Chapter 19 

Cost Accounting for a Manufacturing Business

1) Three Cost Elements

i) Direct Materials – any material that is of significant in the cost of a finished product.

ii) Direct Labor – Salaries of the Factory workers who make the product.

iii) Factory Overhead – All expenses other than direct materials and direct labor that apply to making products.

(a) Indirect materials – materials used in the completion of a product that are of significant value, but not large enough in use to be considered direct materials.  

1. i.e. glue, solder, bolts and rivets.   

(b) Indirect Labor – Salaries of the factory workers who are not directly involved with making the products.

(i) i.e. Supervisors, clerical, janitorial staff.

2) When we make a product it is a three step process.

a) Generate Materials

b) Work In Process

c) Finished Goods

d) These are all asset accounts.

3) These are all also ledger accounts

a) We need to keep track of each of the materials and the costs that are applicable with ledger’s or cost sheets.  
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