BA4320  CHAPTER 18
SPOILAGE, REWORK, & SCRAP
CHAPTER OUTLINE
I. Accounting for spoilage

A. Role of spoilage in product cost determination

1. Change over time to less acceptable rate of defects

2. Focus on improving quality and reducing defects

3. Belief that highlighting and recording costs of defects as they occur help managers better determine what to do about defects and their costs

Distinguish among spoilage, rework, and scrap

B. Terminology

1. Spoilage: units of production that do not meet the standards required by customers for good units and that are discarded or sold for reduced prices (partially completed or fully completed units of output)

2. Reworked units: unacceptable units of production that are subsequently repaired and sold as acceptable finished goods

3. Scrap: material left over when making a product that has low sales value compared with the sales value of the main product

C. Different types of spoilage

1. Accounting for spoilage: determine the magnitude of spoilage costs

Describe the accounting procedures for normal and abnormal spoilage

2. Accounting for spoilage:  distinguish between the costs of normal and abnormal spoilage

a. Normal spoilage: spoilage as inherent in a particular production process and arises even under efficient operating conditions; expected spoilage

b. Abnormal spoilage: spoilage that should not arise under efficient operating conditions 

II.
Accounting for spoilage in costing systems

A. Process costing and spoilage

1. Accounting for units of normal spoilage [Exhibit 18-1]  

a. Inspection point: stage of production cycle at which products are examined to determine whether they are acceptable of unacceptable units—spoilage assumed to occur at the stage of completion where inspection takes place

b. Count all normal spoilage when computing outputs (physical or equivalent units)

c. Do not count spoilage when computing output in equivalent units

2. Illustration of accounting for spoilage in five-step procedure (units and costs accounted for detail spoilage) using approach of counting spoilage when computing output

Account for spoilage in process costing using the weighted-average method

a. Weighted-average method and spoilage [Exhibit 18-2]  

Account for spoilage in process costing using the first-in, first-out method

b. FIFO method and spoilage [Exhibit 18-3] 

Account for spoilage in process costing using the standard-costing method

c. Standard-costing method and spoilage—standard costs assigned to units completed, including units of normal spoilage and abnormal spoilage, and to ending work in process [Exhibit 18-4] 







3. Illustration of journal entries 

4. Inspection points and allocating costs of normal spoilage

a. Spoilage might occur at various stages of the production cycle, although typically detected only at one or more inspection points

b. Costs of spoiled units assumed to be all costs incurred by spoiled units prior to inspection point

c. Net cost of spoilage is difference between disposal value of spoiled units and costs of the spoiled goods accumulated to inspection point

d. Unit costs of normal and abnormal spoilage are same when two are detected at same inspection point

e. Costs of abnormal spoilage are separately accounted for as losses of the accounting period in which they are detected

f. Common approach: presume normal spoilage occurs at inspection point and allocate cost over all units that have passed that point

g. Appendix to chapter contains discussion and illustration of different inspection points and spoilage

h. Frequent and early inspections reduce amount of materials and conversion costs wasted on units already spoiled

B. Job costing and spoilage

Account for spoilage in job costing

1. Normal spoilage attributable to a specific job: job bears the cost of the spoilage reduced by current disposal value of that spoilage

2. Normal spoilage common to all jobs: cost of spoilage costed as manufacturing overhead

3. Abnormal spoilage: charged to an abnormal loss account

III. Rework: units of production that are inspected, determined to be unacceptable, repaired, and sold as acceptable finished goods

Account for rework in job costing

A. Normal rework attributable to a specific job—rework costs charged to that job

B. Normal rework common to all jobs—costs of rework charged to manufacturing overhead and spread, through allocation, over all jobs

C. Abnormal rework—charged to separate loss account

IV. Scrap (not recognized as normal or abnormal)

Account for scrap

A. Accounting for scrap

1. Planning and control, including physical tracking of scrap

2. Inventory costing, including when and how it affects operating income

B. Recognizing value of scrap in accounting records—help measure efficiency and help keep track of scrap to reduce chances of theft

1. At time of sale of scrap

a. Immaterial: memo of quantity and separate line item of other revenues

b. Material: sold quickly after produced

2. At time of production of scrap [Concepts in Action] 

a. Material but not sold quickly after produced—inventoried

b. Entries to inventory

CHAPTER QUIZ
1.
[CPA Adapted]
In manufacturing its products for the month of September 2003, El Dorado Corporation incurred normal spoilage of $7,000 and abnormal spoilage of $3,000.  How much spoilage cost should El Dorado charge as inventoriable for the month of September 2003?


a.   $0




b.   $3,000

c.   $7,000

d.   $10,000

2.
[CPA Adapted]  Spoilage from a manufacturing process was discovered during an inspection of work in process.  In a process-costing system, the cost of the spoilage would be added to the cost of the good units produced if the spoilage is




Normal

Abnormal

a.

    Yes

      Yes

b.

    Yes

      No

c.

     No

      No

d.
 
     No

      Yes

The following data apply to questions 3–5.

Watkins Company had the following production for the month of June:












 Units



Work in process, June 1



  6,000




Started during June




24,000




Completed and transferred to finished goods

18,000




Abnormal spoilage incurred



  3,000




Work in process, June 30



  9,000


Materials are added at the beginning of the process.  As to conversion cost, work in process was 20% complete at the beginning and 70% complete at the end of the month.  Spoilage is detected at the end of the process.

3.
[CPA Adapted] 
Using the weighted-average method, the equivalent units for June, with respect to conversion cost, were


a.   30,000.


 
b.   24,300.

c.   23,700.

d.   27,300.

4.
Assume the manufacturing cost of the spoiled goods is $6,000.  The journal entry to record the spoilage is


a.
Manufacturing Overhead Control


6,000




Work in Process




6,000


b.
Materials Control




6,000




Work in Process




6,000


c.
Loss from Abnormal Spoilage


6,000




Work in Process




6,000


d.
Finished Goods




6,000




Work in Process




6,000

5.
Using the first-in, first out (FIFO) method, the equivalent units for June, with respect to conversion cost, were


a.   26,100.


b.    23,100.

c.   22,500.

d.   19,500.

6.
Under process costing and job costing, the accounting treatment for the normal spoilage (assume related to normal factory operations) is




Process costing




Job costing




a.
Loss account is charged.



Loss account is charged.


b.
Upon transfer, spoilage costs are transferred

Loss account is charged.



along with other costs.


c.
Upon transfer, spoilage costs are transferred

Manufacturing overhead control is charged.



along with other costs.


d.
Manufacturing overhead control is charged.

No entry.

7.
[CPA Adapted]   During August 2003, Stirtz Company incurred the following costs on Job 924 for the manufacture of 600 scoreboard clocks:



Original cost accumulation:




Direct materials





$2,250




Direct manufacturing labor



  
  1,800




Manufacturing overhead (150% of direct manufacturing labor)
  2,700











$6,750


Direct costs of reworked 15 units:




Direct materials





$150




Direct manufacturing labor




  240











$390

The rework costs were attributable to exacting specifications of Job 924, and the full rework costs were charged to the specific job.  The cost per finished unit of Job 924 was


a.   $12.50.


b.   $11.25.

c.   $11.61.

d.   $11.90.

The following data apply to questions 8 and 9.

MedTech, Inc., manufactures surgical instruments to the exacting specifications of various customers.  During April 2003, Job 911 for the production of 4,500 instruments was completed at the following costs per unit: 



Direct materials



$  60



Direct manufacturing labor

    20



Allocated manufacturing overhead

    80








$160


Final inspection of Job 911 disclosed 100 defective units and 50 spoiled units.  The defective instruments were reworked at a total cost of $12,000, and the spoiled instruments were sold to a jobber for $3,000. 

8. [CPA Adapted]  What would be the unit cost of the good units produced on Job 911?

a.   $160



b.   $162


c.   $164


d.   $168

9. If the costs associated with spoilage and reworked units are considered as normal to manufacturing operations, the unit cost of the good units produced on Job 911 is

a.   $165.


b.   $164.

c.   $162. 

d.   $160.

10. [CPA Adapted]  The sale of scrap from a manufacturing process usually would be recorded as a(n) 

a. 
increase in manufacturing overhead control.

c.   increase in finished goods control.

b.  
decrease in manufacturing overhead control.

d.   decrease in finished goods control.
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