in time production system
3. Explain the eftect of JIT Svstems on Product ( ‘osting
1 4 . Identify the features of a just-in-time production
fsystem.
| 5. Define the backflush costing .
6. Describe different ways backflush costing can simplify
traditional inventory-costing systems.
-j;l"he current  business  environment s witnessing
ftremendous developments, most notably the fierce
_ petition between the economic units, the information
volution, the technological progress, the resulting high
StS, the great openness in trade and investment. the
uation in the tastes of customers and their desire o
¢h for products that enjoy low prices and high quahiny
esulting in a short Jife cycle of products. In the face
I' these developments, it was natural for ceonomie
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Approach | Number of [ The sife holds journal entries in the acgqpg
E | trigger | cycle R
! , gyre g
; points
s Jf e Stage (A): Purchase of direct materials
"H . Stage( C): Completion of finish
¥ ¥ 13 st 3» ‘ Shed ‘gﬂﬂdq
__w; Stage (D): Sale of finished Foonls
| Second 2 Stage (A): Purchase of direct materials
Stage (D): Sale of finished goods
| Third | 2 Stage(C): Completion of finished goods
| Stage (D): Sale of finished goods
L
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To illustrate an application of backflush costing method ,
take the following data for the month of April for Silicon
Valley Computer (SVC), which produces keyboards for
personal computers. | - ,
L. There are no beginning inventories of direct materials /.
and no b,eg&ynmng or ending Wg;k—izkpggqgssoimignm es.
2. SVC fas only one direct manufacturing coSt category
(direct materialg) and one indirect manufacturing cost
category (con%“c—?rgion costs). All manufacturing labor -

. . . LA o e -
Costs are included in conyersion costs. - b s A

yped, T84S
‘ A A A ) 5 I e
3. From ts bill of materials and an Operations list

(description of operations Y b, g}@i“@%‘ﬁ}z “tb\j,:,
determines that the standard direct ma*tenali COS (‘Ptf
keyboard unit is $19 and the standard conversion oSt 1S
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4, SVC purchases §1,950,000 of direct materials. To f ocus
on the basic concepts, We assume SVC has na_direct
A ! ~D

Yy gl 5a)
materials varlances Actual conversion costs equa]

$1,260,000. gV produces 100,000 good keyboard units
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5. Any underallocated or overallocated conversion costs
are wﬁt’fen off to cost of g00ds SOk sold at the end of April.
o /v “We use three examples 10 1llust§te bacﬁush costing.

They differ m the number and placement of trigger
> < 0, by b

points.
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Example 1: The three trigger | points ﬁg}r journal entries are

P Purchase of d:rcct mat;rmlx and incurring of conversion
costs (Stage A), Complumn of good finished units of
product (Stage C), and Sale of finished goods (Stage D).

(£ g D) e ks )

Note that there is no journal entry for Production resulting
in work in process (Stage B) because JIT production has

AI
minimal work in process. yA S ey S g
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The following Journal Entnes and General Ledge’

Overview for  Backflush Costmg with Three. Trigg¢’
Points: Purchase of Dlrect Materials and In%ﬁl‘fmg .
Conversion Costs , C%mpletmn of Good Finished UnitS
o Product, and 2L}'Sale of leshed G""ds
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N rournal Entries
;,e A: Record Purchase of Direct Matéﬁﬁgzﬁa —
a

S ring of Conversion Costs
e
. Record Direct Materials Purchased

ﬁ}ﬂal

E/@_L_A_I_)
" saterials and In-Process Inventory Control 1 959 000
-1 950 000

Accounts Payable Control

Nb-’ J“’ <
7_ Record Conversion Costs Incurred

" Entry (A2)

Conversion Costs Control

1 260 000

!

Various accounts (such as Wages

Payable Control) 1-260 000

W« '\»'?5&:'/ S VNN Do sy

Stage B: Record Production Resu]tmg in Work in
Process. -

Eatry (1)

Cost of Good Finished Units
\,\r\’ 0 el J‘*“\) PP ‘)‘f—-‘
\

Stage C: Record
‘ Completed. ‘o
E Cl Control (17+19*100000 unit)

xshed Goods
Fin Mﬂtenals an

Conversion Costs

3 100 000
1 900 000

d In-Process Inventory Control
1 200 000

! Allocated
=N
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No Entry Recorded
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i. Record Costof Finished Goods Sold,

l m;‘ '&E'}I1 K v v\ A "L ET ;;
Cost of Goods Sold 3 069 i)
Finished Goods Control 3 D69 (06

2.Record Under allocated or Overallocated

Conversion Costs,
Entry (D2)
| Conversion Costs allocated I 200000 e
Cost of Goods Sold 60 000 .
Conversion Costs Control 1 260 000 >

P&nel B: General Ledger Ov ‘rvzew

Materials and In-Process Inventory o ‘_
Control Finished Goods Control

g
AN A A A A A

f (A1) 1,950,000  (C1) 1,900,000 (C1) 3,100,000 f(a1}3i9691m0'

e e

Bal 50000 » s ———————

Bal. 31,000

st e gy .

MW - Conversron Casts Allocated bl G cmocmm
/(02)1,200,000 (c1)1zooooa (mnueaooo |

B, {
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L“j°““ﬂrsim Chaks Control | BRI R~

F (A2) 1,260,000 (02) 1,260,000 | 3,129,000
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The following Journal Entries and General Ledger

Overview for Backflush Costing  with Two Tﬁi{.{m‘r
Points: Purchase of Direct Materials and Incurring of
Conversion Costs , and Sale of Finished (oqqs

Panel A: Journal Entries

Stage A: Record Purchase of Direct Materials and lzxéiff%i@ |
of Conversion Costs
1. Record Direct Materials Purchased

Entrv (A1)

Inventory Control 1 950 000 |
Accounts Payable Control 1 950 000

2- Record Conversion Costs Incurred.

Entry (A2)
Conversion Costs Control 1 260 660
Various accounts (Such as Wages
Payable Control) 1260 000

Stage B: Record Production Resulting in Work in Process |
Entry (B1) : No Entry Recorded g
e p———————— T o
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c Record Cost of Good Finished Units Completed.
i

3

|
|
|
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| (C1) : No Entry Recorded
- Eatry (C) - No Bty Becorded |

i
I

age 1) Record Cost of Finished Goods Sold (and Under- or
éoveraﬂocated Conversion Costs).
" 1.Record Cost of Finished Goods Sold.

L —

Fotry (D1):

Cost of Goods Sold 3 069 600
Inventory Control 1 881 000
Conversion Costs Allocated- 1188 000

2. Record Under allocated or Overallocated Conversion
| Entry (D2):
Conversion Costs allocated 1 188 000

Cost of Goods Sold 72 000
Comversion Costs Control 1 260 000

Panel B: General Ledger Overview

=1 ;

T Taventory Control
L\A‘-

(A1) 1,950,000 | (D1) 1,881,000 J
ey |

.Bal. 69,000 1

I\%&‘m;é‘;{o“ Costs Allocated Cost of Goods Soid
(02) 1,188,000 | (D1} 1,188,000 | (D1) 3,069,000
— (D2) 72,000

Lo

; Control
\\ Conversion Costs C 3,141,000

a2) 1,260,000 | (02}2-
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Example 3: The two trigger points arc Completion of
good finished units of product (Stage C) and Sale of
finished goods (Stage D).

The following Journal Entries and General Ledger
Overview for Backflush Costing with Two Trigger
Points: Completion of Good Finished Units of Product
and Sale of Finished Goods.

Panel A: Journal Entries

WSY;g'é»A: Record Purchase of Direct Mé{eria]s'and'lnc‘urringof B
Conversion Costs
1. Record Direct Materials Purchased

Entry (Al): No Entry Recorded

2. Record Conversion Costs Incurred.
Entry (A2):
Conversion Costs Control 1 260 000

Various accounts (such as Wages
Payable Control) 1260000
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{ Stége B: Record Production Resulting in Work in Process.

Entry (B1) : No Entry Recorded
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¢ Record Costof Good Finished Units Commiari
A d Units Completeq
iy (ch |
pinished Goods Control ((12+19)*100000uni) ‘r
Accounts payable control 3 100 000
Conversion Costs Allocated 1 900 000
1 200 000

.

Stage D: Record Cost of Finished Goods Sold (and Under- or
Overallocated Conversion Costs)

L. Record Cost of Finished Goods Sold.
Intry (D1):

Cost of Goods Sold 3 069 000
Finished Goods Control 3069000

2. Record Under allocated or Overallocated Conversion

e |
- Costs.
intry (D2):
| Conversion Costs allocated umm)m‘;‘(;
) - 6
st of Goods Sold P
Cost 0 Com’Cl'S'i‘-’" Costs Control 1260 000
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