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Process Cost Accounting 

Process cost accounting is used for mass production of similar products.  At the end of the year, many businesses have partially completed products in the manu​fact​uring process.  A process cost system provides a way for the company to allocate production costs to the units completed during the year, and to the units that are partially completed at the end of the year.  Obviously, a partially completed unit should receive less cost allocation than a fully complete unit.

In contrast, a job costing system involves the identification of specific quantities of production as a “job.”  Costs are accumulated for that job.  When the job is completed, total costs and unit costs are computed.

A process cost system may be viewed as applying to a “long-term” job that may never be finished.  Production may be continuous, without end.  At the end of the year, the company computes the number of units completed, and the number of units partially completed during the year.  These production numbers are divided into the production costs to get a unit cost for the year.

The production may continue uninterrupted into the next year.  At the end of the next year, the cost computations will be repeated, but the cost per unit may be higher or lower than the cost per unit in the preceding period.

Conceptually, the main difference between the two systems (job cost and process cost)   is the extent of averaging when computing unit costs.  In a process cost system, the average unit cost may be computed for a much larger number of units produced over a longer period of time.

A second distinguishing feature of the process cost system is the necessity to compute costs to be assigned to fully completed units and to partially completed units.

Keep in mind that we will be computing costs of units produced, even though we are not finished with the production of the product.

