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[bookmark: _Toc8395672][bookmark: _Toc518640492]Overview
This student workbook is designed for use by students undertaking FNSACC405 – the Maintain Inventory Records unit to assist them develop the skills and knowledge required for successful completion of the assessments for this unit. 
Each topic starts with an overview. The theory behind each procedure is explained and illustrative examples are provided to demonstrate the application of theory to practice. The following topics are included in this student workbook:
1. Introduction
2. Processing inventory purchases
3. Recording inventory flows
4. Reconciling inventory
5. Inventory schedules and Reports 
6. Computerised inventory 

The recommended textbook for this unit is Maintain Inventory Records by Gavin Dumbrell, 2nd Edition, ISBN: 978-1-76073-055-0
[image: ]
The student workbook is to be studied in conjunction with the recommended textbook.
Throughout this workbook, students are prompted to read certain pages of the text and practice self-testing exercises and review questions from the recommended textbook. These allow students to test their skills and knowledge before moving on.
FIFO and Weighted Average Inventory Stock Card Templates are available for use in completing practice questions.
Happy learning!


[bookmark: _Toc8395673]Icon legends

	Icons
	Descriptions
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	Practice activity 
Learning activities are the tasks and exercises that assist you in gaining a clear understanding of the content in this workbook.  It is important for you to undertake these activities, as they will enhance your learning.
Activities can be used to prepare you for assessments.  Refer to the assessments before you commence so that you are aware which activities will assist you in completing your assessments.
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	Collaboration 
Whether you discuss your learning in an online forum or in a face-to-face environment discussions allow you to create and consolidate new meaningful knowledge.
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	Self-check
A self-check is an activity that allows you to assess your own learning progress. It is an opportunity to determine the levels of your learning and to identify areas for improvement.
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	Readings (Required and suggested)
The required reading is referred to throughout this Student workbook. You will need the required text for readings and activities. 
The suggested reading is quoted in the Student workbook, however you do not need a copy of this text to complete the learning. The suggested reading provides supplementary information that may assist you in completing the unit.






Topic 1
Introduction


[bookmark: _Toc1748020][bookmark: _Toc8395674]Topic 1: Introduction
Inventory is stock or trading stock held for resale in the ordinary course of business operations. Inventory on hand is inventory that has not yet been sold and is classified as a current asset in the balance sheet. Inventory that has been sold is recorded as ‘Cost of Goods Sold’ in the Income Statement.
A retailing business usually buys and sells completed finished goods or completed inventory products. As a result, usually the inventory of a retailing business comprises Finished Goods held for resale 
A manufacturing business usually makes or manufacturers goods. They add direct and indirect labour and other factory/manufacturing overheads to turn raw materials into finished goods or finished products that can then be sold to retailers or direct to customers.  The inventory of a manufacturing business can comprise a combination of Raw Materials, Work in progress (partly completed products) and finished goods (completed products).
Accounting standard AASB102 Inventories identifies the valuation rules and allowable methods of recording and valuing inventory.
As per AASB102 Inventories paragraph 9
“Inventories shall be measured at the lower of cost and net realisable value”
Example:
The following information relates to the inventory of XYZ Ltd:
	Item
	Qty
	Cost $ (per unit)
	NRV $ (per unit)

	Fender Guitars 
	14
	200
	160

	Drum Kit
	6
	500
	750

	Trumpet
	20
	600
	800

	Grand Pianos
	4
	10,000
	8,500



The Working to calculate the total value of inventory as per the AASB102 - Lower of Cost and NRV Valuation Rules are:


Workings: 
	Item
	Workings
	Extended Value $

	Fender Guitars 
	14 x $160
	2,240

	Drum Kit
	6 x $500
	3,000

	Trumpet
	20 x $600
	12,000

	Grand Pianos
	4 x $8,500
	34,000

	Total Inventory Value
(Lower of Cost and NRV)
	
	51,240



Final Solution:
Total Value of Inventory valued at the lower of cost and NRV = $51,240

	[image: E:\TAFE Digital\Projects\Accessibility Project - 03.04.2018\Template - SkillsPoint\Template - Icons\Activity LAVENDER.png]
	[bookmark: _Toc518640498][bookmark: _Toc527638202]Practice activity



[bookmark: _Toc527638205]Activity 1.1: Short answer
Explain the following terms:
	Term
	Explanation/Definition of the term

	Cost
	



	Net Realisable Value (NRV)
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	Practice activities



Valuing Inventory (applying the lower of Cost and NRV Valuation Rules)

Activity 1.2
Do the Gamma Electrical Example – Page 41 of the recommended textbook. This example question applies the lower of cost and net realisable valuation rule to determine the value of inventory to be included in the financial statements. Once completed - refer to page 42 of the textbook for the solution


Activity 1.3
Do Self-Testing Exercise 9 – Page 42 of the recommended textbook – Once completed - refer to page 55 of the textbook for the solution
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Activity 1.4
Spend 5 minutes individually answering Q13 page 58 of the Textbook from the ‘Chapter 1: Review Questions’ in the recommended textbook and then discuss as a class group the various responses and examples students provided. The teacher should facilitate the discussion and list student examples on the whiteboard  
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	Reading list



Your revision of the material covered in session 1 should entail reading:
Pages 8 to 10 of your textbook (Chapter 1 - Overview and Sections 1.1 Accounting Standards for Inventory Valuation and 1.2 Definitions) and completing the Activity on Page 10 of the recommended textbook requiring you to review the main provisions of AASB102
Pages 14 to 15 of the recommended textbook (Section 1.4 - Inventories in Different Businesses)
Pages 40-42 of the recommended textbook (Section 1.9 - The Lower of Cost and Net Realisable Value)

Accounting Standard - AASB102 Inventories:   https://www.aasb.gov.au/admin/file/content105/c9/AASB102_07-15.pdf

Read about types of inventory:   https://www.business.gov.au/products-and-services/inventory-management/types-of-inventory


Videos

Watch   What is Inventory?  video on YouTube published by Michael Allison on Apr 11, 2015    (Duration: 1:56 minutes)

Watch   Types of Inventory (Raw Materials, WIP, and Finished Goods)  video on YouTube published by EDSPIRA The Free Business School on Feb 11, 2014    (Duration: 5:09 minutes)
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[bookmark: _Toc527638203]Activity 1.5: Multiple choice 
1. Inventory on hand at the balance date (i.e. unsold inventory) is classified as:
	Answer choices
	Put X next to your answer

	a) Cost of Goods Sold in the Income Statement
	

	b) A current asset in the Balance Sheet
	

	c) A Non-Current asset in the Balance Sheet
	

	d) An operating expense in the Income Statement
	



2. Inventory on hand at the balance date comprise:
	Answer choices
	Put X next to your answer

	a) Finished Goods only
	

	b) Raw Materials only
	

	c) Work in Progress only
	

	d) Raw Materials, Work In progress and Finished Goods
	



Optional recommended additional practice/Homework Questions 
Complete Review Questions 17, 18, 23 and 24 of Chapter 1 from your recommended textbook.
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Activity 1.5: Multiple choice Answers

1.	a)
2.	d)


Solutions to optional recommended additional practice/Homework Questions are available from your teacher.


Topic 2
Processing 
inventory 
purchases


[bookmark: _Toc8395675]Topic 2: Processing inventory purchases
Organisational Policies and Procedures
It is important to have Organisational Policies and Procedures in place over the acquisition of assets including inventory to ensure efficient purchasing and to minimise the opportunity for fraud and errors to occur. The main objective for the purchase of inventories is to obtain the necessary trading stock to meet customer’s demands at a fair price. Businesses try to avoid stock shortages that would prevent them from filling customer orders as they will lose revenue and may subsequently lose those customers to competitors. Businesses also try to avoid holding excessive stock levels as the goods may perish or become out-of-date or obsolete. Holding excessive inventory levels has an associated cost (either directly via the cost to store the excess inventory or indirectly via the opportunity cost associated with the interest that could have been earnt if the inventory had been turned into cash funds and invested).

Internal Controls over purchasing inventory should exist to ensure:
· all purchases are properly authorised or approved
· all transactions are properly recorded and disclosed in the accounts in accordance with generally accepted accounting principles and the accounting standard AASB102

Internal Controls over the receipt of purchased inventory should exist to ensure:
· the receipt of goods is thoroughly checked and only goods that were ordered are accepted 

Internal Controls over the safe storage of purchased inventory should exist to ensure:
· inventory is safely and securely stored with access limited to staff that need access to safeguard them from misuse, loss or theft
· accountability over stock control rests with the warehouse manager 




Internal Controls over purchasing
To control the purchase of assets including inventory most organisations require a range of policies and procedures to be followed including:
· ensure all purchase orders are approved
· purchases should be made from an approved or preferred list of suppliers
· prices are checked periodically to ensure the prices charged are competitive and fair
· segregation of incompatible functions exists
· there is adequate supervision and independent review of the ordering process

Steps involved in purchasing
The step involved in purchasing inventory include:
· identifying a need to buy products via management of stock levels and actual sales orders and forecast future product sales
· source a supplier and agree to prices and payment terms (obtain pricelist & written quotes where possible)
· complete the a purchase requisition and once approved prepare and send a purchase order to the supplier
· upon receipt of goods from the supplier – thoroughly check the shipment against the purchase order and the supplier’s delivery docket. Note any incorrect goods or quantities, missing items or damaged stock. There should be documentary evidence of this checking procedures i.e. by ticking and initialling the delivery docket, completing the details on a control stamp placed on the delivery docket or completing a separate receiving report for each shipment.  This is evidence that the checking procedure has been done and documents who checked off the shipment.
· Upon receipt of the supplier’s tax invoice the accounts staff should match the supplier’s tax invoice with the purchase order and delivery docket to ensure all goods billed were ordered and received in good order (i.e. correct products and quantities and undamaged) prior to recording the invoice
· Check the accuracy of the supplier’s tax invoice (clerical accuracy and correct pricing and extensions)
· Record the purchase of inventory (i.e. record the details of the purchase from the supplier’s tax invoice)



Documents involved in purchasing
The source documents involved in purchasing inventory include:
· a purchase requisition
· an approved purchase order
· a supplier’s Tax Invoice (main Source Document)
· a delivery docket/receiving report
 The Supplier’s tax invoice is the main source document that the purchase of inventory is recorded from. An approved purchase order initiates the purchase transaction but until the goods are received and invoiced a purchase is not recorded. The supplier’s tax invoice is the main document that contains all the necessary information to record the purchase. Prior to processing and recording a supplier’s tax invoice it is essential to match all three main source documents (the purchase order, the delivery docket and the supplier’s invoice) to verify that the goods being billed by the supplier were in fact ordered and received. 
Example supplier’s tax invoice
[image: ]

Recording the Purchase of Inventory
Two alternate inventory recording systems
Perpetual Inventory 
Under the perpetual inventory recording system the asset account for inventory is continuously updated after every purchase and sale. A subsidiary set of inventory records (a subsidiary ledger system) is maintained on an item by item basis to record the purchase, sale and balance on hand of every separate inventory product. The subsidiary ledger for inventory (i.e. the separate inventory stock cards) needs to balance to the inventory control account in the general ledger. The cost of goods sold can be extracted from the stock cards and are recorded for each sale at the same time the sale is recorded so that the inventory records remain updated.

Periodic Inventory 
Under the periodic inventory recording system separate inventory records by product are not maintained and the inventory general ledger account is only updated after a stocktake (i.e. a physical stock count) is performed and the inventory on hand valued. Purchases during the period are recorded to an expense account “Purchases” which forms part of the cost of goods sold. Cost of Goods Sold for the period is determined at the balance date using the formula: (opening stock + purchases + cartage & freight in – closing stock). Refer to the table on page 31 of the recommended textbook and pages 37 and 39 to see how this appears in the trading section of the Income Statement. 

Process for entering data into systems and ledgers
The process for entering data into the systems and ledgers would entail: 
· identify whether subsidiary ledger stock records are maintained or not i.e. which inventory recording system is applicable (perpetual or periodic)
· check the invoice relates to a purchase for your business and has the correct information (prices, products supplied, the invoice is clerically accurate) and the goods billed were ordered and received
· extract the relevant information from the invoice 
· record the purchase in your journals and stock records if stock cards are kept (i.e. if a perpetual inventory system exists). Journals are posted to the General Ledger.
Journal entries and General Ledger recording (perpetual and periodic inventory) 

The following table summarises the relevant journal entries for both perpetual and periodic inventory systems
	Type of transaction
	Perpetual inventory 
	Periodic inventory

	Purchase of inventory
	Dr Inventory (CA)
Dr GST
      Cr Accounts Payable
	Dr Purchases (COGS)
Dr GST
      Cr Accounts Payable

	Sale of Inventory
	Dr Accounts Receivable
      Cr Sales
      Cr GST Payable

Dr COGS
      Cr Inventory (CA)
	Dr Accounts Receivable
      Cr Sales
      Cr GST Payable









Recording inventory purchases from appropriate documentation in subsidiary ledgers 
i.e. only applies to perpetual inventory (i.e. where stock records are kept)
Illustrative Example:
Assume Great lakes Music Factory keeps perpetual inventory records and records inventory on a first in first out basis (known as FIFO). This assumes that when inventory is sold the oldest items are sold first and the inventory on hand represents the most recently purchased items. The FIFO, weighted average and specific identification flow assumption methods will be covered in more detail in session 3.
Assume on 1/7/20x1 the balance of three of Great Lakes product lines are:
5 music stands valued at $20 each
10 pairs of drumsticks valued $15 each
2 Tambourines valued at $18 each


Supplier’s Tax Invoice – Purchase of inventory
[image: ]
An example of recording the following purchase of three inventory products from appropriate documentation (i.e. the supplier’s invoice) into the subsidiary ledgers maintained on a FIFO basis is shown below. You can assume that the accounts clerk has matched the invoice to the purchase order and the delivery docket and that all the details agree. The pricing and clerical accuracy on the invoice have also been checked.



Recording the purchase in the subsidiary ledger i.e. stock cards (maintained on a FIFO basis)
Stock ledger cards using the FIFO method
Inventory item # & description: 001 Music Stands
	Date
	Purchases / INs
	COGS / OUTs
	Balance

	 
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $

	 1/7/x1
	 
	 
	 
	 
	 
	 
	 5
	 20
	 100

	 16/7

	6

	22

	132

	 
	 
	 
	 5
6
11
	 20
22

	 100
132
232



Inventory item # & description: 002 Drumsticks (pairs)
	Date
	Purchases / INs
	COGS / OUTs
	Balance

	 
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $

	 1/7/x1
	 
	 
	 
	 
	 
	 
	 10
	 15
	 150

	 16/7

	4

	12

	48

	 
	 
	 
	 10
4
14
	 15
12

	 150
48
198



Inventory item # & description: 003 Tambourines
	Date
	Purchases / INs
	COGS / OUTs
	Balance

	 
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $

	 1/7/x1
	 
	 
	 
	 
	 
	 
	 2
	 18
	 36

	 16/7

	5

	22

	110

	 
	 
	 
	 2
5
11
	 18
22

	 36
110
146





In-class Activities
Perpetual Inventory – General Ledger recording of purchases and sales
The following page references and questions are from the recommended textbook referred to on page 4 of the student workbook
· Review the example ZYX on page 18 
· Do Self-Testing exercise 1 page 19 
· Read pages 20 & 22 
· Do Self-Testing exercises 2 and 3 on pages 21 and 23 
· Read pages 24 to 26 
· Do Self-Testing exercise 4 on page 27 

Periodic Inventory – General Ledger recording of purchases and sales
The following page references and questions are from the recommended textbook 
· Review the example ZYX on page 32 
· Do Self-Testing exercise 6 page 33 
· Read the example on page 34 
· Do Self-Testing exercise 7 on page 35
· Read pages 35 to 37 including the example on pages 36 and 37 
· Do Self-Testing exercise 8 on page 37


Reconciling Inventory
This topic will be covered in more depth in Session 5: Managing Inventory – Reconciling Inventory. 
Even when a perpetual inventory system has been maintained the inventory records may not be a true reflection of the stock on hand. Customers or staff may have stolen inventory or it may have been damaged or incorrectly shipped and recorded. The only way to verify the existence of inventory is to perform a stocktake or a physical count of the stock items.
The physical count is then compared to the book records (i.e. the perpetual inventory cards) and adjustment entries are required to record any discrepancy.
If multiple stocktakes are performed during the year (for example if stocktakes are performed quarterly) the business will usually keep an inventory variance general ledger account to record the variance. At the balance date this account is closed to the cost of goods sold (COGS) account before COGS is closed to Trading. If a stocktake is performed only once a year on the balance date the variance could be posted directly to the COGS account. 

General Journal entries for stock losses i.e. missing stock from the count.
Dr Inventory Variance/COGS
	Cr Inventory

General Journal entries for stock gains i.e. additional stock from the count not in the inventory records.
Dr Inventory 
	Cr Inventory Variance/COGS 

Note: Additional readings, videos and practical questions on reconciling inventory will be done in session 5 – Reconciling Inventory
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	Self-check questions



Optional recommended additional practice/Homework Questions 
Complete Review Questions 17, 18, 23 and 24 of Chapter 1 from your recommended textbook.



Topic 3
Recording Inventory 
Flows



[bookmark: _Toc8395676]Topic 3: Recording  inventory flows
Inventory Valuation Rules
“Inventories shall be measured at the lower of cost and net realisable value” AASB102 Inventories paragraph 9
Example:
The value of inventory, for financial statement purposes, after applying the 'lower of cost and net realisable value' rule for Betta Electrics who has the following summary of inventory items at the end of the year is $9,500:
Betta Electrics - Inventory Schedule
	Inventory Product
	At Cost ($)
	At NRV ($)
	Inventory Value ($)
(Lower of Cost & NRV)

	Microwave 1
	300
	500
	300

	Microwave 2
	400
	300
	300

	Refrigerator 1
	1,500
	1900
	1,500

	Refrigerator 2
	900
	850
	850

	Television 1
	4,000
	9,000
	4,000

	Television 2
	3,000
	2,600
	2,600

	Total Inventory
	10,100
	15,150
	9,500
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	Practice activities



Activity 3.1: 
PQR supplies the following inventory information:
Calculate the total Value of Inventory applying the lower of cost and NRV valuation rules
	Inventory Item
	Qty
	At Cost ($)
	At NRV ($)
	Inventory Value ($)
(Lower of Cost & NRV)

	X
	55
	$40
	$35
	

	Y
	23
	$80
	$110
	

	Total Value of Inventory
	





Inventory Valuation Methods
AASB102 Inventories recognises the assignment of costs to inventories with three allowable methods of assigning costs.
Allowable inventory valuation methods include:
1. Specific Identification
2. FIFO
3. Weighted Average

Specific Identification – applicable to unique separately identifiable items of inventory. 
Assigns the cost of purchase to each individual item of inventory. Under this method the items of inventory can be separately identified from each other for example by serial numbers or engine numbers or for examples item of jewellery that all have different characteristics carats of gold or amounts silver with different stones and sizes of stones built in to the jewellery inventory items.
This method is suited to businesses with high-value, slow-moving inventory (for example, a jeweller, a furniture store, a car dealer or an antique dealer) where the inventory items are slightly different from each other in some way.
Paragraph 23 of AASB102 requires the cost to be assigned using specific identification where the items of inventory are not ordinarily interchangeable (meaning the inventory items don’t look the same as each other and as a result one inventory item can be separately identified from another)
For items bought in bulk where one products looks the same as another and they can’t be separately identified the accounting standard allows two other valuation methods: First-In-First-Out (FIFO) or Weighted Average methods of assigning costs to inventory items

First-In-First-Out (FIFO)
•	FIFO commonly used abbreviation for first in, first out. 
•	inventory is recorded on a first in, first out basis. 
•	assumes that the items of inventory that were purchased or produced first are sold first, and consequently items remaining in inventory at the end of the period are those most recently purchased or produced

Weighted Average
•	assumes that the units sold are a random mixture of the various lots in stock. 
•	cost of each item is determined from the weighted average of the cost of similar items at the beginning of a period and the cost of similar items purchased or produced during the period. 
•	the average may be calculated on a period basis (as is done under periodic inventory) or as each additional shipment is received (as is usually done where perpetual inventory records are maintained). 
•	requires a new weighted average cost be calculated after each purchase of inventory is made (where perpetual inventory records are maintained). 
•	the value of closing inventory is the number on hand multiplied by the most recently calculated weighted average cost of the items.

In-class Activities
Specific Identification
The following page references and questions are from the recommended textbook referred to on page 4 of the student workbook
· Review the example Alpha on pages 75-6 
· Do Self-Testing exercise 1 page 76 
· Do Chapter 2 Review Question 1 on page 113
Additional practice question – if needed:
· Do Chapter 2 Review Question 2 on page 114

FIFO – Periodic Inventory (No inventory subsidiary ledger maintained i.e. no stock cards kept)
· Review the example on page 77 
· Do Self-Testing exercise 2 page 78 
· Do Chapter 2 Review Question 3 on page 115
· Do Chapter 2 Review Question 4 on page 115
· Do Chapter 2 Review Question 5 on page 116

Weighted Average – Periodic Inventory (No inventory subsidiary ledger maintained i.e. no stock cards kept)
The following page references and questions are from the recommended textbook:
· Review the example on page 78 of the text 
· Do Self-Testing exercise 3 page 79 
· Do Chapter Review Question 6  (Chapter 2) on page 116
· Do Chapter Review Question 7  (Chapter 2) on page 117
· Do Chapter Review Question 8  (Chapter 2) on page 118

FIFO and Weighted Average – Periodic Inventory 
The following page references and questions are from the recommended textbook 
· Do Chapter Review Question 9 (Chapter 2) on page 119
· Do Chapter Review Question 10 (Chapter 2) on page 120

Maintaining perpetual inventory records – The Inventory Subsidiary Legder i.e. stock cards
To maintain up-to-date inventory records and details of the cost of inventories a separate stock card or separate inventory record needs to be kept for each separate inventory item or product. The inventory subsidiary ledger is updated after every new purchase and every sale of the inventory item. The total value of inventory per the inventory subsidiary ledger i.e. the individual item stock cards or stock records should add and agree to the inventory control account in the general ledger.
Below is an example of the format of the inventory stock cards. It has a set of columns (Qty, Unit Cost Price$ and Total Amount$) and is split into three main sections:
· Purchases i.e. Ins or additions to stock
· Inventory sold or Outs of stock i.e. at cost prices (representing the Cost of Sales - COGS) 
· The Balance if inventory on a particular date (after additional ins and outs or returns to suppliers or returns from customers) 

Inventory item # & description: _________________
	Date
	Purchases / INs
	COGS / OUTs
	Balance

	 
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $

	 
	 
	 
	 
	 
	 
	 
	
	 
	

	
	

	

	

	 
	 
	 
	 

	 


	






The inventory subsidiary ledger (i.e. stock cards) are updated after every new receipt of new goods and after every shipment of goods or sale to customers
The inventory cards can be kept using either the FIFO or Weighted Average method of valuing inventory. 
Purchase of inventory
Purchases of inventory are recorded in the Purchase/Ins columns and increase the quantity and value of inventory recorded in the total columns. There are slight difference how this total column is calculated and displayed depending whether you are using the FIFO or Weighted Average method of valuing inventory. This will be covered and made clear in the textbook examples that you will be reviewing shortly. The unit price to be recorded in the Stock cards is the GST exclusive unit price. All the purchase unit prices referred to in the recommended text exclude GST  
Sales of inventory
The selling price is not recorded in the stock cards. The Outs columns record the COGS figures attached to the sale of products. It represents the value of inventory you no longer have on hand because it has been sold to a customer. Instead of being classified as an asset (on hand with a future value or benefit) once inventory has been sold it becomes an expense – representing the cost of the sale i.e. COGS. It is the amount of inventory you no longer have on hand. As a result the totals columns representing the inventory or stock on hand (i.e. remaining unsold) will have lower quantities and total values after goods have been sold.
Returns to suppliers – less stock in store
Returns of goods to suppliers are recorded at the same price as the original purchase of those goods was. The returns to suppliers are recorded as a negative or bracketed transaction in the Purchases column. The unit cost can be shown as an absolute figure but the quantity column and the total value column should represent minus amounts (i.e. amounts displayed in brackets).
Returns by customers – goods returned and placed back into stock on hand provided they are not damaged
Return of goods from customers are shown as minus figures in the COGS or Outs columns provided the goods have been returned undamaged so that they can be placed back into stock. The unit cost used is the unit cost attached to the original sale transaction and can be shown as an absolute value. It does not need to be shown inside brackets. The quantity and total value figures are minus figures in the COGS columns and should have brackets. The quantity and total amount are added back into stock and increase the figures in the balance columns.
Stocktake Adjustment
If a stocktake at the end of a month or period shows a different quantity to the Stock card, the Stock card balance needs to be adjusted to match the amount counted and the COGS columns will reflect the adjustment. This will be covered in more detail in Topic 4 reconciling inventory. 

In-class Activities
Inventory Subsidiary Ledgers i.e. stock cards – FIFO Method
The following page references and questions are from the recommended textbook:
· Review the example Acme Trading on pages 80-81 of the text 
· Do Self-Testing exercise 4 Micro Productions page 82 
· Do Chapter Review Question 12 Happy Warrior (Chapter 2) on pages 122-123

Inventory Subsidiary Ledgers i.e. stock cards – Weighted Average Method
The following page references and questions are from the recommended textbook:
· Review the example Acme Trading on pages 84-85 of the text 
· Do Self-Testing exercise 5 Micro Productions page 84-87 
· Do Chapter Review Question 13 Stewart Ember Creations (Chapter 2) on pages 123-126
Inventory Subsidiary Ledgers i.e. stock cards includes Purchase & Sales Returns – FIFO & Weighted Average Methods
The following page references and questions are from the recommended textbook:
· Review the example McAime Sales on pages 88-90 of the text 
· Do Self-Testing exercise 6 Elliott Ltd page 91. Note: this question will be used later in Topic 6 Computerised Inventory. You will be able to keep checking your computerised inventory processing figures and inventory balance against the weighted average manual Stock card you completed on page 94 of the textboook 

The Inventory Subsidiary Legder i.e. stock cards for a Manufacturing Business
The previous stock cards were set-up for a retailer and the OUTs of stock represented stock being sold to customers. 
The stock cards for a manufacturing business keeping inventory records or cards for their raw material inventory is very similar except the wording on the OUTs column is slightly different to represent raw materials issued to the factory area to be unit in the production process. The column heading for the OUTs of raw materials inventory becomes “Issues” rather than “COGS”
Raw Material Inventory item # & description: _________________
	Date
	Purchases / INs
	Issues / OUTs
	Balance

	 
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $

	 
	 
	 
	 
	 
	 
	 
	
	 
	

	
	

	

	

	 
	 
	 
	 

	 


	



You should now be able to answer practical Tasks 1 through to Task 5(d) in Part 2 Practical Questions and most of the Theory Questions in Part 1 of Assessment Event 1 i.e. FNSACC405_AE_Kn_1of2
Additional In-class Activities/Homework Activites (Optional – Depending on Time available and the needs of the student)
The following page references and questions are from the recommended textbook:
· Chapter Review Question 14 David John Company  (Chapter 2) on pages 127-128
· Chapter Review Question 15 Office Supplies Ltd  (Chapter 2) on pages 129
· Self-Testing exercises 7 (FIFO) and 8 (Weighted Average) Dendon Ltd page 95-98. Note: as Dendon Ltd is a manufacturer the OUTs column should be headed Issues rather than Sales. This will not impact any of the processing of transactions. 


Topic 4
Reconciling 
Inventory
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Recapping what was briefly introduced in Session 2
Reconciling Inventory
Even when a perpetual inventory system has been maintained the inventory records may not be a true reflection of the stock on hand. The only way to verify the existence of inventory is to perform a stocktake or a physical count of the stock items.
The physical count is then compared to the book records (i.e. the perpetual inventory cards) and adjustment entries are required to record any discrepancy.
If multiple stocktakes are performed during the year (for example if stocktakes are performed quarterly) the business will usually keep an inventory variance general ledger account to record the variance. At the balance date this account is closed to the cost of goods sold (COGS) account before COGS is closed to Trading. If a stocktake is performed only once a year on the balance date the variance could be posted directly to the COGS account. 

General Journal entries for stock losses i.e. missing stock from the count.
Dr Inventory Variance/COGS
	Cr Inventory

General Journal entries for stock gains i.e. additional stock from the count not in the inventory records.
Dr Inventory 
	Cr Inventory Variance/COGS 

Note: The value of missing or additional items found from a stocktake is calculated as:
Number of missing or additional items (i.e. quantity) x unit cost price. 
The cost price is calculated using normal Specific Identification, FIFO or Weighted Average valuation rules – whichever is applicable given the method of valuation chosen to be used for valuing inventory by the business. Note: most computer accounting packages value inventory using the weighted average method
What is a ‘Stocktake’ or a ‘physical stock count’?
A Stocktake involves physically counting all of your stock items and recording the number of items counted. The stock count is then matched up to your stock records to discover any discrepancies (missing stock items or additional stock items found). The frequency of performing stocktakes varies between businesses, with some preferring once or twice a year, while others prefer quarterly or monthly counts. If you are operating your business under a company entity and your financial statements are required to be audited your auditors will require a stocktake to be performed on your balance sheet date which will determine the final value of inventory to be recorded in the financial statements.

Discrepancies between your manual stock count and your electronic records allow you to pick up on a range of issues and are part of your overall inventory management strategies and processes.  Follow-up of variances allows you to put into place procedures to ensure better stock control and management. This, of course, will lead to increased profits in the future and ensure you have a more reliable inventory system.

Benefits of managing stock via regular stocktakes:
· reliable inventory records and less chance of being caught short of stock if combined with re-stocking controls that will be covered in session 6
· stocktaking highlights stock control issues and areas your business needs to improve on, which if rectified, could lead to the business becoming more profitable 
· helps detect the theft of goods by customers/employees and allow additional surveillance measures to be put in place to deter future occurrences of theft
· regular stocktakes will also highlight problems with damaged stock, and poor stock control practices.  This includes not locating the same stock items in the same place and staff over-ordering because they didn’t realise the goods were located in more than one spot in the warehouse. Another example is locating goods in an area where they can be damaged i.e. under a leaky roof or in an area that makes them perish quicker including items requiring refrigeration being left out in the open for too long.
· regular stocktaking highlight the slow moving items that are still on the shelves that should be cleared with a clearance sale


Importance of adequate stocktake procedures and performing a reliable stock count
Perpetual Inventory
The end of year stocktake count will determine the value of closing stock reflected in the financial statements and in the inventory subsidiary ledgers. It is important that the stocktake count is accurately performed and recorded. The book records (i.e. the inventory subsidiary ledger stock cards) will be updated and the stock records amended so that the inventory on hand matches the quantity counted. Refer to the illustrative example on page 23 of this Student Workbook.

Periodic Inventory
Under the periodic inventory system the business does not keep stock records and the inventory count i.e. the stocktake it is your sole way of determining the value of closing inventory. The accuracy of the count reflects the accuracy of the inventory figure. Because there is no benchmark of what inventory quantity you believe currently exists there is no trigger to question the reliability of the quantity recorded as the counted amount for a product. 

What organisational policies and procedures should exist to ensure a reliable and accurate count of items is conducted?
· Plan the stocktake properly –plan the stocktake well in advance
· Issue written stocktake instructions and ensure all people involved in the count understand the procedures and ensure they are familiar with the products that they are counting
· Arrange the warehouse in an orderly fashion. Where possible locate the same product in one location – avoid spreading the same inventory items all around the warehouse in different/multiple locations as it is harder to count and collate
· Stop all movement of goods into and out of the warehouse while the count is being performed. This is referred to as proper cut-off procedures.
· Have 2 teams perform the count ensure each item is count twice i.e. by 2 separate teams
· Before trading resumes compare the quantity per the count to the perpetual stock records (where stock records are kept) especially for all larger dollar value inventory items and investigate the variance and re-check the quantity counted for a product line if the variance appears to be large

What can be done if the count appears accurate and it appears there is a significant amount of stock missing or there appears to be constant stock shortages where regular stocktakes are performed?
· the Accountant/Financial Controller should meet and discuss this issue with the warehouse supervisor 
· ensure paperwork for receipts and despatches of stock are being processed promptly,
· Ensure goods not belonging to the business were not counted in the physical count. This includes goods on consignment.
· Ensure cut-off procedures were done accurately i.e. goods invoiced as sold were not counted in the physical count and goods were not counted if they were deemed to have been received after the stocktake commenced i.e. after the cut-off date and time for receipt of goods. 
· review security/surveillance footage if available
· install security/surveillance cameras in the shop and warehouse areas for the future to prevent future losses/variances and deter future incidents of theft
· hire security personnel at the store entrance and staff exit points to check bags
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Read pages 27 to 29 of the textbook
Review example ZYX on page 29
In-class Activities
Do Self-Testing exercise 5 page 30
Videos
Watch   The physical stocktake  video on YouTube published by Michael Allison on Apr 11, 2015    (Duration: 3:01 minutes)
Watch   7 Tips to Successful Stocktaking  video on YouTube published by Crossdocksaustralia on Feb 1, 2009    (Duration: 4:17 minutes)
Watch   Counting a Stocktake Location  video on YouTube published by Nicki Robinson on Jun 5 2014    (Duration: 6:50 minutes)

Recording missing stock in the subsidiary ledgers
Illustrative Example:
Following on from the example processed previously in the subsidiary ledgers for Great Lakes Music factory.
A physical stocktake was performed at the end of July. The count of the drumstick and tambourines matched the perpetual records (stock cards) but the count identified there were only 10 music stands on hand i.e. one was missing
The subsidiary ledger for the music stands prior to the adjustment is shown below.  
Inventory item # & description: 001 Music Stands
	Date
	Purchases / INs
	COGS / OUTs
	Balance

	 
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $

	 1/7/x1
	 
	 
	 
	 
	 
	 
	 5
	 20
	 100

	 16/7

	6

	22

	132

	 
	 
	 
	 5
6
11
	 20
22

	 100
132
232




The subsidiary ledger recording to account for and record the missing item is shown below.
Inventory item # & description: 001 Music Stands
	Date
	Purchases / INs
	COGS / OUTs
	Balance

	 
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $
	Qty
	Unit Cost
	Total  $

	 1/7/x1
	 
	 
	 
	 
	 
	 
	 5
	 20
	 100

	 16/7

	6

	22

	132

	 
	 
	 
	 5
6
11
	 20
22

	 100
132
232

	31/7
	Inventory Adjustment
	1
	20
	20
	 4
6
10
	 20
22

	 80
132
212



Note: Given the FIFO method was used it was assumed the missing stock was the oldest item and the most recent items purchased are the ones still on hand. 

The General Ledger Inventory (current asset) account also needs to be updated to reflect the missing item. The general journal to record this is shown below:
General Ledger Recording:
The general journal entry to record the stock loss would be:
Dr Inventory Variance/COGS	20
	Cr Inventory	20


In-class Assessment Activity
There is sufficient time in this session to meet with your teacher/assessor and individually conduct Task 5 (k) i.e. the short oral communication task where you:
· discuss and identify the “what organisational policies and procedures regarding the stocktake could have been used to ensure an accurate count of items took place?” 
· answer a contingency management question – a what is something went wrong type of question – identifying how you would handle or manage the situation
· demonstrate active listening and questioning skills by listening and asking at least one relevant question of your assessor

Additional Optional Video(s)/Activities students can be viewing/doing while Assessor conducts the individual Oral Assessments
Students could watch the following practical video about managing inventory and conducting stocktakes while the teacher is conducting the individual oral assessments in a break-out room. Alternatively the videos listed above on page 38 of this student workbook could be watched by the students. Alternatively students could work the questions and tasks in FNSACC405_AE_Kn_1of2.
Watch   Inventory Training 2016  video on YouTube published by Clark College Bookstore on Jun 8, 2016    (Duration: 25:55 minutes)
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Organisational Policies and Procedures
It is important to have Organisational Policies and Procedures in place that aim for the efficient ordering and safe storage of stock. Excessive holdings of stock are extremely costly in a number of ways. The inventory could perish and become unsaleable especially relevant to food products. The inventory could become obsolete, out-dated and unsaleable especially products in high technology industries. There is the direct cost of storing inventory - i.e. the rent paid on warehouse premises. If the inventory was sold, it could generate cash funds that could be invested earning interest if surplus, or avoid borrowings and the associated interest on borrowings. Tying funds up in excessive inventory holdings is to be avoided. On the other hand, the business needs to have enough inventory to meet customer demand and to be able to fill and ship customer orders without delay. If the business is caught short of stock then they may lose customers to competitors and potentially never win back those customers. 
The organisation’s policies and procedures need to therefore successfully manage stock levels. A business needs to know when to reorder, how much safety stock to keep on hand and how much to order i.e. the quantity to order when they reorder products. The Economic Order Quantity Model and its associated formulas as well as analysing the business’s inventory turnover ratios help determine these answers. 

Inventory Turnover
The inventory turnover rate or ratio calculates how many times a year the average holding of inventory is turned over or sold
Formula
	The formula to compute the ratio is =
	Cost of Goods Sold
Average Inventory



The resulting calculation identifies the number of times inventory is turned over per year



For the purpose of this ratio average inventory can be estimated as:

(Opening Inventory + Closing Inventory)
2

Extension of the turnover ratio:
The inventory turnover ratio can be adapted to calculate the number of days inventory is held
To calculate this:
	Number of days inventory is held =
	365 (i.e. total # of days in a year)
Inventory Turnover rate (# times per yr)




In-class Activities
Inventory Turnover Rate
The following page references and questions are from the recommended textbook referred to on page 4 of the student workbook
· Review the example on page 138 
· Do Self-Testing exercise 1 page 139 
· Do Chapter Review Question 6 - Super Sports Co. (Chapter 3) on page 178
· Do Chapter Review Question 7 - ZYX Co. (Chapter 3) on page 179


Economic Order Quantity (EOQ)
The objective of the Economic Order Quantity is to minimise total annual inventory costs. It takes account of ordering costs per year and carrying costs per year and helps determine the economic order quantity i.e. how much inventory should be purchased and the desired re-order point (i.e. when to re-stock or re-order) inventory.

Formula
	The formula to compute the EOQ is =
	2DC0
CH


	
	2 x Annual Demand of product x Order Cost
Annual Carrying Cost



In-class Activities
Economic Order Quantity - EOQ
The following page references and questions are from the recommended textbook referred to on page 4 of the student workbook
· Read pages 139-141
· Review the examples on page 141 - 143
· Do Self-Testing exercise 2 page 144 
· Do Self-Testing exercise 3 page 145 
· Do Chapter Review Question 10 – Fast Tracker Pty. Ltd. (Chapter 3) on page 182


Managing Inventory through Inventory Reporting
Regular Monthly Reports
Income Statement – Inventory Reporting
Income Statement (Sales and Cost of Goods Sold) reporting for both Perpetual and Periodic Inventory. Gross Profit Margins and mark-up of goods can be analysed from the Trading section of the income statement

Extract of the Income Statement - Perpetual Inventory
	Income Statement of XXX Ltd  
For the year ending 30 June 20x1   

	                                                                                                         $

	 Sales
	100,000

	 Less Cost of Goods Sold
	70,000 

	 Gross Profit
	30,000 





Extract of the Income Statement - Periodic Inventory
	Income Statement of XXX Ltd  
For the year ending 30 June 20x1  

	                                                                                                         $

	 Sales
	100,000

	 Less Cost of Goods Sold
	 

	 Opening Stock
	 10,000

	 Purchases
	 80,000

	 Cost of Goods Available for Sale
	 90,000

	Less Closing Stock
	20,000                     70,000

	 Gross Profit
	 30,000



Analysis of the above reports informs management that a profit margin of 30% (i.e. Gross Profit/Sales i.e. 30,000/100,000) has been achieved.  
The Mark-up % of 42.86% can be calculated as (Sales-COGS)/COGS or (100,000-70,000)/70,000 
Analysing profit margins and mark-up per product line allow management to identify products that maybe aren’t worth stocking and those that are contributing greatly to the overall profit. It also helps identify those products that to be profitable you need to increase the selling price (subject to the market and competitors prices) and those products that to remain viable you need to source alternate suppliers to obtain cheaper cost prices.
In-class Activities
The following page references and questions are from the recommended textbook 
· Read page 161 of the Textbook and review the Trading section of the Income Statement under both the Perpetual and Periodic inventory methods
· Do Chapter Review Question 12 Pool Ltd (Chapter 3) on page 184
· Do Chapter Review Question 13 Loop Ltd (Chapter 3) on page 185

Customised Inventory Reports for Management
As part of analysing the inventory to allow informed decision-making about sourcing, stocking and pricing items management may obtain regular inventory reports that summarise the quantity on hand, unit cost price, total value of the items on hand, and unit selling price per product line with details of the current suppliers of those items. An example of this type of report can be found on page 150-151 of the recommended textbook.

When analysing these reports it is important to understand the stockkeeping unit being referred to in the report. Examples are: per unit or each, per carton, per box, per dozen, per bottle, per pack, per realm, per box of 100 (i.e. applicable to small item like business cards) etc.

Ad Hoc Reports and Data Analytics
Many data analytic companies for example Logi Analytics, Datapine, Sisense, SelectHub, Izenda, Exagoinc and Targit have gone into the business of assisting companies create Ad Hoc reporting systems that allow business data and business intelligence to service and improve their organisation’s monitoring or performance and results.
The goal of Ad-hoc reporting is to empower end-users to ask their own questions of company data, without burdening The Information Technology section of the organisation with the task of creating a myriad of reports to serve different functions and purposes. Ad-hoc reporting therefore makes the most sense when a large number of end-users need to see, understand, and act on data more or less independently, while still accessing and using the information form the same databases but for different reasons and analysis purposes. 
“For example, a company with a large outside-sales force would be the perfect fit for ad-hoc reporting. Each sales rep can set up his own report for his territory, showing performance against sales goals, orders taken, number of visits to each client, etc., in a format that makes the most sense to him. And just as importantly, the numbers used are pulled from the same data sources as the rest of the company, thereby promoting consistency and minimising surprises at the end of the quarter”[footnoteRef:1]. [1:  https://www.logianalytics.com/resources/bi-encyclopedia/ad-hoc-reporting/] 



The benefits of Ad-Hoc reporting are:
· Critical information can be provided to individuals at times and in formats that are the most appropriate and relevant for them
· Information can be tailored to user’s needs
· It encourages collaboration and information sharing in the workplace
· The information and reports can be further tailored and developed to meet the information needs of individual employees (i.e. it is highly flexible and interactive and adaptable)
· Easy to use wizards assist users to operate the information systems and build required tailored reports
· Provides information to answer questions on demand
· There is the ability to interact with the data in many different ways
· The report formats are reusable and can be further adapted and tailored to meet information needs.

Format of reports
Ad Hoc reports can take many formats but more commonly illustrative tables or colourful charts and graphs are used to highlight information and results and present information that is highly visible and easy to read and understand. 


Relevance of Ad Hoc Reporting to Inventory Management
Ad Hoc reporting could be used to identify any of the following:
· product with the highest sales in a period
· product sales and their associated profit margins
· slow moving products (i.e. products with sales levels below certain set parameters)
· product that were sold below cost
· Products with profit margins below set parameters
· monthly sales figures compared to average stock levels

These types of reports produced in colourful table, graph or chart formats allow managers to control the procurement (purchasing of stock), sourcing of suppliers and achieving best cost prices, make decisions about pricing and profitability and the viability of buying and selling certain product lines.

The sorts of decision-making that could result from such reports include decisions about: 
· should the business make or buy inventory? 
· should the business buy from local or overseas suppliers? 
· should a product-line be cleared via a price reduction?
· are suppliers’ prices competitive?
· is an increase in cost prices charged by a supplier acceptable and is the product still viable or profitable to buy and sell given the price increase?
· can sales prices be increased to improve profit margins?
· when should goods be re-ordered and in what quantities?
· what stock levels should be maintained?
· what are the lead times for purchasing items?
· what safety stock levels should be kept on hand?
· is a product still viable given recent sales and demand for the product or should it be discontinued?
· what are the future sales predictions for a product?
· should a product be replaced with a substitute or alternative product?
· should a perpetual or periodic inventory system be maintained?
· how regular should stocktakes be performed?
· is there a need for additional security and surveillance in the store, factory or warehouse areas?



Use of Tables, Charts and Graphs and Diagrams
Below are two snip-its from SelectHub’s website promoting the types of Ad Hoc reports the top Enterprise Reporting Software Leaders could provide for a business.[footnoteRef:2] [2:  https://selecthub.com/business-intelligence/importance-ad-hoc-reporting/] 

[image: ]
Refer to the website in the footnote reference below to see a clearer visual of the report types available
[image: ]
A further list of Data Analytic products (similar to JReport) were listed by SelectHub[footnoteRef:3] [3:  https://selecthub.com/business-intelligence-tools/jreport/?from_category=84] 

[image: ]
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Refer to Pages 154 to 159 of the recommended textbook for some of the other examples of inventory related reports and charts including: 
· High, Medium and Low cost unit cost analysis report options
· Inventory item turnover reports (classified as Fast moving, slow-moving or non-moving items)
· Procurement Difficulty of items (classified as Scarce, Difficult or easy to source)
· Monthly Demand analysis per item
· An analysis graph of inventory items classifying items as vital, essential and desirable items and linking them to why they are important to the business 


Videos
Watch   Inventory Management - An Introduction  video on YouTube published by Supply Chain Secrets on Jul 13, 2008    (Duration: 6:32minutes)



Topic 6
Computerised 
Inventory 



[bookmark: _Toc8395679]Topic 6: Computerised inventory
Using digital Technologies (e.g. MYOB) to record the purchase, sale and reconciliation of inventory
Introduction to MYOB and the Inventory Command centre
Either double click on the MYOB software icon or right click and select “open” to launch the MYOB version 2018.3 of the AccountRight software program
[image: ]
[image: ]
Click on create a company file unless your teacher has already set a file up for you.



You will be processing Self-Testing Exercise 6 from page 91 of the recommended textbook using MYOB. The company name is Elliott Ltd. You previously did this question manually in session 4.
After selecting “Create a company file” above you will get the following screen
[image: ]
Note: with the educational versions of MYOB you can only access a newly created datafile for 30 days.

 You need to set-up the information:
1. Introduction
Which AccountRight are you using: Select “AccountRight Plus”
Where are you? Select “Australia”


2. Company Information
[image: ]
Enter the company name, an 11 digit ABN and enter the question details in the address field

3. Financial Year – refer to the snip-it below. Change the conversion month to May
[image: ]

4. Accounts List Options – start with an accounts list provided by MYOB then click Next
[image: ]
5. Accounts List Selection
Select the Retail Industry option

6. Create Company File
Save the file locally in My Library on your computer (i.e. the default). Add your name or initials to the company name in the filename box and click the create company file (bottom right)
[image: ]

7. Conclusion.  Click Command centre to go to the command centre

Activating your company file: Select ‘Activate Later’
The program will remind you that you only have access to the files for 30 days
[image: ]



Once the MYOB program is loaded you will get a screen with a series of command centres. If you click on the one that say Inventory your screen should look like the one below:
[image: ] 
Before setting up one inventory item and recording the inventory transactions - we will enter opening general ledger balances
Entering Opening General Ledger Balances
Select setup > Balances > Account Opening Balances
Enter the following opening balances
	A/c #
	Account Name
	$

	1-1110
	Business Bank Account #1
	92,000

	1-1320
	Inventory
	8,000

	3-1000
	Owner's/Shareholder's Capital
	100,000



   



Set-up an inventory item
Click on the inventory command centre

Select Items List
[image: ]

Click [image: ]    to create a new inventory item
[image: ]

You buy, sell and inventory the item. Place a tick in all 3 boxes – refer to the snipit below
Give the item an item number: 001 
Name the product: Widgets
The linked accounts are:
Cost of Sales: 5-1000
Sales: 4-1000
Inventory: 1-1320

Product #: 001 Widgets – set-up details
[image: ]

On the ‘Buying Details’ Tab enter that the tax code for buying the product is GST
[image: ]

On the ‘Selling Details’ Tab enter that the tax code for selling the product is GST but leave the box underneath unticked. This means the selling price you enter on sales invoices will be the price excluding GST. MYOB will know to add 10% GST.
[image: ]

Enter the inventory opening balance:
The opening inventory balance for Self Testing Exercise 6 comprises 1,000 widgets that cost $8.00 each
Go to the inventory command centre and click ‘count inventory’
[image: ]

Enter 1000
[image: ]

And click adjust inventory
[image: ]

Leave the Default Adjustment account blank and click continue
[image: ]
You will get a prompt checking if you are entering opening balances. Make sure you click on the Opening balances button and not the Continue button

[image: ]

Click Adjust Inventory

Enter the journal date 1/5/2019. Enter “Opening inventory Count” in the Journal Memo field. Enter 8.00 in the unit cost field and MYOB will automatically calculate the Amount column as $8,000.00. Refer to the snipit below and then click the record button
[image: ]
Set-up one customer card
Name the card: Buyer Ben
On the Selling Details Tab select “Item” as the Sales Layout type. Allocate any 11 digit number in the Buyers ABN field on the Selling Details Tab
[image: ]
Set-up one supplier card
Name the card: Seller Sam
On the Buying Details Tab select “Item” as the Purchase Layout type. Allocate any 11 digit number in the Sellers ABN field on the Buying Details Tab

[image: ]

Note: The widgets are bought from Seller Sam and sold to Buyer Ben.
Text Book Activity Self-Testing Exercise 6 – page 91 (Chapter 2) recorded using MYOB
In the current MYOB file that you have already set up for Elliott Ltd. process the purchases and sales transactions as well as any purchase or sales returns transactions from 5/5 to 30/5 for Self-Testing Exercise 6 from page 91 of the recommended textbook. Note it is critical these are recorded in date order. Be very careful with dates as MYOB keeps defaulting to the current day’s date when you enter a new area or type of transaction.

After each transaction before moving to the next one check the inventory accounts list balance against the stock card solution for (b) the weighted average method or your manual stock card done in session 4. The textbook solution is on page 110 of the text. Assume a constant selling price of $20 per widget plus GST. MYOB will add the GST provided the tax inclusive button on the invoice is not ticked.


Transaction as per Self Testing Ex 6 -  5/5/2019  - Purchase   600 widgets @ $8.50. Ensure the tax inclusive button is NOT ticked
[image: ]

[image: ]

Transaction as per Self Testing Ex 6 -   9/5/2019  - Sale   200 widgets. Ensure the tax inclusive button is NOT ticked. Use a sales price of $20 excl GST. 
[image: ][image: ]
If you recap your transaction before recording it will show:
[image: ]

Transaction as per Self Testing Ex 6 -   13/5/2019  - Purchase   600 widgets @ $9.50. 
[image: ]
[image: ]

Transaction as per Self Testing Ex 6 - 15/5/2019  - 100 widgets purchased on 5/5 @ $8.50 returned to supplier. Returns are recorded as a negative purchase invoice. Record the Purchase # as DN01
[image: ]
[image: ]
Returns and credits are usually applied against the invoice to which they relate. To do this go to the Purchases register and click on the Returns and Debits Tab. Ensure the DN01 debit note is highlighted and click the ‘Apply to Purchase’ button. Be careful to date the transaction 15/5 because the date will have automatically defaulting to your current date as per your computer clock. Allocate the credit against the invoice dated 5/5
[image: ]
[image: ]

Stop and check your accounts list value of inventory against the stock card. The inventory value should be $16,012.50 in your MYOB records. It was recommended you compared this to the manual Weighted Average Stock card – remembering the extended $ value in the manual stock card is rounded to the nearest whole dollar.
[image: ]

Transaction as per Self Testing Ex 6 -   19/5/2019  - Sale   900 widgets. Ensure the tax inclusive button is NOT ticked. Use a sales price of $20 excl GST. 
[image: ]
Transaction as per Self Testing Ex 6 -   22/5/2019  - Sale   300 widgets. Ensure the tax inclusive button is NOT ticked. Use a sales price of $20 excl GST. 
[image: ]

Transaction as per Self Testing Ex 6 -   25/5/2019  - Buyer Ben returns 100 widgets bought on 19/5. Enter as a minus sales invoice. Name the Invoice #: CN01
 [image: ]

[image: ]
Allocate the credit note against the sale date 19/5 through the sales register – returns and credits tab and apply to sale. Select the sales invoice dated 19/5 to apply the credit to. Don’t forget to date the transaction 25/5 as the date will have automatically defaulted to the current date.
[image: ]

Check your accounts list inventory balance again at this point. It should be $6,742.10
[image: ]

Transaction as per Self Testing Ex 6 -  27/5/2019  - Purchase   200 widgets @ $9.50. 
[image: ]
Transaction as per Self Testing Ex 6 - 30/5/2019  - Sale 600 widgets. 
[image: ]

Re-check the inventory balance as per your accounts list. It should be: $3,456.84
[image: ]
The following is a snipit of the items list summary report from the report menu
[image: ]

As per Self Testing Ex 6 a stocktake/physical count was performed on 31/7/2019. The physical count identified that 440 widgets were on hand which is 40 more than the stock card is showing. 
Use the Count Inventory section of the Inventory module to record the 440 items counts. Allocate the variance directly to the Cost Of Sales account A/c# 5-1000 in this instance. More than likely the inventory was probably written off as missing in a previous stocktake and has now re-appeared.
[image: ]
Click Adjust inventory
[image: ]
Allocate the variance to the Cost of sales account i.e. A/c #:5-1000

[image: ]

Don’t forget to date the Inventory Journal IJ 2 31/5/2019 i.e. the end of month stocktake date
[image: ]
[image: ]
Go to the Reports Menu and select Index to Report and select Items List (Summary) and Display the report 
[image: ]

You should get the following which agrees to the manual weighted average solution (rounded to the nearest whole $) on page 110 of the textbook.
[image: ]

Another useful report is the ‘All journals’ report. This enables you to check the accuracy of each journal you have recorded. Below is a snipit of this report.
[image: ]
Page 1 of 2
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Page 2 of 2

[bookmark: _Toc8377452][bookmark: _Toc8395680]Appendix 1 – Stock card templates
Sample Template_A                       Stock ledger card using the FIFO method

	Date
	Purchases / INs
	COGS / OUTs
	Balance
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	Unit Cost
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Sample Template_B                  Stock ledger card using the weighted average cost method.
	Note: for the Weighted Average Method – unless the question requires otherwise: 
· Show and round unit costs to two (2) decimals, and 
· Round Total $ columns to the nearest whole dollar.

	Date
	Purchases / INs
	COGS / OUTs
	Balance

	 
	Qty
	Unit Cost
	Total  $
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	Unit Cost
	Total  $
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Date: 16/7/20X1

ABN 55 823 468 790

Great Lakes Music Factory

PO Box 999

333 The Northern Parkway 

Sydney   NSW   2000

TUNCURRY   NSW   2428

ABN: 11 222 333 444

Your Order No 542

Quantity Description Unit Price $ Total $

6 Music Stands 22 132.00 

4 Pairs of Drumsticks 12 48.00 

5 Tambourines 22 110.00 

290.00 

29.00 

319.00 $           

Terms Net 30 days

Subtotal excluding GST

GST

Total including GST



Tax Invoice No 1003

BJ Music Supplies
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