Inventory Management, Just-in-Time, and
Simplified Costing Methods

Maher 48S3 cadbad g ¢ daaall cd gl 8 () g 38l 310
ddacall

Prof. Dr. Nassif Jassim ALjboory

st aula Ciuai ) 4iSall SliwY)




Inventory management ,Just-in-Time, and Simplified Costing Methods

Inventory management s jaall 3130
What Is Inventory Management? Inventory management refers to the process of ordering, storing,
using, and selling a company's inventory. This includes the management of raw materials, Work in
process, and finished products, as well as warehousing and processing of such items.
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What is inventory? &siaall sa La
Inventory is a stock or store materials or goods kept for use or sale in the future.
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Inventory—Who Needs It? 4aliay g3l ¢a — ¢g 53l

All organizations keep inventory. “Inventory” includes a company’s raw materials; work in process,
supplies used in operations, and finished goods.
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Types of Stock ¢ajaall g1 5 ,
Inventory basically falls into the overall categories of:-4i¥! Cilaa¥! el Luud () 5 3l

1- raw materials inventory. sl ) sall (5 35
2- finished goods inventory. atll zUY) (5 33a
3- work-in-process inventory. JsSill it ) 5 jaa

Inventory management, is an attempt to balance inventory needs and requirements with the
need to minimize costs resulting from obtaining and holding inventory.
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Inventory management includes: cral ¢ g jaall 3 )3
planning, coordinating, and controlling activities related to the flow of inventory into,
through, and out of an organization.
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OBJECTIVES OF INVENTORY MANAGEMENT il 5 a0 ilaai
1- Provide the desired level of customer service. ¢ s 3l 4edd (e o slhadll (5 giall 586

2- Achieve cost-efficient operations.ss Ul - 4d<il cidee la
3- Minimize inventory investment.c s jaell & aY) JleiinY)

Inventory Management Methods &gl 5,041 (kb
Some of these management methods include:- Y (i 3kl 238 (e (an

1- Materials requirement planning (MRP) ¢ 3wl cilillia Jaidads
2- Economic order quantity (EOQ). &by allall 408

3- Just-in-time (JIT) and Backflush cost (--Sall d8lill 3833 5 aasall 2 6l) 8 Aalsal)
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Just In Time JIT
What Is Just in Time (JIT)?
The just-in-time (JIT) inventory strategy is one of the most famous modern inventory
management techniques. It’s a production management philosophy developed in 1970s. It
was first adopted by Toyota manufacturing plants by Taiichi Ohno. and popularized by
Toyota focused on eliminating waste, inconsistencies and unnecessary requirements.
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While developed as a production method, it has broad applications for manufacturing
plants, warehouses and any company involved in inventory management. The JIT method is
one of the most popular inventory management techniques in the supply chain sector. It’s
based on the principle that inventory is inherently costly, taking up time, money and space,
and that it should only arrive just in time to meet customer demands. A common goal of
inventory management is to have items in the right place at the right time in the right
quantity — in other words, just in time, no sooner nor later.
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Using the JIT approach, a business lowers the volume and quantity of inventory on hand. It

usually involves ordering small amounts of inventory they know they can move quickly and

then reordering from suppliers regularly. This can have immense cost savings because they

do not invest in unnecessary inventory or spend more resources managing items in store.
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This method is also calleda pull inventory system because manufacturers and distributors
wait for customer demand to “pull” inventory through the supply chain. They make new
purchases just days before they’re needed for resale or distribution, meaning inventory
spends very little time in storage. It comes with the inherent risk of stock-outs or delays
because a supplier lead time delay can result in inventory arriving late.
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Another risk, particularly among manufacturers who use JIT, is that defects cut into the
supply. Since manufacturers only order raw materials for jobs as needed, they may not have
the excess stock to account it in costs. While JIT offers many benefits, increased risk in the
supply chain has made some supply chain leaders rethink the strategy.
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The just-in-time (JIT) inventory system is a management strategy that aligns raw-material orders from
suppliers directly with production schedules. Companies employ this inventory strategy to increase
efficiency and decrease waste by receiving goods only as they need them for the production process,
which reduces inventory costs. This method requires producers to forecast demand accurately.
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https://global.toyota/en/company/vision-and-philosophy/production-system/
https://global.toyota/en/company/vision-and-philosophy/production-system/
https://global.toyota/en/company/vision-and-philosophy/production-system/
https://www.finaleinventory.com/inventory-management-system
https://www.finaleinventory.com/inventory-management/pull-vs-push-system-management
https://www.reutersevents.com/supplychain/supply-chain/end-just-time
https://www.investopedia.com/ask/answers/051215/what-are-some-examples-just-time-jit-inventory-processes.asp
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o The principle of Just in time (JIT) is to eliminate sources of

manufacturing waste by getting right quantity of raw materials and producing the right

quantity of products in the right place at the right time.
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The difference between JIT system and the traditional:
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Comparison of JIT Approaches with Traditional Manufacturing and Purchasing

JIT

Traditional

1. Pull-through system csud) e Aa sl

1. Push-through systemedall e e ol

2. Insignificant inventories alia <l g j5a

2.
“gA9

Significant  inventories s —xS <l )3

3. Small supplier base o2 s (5 e

3. Large supplier base cx el (e saS e

4. Long-term supplier contracts il sk () sll 258
5V

4. Short-term supplier contracts sl 2 58
A b yual

5. Multi-skilled labor 3_jlgall s2axia Allaxl)

5. Specialized labor aaiic Allal)

6. Decentralized services 48 » ¥ Glad

6. Centralized services S y cleas

7. High
lalall

employee involvement 4S w3l )

7. Low employee involvement culelall i< )L
118

-

8. Total quality controlalds sa sl

8. Acceptable quality level (— J e s 5ive
2 gall

9. Cellular structure W& JSi e ZluY) 4,

9. Departmental structure J3a (e zLY) Ay
iaadiall JLudY)




Features of JIT Inventory Methodology
) cdgll A g dall meia pailad gl cilaw

The JIT system of inventory management possesses some characteristics. The characteristics of JIT are
as follows:-

« Pull method of material flow: It refers to a system of production in which customer demand activates
productions of the item. Stock will come only when next order is placed. (minimum stock)
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« Consistently high quality: JIT maintains quality at source with workers acting as their own quality
inspectors. So it maintains high quality consistently by eliminating scrap and rework.
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o Small lot sizes: JIT maintains lot sizes as small as possible to cut lead time
O ¢ g (il ISR 5085y e alaad e JIT Ladlay 13 piua cilady alaal

« Short set up times: The enterprises with low set up times can use JIT as it conforms with continuous
flow of production.
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e Close supplier ties: JIT system maintains a close, reliable and dependable relationship with the
suppliers so as to get uninterrupted supply of desired quality materials.
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« Flexible workforces( Multi-skells): JIT depends on having orders thus workforce shall vary with the
requirements of production.
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« Standardized components and work methods: It requires continuous and uninterrupted production
and therefore work methods and equipments are standardized and being familiar with the workforce.
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e Product focus: The system takes primary care to maintain quality product with the overall desired
service systems.
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« Preventive maintenance: The system operates with the policy of preventive maintenance of quality of
equipments, workforce, operating system and materials to ensure continuous production.
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o Automated production: The JIT system requires automated productions system so that there shall to
be least interruption or delay
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Effect of JIT Systems on Product Costing
il ddlss e J)T dakaif il

By reducing materials handling, warehousing, and inspection, JIT systems reduce overhead
costs. JIT systems also aid in direct tracing of some costs usually classified as indirect. For
example, the use of manufacturing cells makes it cost-effective to trace materials handling and
machine operating costs to specific products or product families made in these cells. These
costs then become direct costs of those products.
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Also, the use of multi- skilled workers in these cells allows the costs of setup, maintenance,
and quality inspection to be traced as direct costs. These changes have prompted some
companies using JIT to adopt simplified product costing methods that dovetail with JIT
production and that are less costly to operate than the traditional costing systems . We
examine two of these methods next: backflush costing and lean accounting.
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manufacturing in cells, reducing defects and manufacturing cycle time, and ensuring
timely delivery of materials enables purchasing quick succession with minimal inventories.

QU});AS\UA@J‘}.” J;J\ca@)u

The absence of inventories makes choices about cost-flow assumptions (such as weighted
average or first-in, first-out) or inventory-costing Organizing methods (such as absorption or
variable costing) unimportant: All manufacturing costs of the accounting period flow directly
into cost of goods sold. The rapid conversion of direct materials into finished goods that are
immediately sold greatly simplifies the costing system.
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Simplified Traditional or Standard Costing Systems
Uncsal) duadinl) g 4y el cadisal) dadasi
Traditional normal or standard-costing systems use sequential tracking, which is a costing
system in which recording of the journal entries occurs in the same order as actual purchases
and progress in production. Costs are tracked sequentially as products pass through each of
the following four stages or trigger points
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Traditional cost accounting system :-

In traditional cost accounting system four stage( trigger points) for making entries in the
accounting system:-

Stage or trigger points (A): Purchase of direct material and incurring conversion costs .
(sl e Ao luall CallSall + 5 bl a1 ) dygatll o Qi) CallSs Qs s o sall ¢y -; (A)sd) ddas ff dla ye
Stage or trigger points (B) : begin Production.
ZEYL eadl -: (B) sl Akt g Al ya
Stage or trigger points (C) :Completion of good finished units of production.
eal) Al Ly Sl g JeSiad -2 (C ) s2all Adats sl Al ja
Stage trigger points or (D): Sale of finished goods.
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Stage A Stage B Stage C Stage D

purchsae of direct

materials & production completion of

resulting in work goods finished
in process units of product

sale of finished
goods

incurring of
conversion costs

Dr: materials inventory Dr: W.I.P Control Dr:Finished goods control Dr : cost of goods sold
Cr: AJP control Cr : materials inventory Cr: W.I.P Control Cr . Finished goods
Cr: Conversion costs control
Applied

Dr or Cr : cost of goods sold
Dr : Conversion costs applied
Dr : Conversion costs control Cr: Conversion costs
Cr: various Accounts( such control
as wages payale,rent ..)

FIGURE 1: TRADITIONAL COSTING

Stage 1
Materials Inventory control Stage 2 Stage 4
WIP stage 3 Cost of goods sold
Costs Costs out \C(Lntrol Finished goods
in(A/P) to WIP

_— | — ‘ —_—

Conversion cost3/ >

Costs in Costs
out




Just-in-Time and Backflush Costing System
(oual) (3Bl g daaal) gl B il ald
An alternative approach to sequential tracking is backflush costing. Backflush costing is a costing
system that omits recording some of the journal entries relating to the stages from purchase of direct
materials to the sale of finished goods.
oSl 3] (385 A S At ol ol Sl (380l AN At ga (ganil) Joduial) agll Ja ) rgiall
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When journal entries for one or more stages are omitted, the journal entries for a subsequent stage use
normal or standard costs to work backward to “flush out” the costs in the cycle for which journal entries
were not made. When inventories are minimal, as in JIT production systems, back-flush costing
simplifies costing systems without losing much information. o
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What is Backflush Costing? -wssl (il 33 9 Callil) yaas gale
Backflush costing is a product costing system generally used in a just-in-time (JIT) inventory
environment. In short, it is an accounting method that records the costs associated with producing a
goods or service only after they are produced, completed, or sold.
(IT). el 8l 8 ()5 daall Ay 8 ale Sy aaii peitall AlSH 50081 alas s " Sl (381 (38 5 AAIKHN) paas
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“Flushing” costs to the end of the production run eliminates the detailed tracking of
expenses, such as raw material and labor costs, throughout the manufacturing process.
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Backflush costing is used by companies who generally have short production cycles,
commaoditized products, and a low or constant inventory.
Oy daal v il atia g b jaal 2L & o ale JS0 L Al IS, 80 J8 -« Backflush  4-lss alads w21y
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Backflush costing is an accounting method designed to record costs under specific
conditions.. el b 5 5 Caa oSl Bl daaian dnilae 45 jha g uSall G331 (58 5 RIS apaa
Usually, the costs of products are calculated during various stages of the production cycle. By
eliminating work-in- process (WIP) accounts, backflush costing is designed to simplify the accounting
process and save businesses money
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A Traditional ( sequential-tracking ) costing system has four trigger points, corresponding to Stages
A, B, C,and D.
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D s

A trigger point is a stage in the cycle, from purchase of direct materials and incurring of
conversion costs (Stage A) to sale of finished goods (Stage D), at which journal entries are
made in the accounting system. The journal entries (with Dr. representing debits and Cr.
representing credits) for each stage are displayed below the box for that stage .



https://www.investopedia.com/terms/c/cost-accounting.asp
https://www.investopedia.com/terms/r/rawmaterials.asp
https://www.investopedia.com/terms/r/rawmaterials.asp
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Backflush Costing Methods  (qusad) (g8l 445 (3 - ) )
Method (1) {three trigger(event) point}(cuas dladi ) gl o) gy Ll&IABDE) (1) 48kl

1- purchase of direct material and incurring conversion costs .  (stage A)
Janll 5f Sl il a5 3 pilaall ) sall 61 55 - (A) Al

2- Completion of good finished units of production.(Stage C)
pnall Al Clas gl 2l Juesi -: (C) syl
3- Sale of finished goods. (Stage D)
il CL..J\ & - (D) als yall
Method (2) ........... {Two trigger(event) point (Bl gl g ik ) -z (2) A&y hal
1- Purchase of direct materialand incurring conversion costs .(stage A)

Jasndl o QS (ol a5 53 yilaal) o sall o) 4 -: (A) Al

2-Sale of finished goods. (Stage D)
sl cl..d\ - (D) s yall

Method (3) ........... {Two trigger(event) point}( @il o s cuiladi ) -: (3 ) A&kl
1- Completion of good finished units of production. (Stage C)

el Al las gl ) Jlesi -2 (C) Al
2- Sale of finished goods. (Stage D)
Al aludl gy -2 (D) Al all
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Traditional costing systems use sequential tracking :-
The usual process has four trigger point shown below-

Stage A Stage B Stage C Stage D

Purchase of » production » Completion of sales of

Raw materials resulting in units of products finished goods

WIP

Just in time and backflush costing :-

Method (1) {three trigger(event) point}

Stage A Stage B Stage C Stage D

Purchase of » ‘ Completion of ‘ sales of

Raw materials ” units of products finished goods

Method (2) ........... {Two trigger(event) point}

Stage A Stage B Stage C Stage D

Purchase of » ‘ of ‘ sales of

Raw materials x oducts finished goods

Method (3) ........... {Two trigger(event) point}

Stage A Stage B Stage C Stage D
Completion of sales of

%% -

units of products

finished goods
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Example (1): Consider the following data for the month of April for Dell Computer (DC),
which produces keyboards for personal computers.
sea¥ milaecladais O Dell Computer (DC)AS il gl jeil Al cilslll &l jsie) 8 an
Aaaddll ygnasl)

1.There are no beginning inventories of direct materials and no beginning or ending work-in-
process or finished goods inventories.

Al LY g Qi) Cand LY 55 pilaal) o) gall Baal) Jsf i g 32 2 5 5 a2e
2. DC , has only one direct manufacturing cost category (direct materials) and one indirect
manufacturing cost category (conversion costs). All manufacturing labor costs are included
in conversion costs.

Call Sl 2l g Caypdi o) i 53 bl ol gl ) 3 dlaad) aiall Cadl Sl o sl gy i gl Caia da @ g 1 DC 4S8
(Jasnd) ) JSl il ) 5 dlal) pe
3. From standard cost card DC determines that the standard direct material cost per keyboard
unit is $19 and the standard conversion cost is $12.
cilie da gl saa s J 8155 8laall o) pall Ay il 5f 4y el A DC)cars A asldl ol Ay jlpnal) 4GS iy oy s,
DY 53 12 o A sbaall Jasatll 48055 195Y 53 19 o
4. DC , purchases $1,950,000 of direct materials. To focus on the basic concepts, we assume
DC has no direct materials variances.
Ua=ds g ) AgewlaY aaalsal) e 3085310 5V 50 1,950,000 Al 5 5 il 3 e o)y a
Boalaedl o) gl 43185 L8 @ld) jasl sgas aoe

Actual conversion costs equal $1,260,000.
0¥531,260,000 (5 sbos Loy Apdedl) o sl oIS caly
DC, produces 100,000 unit of keyboard and sells 99,000 units.
Leia 3235 99,000 @ s guiiliall Aa 51 e 325 5 100,000 <ail 4S i)
5.Any under-allocated or over-allocated conversion costs are written off to cost of goods sold
at the end of April.
g b delid) deliad) 48SH (o (Adiallae ol Ash ) o) aile 21y JSll Cadl Sl camy Lae ST Sl (81 (gast 6!
Ol
We use two methods only & two examples to illustrate backflush costing. They differ in the
number and placement of trigger points.
Janasilly SOV ) e all Lol a5 5 3y Gl Laa 5, (ousSall (31 (38 5 RIS yaa i 1) (ollie 5 Jadh (058) yla padind
(s G shaldl) Gaoal) Llss
.- The three trigger points for journal entries are:-
Purchase of direct materials and incurring of conversion costs (Stage A),
Completion of good finished units of product (Stage C),
and Sale of finished goods (Stage D).

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

0 (JIT) .\.\_AA.“Q_éj\g..écl_ﬁ‘i\g‘%(Buf)M\MEwMQAx@MYMihY
. OSay La J81 Judil) caal LSy 48
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records two inventory accounts:

Type Account Title

Combined materials inventory &materials in work in process Materials and In-Process Inventory Control
Finished goods Finished Goods inventory Control
Combined Direct labor and factory overhead Conversion costs

Exhibit, summarizes the journal entries for Example 1 with three trigger points: -

Purchase of direct materials and incurring of conversion costs ( Stage A), Completion of
goods ( stage C ), Sale of goods ( Stage D) .

Journal Entries and General Ledger Overview for Backflush Costing and Journal Entries for
Sequential Tracking with Three Trigger Points: Purchase of Direct Materials and Incurring of
Conversion Costs, Completion of Good Finished Units of Product, and Sale of Finished
Goods

Trigger | Backflush costing Traditional costing( Sequential Tracking )
points
Stage A :- Record purchase of direct materials and incurring of conversion costs :-
1.Entry | Materials & In-process inventory | 1,950,000 Materials inventory 1,950,000
(Al) :- AlP 1,950,000 AlP 1,950,000
Record DM purchased Record DM purchased
Conversion costs control 1,260,000 Conversion costs control 1,260,000
2.Entry Various accounts 1,260,000 Various accounts 1,260,000
(A2) :- Record conversion costs incurred Record conversion costs
incurred
Stage B :- Recording begin production resulting in work in process :-
1.Entry | No Entry recorded WIP Inventory control 3,100,000
(B1) : Materials Inventory 1,900,000
control

Conversion costs Applied [1,200,000
Record production resulting
in work in process

Stage C :- Record cost of goods sold of finished units completed :

Entry (| Finished goods control 3,100,000 Finished goods Control 3,100,000
Cl) Materials & in-process 1,900,000 WIP Control 3,100,000
inventory control 1,200,000

Conversion costs Applied

Stage D :- Record cost of finished goods

Entry (| Cost of goods sold 3,069,000 Cost of goods sold 3,069,000
D1) Finished goods control 3,069,000 Finished goods control 3,069,000
Record cost of finished goods Record cost of finished
sold goods sold
Entry Conversion costs Applied 1,200,000 Conversion costs Applied 1,200,000
(D2) Cost of goods sold 60,000 Cost of goods sold 60,000
Conversion costs Control 1,260,000 Conversion costs
Record under -applied or over- Control 1,260,000
applied conversion costs Record under -applied or

over-applied conversion costs
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Stage A Stage C Stage D

M & IN Process inventory Finished goods
control inventory control cost of goods sold
(Al) (C1) (C1) (D1) ——» D1)
,950,000 1,900,000 —— 3,100,000 |3,069,000 3,069,000
Materials
(D2)
60,000
Bal Bal
50,000 31,000 - -

conversion costs Applied
D2) (C1)
1,2000,000 |1,200,000

conversion costs

Bal 0

conversion costs control
(A2)
1,260,0000 |(D2)1,260,000

Bal 0
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Example 2 with two trigger points: Purchase of direct materials and incurring of conversion
costs, and Sale of finishedgoods (and recognizing under- or overallocated costs). As in
Example 1, for each stage, the backflush costing entries for DC . are shown on the left. The
comparable entries under sequential tracking are shown on the right.

The entries for direct materials purchased and conversion costs incurred (Stage A) are the
same as in Example 1, except that the inventory account is called Inventory Control. As in
Example 1, no entry is made to record production of work-in-process inventory (Stage B)
because work-in-process inventory is minimal. When finished goods are com- pleted (Stage
C), no entry is recorded because the completed units are expected to be sold quickly and
finished goods inventory is expected to be minimal. As finished goods are sold (Stage D),
the cost of goods sold is calculated as 99,000 units sold * $31 per unit =
$3,069,000, which is composed of direct material costs (99,000 units * $19 per unit =
$1,881,000) and conversion costs allocated (99,000 units * $12 per unit = $1,188,000).
This is the same Cost of Goods Sold calculated under sequential tracking as described in
Example 1.

Trigger | Backflush costing Traditional costing( Sequential Tracking )
points
Stage A :- Record purchase of direct materials and incurring of conversion costs :-
1.Entry | Materials & In-process inventory | 1,950,000 | Materials inventory 1,950,000
(Al) :- AlP 1,950,000 A/lP 1,950,000
Record DM purchased Record DM purchased
Conversion costs control 1,260,000 | Conversion costs control 1,260,000
2.Entry Various accounts 1,260,000 Various accounts 1,260,000
(A2) :- Record conversion costs incurred Record conversion costs
incurred
Stage B :- Recording begin production resulting in work in process :-
1.Entry | No Entry recorded WIP Inventory control 3,100,000
(B1) : Materials Inventory control | 1,900,000
Conversion costs Applied 1,200,000
Record production resulting
in work in process
Stage C :- Record cost of goods sold of finished units completed :
Entry (| No entry recorded Finished goods Control 3,100,000
Cl) WIP Control 3,100,000
Stage D :- Record cost of finished goods
Entry (| Cost of goods sold 3,069,000 | Cost of goods sold 3,069,000
D1) Materials & In-process 1,881,000 Finished goods control 3,069,000
inventory Record cost of finished
Conversion cost Applied 1,188,000  |goods sold
Entry Record cost of finished goods Conversion costs Applied 1,200,000
(D2) sold Cost of goods sold 60,000
Conversion costs Applied 1,188,000 Conversion costs Control
Cost of goods sold 72,000 Record under -applied or 1,260,000
Conversion costs Control over-applied conversion costs
Record under -applied or | 1,260,000
over-applied conversion costs
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Example 1 On JIT & Backflush Costing System

The Baghdad Corporation manufactures electrical meters. For August, there were no beginning
inventories of direct materials and no beginning or ending work in process. It uses a JIT production
system and backflush costing with three triggerpoints method for making entries in the accounting
system:

Stage A - Purchase of direct materials and incurring of conversion costs
Stage C - Completion of good finished units of product
Stage D -Sale of finished goods

Baghdad’s August standard cost per meter is:-
direct material, $26, and conversion cost,$19.
Baghdad has no direct materials variances. The following actual data apply to August
manufacturing:-

Direct materials purchased $ 546,000
Conversion costs incurred $ 399,000

NO. of finished units manufactured 20,000
NO. of finished units sold 19,000

Require

1.Prepare summary journal entries for August (with disposing of under- or overallocated conversion
costs in cost of goods sold). Assume no direct materials variances.

2.Post the entries in requirement 1 to T-accounts for Materials and In-Process Inventory Control,
Finished Goods Control, Conversion Costs Control, ConversionCosts Allocated, and Cost of Goods

Conversion costs control
199,000
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Sold.

Solution 1-
Stage A :-
(A1) Record purchases of direct  Materials and In-Process Inventory Control 546,000
naterials Accounts Payable Control 546,000
(A 2)Record conversion costs Conversion Costs Control 399,000
ncurred Various Accounts 399,000
Stage (C) :- Finished Goods Control # 900,000
(C)  Record cost of good M&IP Inventory Control 2
inished units completed 20,000

Conversion Costs Applied 2
380,000

Stage (D) :- Cost of Goods Sold ° 855,000
(D1) -Record cost of finished ‘inished Goods Control 855,000
goods sold
(D2) — Record under-applied of Conversion costs applied 380,000
onversion costs Costs of goods sold 19,000




220,000 x ($26 + $19) = $900,000; or
20,000 x $26 = $520,000;
20,000 x $19 = $380,000

19,000 x ($26 + $19) = $855,000

2-

Materials and In-Process

Inventory Control Finished Goods Control Cost of Goods Sold
(a) 546.000 | (¢) 520.000 (c) 900,000 (d) 855,000 ———»(d) 855,000
Direct 1< 546000 g Bal. 45.000
Materials 546000 646 000 /a —
Bal. 26,000 900.000 / 900,000
Bal. 45,000

Conversion Costs Allocated Conversion Costs Control

- (<) (b)
Conversion 380,000 399,000
Costs ’ ‘

Example 2 On JIT & Backflush Costing System
Assume the same facts as in EX.1 except now there are only two trigger points:
Stage A - Purchase of direct materials.

Stage D - sale of finished goods

Require

1. Prepare summary journal entries for August, including the disposition of under- orover allocated

conversion costs. Assume no direct materials variances.

2. Post the entries in requirement 1 to T-accounts for Inventory Control, ConversionCosts Control,

Conversion Costs Allocated, and Cost of Goods Sold.
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Solution

1-
Stage A :-
(Al)Record purchases of direct Materials Inventory Control 546,000
naterials Accounts Payable 546,000
(A2) Record conversion costs Conversion Costs Control 399,000

ncurred

Various accounts

(such as Wages Payable Control) 399,000

Stage C :-
(c)Record cost of finished units No entry

completed
Stage D :
(D1) Record cost of finished goods |Cost of Goods Sold ® 855,000

sold Inventory Control 494,000

Conversion Costs Applied 2 361,000
(D2) Record under- Conversion Costs Allocated 361,000
or over-allocated conversion costs Cost of Goods Sold 38,000
Conversion Costs Control 399,000

219,000 x ($26 + $19) = $855,000;

19,000 x $26 = $494,000;

19,000 x $19 = $361,000

Inventory Control

(a) 546.000 | (d) 494,000
Direct S al. 22.000
Materials 546.000 / 546,000

Bal. 22,000

Conversion Costs Allocated

(e) 361,000 l (d) 361,000
Conversion

Costs ‘
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Cost of Goods Sold

(d) 855,000
(e) 38,000

Conversion Costs Control

(b) 399,000 | (e) 399,000




Exercises :-

EXERCISE ( 1) :-
Ahmmad Company uses a backflush costing system with three trigger points:

u Purchase of direct materials
u Completion of good finished units of product
u Sale of finished goods

There are no beginning inventories. Information for April 2023 is as follows:

Direct materials purchased $880,000
Direct materials used $850,000
Conversion costs incurred $422,000

The company produces 100,000 unit of it product and sells 99,000 units.
Standard costs card per unit show that standard direct materials was$ 8.50,and standard
conversion cost per unit was $ 4.5

Required - Prepare journal entries for April (without disposing of underallocated or overallo-
cated conversion costs). Assume there are no direct materials variances.

EXERCISE ( 2) :-

Al - Waled Corporation assembles handheld computers that have scaled-down capabilities of
laptop computers. Each handheld computer takes six hours to assemble. Road Warrior uses a
JIT production system and a backflush costing system with three trigger points:

m Purchase of direct materials and incurring of conversion costs
m Completion of good finished units of product
m Sale of finished goods

There are no beginning inventories of materials or finished goods and no beginning or ending
work-in- process inventories. The following data are for August 2011:

Direct materials purchased $2,754,000  Conversion costs incurred  $723,600

Direct materials used $2,733,600  Conversion costs allocated  $750,400
AL-waled records direct materials purchased and conversion costs incurred at actual costs. It has
no direct materials variances. When finished goods are sold, the backflush costing system
“pulls through” standard direct material cost ($102 per unit) and standard conversion cost ($28 per
unit).
Al-waled produced 26,800 finished units in August 2023 and sold 26,400 units. The actual direct
material cost per unit in August 2023 was $102, and the actual conversion cost per unit was $27.
Required :-
1.Prepare summary journal entries for August 2011 (without disposing of under- or over-allocated
conversion costs).
2.Post the entries in requirement 1 to T-accounts for applicable Materials and In-Process
Inventory Control, Finished Goods Control, Conversion Costs Control, Conversion Costs
Allocated, and Cost of Goods Sold.
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EXERCISE ( 3) -

(Backflush costing two trigger points, materials purchase and sale (continuation of Exercise 2 ).
Assume the same facts as in Exercise (2), except that Al-waled now uses a backflush costing system
with the following two trigger points:

m Purchase of direct materials and incurring of conversion costs

= Sale of finished goods
The Inventory Control account will include direct materials purchased but not yet in production,
materials in work in process, and materials in finished goods but not sold. No conversion costs
are inventoried. Any under- or overallocated conversion costs are written off monthly to Cost of
Goods Sold.

Required :-

1.Prepare summary journal entries for August, including the disposition of under- or overallocated

con- version costs.

2.Post the entries in requirement 1 to T-accounts for Inventory Control, Conversion Costs

Control, Conversion Costs Allocated, and Cost of Goods Sold.

EXERCISE ( 4) :-

Grand Devices Corporation assembles handheld computers that have scaled-down capabilities
of laptop computers. Grand Devices uses a JIT production system and a backflush costing
system with three trigger points:

e Purchase of direct materials

e Completion of good finished units of product.

e Sale of finished goods.
There are no beginning inventories of materials or finished goods and no beginning or ending
work-in-process inventories. The following data are for August 2023:

Direct materials purchased $ 3,000,000
Direct materials used $ 2,960,000
Conversion costs incurred $ 2,100,000

standard direct materials cost ($148 per unit) and standard conversion cost ($100per unit). Grand
Devices produced 20,000 finished units in August 2023 and sold 19,500 units.

1. Prepare summary journal entries for August 2023 (without disposing of under- or
overallocated conversion costs).

2. Post the entries in requirement 1 to T-accounts for applicable Materials and In-Process
Inventory Control, Finished Goods Control, Conversion Costs Control, Conversion Costs
Allocated, and Cost of Goods Sold.
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EXERCISE ( 5)

Backflush costing, two trigger points, materials purchase and sale (continuation of exercise 4).
. Assume the same facts as in Exercise 4 , except that Grand Devices now uses a backflush costing
system with the following two trigger points for making entries in the accounting system:

e Purchase of direct materials

e Sale of finished goods
The Inventory Control account will include direct materials purchased but not yet in production,
materials in work in process, and materials in finished goods but not sold. No conversion costs are
inventoried. Any under- or overallocated conversion costs are written off monthly to Cost of Goods
Sold.
Required :-Prepare summary journal entries for August 2023 (without disposing of under- or
overallocated conversion costs).

EXERCISE ( 6)

Backflush costing and JIT production.

The Acton Corporation manufactures electrical meters. For August, there were no beginning
inventories of direct materials and no beginning or ending work in process. Acton uses a JIT
production system and backflush costing with three trigger points for making entries in the
accounting system:

e Purchase of direct materials
e Completion of good finished units of product
e Sale of finished goods

Acton‘s August standard cost per meter is direct materials, $24, and conversion cost, $18.
Acton has no direct materials variances. The following data apply to August manufacturing:

Direct materials purchased ‘$540,000 Number of finished units produced ‘ 19,000 ‘
Conversion costs incurred ‘$425,000‘ Number of finished units sold ‘ 18,000 ‘
Required

1. Prepare summary journal entries for August (without disposing of under- or overallocated
conversion costs). Acton has no direct materials variances.

2. Post the entries in requirement 1 to T-accounts for Materials and In-Process Inventory Control,
Finished Goods Control, Conversion Costs Control, Conversion Costs Allocated, and Cost of
Goods Sold.
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EXERCISE ( 7)

Backflush, Two Trigger Points, Materials Purchase And Sale (continuation of EX. 6 ). Assume
the same facts for Acton Corporation as in Problem P 5.24 , except that now assume Acton uses
a JIT production system and backflush costing with two trigger points for making entries in the
accounting system:

e Purchase of direct materials

e Sale of finished goods.
The inventory account is confined solely to direct materials, whether these materials are in a
storeroom, in work in process, or in finished goods. No conversion costs are inventoried. They are
allocated to the units sold at standard costs. Any under- or overallocated conversion costs are
written off monthly to Cost of Goods Sold.
Required
1.Prepare summary journal entries for August (without disposing of under- or overallocated
conversion costs). Acton has no direct materials variances.
2.Post the entries in requirement 1 to T-accounts for Materials and In-Process Inventory Control,
Finished Goods Control, Conversion Costs Control, Conversion Costs Allocated, and Cost of
Goods Sold.
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