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INV MANUFACTURING INCLUDES LABOUR COST 

I manufacture products. Along with the raw materials I want to include the cost of the labour (sort of like a 
“manufacturing service charge”) as part of the cost of the manufactured product. What’s the best way to set 
that up? 

For this example you’ll manufacture Precision Pacs© and add a flat $5 labour charge to the product cost, 
but the same principles would apply to manufacturing any product. 

Here are three possible solutions. Which one you choose will depend on your business process, and how 
you would like to see the values reflected in the general ledger. We recommend going with the option your 
accountant likes the best. 

What you’ll find: 
Option 1: Accrual account (with extra posting to shift expenses) ......................................................... 2 

Option 2: Post Directly to Expense Account .......................................................................................... 4 

Option 3: Separate Offsetting Expense Account .................................................................................... 5 

Summary ................................................................................................................................................ 5 

 



 

INV Manufacturing Includes Labour Cost    Page 2 of 5 

Option 1: Accrual account (with extra posting to shift expenses) 
The Labour (non-inventory product) is setup with an accrual account to record the Sales (it may be the 
same accrual account used by the manufactured product, or a different one).  

 

When the product is manufactured …  
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… the value of the non-inventory item gets placed into the value of the finished good and a credit is made 
to the accrual account. 

 

Later, make a journal entry to clear the $5 from the accrual account and offset to an expense account (like 
wages, etc.).  
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The $5 wage expense is included in the posting to the COGS account when the finished product is sold. 

 

The net effect is that you’ve reduced your wages expense by $5 and shifted the cost to COGS. 

Option 2: Post Directly to Expense Account  
Another option is to specify the Sales account as the Expense account. 

 

When the non-inventory item is used in manufacturing, rather than temporarily going into the accrual 
account, the value immediately comes out of the wages expense (it is a credit to wages expense, debit to 
inventory asset).  
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This means there’s no need for an manual Journal Entry, but the audit trail may be less clear than a separate 
posting made to clear out the accrual account as in Option 1. 

Option 3: Separate Offsetting Expense Account  
You can also create a separate 6 account just for this type of expense (perhaps called something like 
“Production Labour”, or “Labour Used in Manufacturing”) if you’d prefer to see just total wages in the 
regular expense account (i.e. Wages) and want to separately track the labour used to manufacture products.  

Specify the offsetting expense account as the revenue account for the labour. 

 

This way, the total wages are still reflected in the GL under the Wages expense, and the credit expense of 
Production Labour offsets the value of wages that went into inventory asset. 

Summary 
Which option you choose will depend on where your accountant wants to see the labour used in production 
posted. Basically the end result of the three options are the same - the expense (wages, production labour, 
shop cost, etc.) gets shifted to the value of the manufactured product and is reflected in the COGS when the 
manufactured product is sold. 


