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Business Administration Discipline



LECTURE 13: 
Manufacturing Accounts
CONTENT

· Prime Cost and Cost of Goods Manufactured
· Preparation of Manufacturing Accounts 
LEARNING OBJECTIVES

After this lecture, you should be able to:

· Calculate prime cost and production cost of goods manufactured
· Prepare manufacturing accounts, and appropriate trading and profit and loss accounts
· Adjust the manufacturing account in respect of work in progress
READING REFERENCE

Business Accounting 1 － HK Edition -  F. Wood & Yau, Chapter 35

LECTURE 13:
Manufacturing Accounts
	A.
	Manufacturing: Not Retailing

	
	1.
	For businesses which are manufacturers, a Manufacturing Account is prepared in addition to the Trading and Profit and Loss Accounts.

	
	2.
	The Manufacturing Account is used to calculate and show the cost of manufacturing the goods.

	
	3.
	The figure it produces, known as the production cost, is then transferred to the Trading Account. 

	
	

	B.
	Division of Costs

	
	In a manufacturing business, the costs are divided into different types:

	
	Direct materials

Direct labour

Prime cost

Direct expenses



 Production cost


Plus

Indirect manufacturing costs/overheads



Plus





                      Total cost
Administrative, Selling and distribution expenses

Financial charges   






	C.
	Direct Costs and Indirect Costs

	
	1.
	Direct costs are those costs which can be traced directly to the finished products manufactured.

	
	2.
	Direct costs include direct materials, direct labour, and direct expenses.

	
	3.
	The total of direct costs is known as prime cost.

	
	4.
	If a cost cannot easily be traced to the item manufactured, then it is an indirect cost which will be included as indirect manufacturing costs.  This is also known as factory overhead expenses.

	
	5.
	Prime cost + Indirect Manufacturing costs = Production cost


	D.
	Indirect Manufacturing Costs - Examples

	
	
	· Factory rent and rates, electricity, insurance

· Depreciation of machinery and plant

· Salaries of cleaners, factory security, crane drivers 



	E.
	Administration Expenses - Examples

	
	
	· Salaries for administrative staff 

· Legal and accountancy charges

· Depreciation of office equipment 

	
	
	
	

	F.
	Selling and Distribution Expenses - Examples

	
	
	· Salaries and commission of sale staff

· Advertising and marketing expenses

· Carriage outwards fee

· Depreciation of delivery vans 

	
	
	

	G.
	Financial Charges - Examples

	
	
	· Bank charges, Interest on borrowing, Discount allowed to customers*

	
	
	
	



* Alternative grouping of Discounts Allowed under Selling and Distribution Expenses.

	H.
	Format of Financial Statements

	
	1.
	Manufacturing account part

	
	
	Manufacturing Account for the year ended DDMMYY

	
	
	
	$
	$

	
	
	Opening stock of raw materials
	
	XXX

	
	
	Add: Purchases
	
	XXX

	
	
	         Carriage on Purchases
	
	      X

	
	
	
	
	XXX

	
	
	Less: Closing stock of raw materials
	
	(XX)

	
	
	Cost of raw materials consumed
	
	DM

	
	
	Direct labour
	
	

	
	
	Manufacturing wages
	DL
	

	
	
	Direct expenses
	
	

	
	
	
Royalties
	   DE
	XXX

	
	
	Prime cost
	
	PmC

	
	
	Indirect manufacturing costs
	
	

	
	
	
Indirect wages
	XXX
	

	
	
	
Rent - Factory
	XXX
	IMC

	
	
	
	
	XXX

	
	
	Add: Opening work in progress
	
	XXX

	
	
	
	
	XXX

	
	
	Less: Closing work in progress
	
	(XX)

	
	
	Production cost of goods completed
	
	PC

	
	
	
	
	

	
	2.
	Trading account part

	
	
	Trading Account for the year ended DDMMYY

	
	
	
	$
	$

	
	
	Sales
	
	XXX

	
	
	Less Production cost of goods sold:
	
	

	
	
	
Opening stock of finished goods


(A)
	XXX
	

	
	
	
Add: Production cost of goods completed 
	PC
	

	
	
	
	XXX
	

	
	
	
Less: Closing stock of finished goods

(B)
	(XX)
	(XX)

	
	
	Gross profit
	
	XXX

	
	
	
	
	

	
	
	(A) = Production cost of goods unsold in previous period.
	
	

	
	
	(B) = Production cost of goods unsold at the end of the period.
	
	

	
	
	
	
	

	
	3.
	Profit and Loss account part

	
	
	It includes:


Gross profit calculated from the Trading account

less:


Administration expenses



Selling and distribution expenses



Financial charges

 to calculate the net profit (loss)


	I.
	Worked Example of a Manufacturing Account

Illustrative Example: Frank Wood 35.9 (Page 497)

	
	
	

	J.
	Work in Progress/Work in Process

	
	1. 1. 
Production cost of completed items is transferred to the Trading Account.

2. 2. 
Not yet completed items, known as the Work in Progress, cannot be sold and 
therefore should not appear in Trading Account.
3. 
Illustrative Example: Frank Wood 35.11 (Page 499).

	
	
	

	K.
	Apportionment of Expenses

	
	1.
In some cases, expenses have to be split between indirect manufacturing costs, 
administration expenses, etc.

2.
Example: Rental expense may be apportioned based on floor area when an area 
is used partly as factory and partly as an office. 

	
	

	L.
	A Complete Example

Illustrative Example: Frank Wood 35.13 (Page 501).

	
	

	M.
	Market Value of Goods Manufactured

	
	

	
	
	Prime cost
	
	PmC

	
	
	Indirect manufacturing costs
	
	IMC

	
	
	
	
	XXX

	
	
	Add: Opening work in progress
	
	XXX

	
	
	
	
	XXX

	
	
	Less: Closing work in progress
	
	(XX)

	
	
	Factory cost of goods produced
	
	XXX

	
	
	Manufacturing Profit
	
	MP

	
	
	Transfer price of finished goods produced c/d
	
	MV

	
	
	
	
	

	
	
	Sales
	
	XXXX

	
	
	Less: Cost of sales
	
	

	
	
	          (Opening FG + MV – Closing FG)
	
	(XX)

	
	
	Gross profit on trading
	
	XXX

	
	
	Manufacturing Profit
	
	MP

	
	
	Add  Other Income
	
	

	
	
	Discounts Received
	
	X

	
	
	
	
	XXX

	
	
	Less Expenses
	
	

	
	
	        Administrative expense
	XX
	

	
	
	       Selling expenses
	XX
	

	
	
	        Financial expenses
	X
	

	
	
	        Provision for unrealized profit (net increase on closing FG)
	X
	XXX

	
	
	Net profit
	
	XX

	
	
	
	
	

	
	Illustrative Example: Frank Wood 35.14 (Page 504).



	N.
	Review Questions

Frank Wood’s Exercises 35-4, 35-5, 35-8A
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