Week Ten Lecture Notes

STOCKTAKING

Efficient stores management requires the storage system personnel to constantly be aware of the actual status stock. It is upon this need that many if many if not most firms carry out stocktaking. Stocktaking is defined as the physical checking of stocks and the verification of the records against actual physical quantities held in the store, those at work in progress stage among others.

Reasons for Stocktaking

· To verify the accuracy of records

· To support the sheet value of stock by physical verification hence it becomes some form of audit.
· To disclose the possibility of fraud or theft

· To reveal any weaknesses in the custody system for stock

Types of Stocktaking

Stocktaking may be categorized as:

1.  Periodic stocktaking: This is done after stated intervals. Most firms do it annually and it coincides with the drafting of the books of accounts. This type of stocktaking covers the whole range of items. The success of this kind of stocktaking is enhanced by the following considerations:

· Careful planning

· May require closing the stores until it is complete

· Stocktaking sheets should be put under the control of one person/independent

· Non-business property should properly be labeled in advance

· In transit inventory should be considered. This is an issue where there are several stock keeping points within one organization

2.  Continuous Stocktaking: Stocktaking is done continuously throughout the year according to a design program. Different items are covered on different days. To improve its effectiveness, high velocity items should be covered more frequently than low velocity items. This kind of stock taking does not require closing down stores. It should also be designed to leave sometimes before the end of the operating period. 
3.  Stock Reconciliation: It is rare to find all items with quantities perfectly corresponding to the figures in the stock records. This therefore calls for reconciling the two figures to guide planning and any other corrective actions. Stock reconciliation is done for the following critical scenarios:

· The discrepancy should attract investigation action. This is necessary to guide traceability of the cause of the discrepancy. Established surpluses or discrepancy should be written on or written off respectively.
· The physical stock taking figure is the factual one and therefore should precede the figure in the records.

· Minor discrepancies may be ignored especially where the measurement system is not very accurate say where dipsticks are used, measurement of building materials. His idea is that under such circumstances an error can be accommodated. Caution stands due to the fact that sometimes staff may use this lag to exploit the interest of the firm.

Continuous Stock Taking Vs Periodic Stock Taking 

The differences between Continuous Stock Taking and Periodic Stock Taking can be summarized as follows:
	Continuous Stock  Taking
	Periodic  Stock  Taking

	· Continuous stock taking is held throughout the year. 

· Stock discrepancies are detected and prevented without delay. 

· Under this system normal work will not be disrupted. 

· Permanent personnel’s are required 

· Long and costly procedure on continuous stock verification. 

· Physical verification of materials are on random basis.
	· It is held once in a year

· Under  this  system preventive  measures is  the  delay process

· Under  this  system there  is  closing down  the  stores for  stock  taking

· Temporary  personnel are  required

· It  is  cheaper  and  shorter period  is  required

· All materials are thoroughly checked


Discussion Questions

1. Differentiate between periodic stocktaking and continuous stocktaking.

2. What are the likely causes of discrepancy after a stocktaking exercise has been carried out?
STOCK VALUATION

It is important for procurement and stores personnel to know the value of the various stocks/inventory kept by the organization. 

Methods of Price Stock

In order to establish the cost of stock used, it is necessary to know the price attached to each input item that are used in the production of these items. In this way, a selling price can be established that covers all material costs, in addition to labour, overheads and the profit margin. In general, methods of pricing would depend on:

· Business concern and nature of materials

· Business policy of the organization

· Wishes of internal customers

a).  Cost Price

This is the system of using the actual price of the goods issued and it may be applied in two ways:

· Last in, First Out (LIFO)

· First in, First Out (FIFO)

· Highest in, Highest Out (HIHO)

i. Last in, First Out (LIFO) 

In inventory control, they simply mean how you handle your merchandise. Do you restock the shelve y pushing the old items back to make room for new items of the same kind? Then the last items stocked will be the first items sold.

Advantages and disadvantages of LIFO Methods

· Not widely used

· Cumbersome and may be costly in operation, particularly during times of inflation

· It is an actual cost system

ii. First in, First Out (FIFO)

This would be a typical stocking method for items that have no ‘sell by’ date associated with them, r at least one that is in the distant future, such as canned goods. Perishable items such as milk and eggs are restocked from the back, so that the old items are pushed to the front and are the first selected by shoppers. That is why most convenience stores have walk in coolers behind their cold displays, so that they can stock from the rear.
Advantages and disadvantages of FIFO Methods
· Most widely used 
· Cumbersome and may be costly in operation, particularly during times of inflation

· Difficult to compare job costs

· It is an actual cost system

· Good representation of storekeeping practice where older items are issued first

In accounting, LIFO and FIFO mean two different ways of setting a value on your existing inventor and calculating your profit. Some retailers stock are individual type of item only once and then when it has sold out, then no longer carry it; fashions are examples of stock-once items. So they pay the same price
For each unit of that particular item, and have no decision to make when valuing their inventory. Most retailers however, stock a particular item for some time, replenishing their supply as they run low. The price on the item fluctuates with time, usually going up, alas. So the newest items you purchase may cost more or less than the ones you have had for a while.
Of course one may adjust your selling price on the item, but what does the increase in unit cost do to the value of your existing inventory? If you had to replace it all, you would now have to pay the higher price or rarely, get to pay the lower price. Is your inventory system sophisticated enough to be able to determine which purchase lot each until in stock was a part of? If not, you have to select an inventory evaluation method, either FIFO or LIFO.
The choice between LIFO and FIFO can have a significant effect to your P/L (Profit/Loss) statements. It is probably wise to pick a particular method and stick to it so there are not wild fluctuations in your numbers. Also, note that some evaluation methods are allowed for taxation purposes. You should obviously not make a decision to use LIFO and FIFO cost accounting and inventory variation without first consulting with an accountant and/ or a tax attorney.

b)  Average Price

Here, the price is calculated by considering all the prices of items and calculating n average, based upon a simple, weighted, periodic or moving methodology.

Advantages and disadvantages of Average Price Method

· Although realistic, it is not an actual buying price

· Easier to administer as each batch is used at a single price

· Has the advantage of minimizing the effects of rapid substantial price changes

· Calculations required recalculating average each time a delivery is made

c) Market Price

This is the system of pricing all materials issues at the on-going market price at the time of issue. This is sometimes referred to as replenishment price, and its’ commonly used for insurance purposes.

Advantages and disadvantages of Market Price
· Not an actual cost price

· Problems with market costs up to date

· Difficult to compare job costs

· Keeps costs in line with current prices

Note: Under Highest in, Highest Out (HIHO), the material issues are valued at that rice which is the highest price per unit from all the prices at which different consignments were purchased. The purpose is to charge the material cost to various jobs or products at the highest price and value the remaining stocks at lowest figure.

d). Standard Price

A standard price is a pre-determined price fixed for a set time period, on the basis of current knowledge of market prices and conditions. The price is renewed at an appropriate time period.

Advantages and disadvantages of Standard Price

· Not an actual cost system

· Practical difficulty in establishing meaningful standards prices, particularly for new products

· Comparisons between each manufacturing job and easier

· Easier than any other method and gives a better indication of efficiency in the use of materials

The factors that should be considered in deciding the most appropriate pricing method differ from one organization to another.

Importance of Stock Valuation

· Stock evaluation data is used for a number of purposes:

· For insurance purposes: The value of goods held in stock will affect insurance premiums, which cover loss or damage of stock.
· It brings out the costs of inventory so that, efforts can be made to reduce overall investment in inventory.

· For determining high value, medium value and low value items and how they can be controlled.

· For the preparations of profits and loss account and the financial statements

· For comparison purposes with other similar organizations which has effect on the competitive position of a firm
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