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Inventory 

 

Inventory is a current asset because the company sells it during the year or operating 

cycle . 

Types of inventory: 

The company classifies its inventory depending on whether the firm is a 

merchandiser or a manufacturer as follows : 

1 -Merchandising Inventory : 

Wholesale and retail companies purchase goods that are primarily in finished form. 

These companies are intermediate in process of moving goods from manufacture to 

the end- user. They often are referred to as merchandising companies. In a 

merchandising company, such inventory consists of many different items. For 

example, in a grocery store, canned goods, dairy products, meats, are just a few of 

the inventory items on hand. These items have two common characteristics : 
 هذه تقوم. يالن  ئ شرركل   في الأول المق م في تكون التي البضرر ئع بشرراا  والتجزئة ب لجملة البيع شررات   تقوم

 ب سرر  إلي   يشرر ر م  وغ لب . الن  ئي المسررتمدم إلى التصررنيع من البضرر ئع نقل عملية في الوسرري  بدور الشرات  

 لمث ل،ا سرربيل على. الممتلفة العن صررا من العديد من الممزون هذا يتكون تج رية، شرراتة في. التج رة شررات  

. المتوفاة الممزون عن صا من قليل عدد مجاد واللحوم الألب ن ومنتج   المعلبة السلع تعتبا البق لة، متجا في

 :مشتاتتين خ صيتين ل   العن صا هذه

a)They are owned by the company. 

b)They are in a form ready for sale to customers in the ordinary course of business. 

 .للشاتة مملوتة( أ  

 .الع دي العمل سي ق في للعملا  للبيع ج هز شكل في تكون أن( ب
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2 -Manufacturing Inventories : 

Manufacturing companies produce the goods they are sell to wholesalers, retailers, 

or other manufacturers. Inventory for a manufacturer consists of three types: 

. الأخاى عةالمصررن الشررات   أو التجزئة تج ر أو الجملة لب ئعي تبيع   التي البضرر ئع التصررنيع شررات   تنتج

 :ثلاثة أنواع  من المصنعة الشاتة ممزون يتكون

a) Raw materials (goods used in making products)  المواد الأولية ) البضااع ا المخااة   ة

 في صنا المنةجعت ( .

Refers to the companies purchased from other manufacturers that will become part 

of the finished product . 

 .  ئيالن المنتج من جزً ا ستصبح والتي الأخاى مصنعةال الشات   من شااؤه  ت  التي الشات   إلى يشيا

b) Work- in- process (Partially completed products )  بضااع ة ت ا الةياا)يا ) المنةجعت

 الكع لة جز يع (

Refers to the products that are not yet complete. The cost of work-in- process includes 

the cost of raw materials used in production, the cost of labor that can be directly 

traced to the goods in process, and allocated portion of other manufacturing costs, 

called manufacturing overhead . 

 الإنت ج، في تمدمةالمس الم م المواد تكلفة التشغيل قيد العمل تكلفة تشمل. بعد تكتمل ل  التي المنتج   إلى يشيا

 التصنيع تك ليف من الممصر  والجز  التصرنيع، قيد البضر ئع إلى مب شراة إرج ع   يمكن التي العم لة وتكلفة

 .المب شاة غيا التصنيع تك ليف تسمى والتي الأخاى،

 

c) Finished goods for sale  البضع ة جعهزة للبيا.  

Manufactured items that completed and ready for sale. 

 .للبيع وج هزة اتتملت التي المصنعة العن صا
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Illustration shows the differences in the flow of costs through a merchandising 

company and a manufacturing company : 

 :الصن عية  شاتةالو تج رية شاتة خلال من التك ليف تدفق في الاختلاف   التوضيحي الاس  يوضح
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Determining and recording Inventory Transactions: 

Distinguish between perpetual and periodic inventory systems . 

 التمييز بين أنظمة الجاد المستما والجاد الدوري 

 

1) A perpetual inventory system: in this system continuously records both changes 

in inventory quantity and inventory cost. Therefore, a perpetual inventory system 

tracks both inventory quantities and inventory costs. 

. تمامسرر بشرركل الممزون وتكلفة الممزون تمية في التغياا  بتسررجيل النظ م هذا يقوم :مخااةمرال الجرد نظعم

 .الممزون وتك ليف الممزون تمي   من تل بتتبع مستماال الممزون نظ م يقوم لذلك،

Example (1) : Baghdad Company purchases soft drinks from producers and then 

sells them to retailers. The company begins 2006 with merchandise inventory of 

120,000 ID on hand; during 2006 additional merchandise is purchased on account at 

a cost of 600,000 ID . Sales for the year (all on account) totaled 820,000 ID. The cost 

of the soft drinks sold is 540,000 ID . 

Required: Record the journal entries of the above transactions in Baghdad's 

company records by using perpetual inventory system. 

 

Solution :  

Inventory                      600,000 

                   Accounts Payable              600,000 

       To record the purchase of merchandise inventory 

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

 Accounts Receivable                820,000 

                            Sales revenue                    820,000  

            To record sales on account  
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Cost of goods sold           540,000  

                             Inventory              540,000  

          To record the cost of sales 

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

2) A periodic inventory system : is not designed to track the quantity or cost of 

merchandise. Therefore, a periodic inventory system adjusts inventory and records 

cost of goods sold only at the end of each reporting period . 

تتبع تمية أو تكلفة البضرررررر ئع. ولذلك، يقوم نظ م الجاد الدوري بضررررررب  غيا مصررررررم  ل : نظعم الجرد ال وري

 تقايا.الالممزون وتسجيل تكلفة البض ئع المب عة فق  في ن  ية تل فتاة 

 

Example (2) : Baghdad Company purchases soft drinks from producers and then 

sells them to retailers. The company begins 2006 with merchandise inventory of 

120,000 ID on hand; during 2006 additional merchandise is purchased on account at 

a cost of 600,000 ID. Sales for the year (all on account) totaled 820,000 ID . A 

physical count determined the cost of inventory at the end of the year to be 180,000 

ID .  

Required: record the journal entries of the above transactions in Baghdad's company 

records by using periodic inventory system . 

Solution :  

Purchases                      600,000 

                   Accounts Payable              600,000 

       To record the purchase of merchandise inventory 

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

 Accounts Receivable                820,000 

                            Sales revenue                    820,000  

            To record sales on account 

 

* No entry is recorded for the cost of inventory sold. 
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Because cost of goods sold isn't determined automatically and continually by the 

periodic system, it must be determined indirectly after physical inventory count by 

using: 

 

 

 

    Beginning inventory                        120,000            

Plus: Net purchases                              600,000 

                                                            ----------- 

Cost of goods available for sale           720,000 

Less: Ending inventory                      ( 180,000) 

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

Cost of goods sold                               540,000 

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

31/12 each year 

 

Ending inventory         180,000              

Cost of goods sold       540,000     

                   Beginning inventory                120,000                           

                   Purchases                                 600,000 

 

 

  

 

 

 

Cost of goods sold = Beginning inventory + Net purchases ─ Ending inventory 
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Which cost flow assumption to adopt ? 

Indeed, the actual physical flow of goods and the cost flow assumption often greatly 

differ. There is no requirement that the cost flow assumption adopted be consistent 

with the physical movement of goods. A company’s major objective in selecting a 

method should be to choose the one that, under the circumstances, most clearly 

reflects periodic income , There are three assumed cost flow methods : 

1- First-in, first-out (FIFO) methods: this method assumes that items sold are those 

that were purchased first. 

2- Last-in, first-out (LIFO) methods: this method assumes that items sold are those 

were most recently acquired. 

3- Average-cost methods: this method assumes that items sold and items in ending 

inventory come from a mixture of all the goods available for sale.  

 

Example : The following information for Baghdad’s company records during 2008. 

1- Balance of beginning inventory 300 units at cost of 10  ID.  

2- On 1/3/2008 sold 100 units of 15 ID per unit.  

3- On 1/6 /2008 purchased 200 units at cost of 11 ID per unit.  

4- On 1/8/2008 sold 300 units by 15 ID per unit.  

5- On 1/10/2008 the company purchased 550 units at cost of 12 ID per unit.  

6- On 1/11/2008 the company sold 300 units by 15 ID per unit. 

Required: Compute the cost of goods sold and ending inventory under the following 

situations : 
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1. The perpetual system by using the following methods; 

 a. FIFO , b. LIFO, c. Weighted Average (WA).  

2. The periodic system by using the following methods;  

a. FIFO , b. LIFO, c. Weighted Average (WA). 

Sol / 

1- The perpetual system by a. FIFO 
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1- The perpetual system by b. LIFO 
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1-The perpetual system by c. Weighted Average (WA). 

 

 

Balance Cost of Goods Sold Purchases 

Date 

Total 
Unit 

cost 
Units Total 

Unit 

cost 
Units Total 

Unit 

cost 
Units 

3000 10 300       1/1/2008 

2000 10 200 1000 10 100    1/3/2008 

2000 

2200 

4200 

10.5 

200 

200 

400 

   2200 11 200 1/6/2008 

1050 10.5 100 3150 10.5 300    1/8/2008 

1050 

6600 

7650 

11.7 

100 

550 

650 

   6600 12 550 1/10/2008 

4095 11.7 350 3510 11.7 300    1/11/2008 

4095  350 7660  700     
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2. The periodic system a. FIFO 

 

2. The periodic system b. LIFO 

 

2. The periodic system c. Weighted Average (WA). 

 


