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Backflush costing
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Example 1: The three trigger points

for journal entries are Purchase of direct materials and incurring of conversion costs
(Stage A), Completion of good fin- is had units of product (Stage C), and Sale of finished
goods (Stage D).
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Note that there is no journal entry for Production resulting in work in process (Stage B)
because JIT production has minimal work in process. 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
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Backflush Costing

Stage A: Record Purchase of Direct Materials and Incurring of Conversion Costs
1- Record Direct Materials Purchased
Entry (A1)
Materials and In-Process Inventory Control 1 950 000
Accounts Payable Control 1 950 000
Juaidl Cos Ol gall 4Bl e 1oy
oSl SLluadl 48l e I
2- Record Conversion Costs Incurred.
Entry (A2)
Conversion Costs Control Various accounts (such as Wages) 1 260 000
Payable (Control) 1 260 000
bsxl CAJEIN 4381 o e
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Stage B: Record Production Resulting in Work in Process.
Entry (B1) No Entry Recorded Jxaidl cod YL Ul hmud @2 Y

Stage C: Record Cost of Good Finished Units Completed.

Entry (C1)
Finished Goods Control (12+19*10000UNIT) 3100000
Materials and In-Process Inventory Control 1 900 000
Conversion Costs Allocated 1200 000
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Stage D: Record Cost of Finished Goods Sold (and Under- or Overallocated Conversion Costs).
1. Record Cost of Finished Goods Sold.
Entry (D1)
Cost of Goods Sold  § kel U3l 42 3069 000
Finished Goods Control Wl z WYl 431 3069 000
2. Record Under allocated or Overallocated Conversion Costs.
Entry (D2)
Conversion Costs dansne Jgd LI 1200000
Cost of Goods Sold g kel Z Y dakS 60 000
Conversion Costs Control sl (aJ&G 481 o 1260000
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Materials and In-Process Inventory Control Finished Goods Control

(A1) 1,950,000 (C1) 1,900,000 (C1) 3,100,000 (D1) 3,069,000

Bal. 50,000 Bal. 31,000
Conversion Costs Allocated Cost of Goods Sold
(D2) 1,200,000 (C1) 1,200,00 (D1) 3,069,000
(D2) 60,000
Conversion Costs Control

(A2) 1,260,000 (D2) 1,260,000 3,129,000

Example 2: The two trigger points

Are Purchase of direct materials and incur-ring of conversion costs (Stage A) and Sale of
finished goods (Stage D).

This example uses the SVC data to illustrate a backflush costing that differs more from
sequential tracking than the backflush costing in Example 1. This example and Example 1
have the same first trigger point, purchase of direct materials and incurring of conversion
costs. But the second trigger point in Example 2 is the sale, not the completion, of finished
goods. Note that in this example, there is no journal entry for Production resulting in work
in progress (Stage B) and Completion of good finished units of product (Stage C) because
there are minimal work in process and finished goods inventories.
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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* $S12 per unit
$1,188,000). This is the same Cost of Goods Sold calculated under sequential tracking as

described in Example 1.

&' (19 * 99 000) 5_rdeall 3l goll RIS JoiiS (319 (31 * 99 000) 3 069 000 ¢ kol z LY AALS ks
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ddadll gl Cad8S ore AN O) WS 1 Jladl (3 Og35all daaseall Jgoatdl Lol Ll Yoo 12
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Stage A: Record Purchase of Direct Materials and Incurring of Conversion Costs
1. 1- Record Direct Materials Purchased
Entry (A1)
Materials and In-Process Inventory Control 1950000
Accounts Payable Control 1 950 000
Juaad)l o o gall A8 e 1 oye
Sl Ll 431 e
2- Record Conversion Costs Incurred.
Entry (A2)
Conversion Costs Control Various accounts (such as Wages) 1 260 000
Payable (Control) 1 260 000
Jromll IS A3 6 (e
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Stage B: Record Production Resulting in Work in Process.
Entry (B1) No Entry Recorded Juidl o WYL ud Lowud g2 Y

Stage C: Record Cost of Good Finished Units Completed.
Entry (C1)

Stage D: Record Cost of Finished Goods Sold (and Under- or Overallocated Conversion Costs).
1. Record Cost of Finished Goods Sold.
Entry (D1)
Cost of Goods Sold ¢ kell Z LS 428 3 069 000
Inventory Control 1881 000
Conversion Costs Allocated 1188 000
2. Record Under allocated or Overallocated Conversion Costs.
Entry (D2)
Conversion Costs diasass Jog=d LS 1188 000
Cost of Goods Sold £ lall ZSYI 4285 72 000
Conversion Costs Control s>l CaJEG 43l 1 260 000

Inventory Control

(A1) 1,950,000 (D1) 1,881,000

Bal. 69,000
Conversion Costs Allocated Cost of Goods Sold

(D2) 1,188,000 (D1) 1,188,00 (D1) 3,069,000

(D2) 72,000

Conversion Costs Control
(A2) 1,260,000 (D2) 1,260,000 3,141,000
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Example 3: The two trigger points

Note that at the end of April, $50,000 of direct materials purchased have not yet been
placed into production($1,950,000- $1,900,000= $50,000), nor have the cost of those
direct materials been entered into the inventory-costing system. The Example 3 version
of backflush costing is suitable for a JIT production system in which both direct materials
inventory and work-in-process inventory are 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.
This is the same Cost of Goods sold calculated under sequential tracking. Finished Goods
Control has a balance of $31,000 under both this form of backflush costing and sequential
tracking. The journal entry to dispose of the difference between actual conversion costs
incurred and standard conversion costs allocated is the same under backflush costing and
sequential tracking. The only difference between this form of backflush costing and
sequential tracking is that direct materials inventory of $50,000 (and the corresponding
Accounts Payable Control) is not recorded, which is no problem if direct materials
inventories are minimal. Exhibit 20-9, Panel B, provides a general-ledger overview of
Example 3

Example 3
50 000 Aoy 3l ge dxd gl Dlgs die g el Dl (§ 1950 000 hoy Ol adeall 8 daall 3l gall O S
QLS wuos pllas (3 8 Aol O goll el 4485 OIS e @J3 1 900 000 — 1 950 000 WY J=u5 o)
oo S G Janall de gall (§ Z Y1 el CawliS Lielad § A1 i (pe JS2JI 9 8 j90all 02 9 O 9 55e0]!
Oes I8 8L Juaid 2l Co Y 09 Pee g b Adaall Ol gall O 9550

Stage A: Record Purchase of Direct Materials and Incurring of Conversion Costs
1. 1- Record Direct Materials Purchased

Entry (A1) NO entry

2- Record Conversion Costs Incurred.

Entry (A2)

Conversion Costs Control Various accounts (such as Wages) 1 260 000
Payable (Control) 1 260 000
bl B A3 0 ye
D9y Jie dalises 3510 Oblue I
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Stage B: Record Production Resulting in Work in Process.
Entry (B1) No Entry Recorded Juiadl cod Yl 48 Loeud o2 Y

Stage C: Record Cost of Good Finished Units Completed.

Entry (C1)
Finished Goods Control (12+19*10000UNIT) 3 100 000
Accounts payable control 1900000
Conversion Costs Allocated 1200 000

Jaadl e ol gall ddl p \ > I
Lasasall Jogoadll JES \>

Stage D: Record Cost of Finished Goods Sold (and Under- or Overallocated Conversion Costs).
1. Record Cost of Finished Goods Sold.
Entry (D1)
Cost of Goods Sold  § kell Z Y 42K 3 069 000
Finished Goods Control Wl zY 48 3069 000
2. Record Under allocated or Overallocated Conversion Costs.
Entry (D2)
Conversion Costs danasae Jo925 IS 1200 000
Cost of Goods Sold g ladl Z LS 425 60 000
Conversion Costs Control (gl CadiS 4381 1260 000
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Materials and In-Process Inventory Control

Finished Goods Control

(A1) 1,950,000 (C1) 1,900,000 (C1) 3,100,000 (D1) 3,069,000
Bal. 50,000 Bal. 31,000
Conversion Costs Allocated Cost of Goods Sold
(D2) 1,200,000 (C1) 1,200,00 (D1) 3,069,000
(D2) 60,000
Conversion Costs Control
(A2) 1,260,000 (D2) 1,260,000 3,129,000
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