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systems provide timely unit product costs through the use of
perpetual inventory procedures and predetermined factory overhead
rates. To introduce the basic ideas of cost accounting system, we
present a simplified illustration to show the flow of product costs as
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Acquisition of Materials:Materials inventory account rather than
purchases account will be debited under a perpetual inventory
system. Both raw materials and factory supplies are included in the
iInventory account. Materials ledger cards for each type of material or
factory supply used make up the subsidiary record.] All figures are
assumedd DO O OOD0OO0OO0OO0OOOOODOOOOOOO
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00000 O10 Materials Inventory 1,000 Accounts Payable
10000 000000 1,000 00 00O 1,000 Recording Factory
Payroll: The total factory payroll includes both direct and indirect
abor. O U 0O0OU0O0OO0O0OODOOOOO0OOOOODOOO
[0 O 0O 0O 20 Factory Payroll 6,000 Factory Payroll Payable 6,000 [
000000 6000000000 6,000 Recording Other
Factory Costs as Overhead:Various items other than materials and



labor costs are charged to Factory Overhead account. 1 [ [ [ [J
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0000000 O30 Factory Overhead 800 Accumulated
Depreciation 200 Prepaid Insurance 150 Accrued Utilities Payable
100 Various Accounts 350 00 O OO 0O O O O 800 1 0O O O 200 O
D000 00dodoodono1oodndnn 350Atthis
point, all product costs have been accumulated into debit balances in
the Materials Inventory, Factory Payroll, and Factory Overhead
account. We are now ready to trace these costs through Work in
Process and Finished Goods to the Cost of Goods Sold account. [
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DO000000000000000 Recording Requisitions of
Raw Materials and Factory Supplies: This entry reflects the requisition
[1 evidenced by the material requisitions] of all materials to be used
in production. Raw materialsl] or direct materialsC] are charged
directly to the Work in Process account. Costs of factory supplies

1 or indirect materialsL] become part of factory overhead. [J [J [
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DO000000000 040 Work in Process 600 Factory
Overhead 200 Materials Inventory 800 L 4 [0 O 0 600 O O O [
200 J OO O O 800 Recording Distribution of Factory Payroll:Work
In Process is debited for the direct labor and Factory Overhead is
debited for the indirect labor. The total factory payroll is distributed,



leaving a zero balance in the Factory Payroll account. The division of
total factory payroll into direct and indirect labor is based on a
detailed analysis of the job description, wage rates and hours worked
of each employee [ evidenced by such documents as the time tickets
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[1 500 Work in Process 500 Factory overhead 100 Factory payroll
600 050000 5000000 1000 00O 0O 600 Recording
Application of Factory Overhead:Most firms do not apply the actual
amount of overhead incurred each period to the goods
manufactured during that period. Instead, overhead is applied at
average rates that reflect estimates of total annual production volume
and total overhead costs for the year. Predetermined overhead rates
are computed by estimating the coming years total factory overhead
cost and dividing it by an estimate of some unit of activity [J such as
direct labor hours, direct labor costs or factory machine hours O . [
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