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Week 1
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	INVENTORY SUB SYSTEM
· Identify the items making up merchandise inventory.
· Identify the cost of merchandise inventory.
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What is an inventory management system?
An inventory management system is a tool that allows you to track goods across your business’s supply chain. It optimizes the entire spectrum spanning from order placement with your vendor to order delivery to your customer, mapping the complete journey of a product.
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	Catch phrase for the lesson
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Learners notes
	Technically, goods in transit belong to the party holding legal ownership. Ownership depends on the F.O.B. terms. Goods sold F.O.B. destination do not belong to the purchaser until they arrive at their final destination. Goods sold F.O.B. shipping point become property of the purchaser once shipped by the seller. Therefore, when determining the amount of inventory owned at year end, goods in transit must be considered in light of the F.O.B. terms. In the case of F.O.B. shipping point, for instance, a buyer would need to include as inventory the goods that are being transported but not yet received. In the diagram, the buyer or seller shown in green would “inventory” the goods in transit.
Another inventory-related problem area pertains to goods on consignment. Consigned goods describe products that are in the physical custody of one party, but actually belong to another party. Thus, the party holding physical possession is not the legal owner. The person with physical possession is known as the consignee. The consignee is responsible for taking care of the goods and trying to sell them to an end customer.
The consignor is the party holding legal ownership/title to the consigned goods. Consigned goods should be included in the inventory of the consignor.
Consignments arise when the owner desires to place inventory in the hands of a sales agent, but the sales agent does not want to pay for those goods unless resold to an end customer. For example, auto parts manufacturers produce many types of parts that are very specialized and expensive. A retail auto parts store may not be able to afford to stock every variety. In addition, there is the real risk of ending up with numerous obsolete units. But, the manufacturer desperately needs these units in the retail channel. As a result, the parts manufacturer may consign their inventory to auto parts retailers.
  MyExceLab
Conceptually, it is fairly simple to understand the accounting for consigned goods. Practically, there is a significant record keeping challenge. When examining a company’s inventory on hand, special care must be taken to identify both goods consigned out to others (which are to be included in inventory) and goods consigned in (which are not to be included in inventory). When the consignee sells consigned goods to an end user, the consignee would keep a portion of the sales price, and remit the balance to the consignor. All of this activity requires an accounting system capable of identifying consigned units, tracking their movement, and knowing when they are actually sold.
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1 : Defline inventory ____________________________________________________________________________________________________
2 : Identify 3 important concepts from the notes provided above.
i. ________________________
ii. ________________________
iii. ________________________
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Assignment
	

	
Assessment
	This  topic is Assesse in the end of year exam
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	· Recording inventory using FIFO

	[image: Topic]Introduction
	FIFO stands for “First-In, First-Out”. It is a method used for cost flow assumption purposes in the cost of goods sold calculation. The FIFO method assumes that the oldest products in a company’s inventory have been sold first. The costs paid for those oldest products are the ones used in the calculation.
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Learners notes
	
Notes 
The first in, first out (FIFO) method of inventory valuation is a cost flow assumption that the first goods purchased are also the first goods sold. In most companies, this assumption closely matches the actual flow of goods, and so is considered the most theoretically correct inventory valuation method. The FIFO flow concept is a logical one for a business to follow, since selling off the oldest goods first reduces the risk of inventory obsolescence.
Under the FIFO method, the earliest goods purchased are the first ones removed from the inventory account. This results in the remaining items in inventory being accounted for at the most recently incurred costs, so that the inventory asset recorded on the balance sheet contains costs quite close to the most recent costs that could be obtained in the marketplace. Conversely, this method also results in older historical costs being matched against current revenues and recorded in the cost of goods sold; this means that the gross margin does not necessarily reflect a proper matching of revenues and costs. For example, in an inflationary environment, current-cost revenue dollars will be matched against older and lower-cost inventory items, which yields the highest possible gross margin.
The FIFO method is allowed under both Generally Accepted Accounting Principles and International Financial Reporting Standards. The FIFO method provides the same results under either the periodic or perpetual inventory system.
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	Quiz 
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True of False 
First in first out is a system to record the flow of fixed asset. ___________
Practical Exercise
Refer to page 353 of your text book. Do activity 9.20 (FIFO only) 
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Assessment
	This  topic is assessed in the end of year assessment.

	
[image: Reference Clipart]References
	``

	
	

	
	





LESSON Plan Week 2		
	[image: G:\Home Learning Packages\Documents for SHEFA Schools Principal\teacher-computer-icons-school-test-education-teaching.jpg]    Teacher
	
Name : Felix
Subject : Accounting


	[image: G:\Home Learning Packages\Documents for SHEFA Schools Principal\download.jpg]


        Date
	

	[image: G:\Home Learning Packages\Documents for SHEFA Schools Principal\title.jpg]
	INVENTORY SUB SYSTEM


	[image: Learning outcomes]Learning outcomes
	· Recording inventory using LIFO

	[image: Topic]Introduction
	An accounting method for inventory and cost of sales in which the last items produced or purchased are assumed to be sold first; allows business owner to value inventory at the less expensive cost of the older inventory; typically used during times of high inflation.
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	Notes 
The LIFO method of accounting assumes that you'll sell the most recently purchased inventory first. For instance, suppose you bought 10 ceiling fans a year ago at $30 each. A week ago, you purchased a second lot of 10 ceiling fans, but now the price has gone up to $50 each. By using the LIFO method, you sell your customers the $50 ceiling fans first, which allows you to keep the less expensive units (in terms of your inventory cost) in inventory. Then, when you have to calculate inventory value for tax purposes, LIFO allows you to value your remaining inventory (the $30 fans) at substantially less than the $50 fans, so you pay less in taxes. The advantage of using this accounting method is that the cost of sales in a period will closely match the current period values of your inventory; the drawback is that this method values inventory at old cost levels.

How it works/Example:
Let's assume you own the XYZ grocery store and you've decided to start selling cookies. You purchased a case of cookies last week for $25 and a case of cookies this week for $30. Which cookies do you sell first? Under the LIFO method, you would assume you sell the freshest cookies first (regardless of which cookie actually gets sold first).
To see the accounting effects, let's further assume you sell one case of cookies a month. Under the LIFO method, your cost of goods sold for the month would be: 
Gross Cookie Sales: $100
Cost of Goods Sold: $30
Gross Margin:         $70
Now consider the store's gross profit margin if you sold the older case of cookies first (that is, you used the first-in-first-out, or FIFO, method):
Gross Cookie Sales $100
Cost of Goods Sold: $25
Gross Margin         $75
Inventory methods exist to deal with the fact that prices of commodities, raw materials, labor, and other inputs tend to change. When prices are rising, LIFO tends to deflate net income because new, more expensive inventory is used in the cost of goods sold calculation (this is not always bad; lower net income means a lower tax bill). When prices are falling, LIFO tends to overestimate net income because newer, less expensive inventory is used in the cost of goods sold calculation (and also results in a higher tax bill).
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Assessment
	This  topic is assessed in the end of year assessment.
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	· To understand the principles of internal control principal.
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	Inventory is one of the major concerns of a small business. Having what your customers need when they need it matters. Maintaining control of your inventory can be a challenge, however, as even in the most efficient of operations items tend to get lost or stolen. Assets in inventory are an important part of financial reporting as well. Internal controls are essential procedures for managing inventory and accounting for revenue and expenses.
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	Tracking
The most basic step in inventory control is maintaining a catalog of exactly what a business has and where it is. Most businesses today rely on electronic inventories of some sort, often using bar-codes and RFID tags to keep close track of items. All inventory locations should be numbered and inventory items identified with those numbers. Tracking systems should be in place.
Security
The reason that most businesses keep their inventory in a central location is that this allows them to also keep it secure. Added measures such as locks and security codes can help ensure that only certain trusted personnel have access to inventory. All deliveries from suppliers require a count before they go into inventory so that discrepancies between deliveries and purchase orders are immediately remedied. Periodic counts of small sections of inventory are conducted to pick up any discrepancies.
Review
Its important that a company maintain an up-to-date inventory. If supplies and items are allowed to sit on shelves for too long they will lose value. It is better to sell some items at a loss than allow them to sit any longer in inventory. The storage space that is wasted on out-of-date inventory is a loss in profits for a small business that could instead be using that space for a faster selling product.
Audits
Periodic audits of bills of materials, negative balances in inventory and scrap tracking will offset inventory location errors, misallocation of raw materials, overpurchasing and overstatements of materials in inventory. For example, if materials are taken from one warehouse, but mistakenly recorded as taken from a second, the second warehouse may show a negative inventory balance, triggering automatic overpurchasing, when in fact the materials are still in the second location.
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	1: State and describe two internal control principal.
i. __________________________
________________________________________________________________
________________________________________________________________
ii. ___________________________
_____________________________________________________________________
_____________________________________________________________________
2: Give three brief reasons why it is important to have strick control over inventories.

a. _________________________________
b. ________________________________
c. _________________________________
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Assessment
	This  topic is assessed in the end of year assessment.
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the periodic inventory system and the perpetual inventory system. The following example illustrates LIFO Reserve
the calculation of ending inventory and cost of goods sold under FIFO method: Retail Method of Inventory Estimation
Gross Profit Method
Bample Examp]e FOB Destination

FOB Shipping Point
Use the following information to calculate the value of inventory on hand on Mar 31 and cost of peing

pom T

Mar 1 Beginning Inventory 68 units @ $15.00 per unit

5 Purchase 140 units @ $15.50 per unit
9 Sale 94 units @ $19.00 per unit
" Purchase 40 units @ $16.00 per unit
16 Purchase 78 units @ $16.50 per unit
20 Sale 116 units @ $19.50 per unit
29 Sale 62 units @ $21.00 per unit
Solution
FIFO Periodic
Units Available for Sale =68+ 140 + 40 + 78 =326
Units Sold =94+ 116+ 62 =272
Units in Ending Inventory =326-272 =

Cost of Goods Sold Unit Cost Total

Sales From Mar 1 Inventory 68 $15.00 $1,020

Sales From Mar 5 Purchase 140 $15.50 $2,170

Sales From Mar 11 Purchase 40 $16.00 $640

Sales From Mar 16 Purchase 24 $16.50 $396

272 $4,226 KRIS AMERIKOS
presents

Ending Inventory Unit Cost Total

Inventory From Mar 16 Purchase 54 $16.50 $891

FIFO Perpetual

Date Purchases Sales Balance SPEAK BETTER
Units | Unit Cost Total | Units | Unit Cost Total | Units | Unit Cost Total
"Mar'\ 68 $15.00 $1,020 M IN 30 DAYS

5 140 $15.50 $2,170 68 1500 $1020 A

217PM
H £ Type here to search 0 T





image19.png
@ (6) HAEM GIT MEI | Facebook

X | R Fwd: SEPY MEETING DOCUMENT X | B (16) Life is Not A Game | Dr. Myl X | &) Pro Rata Allotment: Journal Entri- X | # What Is FIFO Method: Definition X

< C ¥ @ xplaind.com/800619/fifo-method

H P Type here to search

Go to top

Join Discussions

Sales From Mar 1 Inventory 68 $1500  $1,020
Sales From Mar 5 Purchase 140 $1550  $2,170
Sales From Mar 11 Purchase 40 $16.00 $640
Sales From Mar 16 Purchase 24 $16.50 $396

272 $4,226

Ending Inventory UnitCost  Total

Inventory From Mar 16 Purchase 54 $16.50 $891
FIFO Perpetual
Purchases Sales Balance
Date
Units | Unit Cost Total | Units | Unit Cost Total | Units | Unit Cost Total

_Mar1 68 $15.00  $1,020

5 140 $15.50  $2,170 68 $15.00 $1,020
140 $15.50 _ $2,170

9 68 $1500 $1,020 114 $15.50  §1,767

n 40 $1600  $640 114 $1550 1,767
40 $16.00 5640

16 78 $16.50  §1,287 114 $15.50  §1,767
40 $1600  $640
78 $16.50 _ $1,.287

20 114 $15.50  §1,767 38 $1600  $608

29 38 $1600  $608 54 $1650 5891

24 $16.50  $396
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Instructions:
Chose an answer and e next. You wil receve your score and answers a he end.

What does Last-In/First-Out method for inventory management stipulate?

O Products that are discontinued e sold last.

O The most recent inventory received s sold irst,
evenfinventory i aready on hand.

O s a method o calciating payral.

O ieensures perishable tems are sold ast.

Next

Worksheet
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1. What is one reason to use Last-In/First-Out method?
To get a promotion or bonus.
To ensure the proper inventory s available for seasonal requess.
5.2 security system that ensures the st person out has the security code.
To keep ftems with a shortshelf e in scock longer.

2.What products are not ideal for LIFO inventory management?
Classic movies on Blu-Ray

Paper towe's and other paper products
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Date Quantity _ Cost Total Cost
Per Unit
Jan 1, Beginning Inventory 100 $13.00  $1.800.00
Mar 4, Purchase 400 1900 760000
May 8, Purchase 800 1825 1460000
Nov 3, Purchase 500 2040 10.20000
Merchandise Available 1800 $34.20000

Five-hundred units are unsold. Using the periodic weighted average method,
the cost assigned to the ending merchandise inventory is

O a.$10,200

O b.59,500

O c.$9,800

O d.$10,500
74
Date. Quantity Cost  Total Cost

Per Unit

Jan 1, Beginning Inventory 100 $18.00 $1,800.00
Mar 4, Purchase 400 19.00  7,600.00
May 8, Purchase 800 20.00 16,000.00
Nov 3, Purchase 500 21.00 10,500.00
Merchandise Available 1,800 $35,900.00

Five-hundred and seventy units are unsold. Using the FIFO (periodic) method,
the cost assigned to the ending merchandise inventory is

O a 510,800
b. 511,900
€ 511,970
O d.511,368

75

Beginning inventory 10 units @ $10 per unit
Firstpurchase 35 units @ S11 per unit
Second purchase 40 units @ $12 per unit
Third purchase 15 units @ $13 per unit
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