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Cost Allocation: Joint Products and Byproducts
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Tow approaches are used to allocate joint cost
4S yifall CadlSsll auadd 8 Leglleatinl o4 MAa
Approach 1

Allocate joint costs using market- data x . three method

1- Sales value at split off method Jladi¥) ddasi die Zpapll dad 45, Hha
2- Net realized value method (N R V) (38l AL dal) daadll Ala 44 5l
3- Constant gross-margin percentage N R V method ALlal) Al dla Ay Hha

=l Jane (e A0 A (bl e (g8asll
Approach 2

Allocate joint cost using physical method such as weigh, quantity (physical units) or
volume the joint products

aaa o) (Apalall clas gl ) Al | 058 e ) Apalal) il Jleaiwly 4853 Sl CalSall jaraads
aS yiiall Cilatial)

Example 1:

Farmers’ Dairy purchases raw milk from individual farms and processes it until the
split off point, when two products—cream and liquid skim—emerge. These two
products are sold to an independent company, which markets and distributes them
to supermarkets and other retail outlets. In May 2012, Farmers’ Dairy processes
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skim. Summary data follow:

110,000 gallons of raw milk. During processing, 10,000 gallons are lost due to
evaporation and spillage, yielding 25,000 gallons of cream and 75,000 gallons of liquid

Joint Costs
Joint costs (costs of 110,000 gallons raw milk $400 000
and processing to split off point)

Cream Liquid Skim

Beginning inventory (gallons) 0 0
Production (gallons) 25000 75 000
Sales (gallons) 20 000 30 000
Ending inventory (gallons) 5000 45 000
Selling price per gallon S8 S4

<— Joint Costs $400,000—"

Raw Milk

110.000 gallons

v

Processing

Split off Point

Cream25,000
gallons

Liquid Skim
75,000 gallons

1- Allocation of Joint Costs Using Sales Value at Split off Method

Product Selling Sales o Joint Cost per
product _ . weighting )
unit Price Value Cost Unit
Cream 25000 $8 200 000 40% 160 000 6.4
Liquid
Skim 75 000 S4 300 000 60% 240 000 3.2
total 500 000 100% 400 000
Cream Liquid Skim | Total
Revenues (20,000 gallons x $8 per gallon; 160 000 120 000 280 000
30,000 gallons x S4 per gallon)
Cost of goods sold (joint costs) 160 000 240000 400 000
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Deduct ending inventory (5,000 gallons x (32 000)

$6.40 per gallon; 45,000 gallons x $3.20

per gallon)

(144 000)

(176
000)

Cost of goods sold (joint

costs) 128 000

96 000

224 000

Gross margin

32 000

24 000

56 00

2- Allocation of Joint Costs Using Net Realizable Value Method

Example 2:

(8l ALY daddl) la 45, 40

Assume the same data as in Example 1 except that both cream and liquid skim can be

processed further:

e Cream = Buttercream: 25,000 gallons of cream are further processed to yield

20,000 gallons of buttercream at additional processing costs of $280,000.

Buttercream, which sells for $25 per gallon, is used in the manufacture of

butter-based products.

e Liquid Skim — Condensed Milk: 75,000 gallons of liquid skim are further
processed to yield 50,000 gallons of condensed milk at additional processing
costs of $520,000. Condensed milk sells for $22 per gallon.

e Sales during May 2012 are 12,000 gallons of buttercream and 45,000 gallons

of condensed milk.

Joint Costs $400,000

Raw

Milk Processing
110,000

gallons

<«—— Separable Costs

v

Cream
25,000

llons
/ &

Further
Processing

.

Split

Point

Beginning inventory (gallons) 0 0

Liquid

Skim
75,000 Hqui
gallons .

9 / Skim

off

Further Processing

$520,000

-

Buttercrea

m
2N NNN

Condensed
Milk
50,000
eallons

0
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&

& Product gallons 25000 | 75000 20 000 50 000

) | Sales gallons 12 000 45 000

Q Ending inv. 0 0 8 000 5000

g Ending inventory (gallons) 8 4 25 22

&

g Prod. | Prod. | Selling | Sales Futher | NRV | Weighting | Join cost | Cost
Unit Price | Value cost allocated | per

&

& unit

& Butt. | 20000 | 25 500000 | 280000 | 220000 | 0.275 110000 |19.5

& Cond. | 50000 | 22 1100000 | 520000 | 580000 | 0.725 290000 |16.2

g total 1600000 800000 | 100% 400000

&

g Income Statement

& Butte. Conden. | total

? Revenues (12,000 gallons x $25 per gallon; 300000 | 990000 | 1290000

g 45,000 gallons x 22 per gallon)

) Cost of goods sold

) | Joint costs (0.275 x $400,000; 0.725 x 110000 | 290000 | 400000

) | $400,000)

? Separable costs 280 000 | 520000 | 800 000

g Production costs 390000 | 810000 | 1200000

) Deduct ending inventory (8,000 gallons x (156 (81 000) | (237 000)

& $19.50 per gallon; 5,000 gallons x $16.20 per | 000)

&) |gallon)

& Cost of goods sold 234000 | 729000 |963 000

g Gross margin 66 000 261 000 | 327 000

&

&

&

? 3- Physical-Measure Method 3l (bl 48 5l

&

& Product Production Weighting Join cost Cost per unit

& unit

? Cream 25000 0.25 100 000 4

, 5

&
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Liquid 75 000 0.75 300 000 4
100 000 100% 400 000
Income Statement

Cream | Liquid total
Revenues (20,000 gallons x $8 per gallon; 160 000 | 120 000 | 280000
30,000 gallons x $4 per gallon)
Production costs (0.25 x $400,000; 0.75 x 100 000 | 300 000 | 400000
$400,000)
Deduct ending inventory (5,000 gallons x $4 per | (20 000) | (180 (200000)
gallon; 45,000 gallons x $4 per gallon) 000)
Cost of goods sold (joint costs) 80000 |120000 | 200000

80000 |O 80 000
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