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COST OF GOODS MANUFACTURED
In  your earlier course you have already  dealt with providing information to managers for use in their decision making.  For this  you  found the distinction between fixed and variable costs crucial in determining what information was relevant.

Now, we  try to  identify  how some of the information used for decision making is (a)  generated by the costing system of the firm and  (b) with providing information on costs of production to the financial accountant so that she/he can:

* ....................................................................................

* ....................................................................................

How do we calculate Cost of Goods Sold for a Manufacturing Firm?
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Consider the diagram in terms of:

- the flow of physical units (materials, labor, machine usage, etc.)

- the flow of costs
Look at each inventory in turn in terms of flow of physical units for a period:

Example:

100 pairs of gumboots in opening inventory of finished goods;

300 pairs completed production during the period;

50 pairs remain in finished goods inventory at the end of the period;

How many units were sold (i.e. left in the finished good inventory) during the year?

..............................................................

Same relationships holds for each of the inventories.

Similarly, if we measure units in terms of their cost then we get a similar relationship for their costs:

Example:

$500 worth of raw materials opening inventory;

$2000 worth of purchases during the period;

$2200 worth of raw materials used up during the period;

What was the value of raw materials closing inventory?

..............................................................

In general, we can say that the relationship of cost flows for raw materials inventory is:

for Work in Process Inventory:

for Finished goods Inventory:

Note:

(1)
What is the difference between:

-the costs of manufacturing

-the cost of goods manufactured, and

-the cost of goods sold?

(2)
COGS (and COGM) do not include any selling and administration (i.e. period)  osts.

Again, how do we calculate the COGS?

In order to calculate the COGS, we need to know the COGM.

In order to calculate the COGM, we need to know the costs of manufacturing including the cost of Raw materials used.

Therefore, calculate:

1.

2.

3.

Example:                                          FOR YEAR 20_2        

Work in process. Dec. 31, 19 2

 2,000
Selling & administrative expense (total)
$70,000

Finished goods. Dec. 31, 19 1

40,000
Direct materials purchased

80,000

Accounts receivable. Dec. 31, 19 2

30,000
Direct labor



70,000

Accounts payable. Dec. 31, 19 1

40,000
Factory supplies


6,000

Direct materials. Dec. 31, 19 1

30,000

Property taxes on factory

1,000

Work in process. Dec. 31, 19 1

10,000

Factory utilities



5,000

Direct materials. Dec. 31, 19 2

5,000

Indirect labor



20,000

Finished goods. Dec. 31, 19 2

12,000

Depreciation-plant and equipment

21,000

Accounts payable. Dec. 31, 19 2

20,000

Sales




350,000

Accounts receivables. Dec. 31, 19 1
50,000

Miscellaneous factory overhead

10,000


Statement of Cost of Goods Manufactured and Sold
Finished Good Opening Inventory

WIP Opening Inventory

Cost of R/M Opening Inventory

Cost of R/M purchased

Cost of R/M available for use

Cost of R/M Closing Inventory

Cost of R/M used

Wages and Salaries etc.

Factory Overhead

Costs of Inputs put into process

WIP Closing Inventory

COST OF GOODS MANUFACTURED (COGM)

Cost of Goods available for sale

Finished Goods Closing Inventory

COST OF GOODS SOLD (COGS)

Thus production (manufacturing) costs are covered in the cost of goods sold.  Where do the period costs appear in a G.A.A.P. income statement?

We will be concerned with product costs.  Different product costing systems exist.

