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Inventory

LEARNING OBJECTIVES
	After completing this chapter the student will be able to :

1. State the importance of the ending inventory calculation.

2. Describe the difference between the manual and computerized Inventory systems.

3. Discuss the interrelationship of the Inventory modules to the other modules.

4. Understand the differences between cost and price.

5. List the different types of measurements.
	6. Discuss the periodic and perpetual inventory tracking methods.

7. Describe the four basic inventory costing methods: FIFO, LIFO, average costing and specific cost.

8. Create a Cost of Goods Sold section.

9. Enter transactions that affect the Inventory modules.

10. Understand the method of estimating ending inventory.
	11. Describe the inventory subsidiary ledger.

12. List inventory reports and give their purpose.

13. List the steps to computerized inventory

14. Understand the Business Works program commands from  the User's Guide provided.

15. Enter a sample problem using the Business Works program.  Enter Data for two other companies to further augment the learning process.


	Inventory is an important part of any business.   The ending inventory directly affects the gross profit calculation.  If ending Inventory is understated, gross profit is understated.  If the ending inventory is overstated, gross profit is overstated.  Table 7.1 displays this principle using a cost of goods sold statement.
	INTRODUCTION

------------------------------



	TALBE 7.1

Importance of Ending Inventory

L.O. 1
--------

	                                                           CORRECT       OVER             UNDER         

SALES                                                  30,000            30,000             30,000

Beginning Inventory                              10,000            10,000             10,000

Cost of Merchandise Purchased             9,000              9,000              9,000

Merch. Available for sale                       19,000            19,000            19,000

Ending Inventory                                     8,000            12,000              5,000

Cost of Merchandise Sold                     11,000              7,000            14,000

 GROSS PROFIT                                  19,000            23,000            16,000

                                                                                     over                  under

                                                                                     stated               stated


	
	     Table 7.1 shows that if the correct inventory was $8,000 the gross profit would be $19,000. If the ending inventory was increased to $12,000, or overestimated, the gross profit would increase because the numbers say that it didn’t cost as much to sell the $30,000 in sales.  If the ending inventory was decreased to 45,000, or underestimated, the gross profit would decrease to $16,000.  In this case, the numbers say that it cost more to sell the $30,000 in sales.

     Inventory represents the items that have been purchased by the company but not yet sold. By having items in inventory the customers can receive their order sooner, rather by having to place an order and then wait for the items to arrive.  The customer is happier.

     However, having items in inventory is not without its costs.  These costs include (1) the possibility of not selling the obsolete items, (2) reduction in market value, (3) breakage and theft, and of course (4) storage cost (rent, utilities, labor).

     There is a certain break-even point at which the sales increased because  items are in stock and readily available to the customer.

    Ending Inventory is the difference between items purchased from vendors and what was sold to customers.  Calculating the cost of this ending inventory can determine whether the company has a gross profit or loss.  Therefore, the importance of keeping an accurate inventory cannot be overestimated.

     In this chapter, the basics of inventory accounting are discussed, after which handling inventory using an automated system is presented.  This chapter covers how inventory is affected by transactions for the purchase and sale of items.  A User's Guide for the Business Works software program is provided.  Three exercises are included to give students practical experience of the basics discussed in this chapter.


	SECTION 1:

COMPUTERIZED

INVENTORY

AND REVIEW OF INVENTORY ACCOUNTING

----------------------
Manual vs. computerized Inventory

----------------------
L.O.2
	Converting a manual inventory system to a computerized system increases the speed and accuracy of keeping track of inventory.  A manual system includes a cabinet with a card for each inventory item.  This card lists the item name, current quantity, one  column for purchases that increase the quantity, and another column for sales that decrease the quantity. 

Figure 7.1 provides a sample of an inventory card.  The information that is given on this card is the beginning balance for the item as 1,000 units.  On November 1st  30 units were sold changing the ending inventory to 970 units.  On November 12th  100 more units were purchased and a new ending inventory of 1,070 units is shown.  November 15th and 30th sales reduce inventory to an ending  balance at the end of the month to 900 units 
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                                                                                                            Card

    To keep track inventory, the inventory clerk receives a copy of each purchase order (merchandise received) and sales invoice (merchandise sold).  The purchase order lists each item and the quantity received.   The inventory clerk adds the items purchased to the prior item balance.  The sales invoice also lists each item sold to customers.  The inventory clerk subtracts the items from the prior item balance.  The total of all the ending item balances is the ending quantity.

     The cost of the ending inventory is developed by multiplying the ending quantity of each item by the unit cost determined by the costing method selected.  Costing methods are discussed later in the chapter.

     A physical inventory (actual count of each item) is performed to verify the quantity of each item on the inventory item cards.  The inventory clerk compares the physical inventory amount to the quantity on the item cards.  Adjustments, either increases or decreases, are made for each item based on the physical inventory.  A special expense account called Loss from inventory Shrinkage is needed in the General Ledger to record this adjustment in an inventory module.  After he adjustment the cards will agree with the physical inventory.

                                                                                                12345

                                                                                               1

     In a computerized system the computer program performs the same repetitive activities as the inventory clerk.  The user of the inventory system must be sure to enter all the items and add any new items as they appear.  When the user writes a purchase order or records the merchandise received, the items will automatically be increased.  No other information need be entered.  When a sales invoice is written the items are automatically reduced.  The inventory clerk's job of writing the increase or decrease on a card has been eliminated. Accuracy and speed are increased.

     The physical inventory may be taken with an optical scanner (see Figure 7.2) reading a bar code attached to the inventory item.  This procedure will automatically count the items scanned by item number.  There is no need for many
	INVENTORY 7.1
File cabinet ad Inventory Card

FIGURE 7.2
Computer. Scanner & Bar code


	
	individuals to physically count the items and hope the items are placed in the correct categories. The scanned physical inventory is automatically entered into the computer.  A report of the difference between the computer-generated number and the physical inventory is prepared.  Finally, the user enters the reason  for the difference, be it theft, loss, obsolescence, or damage.  The inventory program automatically creates the journal entry to adjust the inventory.

     Table 7.2 lists the activities of the inventory clerk and the activities performed by the computer.  As can be seen from Table 7.2, when the inventory control is performed by the computer less work is required. 


	TALBLE 7.2
Inventories Activities-Manual versus computerized
	ACTIVITIES
Enter items

Add new items

Record items purchased

Record items sold

Determine ending balance

Physical Inventory

Difference calculation

Enter Adjustment reason

Enter Adjustment Journal Entry
	MANUAL
X

X

X

X

X

Many people counting

X

X

X
	COMPUTER
X

X

Recorded with purchase order

Recorded with sales invoice

Automatically calculated

Few people with scanner

Automatically calculated

X

Automatically entered


	Interrelationship of Inventory to Other Module
	The inventory module writes the purchase order that is placed into the Accounts Receivable module with the adjustments going into the General Ledger.  In Business Works the Accounts Payable Module is used only for non inventory items such as Utilities, Rent, Advertising.


-----------------------
	L.O.3
	Inventory/A/P

Purchase Order

IN (add)

Item Number

Item Description

Item Cost
	A/R
Sales Invoice

OUT (Subtract)

Inventory
Item Number

Item Description

Sales Price

Quantity Check
	G/L
Adjustments

Increase and Decrease

Sales Account Number

Purchase Account Number

Adjustment Account Number




	INVENTORY

A/P

=============

ACCOUNTS RECEIVABLE
=============


	In an automated system inventory is purchased using purchase orders or purchase invoices sent to various vendors (supplies).  These orders include the item number retrieved from the main file of the Inventory module.  The quantity ordered and total cost are also included. At this time the quantity ordered is placed on hold until the user records the receipt of the items.  The purchase order is placed into the vendor account in Accounts Payable. When the items are received the vendor can be paid using the A/P module.  Also the user can record the receipt of items that will increase the inventory items. 

 Recording the receipt of items separate from the purchase order is necessary to avoid selling items that are back ordered.  Back ordered means that the items are not in stock and cannot be shipped with the initial order.   If items went into inventory at the time of order instead of receipt, customers would need to wait for a product that the system shows as in stock.

When creating a sales invoice from the Account Receivable module, the item number, its description, the on hand amount, in stock and sale price are obtain from the inventory main file.  The quantity is checked to be sure the item is in stock. If the quantity stock is less than the amount the customer has ordered it will be back ordered.  Once the sales invoice is written the item quantity balance is reduced by customer's order. 


	     The Inventory item main file provides the system with the account number to be used when buying and selling the items.

The inventory account in the General Ledger should equal the quantity of the items multiplied by the item cost. See the below table

Item Description         Quantity             Cost           Total Item Cost

Umbrellas                    100                    5                 $  500

Hats                             100                    2                     200

Scarves                         50                    7                     350
                                             Inventory Cost            $1,050

General Ledger Inventory Account 120                  $1,050

If the physical count of inventory doesn't match the computerized accounting records a journal entry needs to be made to make the total inventory match the actual physical inventory.  Adjustments are made in the inventory modules and will be integrated to the General Ledger.   If the journal entry is entered into the General Ledger alone the inventory detail will not match the summary total in the General Ledger.

The difference between cost and price can be somewhat confusing.  The cost is the dollar amount the company paid to obtain the item.  The cost can  be the cost of the item purchased in large quantity to resale to a retail store.  It also can be the cost of several parts that make up a product for a manufacturing company.

      The price is the dollar amount assigned to the item when it is sold.  There can be different prices for different customers based on the amount purchased or previous arrangements.

     The cost is determined by the vendor or supplier and the price is determined by the user's company.  The amount can and will change many times.  Many inventory programs have a Price List as a standard report.

      Figure 7.3 shows examples of a purchase order (listing the cost of items) and a sales invoice (listing the price of items).
	GENERAL LEDGER
================

Cost vs. Price

---------------------------
L.O.4
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	MEASUREMENTS

-------------------------
L.O.5

FRACTIONS

==============
Item Types
-------------------------
Inventory methods
------------------------
L.O.6

	The measurement that the accounting system requests is an important piece of information.  The customer uses this information to compare prices.  Measurements allow the company to buy one measurement, such as gross, and sell in another measurement, such as each.

     The following is a list of possible measurements:

    Each       One individual item

    Unit         Used with a piece of machinery or equipment: also measured products such as electricity, gas, or water.

    Dozen     Twelve items, or thirteen if it is a baker's dozen.

    Gross      One hundred and forty-four items

    Carton     Can be either a carton of liquid, such as carton of milk, or several individual small items, such as a carton of cigarettes.

    Box           Can be either an individual item that is packaged in a box or several items placed in a box for shipping

    Case         Used in the same manner as box

     Other standard measurements are: kilo, pint, quart, half gallon, gallon, and pound.

A special feature on some inventory programs called, "fractions,' allows the user to specify one measurement for purchasing and another for sales.  An example of selling a fraction would be when a gross of balloons is purchased for $5.00 but the balloons are sold at ten cents each.  This feature requires the user to enter the cost and price per fraction rather than entering only one measurement.

Items purchased and sold can be either inventory or non-inventory.  Inventory item are the items that are stored by the company until they are sold , such as balloons, rings, fabric, etc.  non-inventory items are services performed or parts purchased for a one time charge.

There are two methods of tracking inventory: periodic, and perpetual.  Periodic means determining the ending inventory at certain periods of time, whereas perpetual means constantly maintaining an ending inventory. A physical inventory is used to verify the periodic and perpetual ending inventory.

     The free on board (FOB)  status refers to whether to include the items in inventory.  If the items purchased are FOB destination and have not been received yet, they should not be included in inventory.  If  the purchase was FOB shipping point and has not been received yet, it would be included in inventory.

     Sales FOB should also be considered.  If the items sold are classed as FOB destination the company retains ownership until they are received by the customer. If the sale is considered FOB shipping point, once the item is shipped from the company's warehouse it no longer in the company's inventory.


	Periodic inventory can be taken at various periods of time, thus periodic.  The period can be monthly, quarterly, semiannual, or even yearly.

     The entries made in the General Ledger are:

1. Record purchases in the Purchases Account:

____________________________________________________________

Purchases

         A/P or Cash
____________________________________________________________

     The purchase returns and allowance and purchase discount should be used, as appropriate.

2. At the specified period of time, adjust inventory using the following journal entries:

1. Take out the old (beginning) inventory.  Zero out the Inventory account by crediting the Inventory account with the current balance and placing it in the Income Summary account with a debit

__________________________________________________________

Income Summary

          Inventory
__________________________________________________________

2. Put in the new (ending) inventory by debiting  Inventory and crediting Income Summary.

__________________________________________________________ 

Inventory

      Income Summary
__________________________________________________________

These are the only three entries required in the periodic method.

         The periodic method of inventory has been used in this book up to this point.  However, if an Inventory module is used in a computer system the perpetual system is used.

The perpetual inventory keeps track of the ending inventory every time an item is purchased and sold.  An up-to-date figure of the inventory on hand is always available.  This is very helpful in a retail business.

     The journal entry to record a purchase in a perpetual system is to enter the amount directly in Inventory.

_______________________________________________________________

Inventory

       A/P  or Cash
_______________________________________________________________

     Placing the items directly into inventory requires an additional entry every time an item is sold.  These two entries are:

1. Record the sale

____________________________________________________________

      A/R or Cash

        Sales
____________________________________________________________


	PERIODIC
===============

PERPETUAL

===============




	CHANGING FROM PERIODIC TO PERPETUAL
=============

PHYSICAL
=============


	2. Record the change in inventory and the cost of the sale:

______________________________________________________________

Cost of Goods Sold

              Inventory
______________________________________________________________

Computers readily lend themselves to perpetual inventory method.  When converting from the manual periodic method to the automated perpetual method, it is necessary to make some changes in the General Ledger accounts that are used.  The Inventory and Cost of Goods Sold accounts will be used in place of Purchases, Purchases Returns and Allowances, and Purchases Discounts.

     Before converting, a new inventory amount must be calculated and the cost of goods sold must be determined.  This information can be obtained from prior month's Cost of Gods Sold section of the Income Statement.

      For example, using the following Cost of Goods Sold section:

_________________________________________________________________

Beginning Inventory                              100.000

Purchases                                               50,000

Purchase Return and Allow                    (1,000)

Purchase Discounts                                   (250)

Net Purchases                                        48,750

-----------------------------------------            ------------

Freight In                                                      500

Cost of Merchandise Purchased             49,250

-------------------------------------------         -------------

Merchandise Available for Sale              149,250

Less: Ending Inventory                           (95,000)

-------------------------------------------         --------------

Cost of Goods Sold                                  54,250

=========================        ========

_________________________________________________________________

     A journal entry needs to be made to close all the purchase accounts (Purchases, Purchase Returns and Allowance, and Purchases Discounts, freight in) and to adjust for the correct inventory.   Using the above Cost of Goods Sold section the journal entry would be as follows:

_________________________________________________________________

Cost of Goods Sold                   54,250

Inventor                                     95,000

Purchases Ret. & Allow.             1,000

Purchase Discounts                       250

     Purchases                                                  50,000

      Freight In                                                        500

      Inventory                                                  100,000

_________________________________________________________________

     The net effect of this journal entry is to transfer all the information from the Purchase accounts to the Cost of Goods Sold account.  Net Income is not affected, but the accounts used to calculate net income are changed.

A physical inventory must be completed to verify the amount of the inventory account in the General Ledger (book balance).  This must be performed  periodically to verify the total inventory; most companies do it monthly. A spot inventory can also be performed to verify individual items. Doing a spot inventory also helps keep the inventory shrinkage down because the employer knows that inventory is being carefully watched.


	     As mentioned previously, physical inventory can be performed by individuals actually counting the items or by at individual using a scanner.  The scanner is the fastest of the methods.

In a perpetual system ending quantity and cost of inventory are constantly calculated.  There would be no problem if the items were always purchased for the same cost.  However, the cost of an item does change and there must be methods to handle this situation.  The user can usually choose from four basic methods of calculating the cost of the ending inventory: first in, first out; average cost and specific cost.  Using the average or specific cost method would be the same whether a periodic or perpetual tracking method is used. However, the FIFO and LIFO costing methods may develop a different cost of inventory using the periodic or perpetual methods.

    The average cost methods is used in this text.  However, a brief introduction of the four methods will be presented.  This introduction should help determine the method to be used when using a basic or high-end accounting system.

The first in, first out method uses the cost of the items that were purchased first to be the cost of the item that is sold next.  For example, gives the facts in Table 7.1 the ending inventory would be 17 items, 2 @$23 and 15 @$25 for a total of $421.

FIFO
	Costing Methods
L.O.7

FIRST IN, FIRST OUT (FIFO)
===============




__________________________________________________________________   TABLE 7.3
	Beginning 

   Inventory

Purchase

Purchase

Sale

Purchase

Sale
	DATE
11/01

11/15

11/16

11/23

11/24
	#OF ITEMS
+ 5

+10

- 3

+15

- 2

- 8
	COST PER ITEM

$20

$23

$20

$25

$20

$23
	TOTAL COST

+$100

+  230

-    60

+  375

-    40

-  184
	ENDING INVENTORY
      -0-

$100

$330

$270

$645

$421
	First In ,First Out


	The last in, first out method uses the cost of the items that were purchased last to be the cost of the items that are sold next.

     Using the same purchases as above, the cost of the items sold is slightly different.  The ending inventory would be 17 items, 5 @ $20, 10 @ $23, and 2 @ $25 for total of $386.
	LAST IN, FIRST OUT (LIFO)
==============




                                                                   LIFO                                                               TABLE 7.4  

---------------------------------------------------------------------------------------------------------------     Last In, Last out                                             

	Beginning

   Inventory

Purchase

Purchase

Sale

Purchase

Sale
	DATE
11/01

11/15

11/16

11/23

11/24
	# OF ITEMS

+ 5

+10

- 3

+15

-10
	COST PER ITEM
$20
$23
$23
$25
$25
	TOTAL COST
+$100

+  230

· 66

+  375

-  250
	ENDING INVENTORY
       -0-

$100
$330
$264
$639
$389

====
	


	AVERAGE COST
=============

SPECIFIC COST
=============

Presentation of the Cost of Goods Sold Section
----------------------
L.O. 8


	     Notice the ending inventory represents the cost and not the actual item.  Consider this: If the actual item was used instead of just the cost, when selling milk how would the milk you purchased first smell when it is the last to be sold.

Average cost, also know as weighted average cost, combines all the items purchased during the month into one cost per unit figure, then multiplies the cost by the cost by the ending inventory.   To get the per unit figure the cost of each purchase is determined and added to obtain the total cost of all the items purchased.  This number is then divided by the number of items purchase to determine the per unit cost (or the average cost).

     Consider the previous example:

               5 items were purchased for $20 each for $100

10 items were purchased for $23 each for $230

15 items were purchased for $25 each for $375
30 $705

           30 items/$705 = $23.50 per item

Ending inventory = 17 items x $23.50 = $399.50

     This method is the easiest for the program to perform and requires less computer memory.  It is also the most conservative of the costing methods.

If large dollar items are being sold, such as boats, recreational vehicles, very large diamonds, and large machinery, the inventory should be costed at the actual cost of the item.  Averaging the cost would not be in the best interest of the company.

     If the company sells both small diamonds and jewelry, for example, yet has five very exclusive diamonds to sell, the cost of the normal jewelry can be determined by FIFO, LIFO, or average and the large items can be costed at the specific cost.

Using the periodic method the Gross Profit section of the Income Statement would appear as shown below:

_________________________________________________________________

Your  Company

Income  Statement

12/31/XX
Sales

Less: Sales Return and Allowances

Less: Sales Discount

NET SALES

COST OF GOODS SOLD
Beginning Inventory 1/1/xx (should be the same as 12/31/xx-1)

+ Purchases

-  Purchase Return & Allowances

         - Purchase Discounts  
=  Net Purchases

+  Transportation In

=  Cost of Merchandise Purchased

 Merchandise Available for Sales

-  Ending Inventory (This should equal the Inventory Asset Account)

=  COST OF GOODS SOLD (COGS)

  GROSS PROFIT (Net Sales--COGS)




                              ---------------------------------------------------------------------------------------------------------------

	     Using the perpetual method the Gross Profit section of the Income Statement would appear in an abbreviated style:

Your Company

Income Statement

12/31/XX
Sales

Less Sales Returns and Allowances

Less Sales Discount

NET SALES

COST OF GOODS SOLD

GROSS PROFIT

     This statement does not provide a great deal of information. However, the information can be found in detail in the Inventory module.

Understanding the entries that are automatically entered when certain transactions are performed will help you check the accuracy of the General Ledger.  It will also help you correct any errors that could happen.

When a purchase order or invoice is written or recorded, inventory is purchased on account.  The Inventory account would be debited and the Accounts Payable account would be credited.

Inventory

      Accounts Payable

When inventory is purchased using cash, instead of writing a purchase order, it is still a debt to Inventory but a credit to Cash instead of A/P.  In the manual method this transaction can be written as a journal entry in the General Ledger.

Inventory

      Cash

     If an Inventory module is used in a computerized system this transaction will be recorded in the inventory module.  This transaction will automatically be entered into the vendor subsidiary ledger and also increase inventory.  A purchase order (invoice) is created with a debit to inventory and a credit to A/P. 

When items are sold the two entries in the perpetual system that are entered are (1) the standard sales journal entry (Debit Cash or A/R and Credit Sales), and (2) the cost of the items sold.  The cost would be recorded and Inventory reduced (Debit Cost of Goods Sold and Credit Inventory).  

Sales can be entered in Accounts Receivable if inventory was not used. If perpetual inventory is used, Sales must be entered using the Order Entry module.  The sales invoice must be created using the item or part number from the inventory module.  The invoice will be printed, added to the customer's account in the A/R, and inventory will be reduced.


	Transactions

------------------------------
L.O.9

------- 

PURCHASE ORDER

CASH PURCHASE

SALES

ORDER ENTRY


	RETUNS AND ALLOWANCES

PURCHASE RETURNS AND ALLOWANCES

SALES RETUNS AND ALLOWANCE

INVENTORY LOSS JOURNAL ENTRY


	Write the invoice, adds to the customer's account

                    A/R or Cash

                         Sales     

Reduces inventory

                 Cost of Goods Sold

                         Inventory

Returns and Allowances can be a little complicated.  An item can be returned because it is not liked, it does not work, of it may have defects.  Different accounts are used if the items are returned by the company or by a customer.

If the item was purchased on account and it is returned for a full or partial refund, the Inventory and Accounts Payable accounts are reduced.  A debit memo is written to reduce A/P.

A/P

      Inventory

     If the item was purchased for cash and it is returned for a full or partial refund, the Inventory account is reduced and the Cash account is increased.

Cash

        Inventory

If an item sold on account is returned and can be resold, the Inventory amount should be increased, Cost of Goods Sold decreased, and A/R and Sales decreased.  Sales Returns and Allowances can be used in place of Sales.

Inventory

      Cost of Goods Sold

Sales Returns and allowance of Sales

      A/R

     If the item sold on account is returned but is defective and cannot be resold, the Sales returns and Allowance account must be increased and the A/R account decreased.  The item will not placed back in inventory to be resold so an adjustment to the Cost of Goods Sold account is not entered.  This is just a simple Sales returns and Allowance transaction as shown below.

Sales Returns and Allowance

           A/R

When physical inventory is performed a difference must be expected.  More than likely there will be a decrease in inventory.  The account in which to place this expense is an account that could be titled Loss on Shrinkage of Inventory.  In this case Inventory would be decreased and the Loss account would be increased.

Loss on Shrinkage of Inventory

        Inventory


	      In the rare situation of the difference being an increase in inventory the above journal entry would be reversed:

Inventory

      Loss on Shrinkage of Inventory

There are times when the inventory needs to be estimated to validate the inventory on the books.  The basic method of estimating inventory is the gross profit method.

     The gross profit methods assumes that the selling price is calculated by increasing the cost of all items by the same percentage.  To calculate estimated inventory follow the steps below:

1. Determine the gross profit from the Sales Invoices for the period to date. Multiply the net sales by the gross profit percentage.  For example:

$ 100,000     sales

X          40%  gross profit percentage

$  40,000       gross profit

2. Determine the estimated Cost of Goods Sold.  Subtract the gross profit from the net sales.

$ 100,000      sales

-    40,000      gross profit

$   60,000       Cost of Goods Sold

3. Determine the  Merchandise Available for Sale.  Add inventory on hand at the beginning of the period to any purchases made to date.

$   40,000      beginning inventory

+   50,000      purchases

$   90,000      Merchandise Available for Sale   

4. Determine the ending inventory.  Subtract the Cost of Goods Sold from the Merchandise Available for Sale.

$   90,000     Merchandise Available for Sale

-   60,000      Cost of Goods Sold

$  30,000       ending inventory

=======

         Compare this calculation to the Inventory account balance in the General Ledger or the total balance in an Inventory Subsidiary Ledger.

A Subsidiary Ledger keeps all the details of the module that is summarized in the General Ledger account.  In the case of a manual inventory system, a card for each item is kept showing the purchases, sales, and adjustments.  A monthly report is created by the inventory clerk to show the activity for each item.  All the cards are kept in a bin.  When an item is no longer sold, the card is placed in storage with all the other accounting  records.  An example of a card was shown in Figure 7.1

     One main advantage of the manual system is that all the activity for the year for a selected item is included on one card.  Knowledgeable decisions about future purchases or sales of this item can be made using this information.

     In a computerized inventory system the Subsidiary Ledger is the Activity report.  Any report that shows the beginning inventory by item, purchases year-to-date, sales year-to-date, and ending inventory can be called the Subsidiary Ledger.  In some accounting systems the Activity Report can be include the gross profit by item and can sort the items by a variety of fields.

     Print the Activity Report each month and include it with the monthly accounting reports
	Estimating Ending Inventory

---------------------------
L.O. 10

----------
Subsidiary Ledger

L.O. 11

-----------





	Reports

L.O. 12

MASTER FILE (ITEM LISTING)
PRICE LIST (PRICE ASSIGNMENT LISTING)

ACTIVITY REPORT

SLOW MOVING REPORT

ALERT REPORT


	Some standard reports are included with every Inventory module.  These standard reports are discussed here, along with the information that would be contained in them.

The information contained on a item listing can be as little as the item code(#), item description, and on-hand amount.  It can also include as much as the account number when the item is bought and sold, the cost and price of the item, date and cost/price of last purchase and last sale, and reorder point.

     An item listing should be printed at the beginning of each month to be included in the monthly accounting reports.  This will show what items are included in inventory during the month.

    Business Works uses The Stock Status Report and the On Hand Detail Report to provide this information.

Since one field of the Item Master File is the selling price, a price list of all the items can be prepared easily by simply printing the item number, item description, and the selling price.

     Some inventory modules have fields to include as many as five selling prices depending on the type of customer that is being served or the quantity being purchased.  Price lists can be printed for all the prices, for  some of the prices, or for one price.

     A new price list must be printed when sending a copy to a customer.  Before that, an ink change to the listed price on the page would be acceptable.

    The Price List for Business Works is under the Parts pull down menu.

As stated in the section on the Subsidiary Ledger, the Activity Report is used as the Subsidiary Ledger.  The Activity Report has all the details of the activity that has occurred for that item.

     The Activity report should include all the activity for each item and should include the ending inventory quantity and cost.

     This report should be printed each month to provide a Subsidiary Ledger as well as ending inventory that should agree with the General Ledger Inventory account.

    Transaction Detail Report provides the Subsidiary information for inventory in the Business Works program.

A Slow Moving Item Report lists the items that have not been sold in a number of months.  It indicates the items that take up space in the inventory but do not produce any revenue.  This information is based on the date of purchase and the date of the last sale.

     The Slow Moving Item Report should be printed when the decision to reduce inventory needs to be make.  These items would be reviewed to determine if they should be retained in inventory.  The slow moving item can be sold at a reduced rate, given away, or simply thrown away.  The cost of this could be included in the Loss from Shrinkage of Inventory.

     This report can be used as a management tool to show what items are moving and what items are low in stock.  This is called “management by exception.”

     Most high-end accounting programs include a Slow Moving Report as well as a “Top 10” list of “hot” (most active) selling items.

     Business Works has a Performance Report that will show the slow moving items.

An Alert Report lists the items that are close to the reorder point.  A reorder point field must be included in the Master File to be able to print this report.

     This report should be printed before items are ordered.  This can be on a weekly, biweekly, or monthly basis.

    Business Works has one report for the Overstocked and one for the Low Stock Report.

	
	

	     An Alert report can include the following information:

Item number and description 

On-hand amount

Date and amount of last purchase

Date of last sale

Vendor name and number

      This report should provide all the needed information to order the items without looking further into the Master Item File.

The Back Order Report Lists the items that have been back ordered for the customer.  This is an important report for a retailer.  If the customer’s order is not filled within a reasonable time the customer may never order again from the company.

     This report should list the item number and description, the quantity back ordered, the customer, the date of the sale, and the vendor with the vendor’s phone number.  The vendor should be contacted on a regular basis or another source should be found.

     This report should be printed on a regular basis, no less than weekly—a month is too long to wait for an item that has been back ordered.

The Physical Comparison Report lists the perpetual inventory according to the data included in the accounting system  files.  The physical inventory is entered as it is determined for each item.  This report is then printed to print out any item that is different from the physical inventory.

     Adjustments can be made from the Physical Comparison Report.  This report can be sent to the  individual in charge of inventory to explain the differences.  This explanation is used to determine the correct journal entry.

Business Works has this report under Transactions.

Many other reports can be prepared from the information in the Inventory module .  Some accounting programs will let users create their own reports.  One fact needs to be remembered in user-created reports:  A field for that piece of information must exist to list it on a report.
	BACK ORDER REPORT

PHYSICAL COMPARISON REPORT

OTHER REPORTS




	Flow of Data

FIGURE 7.4
	Figure 7.4 shows how the Inventory module is affected by the other modules fo an accounting system and the reports that are produced.
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	Setup

Configuration

L.O 13
	The steps in setting up the Inventory module, which include the Accounts Receivable, Order Entry and Accounts Payable modules, are few.

     The first step is to enter accounts for Inventory, Cost of Goods Sold, and Inventory Shrinkage.  This will ensure that the correct amount will be integrated to the General Ledger, the Balance Sheet will balance, the net income on both the Income Statement and the Balance Sheet will be correct.

     The next step is to add the inventory items and print the Inventory Item Listing to verify the entered items.  For existing companies, make sure the total inventory cost of items is the same as the balance in the Inventory account before you get out of setup.

    If you have used Periodic inventory thus far and will change to perpetual you will need one more step. This final step is to transfer the net purchases to the Cost of Goods Sold account.  This is accomplished with a journal entry – a debit COGS, Purchase Returns and Allowances and Purchases Discounts, and a credit to Purchases.


	This chapter discussed the basics of using the Inventory module with an Accounts Receivable, Order Entry and Accounts Payable module.  The inventory accounts that are include in the Chart of Accounts when using the Inventory module are Inventory,  Cost of Goods Sold, and Inventory Shrinkage.

     A brief review of the accounting for inventory and the journal entries that are entered for each transaction was presented.  The activities that are performed in a manual system versus the activities of the a computerized system were discussed.  The two ways to track inventory (periodic and perpetual) and the four ways to cost inventory(FIFO, LIFO, Average cost, specific cost) were given.  Steps to change from periodic to perpetual inventory and one method to estimate ending inventory were given.  The standard reports that can be printed in the Inventory module were listed. 

     A user's guide of the Business Works program was included. This discussion included the flow of data in the inventory module, and the detailed description of the commands for setup and transactions of inventory, and contents of the reports produced in the inventory module.  
	SUMMARY


Key Terms ---------------------------------------------------------------------------------------------------------------
	Activity Report

Adjustments

Average Cost

Cost

Cost of Goods Sold

Ending Inventory

FIFO
	Fractions

Inventory Shrinkage

Item File

LIFO

Measurements

Periodic

Perpetual


	Physical

Price

Price List

Reorder Report

Slow Moving Items

Specific Cost


	1. What inventory costing method does most computer system use?

2. What activity increases inventory?

3. What activity decreases inventory?

4. What report will show the invoice number of both the sales and purchases of a particular item?

5. What is the purpose of the reorder point list?

6. What inventory tracking method do most computer system use?

7. What causes an entry to the adjustments in the inventory module?

8. The total cost of the inventory should equal__________________ 

9. What information must be developed when converting from a manual method using purchases to a computerized method using Cost of Goods Sold?
	CHAPTER  7

REVIEW QUESTIONS


	SELF-EXAMINATION QUESTIONS
	Match the information to each of the following reports:

A. Transaction Details Report

B. General Ledger

C. Physical Count Entry Listing (Adjustments)

D. Inventory Item Listing

E. Purchases Journal

F. Reorder Point List

G. Sales Journal/Invoice

H. Inventory Item Record

_________    1.   Item code

_________    2.   Item description

_________    3.   Type (Inventory/Non-Inventory)

_________    4.   Reorder point

_________    5.   On hand (item quantity balance)

_________    6.   Unit of measure

_________    7.   COGS account umber

_________    8.   Unit cost

_________    9.   Total Cost

_________  10.   Sales account number

_________  11.   Unit Price

_________  12.   Unit total value

_________   13.   Purchase/sales invoice number

_________   14.   Purchase/sales invoice date

_________   15.   Invoice amount

_________   16.   Item quantity sold/purchased or adjusted

_________   17.   Total inventory 


Date    _____________________________

Name ______________________________

Susy’s Balloon

Service
Cover sheet

Chapter 7

Inventory

Setup and transactions

	Order of reports to be Attached:
As of  Oct. 30, 200X

Setup Reports

       Chart of Account

Master Parts List

Transactions:

Order Entry Invoice Detail Report

Cash receipts Journal

Transaction Detail

Cash Disbursement Journal

Purchases Journal

Cash disbursement Journal & Checks


	End of Month

A/R & A/P Aged Invoice Listing

     A/R & A/P Invoice Activity Listing 

     Customer Statement

On Hand Detail Report- Stock Status

Reorder Point List

General  Journal

Adjusted Trial Balance

Income Statement 10/30/0X

      (MTD & YTD)

Balance Sheet       10/30/0X

General Ledger      10/30/0X

Income Statement  11/01/0X

Did you make a backup copy of your data?

	
	


SETUP INSTRUCTIONS










Type

1.   Add Accounts:

Inventory


120
Current Asset





Cost of Goods Sold

460
COGS





Inventory Shrinkage

660
Expense

2.  Enter a journal Entry dated 10/01/0X to transfer net purchases to COGS.

      ---------------------------------------------------------------------------------------------------------------

      Cost of Goods Sold

3183.25

      Purchase Ret & Allow

  150.00

      Purchase Discounts

    66.00

              Purchases




3399.25

      -------------------------------------------------------------------------------------------------------------- 

      Post this journal entry. View the Trial Balance to verify.

3. Create the Inventory Data Files

a. Select Utilities--Create Data Files

b. Note:  Exclusive Option

c. Note:  Existing data in inventory module will be erased.

d. Enter the Current month , prior month and costing method.

e. Select OK.

f. Type Create in the box when asked.

g. Verify the Costing method note.  Be sure this is correct because you can't change after this screen is past.   Select Yes.

h. Put in Set up Mode.  Be sure to stay in set-up until you are ready to enter transactions.

4. Add Standard as a Product Line- Inventory

a. Select Utilities – Product Line – Maintain


b. Enter the necessary integration accounts.  The sales account is not the account number but the actual sales account entered in the Accounts Receivable module.  There can be other Sales accounts but to keep it simple we will just use one.  Go to A/R if you have other type of items you will be selling.

Sales Account :  Sales  #1  





 COGS




460



Inventory




120



Inventory Purchase Receiving 

201



Inventory Purchase Variance

660



Inventory Adjustment


660




c. Save

5. Add Part List

-------------------------------------------------------------------------------------------------------------------------------------------------------------

SUSY’S BALLOON SERVICE

Inventory item listing

Code
Description

  Quantity
          
      Per unit  








  Reorder
  
 Cost
      Price           

                                                OrderPt  Max      Min

---------------------------------------------------------------------------------------------------------------------------------------------------------------

CLEAR


      10            100       50
   1.00
       4.00


CLEARC                                 10           100       50            1.50         5.00

LATEX                                    10           100       50             5.00       15.00

MYLAR                                   10           100       50               .50         2.00

MYLARC                                 10           100        50             .75         5.00

---------------------------------------------------------------------------------------------------------------------

a. Select parts-Maintain Parts.

b. Stay In Set-up Note:  YES

c. No parts -- Put in the NEW parts screen.

d. Enter the Description, cost and price.

e. Select Quantities and enter the maximum, minimum, and order point.


f. Select Pricing:  Enter it as Line Pricing.


g. Select OK, then save.

h. Select New to enter the remaining parts.

6. Daily/Weekly Transactions:

Purchase of Balloons on Account—Inventory –Purchase—Maintain

   a.  Oct. 1, 200X      Purchased 500star mylars from Conwin, $250, 2/10 Net 30, Inv #658. Pick UP

1. Select Purchasing-Maintain Purchase Order

2. Enter the description information: Start PO number, Vendor. 

3.  To enter the   starting P.O. number erase the X in next then enter 658.

4. Enter the line items by selecting Line Items. Click on OK when complete.

5. Click on Summary to check if it was entered correctly.  Once correct click on SAVE.

6. Record the receipt of the items that you picked up.  Select Transactions - Receipts. Enter the part number received.  The purchase order information will appear.  Once correct Post.

Sales on Account- O/E – Invoices – Direct Invoicing
   b.  Oct. 1, 200X     Bill Marshall’s Corporation for 300 star mylars @$2. Terms 2/10 Net 30, 

   P.O #092522. Delivered. Taxable—Decorating, not resale.

1. Select Order Entry Module, Invoicing, Direct invoicing

2. Enter the Customer Name

3. Select Header, enter the P.O. number and check on whether it was Taxable.


4. Select Line Items.


5. Check the summary to see if it is correct.  

6.  Select Post and print.

Purchase on Account -- Inventory (Enter in the same manner as transaction a. Don't forget to record the receipt of the items.

   c.  Oct. 1, 200X   Purchased the following from Ballooner’s Supply, $537.50,P.O. 3502, Net Inv # 659.

                                           --------------------------------------------------------------------------------------------------------------------------------

                                                                                        Cost               Price              Cost

                                50 latex –assorted
                       @5.00           15.00
        250.00

                                65 Balloon handlers—bear             @ 2.50            5.00             162.50

                                50 Balloon handlers—hands          @ 2.50            5.00             125.00
                                                                                                                       537.50

                             ---------------------------------------------------------------------------------------
Cash Sales from Cash Register—ORDER/ENTRY- Cash as customer

   d.  Oct. 15, 200X    record the following cash sales from store, $733.70

                                   ----------------------------------------------------------------------------------------------

46 handlers – hand

5.00


230.00

45 handlers – bear

5.00


225.00

 2 latex


          15.00


  30.00

91 mylar – star


2.00


182.00

Tax





  
  66.70








733.70


1.  Enter the customer as cash.  It will go directly to cash and not accounts receivable.

2.
Enter the lines items then check the summary.


Purchase on Account – New Vendor – Inventory- Add vendor on the fly.

   e. Oct. 15, 200X    Purchased from Clearview Products, 841 1st St, West City, Rhode Island 12345-1230,222-566-8899. Inv #660. Terms Net 30, P.P #64800. Post this invoice when correct. $950.

---------------------------------------------------------------------------------------------------

500 clearview balloons @ $1.00 ea

= 500

300 clearview w/copyright @1.50 ea

= 450









$ 950

Purchase inventory on Account – Inventory

   f.  Oct. 15, 200X    Record two purchase invoices from:

                                                                                               Quant      Cost           Inv#         P.O

---------------------------------------------------------------------------------------------------

1. Ballooner’s MYLARC—Asst

    250       $ 187.50      661       7654

2. Conwin       HAND-Ceramic Hld
    140       $ 350.00      662     17201

                                  ---------------------------------------------------------------------------------------------------

                                       All terms Net 30. Post when correct.

Sales on Account – New Term – O/E Add new items on the fly

   g.  Oct. 15, 200X    Bill Marshall’s P.O. 092700. Balloons for resale – No tax. 2/15 Net 45. Picup $ 1,340.

---------------------------------------------------------------------------------------------------

Code


Description
   Quant
    Price             Total

ClearC


Assorted
      100
     5.00
     500

MylarC


Assorted
      150
     5.00
     750

Latex


Assorted
          6               15.00                  90
         











  1,340

 
                      --------------------------------------------------------------------------------------------------- 

Cash Sales from Cash Register – O/E

   i.  Oct. 30, 200X    Record the following cash sales from store, $434.50.

------------------------------------------------------------------------------------------

30 handlers –hand


5.00


150.00

20 handlers – bear


5.00


100.00

 3 latex – assorted

          15.00


  45.00

50 mylar – star



2.00


100.00
             







395.00

Tax







  39.50












434.50

-------------------------------------------------------------------------------------------- 

Sales on Account – O/E

   j.  Oct. 30, 200X    Billed Seattle school District for Thanksgiving Party. Net 30. P.O. 1195. Pickup. No sales tax—nonprofit organization, $500.

--------------------------------------------------------------------------------------------

20 CLEARC—Thanksgiving


5.00

100

50 MYLARC—Thanksgiving


5.00

250

10 LATEX – Thanksgiving

          15.00

150










500
--------------------------------------------------------------------------------------------


Payment of Invoices –A/P
   k. Oct. 30, 200X    Pay the following invoices.

-------------------------------------------------------------------------------------------- 

Target


10/20

300.00

Conwin


10/01

223.75

Ballooners

10/01

152.50






676.25

--------------------------------------------------------------------------------------------- 

Checks received –A/R

   l.  Oct. 30, 200X    Received the following checks from customers:

--------------------------------------------------------------------------------------------- 

MARSHALL
11/1,11/15

    CK #72801  
$1973.20

SEATLE            10/31


    CK #7212

$  920

--------------------------------------------------------------------------------------------- 

Deposit sales Tax to Board of Equalization –A/P

   m.  Oct. 30, 200X    Record payment to Board Equalization for sales tax due. $629.70.

1. Add Board of Equalization as a vendor if not already entered.

2. Check the sales Tax payable account for the amount to pay.  It should be zeroed out.

3. Enter a purchase order in A/P.

4. Write the check to pay this invoice.

Adjusting Entries – G/L

   n.  Oct. 30, 200X    Truck depreciation, $100.

   o.  Oct..30, 200X    Equipment depreciation, $100.
   p. Oct.30, 200X    Supplies used, $115.

	 Instruction  2:   Print the Journal Entries edit list to screen to review for correctness.

Instruction  3:   When correct post Journal Entries—this makes a hard copy of the Journal Entries.  Print the General Journal.

Instruction  4:   Print the Sales Journal Keep Invoices with this reports

Instruction  5:   Post and print the List of Entered Receipts.  Print Cash Receipts Journal to show it was pasted.  The information should be the same.   

Instruction  6:   Post the Purchases Invoices, if any are unposted. (Swan’s purchase invoices, for example.

Instruction  7:   Print the Purchase Journal.

Instruction  8:   Print the Cash Disbursement Journal.  Keep A/P checks with this report.

Instruction  9:   Print Pay Information.

Instruction 10:  Print the Check Register.  

Instruction 11:  Print Activity Details Report.

Instruction 12:  Print Reorder Point List.

Instruction  1:   Print A/R Aged Invoice Listing  

Instruction  2:   Print A/R  Invoice Activity Listing.

Instruction  3:   Print Customer Statements.

Instruction  4:   Print A/P Aged Invoices Listing.

Instruction  5:   Print A/P Invoice Activity Listing.

Instruction  6:   Print Inventory Item Listing.

Instruction  7:   Print Trial Balance.

Instruction  8:   Enter adjusting entries.

Instruction  9:   Print Journal Entries edit list to screen to review for correctness.  

Instruction 10:  When correct post Journal Entries—this makes a hard copy of the Journal Entries.

Instruction 11:  Print the General Journal of all the journal entries.

Instruction 12:  Print Adjusted Trial Balance.

Instruction 13:  Print Profit/Loss Statement.

Instruction 14:  Print Statement of Financial Position.

Instruction  1:   Make an archival disk.  Put aside should you need to restart from this point.

Instruction  2:   Perform month-end closing.  Close the Sales Journal, the Cash Receipts Journal. The Purchases Journal, the Cash Disbursement Journal. And then the General Ledger. The journal are the same.
	DAILY/WEEKLY TRANSACTIONS

MONTH END ACTIVITIES

END OF PERIOD




AUDIT  TEST- Chapter 7











       Susy's

1.   What is the balance in the Cash - Operating Account?

________________

2.   Did the company have a positive or negative cash flow?

________________

3.   What is the change in income due to the inventory adjustment?
________________

4.   What is the total of the depreciation adjustment?


________________

5.   What is the January depreciation for the vehicle/truck?

________________

6.   What is the new balance in the Capital Account after the 

      year-end close?







________________

7.   Sales  Year to date?






________________

8.   Loss from  inventory shrinkage?




________________

9.   Gross Margin for month?





________________

10. Current month income






________________

11.  What is the year-to-date income




________________

Date    _____________________________

Name ______________________________

DR DETAIL. PHD

Cover sheet

Chapter 7

Inventory

Setup and transactions

	Order of reports to be Attached:
As of  Oct. 30, 200X

Setup Reports

       Chart of Account

Master Parts List

Transactions:

Order Entry Invoice Detail Report

Cash receipts Journal

Transaction Detail

Cash Disbursement Journal

Purchases Journal

Cash disbursement Journal & Checks


	End of Month

A/R & A/P Aged Invoice Listing

     A/R & A/P Invoice Activity Listing 

     Customer Statement

On Hand Detail Report

Reorder Point List

General  Journal

Adjusted Trial Balance

Income Statement 10/30/0X

Balance Sheet       10/30/0X

General Ledger      10/30/0X

Income Statement  11/01/0X

Did you make a backup copy of your data?


	Dr. Detail,PhD
	Robert Hawk has finally got his car kit ready to be assembled and sold to the public.

The kit will contain:

Code              Description                                       Cost              Price

K100               Cleaning/polishing wax                   $5.00             $11.00

K101               Drying cloth (2in each box)               1.00                 2.50

K102               Cleaner                                             3.50                 7.00

K103               Printed Box                                         .50                 2.00
                                                                             $10.00             $25.00

He will  need to add these items to his inventory.

     Robert will put 100 boxes together to sell to his customers.  Each time a car kit is sold the four items must be included on the invoice.

     He will continue his detailing sales and the Sales account will be used for the sale of the car kits.

1. Add 1300-Inventory, 4020- Sales, 4600-COGS, and 7104-Inventory Shrinkage accounts.

2. Print a new Char of Account.

3. Update the G/L Offset account. Be sure to change Discount to 4600 and Add 2012 as Sales Tax Clearing.

4. Add the four Inventory items from above. Use EACH as the unit as measurement, and 25 as the reorder point for all new items.  Enter 4600 for the COGS account and 4020 for the Selling G/L  account.

5. Enter a journal entry to transfer net purchases to COGS.

Instruction 1:   Enter Daily Transactions.  Be sure to post purchases invoices of Inventory before writing Sales Invoices.

a.  Oct.  1, 200X    Purchased 500 car kit printed boxes from Henry Jo. Net 30 Invoice #2023, $250.

b.  Oct.  1, 200X    Purchased 1000 drying cloths from Best Cleaning Supplies. Net EOM.P.O.#Oct 98. Invoice2024, $1,000.

c.  Oct.  1, 200X     Transfer Funeral Home paid in full for 15 vans/limos. Ck#7321. Create prepaid invoice,$2,250.

d.  Oct.  1, 200X    Purchased 500 cans of cleaning and polishing wax and 500 cans of cleaner from Wipe Clean Supplies, 832 Swipe St, La Mino, NY93212, 301-525-8868.2/10 Net30. Invoice #2025, $4,250.

e.  Oct.  1, 200X    Robert Hawk invested an additional $15,000 in the business.  He got a personal loan against his house.(Record in G/L.)

f.  Oct. 12, 200X    Mild-month cash Receipt, 150 car kits for a total of $4,125.  All items are taxable at 10%.

                               * Change Sales Tax Rate

*  Write a prepaid invoice-remember 2 drying cloths for  

   each kit.

g.  Oct. 15, 200X   Sold car kits to Target Stores, 70 E. Walnut, Peppermill, NY12345.P.O #75321 2/10 Net 30. Not taxable.$625.

h.  Oct. 30, 200X    Bill Peppermill Police for 50 car kits. Net 30. Not Tax.$1,250.




	Instruction  2:   Print the Journal Entries edit list to screen to review for correctness.

Instruction  3:   When correct post Journal Entries—this makes a hard copy of the Journal Entries.  Print the General Journal.

Instruction  4:   Print the Sales Journal Keep Invoices with this reports

Instruction  5:   Post and print the List of Entered Receipts.  Print Cash Receipts Journal to show it was pasted.  The information should be the same.   

Instruction  6:   Post the Purchases Invoices, if any are unposted. (Swan’s purchase invoices, for example.

Instruction  7:   Print the Purchase Journal.

Instruction  8:   Print the Cash Disbursement Journal.  Keep A/P checks with this report.

Instruction  9:   Print Pay Information.

Instruction 10:  Print the Check Register.  

Instruction 11:  Print Activity Details Report.

Instruction 12:  Print Reorder Point List.

Instruction  1:   Print A/R Aged Invoice Listing  

Instruction  2:   Print A/R  Invoice Activity Listing.

Instruction  3:   Print Customer Statements.

Instruction  4:   Print A/P Aged Invoices Listing.

Instruction  5:   Print A/P Invoice Activity Listing.

Instruction  6:   Print Inventory Item Listing.

Instruction  7:   Print Trial Balance.

Instruction  8:   Enter adjusting entries.

Instruction  9:   Print Journal Entries edit list to screen to review for correctness.  

Instruction 10:  When correct post Journal Entries—this makes a hard copy of the Journal Entries.

Instruction 11:  Print the General Journal of all the journal entries.

Instruction 12:  Print Adjusted Trial Balance.

Instruction 13:  Print Profit/Loss Statement.

Instruction 14:  Print Statement of Financial Position.

Instruction  1:   Make an archival disk.  Put aside should you need to restart from this point.

Instruction  2:   Perform month-end closing.  Close the Sales Journal, the Cash Receipts Journal. The Purchases Journal, the Cash Disbursement Journal. And then the General Ledger. The journal are the same.
	DAILY/WEEKLY TRANSACTIONS

MONTH END ACTIVITIES
END OF PERIOD




AUDIT  TEST- Chapter 7











     Dr. DETAIL

1.   What is the balance in the Cash - Operating Account?

________________

2.   Did the company have a positive or negative cash flow?

________________

3.   What is the change in income due to the inventory adjustment?
________________

4.   What is the total of the depreciation adjustment?


________________

5.   What is the January depreciation for the vehicle/truck?

________________

6.   What is the new balance in the Capital Account after the 

      year-end close?







________________

7.   Sales  Year to date?






________________

8.   Loss from  inventory shrinkage?




________________

9.   Gross Margin for month?





________________

10. Current month income






________________

11.  What is the year-to-date income




________________
Date    _____________________________

Name ______________________________

ABC

CORPORATION

Cover sheet

Chapter 7

Inventory

Setup and transactions

	Order of reports to be Attached:
As of  Oct. 30, 200X

Setup Reports

       Chart of Account

Master Parts List

Transactions:

Order Entry Invoice Detail Report

Cash receipts Journal

Transaction Detail

Cash Disbursement Journal

Purchases Journal

Cash disbursement Journal & Checks


	End of Month

A/R & A/P Aged Invoice Listing

     A/R & A/P Invoice Activity Listing 

     Customer Statement

On Hand Detail Report

Reorder Point List

General  Journal

Adjusted Trial Balance

Income Statement 10/30/0X

Balance Sheet       10/30/0X

General Ledger      10/30/0X

Income Statement  11/01/0X

Did you make a backup copy of your data?


	ABC Corporation

SETUP INSTRUCTION

DAILY/WEEKLY TRANSACTIONS
	The Minors’ travels have been so successful they have to change their purchasing methods.  They found that they must have sufficient inventory to accommodate their customers within 24 hour.

1.   Add G/L account:              Inventory                   = 1120

                                                COGS                       = 5100

                                                 Inventory Shrinkage = 6300   

                                                 Inventory Receive     = 

2. Print a new Chart of Accounts.

3. Enter a Journal Entry to transfer net purchase to COGS.

5. add the Inventory Items as they are purchased.  For all items used the Cost of Goods sold account and the appropriate Sales Account.  The reorder point is 50. allowing enough inventory to make immediate delivery.

Instruction 1 :  Enter Daily Transactions.  Be sure to post purchase invoices of inventory before writing sales invoices.

a.   Oct.  1, 200X    Purchased two round-trip tickets to Korea and a rental car using their company’s VISA card. $3,000. Net EOM. Invoice #2137.

b.   Oct.  1, 200X    Purchase from International Sales 100 boxes of Japanese hats at $5.00/box to be sold at $10.00/box. Code J400. Net 30 Invoice #2138.

c.   Oct.  1, 200X    Purchase from Mitsui Co. 500 boxes of Japanese umbrellas @ $3.00/box to be sold at $10.00/box. Code J500. Net 30. Invoice #2139.

d.   Oct. 1, 200X    Purchased from Sulu 

* A400--100 African spears @1.00 eac be sold at $7.00 each.

* A500—100 Ebony earrings @$10 each to be sold at $25 each.

* A600—100 African shield @$100 each to be sold at $300 each. Net 30. Invoice #2140

e.   Oct. 15, 200X   Benson Nursing Home ordered 20 boxes of Japanese hats and 30 boxes of Japanese umbrellas for their Japanese exhibit. 2/10 Net 30. Nontaxable. Freight $5. P.O. #35401.

f.  Oct.15, 200X    Received cash for rent from both tenants, $2000.

g.  Oct.15, 200X   Received order from Lady Designer for 700 yards of Korean Pink Silk fabric #456 @$5/yard. Code F456. Inventory items. Net 30. Taxable. Freight $15.

h.  Oct.15, 200X    Purchased from International Sales the yardage for Lady Designer at $2.50/yd. Net 30. Invoices #2141.

 i.  Oct.15, 200X    Mobile Products ordered and paid in full. Check#755, for 30 ebony earrings and 20 African spears.  Taxable. Freight $50.

j.  Oct.15, 200X    Pay all open purchase Invoices, except Sulu.

k.  Oct15, 200X     Received Ck #2815 for $505 from Benson Nursing Home for 11/15 Invoice.

l.  Oct30, 200X    Requested Thomas Ad Agency to place an advertisement in Los Angeles Newspaper.  Bill to be paid in 30 days. $600. Invoice #2143.

m. Oct.30, 200X   Debra Day ordered 15 African shields, 2/10 Net 30. Taxable. No freight.


	    n.  Oct.30, 200X    Purchased office supplies from Swans, $300, Net 30. Invoice #2144.

Payments
   o.  Oct. 30, 200X    Make mortgage payment, $2,000--$550 interest, $1,500 principal.  Invoice #2145.

Adjustment Entries:
   p.  Oct. 30, 200X    Supplies on hand,                                 $200.

   q.  Oct. 30, 200X     Ppd insurance expired,                        $100

   r.  Oct. 30, 200X      Building depreciation,                          $  55    

Instruction  2:   Print the Journal Entries edit list to screen to review for correctness.

Instruction  3:   When correct post Journal Entries—this makes a hard copy of the Journal Entries.  Print the General Journal.

Instruction  4:   Print the Sales Journal Keep Invoices with this reports

Instruction  5:   Post and print the List of Entered Receipts.  Print Cash Receipts Journal to show it was pasted.  The information should be the same.   

Instruction  6:   Post the Purchases Invoices, if any are unposted. (Swan’s purchase invoices, for example.

Instruction  7:   Print the Purchase Journal.

Instruction  8:   Print the Cash Disbursement Journal.  Keep A/P checks with this report.

Instruction  9:   Print Pay Information.

Instruction 10:  Print the Check Register.  

Instruction 11:  Print Activity Details Report.

Instruction 12:  Print Reorder Point List.

Instruction  1:   Print A/R Aged Invoice Listing  

Instruction  2:   Print A/R  Invoice Activity Listing.

Instruction  3:   Print Customer Statements.

Instruction  4:   Print A/P Aged Invoices Listing.

Instruction  5:   Print A/P Invoice Activity Listing.

Instruction  6:   Print Inventory Item Listing.

Instruction  7:   Print Trial Balance.

Instruction  8:   Enter adjusting entries.

Instruction  9:   Print Journal Entries edit list to screen to review for correctness.  

Instruction 10:  When correct post Journal Entries—this makes a hard copy of the Journal Entries.

Instruction 11:  Print the General Journal of all the journal entries.

Instruction 12:  Print Adjusted Trial Balance.

Instruction 13:  Print Profit/Loss Statement.

Instruction 14:  Print Statement of Financial Position.

Instruction  1:   Make an archival disk.  Put aside should you need to restart from this point.

Instruction  2:   Perform month-end closing.  Close the Sales Journal, the Cash Receipts Journal. The Purchases Journal, the Cash Disbursement Journal. And then the General Ledger. The journal are the same.
	DAILY/WEEKLY TRANSACTIONS

MONTH END ACTIVITIES

END OF PERIOD




AUDIT  TEST- Chapter 7











          ABC

1.   What is the balance in the Cash - Operating Account?

________________

2.   Did the company have a positive or negative cash flow?

________________

3.   What is the change in income due to the inventory adjustment?
________________

4.   What is the total of the depreciation adjustment?


________________

5.   What is the January depreciation for the vehicle/truck?

________________

6.   What is the new balance in the Capital Account after the 

      year-end close?







________________

7.   Sales  Year to date?






________________

8.   Loss from  inventory shrinkage?




________________

9.   Gross Margin for month?





________________

10. Current month income






________________

11.  What is the year-to-date income




________________

7





Item # __________________


Description





Date             Purch         Sal      Bal


                                                 1,000


11/01/98                        30          970


11/12/98      100                      1,070


11/15/98                      150         920


11/30/98                        20         900








Inventory-Purchase Order 


or A/P

















General


Ledger








Reports








Inventory Items


(Products)





Adjsutments














A/R (Sales


         Invoice)





 End


  Of


Month





Activity


Details


    (
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Return/Allowance





Should be same as Inventory-- General Ledger Account





A/R -
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