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Some things we already know:


Material Used = Beg. RM + Mtrl. Purchased – Ending RM



Indirect Material = Material Used – Direct Material


COGM = Beg. WIP + Production Costs – Ending WIP

Production Costs = Direct Material + Conversion Costs

Conversion Costs = Direct Labor + Overhead

Overhead includes indirect material and indirect labor


COGS = Beg FG + COGM – Ending FG


Direct Costs are those costs which can and are directly assigned to cost targets


Indirect costs are all other production costs and must be allocated to cost targets

Process Costing – Think Fluid and Think Buckets

If 
A =10



With no beginning or ending inventory
B = 20 




A = Material used in production
     and C = A+B 



B = Conversion Cost
C = Cost of Goods Manufactured
then C must = 30

Eventually, the cost of the output must equal the cost of inputs

Process Costing captures input costs (material and conversion costs) and allocates such costs to units completed and equivalent units still in production.
WIP Inventory presents special problems for process costing.

Equivalent units = total expected units X estimated percentage completion




5,000

   X          50%






2,500 equivalent units

Because material is normally input at the beginning of a process, we will often need to compute equivalent units as to material separate from equivalent units as to conversion costs.
Making 2 quarts of Demi-glace

Process 1 – make 7 quarts of beef stock

Beef bones, 14 quarts of water


Ingredients
$12.00

Bring to boil, reduce to simmer


Labor

  20.00

Simmer until reduced by half (6-8 hours)

Overhead
  10.00








Total Cost
$42.00 / 7









Per quart
$  6.00
Process 2 - make 2 quarts of espagnole sauce

4 quarts of beef stock, mirepoix, roux and herbs
Ingredients:

prepare mirepoix of browned vegetables

    Stock
$24.00


carrots, onions, celery, butter


    Other
    8.00

make brown roux




Labor

  15.00


flour, ½ cup beef stock


Overhead
    5.00

Add remaining beef stock, mirepoix and herbs
Total Cost
$52.00 / 2

Simmer until reduced by half (3-4 hours)

Per quart
$26.00
Process 3 - making 2 quarts of Demi-glace


Ingredients:

2 quarts of espagnole sauce



   espagnole
$  52.00

3 quarts of beef stock




   stock

    18.00

½ quart dry red wine




   red wine
    25.00

½ quart crème sherry




   sherry
    25.00


Combine all ingredients, 


Labor

    20.00
bring to boil, reduce to simmer

Overhead
    10.00
simmer until reduced by


Total Costs 
$150.00 / 2

   two thirds (6-8 hours)


Per quart
$  75.00




Process 1
Process 2
Process 3
Total

Beginning Balance

$   0.00
$  0.00

$    0.00 
$    0.00

Costs transferred in

     0.00
  24.00

    70.00

Costs added


   42.00
  28.00

    80.00
  150.00
Total Costs


   42.00
  52.00

  150.00
  150.00
Remaining


  (  0.00)
 (  0.00)
    ( 0.00)
  (   0.00)
Output Costs


$ 42.00
$52.00

$150.00
$150.00




             24
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Total Ingredients
$  70.00

Note: mixing all $70 of ingredients
Total Labor

    55.00

together in 1 step and reducing it until
Total Overhead
    25.00

we are left with 2 quarts of liquid would
Total Cost

$150.00

save roughly 1/3 of the total cost.  But we






would not have Demi-glace.
