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1. INTRODUCTION: 
 Accounting is the heart of business and the efficient accounting system can enhance the performance of 

business. The origin of accounting can be traced with the ancient civilizations, in India Chanakya wrote a book 

"Arthsasthra" which contains few detailed aspects of maintaining books of accounts for a Sovereign State, Chanakya 

recognized the importance of accounting method in economic enterprises. The double entry system of bookkeeping was 

used by Venetian merchants in his book, which was documented by the Italian mathematician Luca Pacioli in 1494. 

With the change of time and requirements, system of accounting evolved up to a great extent, still at present days there 

are so many emerging areas of accounting, the one of them is backflush accounting. It is a system of recording cost data.  

 Costing system is very useful for manufacturing enterprises. Businesses spend a lot of money in tracing and 

recording cost of products, so that the costing data will be useful in managerial decision making. Appropriate records 

of cost data will be helpful to management in cost control and cost reduction, which will ultimately results into greater 

profit of business.1 

 Traditional costing system records data during the production process and at each stage of production, which 

makes it complex, where tracing the cost requires human and capital resources and the costing system itself becomes 

too costly. Backflush Costing overcomes this limitation of traditional accounting, and records data relating to costs when 

the production is completed or product is ready for sale or product is sold instead of recording at each stage. 

 

2. LITERATURE REVIEW:   

 

Amahalu et al. (2017) They discussed the need of modern costing system also and stated that the criticism of “relevance 

loss” of accounting information due to the usage of traditional techniques has given birth to new cost accounting 

techniques such as Activity Based Costing, Target Costing, Life Cycle Costing, Just in Time System, Back flush 

Accounting and Throughput Accounting among others. They are of the opinion that since the arrival of the new cost 

and management accounting techniques, it is worthwhile to know the extent at which the new techniques are being used 

and also to ascertain if the conventional techniques are still in vogue despite the criticisms. Amahalu et al. (2017) 

undertook a study on impact of BFC on financial performance of the companies. The study found that backflush 

accounting has positive and significant impact on ROA (Return on Assets), ROE (Return on Equity) and EPS (Earning 

Per Share). Based on these findings they gave certain suggestions: 

 Business environment should endeavour to imbibe the philosophy of backflush accounting which has enormous 

merits in inventory control 

 Companies should use the costing techniques that are most suitable for their environment to increase their level 

of profitability 

 Companies should invest in knowledge capital and information technology to maximise shareholders’ wealth.2 

Abstract: This study is focused on one of the emerging system of accounting i.e. backflush accounting. This study 

aimed to identify that whether this backflush costing is boon or effrontery in the field of accounting for businesses? 

To meet the objective of the study past studies, literature and articles are gone through. This study found that 

backflush costing simplifies the accounting process, requires fewer resources (time, men, and money) as compared 

to traditional costing. This study also found that this costing system does not provide detailed information of cost 

data and not fully compliance with generally accepted accounting principles. The study concluded that backflush 

costing is boon for businesses using JIT approach. The study suggested that companies having short manufacturing 

cycle and minimum inventory requirements should also adopt backflush costing and it will be boon for them. 
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Swenson & Cassidy (1993) undertook a survey of 22 JIT using companies to identify impact of JIT on manufacturing 

system.  Their study found that average reduction in scrap and rework 44%, reduction in setup time 47%, reduction in 

inventory 46%. They also found that majority of firms believed that the performance measurement system become less 

complex following the implementation of JIT. They also found that the implementation of JIT results in greater 

improvement in many areas including non-financial parts.3   

 

3. THEORETICAL STUDY OF BACKFLUSH COSTING: 

 

Chart: 1 Occurrence of Cost VS Records of Cost 

 
 

 

 From the above chart it can be seen that in different expenses like, direct material, direct labour, factory 

overhead, office and administration overhead, selling and distribution overhead are incurred are incurred during 

production process and before product reach to customer.  The traditional costing system was so as to design to record 

the cost as and when it is incurred and present in cost books, which become a lengthy, time consuming and costly 

process. The requirement of traditional costing system is also different as per traditional production and manufacturing 

requirements. Nowadays the requirements of businesses are changing and some of them cannot afford a costing system 

having time consuming and costly process. Therefore the backflush accounting system came into the picture which flush 

backs the cost from initial stage as presented in graph. As the production completed or goods sold.   

 

Changing Intent for Modern Costing    

 One of the major objectives of cost accounting is to ascertain the exact and accurate cost, which will helpful in 

deciding selling price. The backflush costing method allocates the standard cost to each cost element when the 

production is completed or goods are sold, therefore in case of BFC whatever total actual cost flushed that are allocated 

to each cost element on standard basis and recorded in cost books. This states that accuracy of recorded cost elements 

is higher in case of traditional costing system as compared to BFC system.  

 Traditional view of costing states, business needs exact and accurate cost to decide selling price but nowadays 

as world become a global village because of globalization and LPG reforms in India. The competition has gone beyond 

a level and in majority of sectors there is a huge competition in the markets, therefore no business is free to decide price 

on their own because if the price has been increased as compared to industry price or competitors’ price than customers 

will switch to others and your business will be lost. In case you sell product below the price of industry than customer 

may feel that it can be of inferior quality or even you cannot sell it below the price because already there are businesses 
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which are having a benefit of economies of scale and havening lower cost and selling products with low margin. If 

business sell it below the price of industry than your business will make loss, which will be not preferred by any 

businessman.  

 So nowadays as competition has increased the businesses are not free to decide price of product, it’s decided by 

the industry and competitors. Therefore we can conclude that modern costing is not intended to decide selling price. 

Instead of deciding selling price costing system is more used to cost control, cost reduction, and managerial decision 

making for business improvements.  

 

Details of Cost Data  

 The total cost presented by both the system will remain almost same but the detailed information of each cost 

element is presented by traditional costing system only as backflush costing system allocated standard cost to each cost 

element. Therefore for those enterprise which are having very long manufacturing cycle backflush costing is not suitable 

as this system doesn’t allow businesses the detailed information of cost elements and cost at each stages of production.   

 

Zero Work In Progress Inventory  

 The backflush costing system advocates zero or minimum inventory at the beginning of the process and at the 

end of manufacturing process there should not be any work in progress. If some stock is in work in progress than 

backflush system will indicate higher cost to the completed units as the costs are flushed and allocated to finished goods. 

This will result in inappropriate cost data and if decisions are taken considering this data than it can lead to inefficient 

management strategy and downfall of business.  

 

Manufacturing Cycle  

 The backflush costing system advocates zero work in progress inventory that states that manufacturing process 

should be completed within a short time period, as the manufacturing process become lengthy the chances of work in 

progress increases more and more vice-versa. This states that backflush costing is only suitable for those businesses 

having short manufacturing cycle time duration.   

 

Inventory Value  

 In business the accounting treatment of inventory has been done on the basis of accounting standards or 

Generally Accepted Accounting Principles. It is believed that whatever inventory is there in the form of raw material or 

Work in progress or finished goods which are unsold are having certain value. But in reality the future is always 

uncertain and it can be said that “raw material, work in progress, and finished goods has no value until it is sold” which 

states that inventory has no value until it’s sold. Therefore backflush costing records the cost of product when sale 

occurred. 

 

Suitability of Backflush Costing System  

 Backflush costing is most suitable for those businesses, which are using JIT approach in manufacturing. Toyota 

of Japan has used Just in Time strategy for management of inventory as a mean of competitive advantage after the 

world-war II. Toyota company has faced problems regarding traditional costing & accounting methods with adoption 

of JIT,   because they are designed with financial reporting requirements, thus traditional costing system has certain 

issues with JIT initiatives therefore they switched to backflush costing system. BFC is ideally suited to JIT approach. 

BFC is most appropriate only when used to complement a JIT inventory management system. We can say BFC and JIT 

both are complementary to each other and creates synergy for business.  

 Backflush accounting term published by CIMA terminology was introduced in February 1991. CIMA defined 

backflush accounting as an accounting system which is focused on the output of an organization and then works are 

returned to inventory and cost of sales based on the characteristics of the cost.4  

 

Benefits of Bachflush Costing  

 Simplifies the costing process  

 Requires less resources (time, men and money) of organization to record cost data 

 Speedy process of recording cost data 

 Require less human resources  

 Less costly as compared to traditional costing system 

 

Drawbacks of Bachflush Costing  

 Lack of detailed information of resources used at each stage for production.  

 This system is not fully compliance with generally accepted principles and other accounting standards.  
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 It cannot present the appropriate evidence to auditors’ questions. 

 

4. CONCLUSION: 

 From the current environment of business it can be said that the accounting and costing system requires some 

modified branches to meet the requirement of specific type businesses that will helpful them to boost their performances. 

From the past study and literature it can be concluded that backflush costing is most suitable to businesses using JIT 

approach in manufacturing. It is suggested that the manufacturing companies having short manufacturing cycle and 

minimum inventory should also adopt backflush costing and it’s a boon for them. It will simplify the costing process 

and improve business performance.   
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