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Purpose and Overview

Departments maintaining stock of Merchandise Inventory are required to:
1. Adequately protect the stock against thefts, spoilage, and obsolescence

2. Limit access to the stock to authorized personnel only

3. Conduct an annual count and valuation of those items

Departments with Merchandise Inventory must maintain a separation of duties, employees responsible for the accounting, purchasing, and record keeping should not be the same employee responsible for the custody and/or direct access to the Merchandise Inventory.  Colleges or Divisions with a limited number of staff must implement strict controls to prevent a single employee from having more than one of these responsibilities.

Departmental inventories are recorded as an asset in the University’s accounting system. For this reason, inventories must be counted at the end of each fiscal year and ending balances must be recorded to the General Ledger.

An annual inventory count must be observed by persons other than the inventory custodian and the individual responsible for the maintenance of inventory records.  Each inventory count must be conducted by two university employees whose duties do not constitute a conflict of interest with conducting the inventory count.   Employees with direct access (hands on) to the inventory throughout the fiscal year are prohibited from participating in the count.    

The purpose of this document is:

1. To provide personnel with an introduction to, or a review of, the policies and procedures related to goods held for resale, manufacture, or repair (Merchandise Inventory) at the University.
2. To provide instructions for performing the physical count of Merchandise Inventory as part of the fiscal year end process.
By understanding the policies and procedures and incorporating good business practices, university departments can accurately value their inventory within the University’s accounting system.
The policies and procedures referenced are System Administration Memorandum (SAM) 03.E.01 and Manual of Administrative Policy and Procedure (MAPP) 05.04.03, Physical Inventory of Goods for Resale, Manufacture, and Repair.
SAM and MAPP can be found at www.uh.edu/sam and www.uh.edu/mapp. 

This material is a supplement to the formal policies on managing Merchandise Inventories.

 Conducting the Inventory Count
Inventory should be counted as close to the end of the fiscal year as possible, preferably on August 31st, or on the last business day during August. 

If this day is not reasonable because of the department’s operations, choose an alternate day and make note of this in the transmittal memo accompanying the completed inventory package.  Items sold and/or received after the inventory count must be recorded separately on the inventory count sheets and adjusted from the value of the inventory count on the summary sheets.  A separate record of items received and/or sold must be included with the inventory package. 

Discontinue normal sales during the inventory count, unless doing so is unreasonable for the department to function.  If sales must continue during the inventory count, then the inventory process must identify those items already counted and the sales of those items recorded as sales after the inventory count.

If the inventory count is conducted prior to August 31, then subsequent transactions affecting the inventory during this fiscal year must be individually tracked.  Any such activity must then be reported separately on the inventory count forms and adjusted separately on the inventory summary forms.  A written statement describing how subsequent transactions were tracked and reported must also be included in the transmittal memo with the completed inventory package submitted to Accounting Services.
The inventory count must be reviewed and approved by an individual other than the person preparing the reconciliation.  Usually it will be approved by the College or Division Administrator. 

To conduct the count:
1. Prepare inventory tags to mark all items counted
2. Review the following forms:

a. Count of Merchandise Inventory
b. Summary of Merchandise Inventory
c. Obsolete Inventory Adjustments

d. Review of Inventory Reasonableness

e. Transmittal Memo

3. Estimate the number of Count of Merchandise Inventory forms you will need to conduct the inventory count and pre-number the pages.  
4. Two employees must conduct the inventory.  One employee should count the items on hand and the other employee should record the count.
5. Count all items on hand (including new stock and obsolete items) as of the last business day in August and record on the Count of Merchandise Inventory form.
6. Inventory that is considered obsolete will be included on the Count of Merchandise Inventory form and on the Obsolete Inventory Adjustments form.  Obsolete inventory should be marked for disposal.

7. Employees conducting the counts should
a. Verify all inventory items were counted
b. Calculate a total for the Quantity column on Count of Merchandise Inventory form
c. Sign and date all count sheets

8. Transfer the items from the Count of Merchandise Inventory form to the Summary of Merchandise Inventory form.  Like items can be combined on the Summary of Merchandise Inventory forms to simplify the costing process.
a. Add the quantity column on the Summary of Merchandise Inventory form

b. The quantity column on the Summary of Merchandise Inventory should equal the quantity recorded on the Count of Merchandise Inventory forms

c. If the quantity totals are not equal a mistake was made transferring the totals

i. Review both the Count of Merchandise Inventory and Summary of Merchandise Inventory forms to identify the difference
ii. Do not continue with inventory until difference is corrected.
9.  When the quantity total agrees on both Count of Merchandise Inventory form and the Summary of Merchandise Inventory form, each line item will be assigned a cost.
Determining the Value of Inventory

The University uses the First In/First Out (FIFO) method to value its inventory.  This means that the inventory on hand at the end of the year is assumed to be the most recently purchased and is valued at the cost assigned to the most current purchase(s).
NOTE:  Although FIFO is recommended for inventory valuation, it is understood that another inventory valuation method might be advantageous for a particular operation.  If another valuation method is used, then indicate this change on the Transmittal Memo submitted with your package.
Valuing inventory using FIFO

1. The unit cost should be the unit cost on the last order received, to the extent the quantity is less than or equal to the number of items received in the last order.

2. If the quantity is greater than the number of items received in the last order, and the unit price of the next previous order was not the same as the last order, the difference should be recorded on a separate line of the Summary of Merchandise Inventory form.  The difference is valued at the unit cost of the order, to the extent that the difference is less than or equal to the number of items received in that order.  Continue using a different unit cost until the quantity is less than or equal to the number of items received in the most recent previous order.
3. Obsolete items are included in this calculation. The value of the obsolete items will be deducted later from the total inventory value.

4. Calculate the Total Value of each item by multiplying the ‘Quantity’ by the ‘Unit Cost.’  Add the ‘Total Value’ column and record on each summary form.  If multiple summary forms are being used, add a Total Summary form and transfer the Total Value from each summary form onto the Total Summary form. Add all the summary totals for a Grand Total.

5. The value of any obsolete items or items otherwise not sellable is also recorded on the Obsolete Inventory Adjustments form.  The total value from these forms are combined and entered as an adjustment (deduction) on the Summary or Total Summary page.
	Valuing the Inventory

Example
	

	First In/First Out (FIFO) Valuation of Inventory
	

	
	
	
	
	
	

	A total of 35 Items with the same item or stock number
	

	were counted during the FY25 annual inventory process.


	

	The first order was placed in FY25 and 25 items were
	

	received at a cost of $6.50 each.
	

	At the end of FY24 there were 5 in stock.


	

	Three orders were received during FY25:
	

	
	October 2024 - 5 items @ $6.55
	

	
	March 2025 -15 items @ $7.10

July 2025 -10 items @$7.15
	

	
	
	
	
	
	

	Valuation of inventory using FIFO
	

	
	
	
	
	
	

	
	
	Quantity
	Balance
	
	

	
	
	
	 
	
	

	
	Quantity on Hand – From FY24
	5
	5
	
	

	
	Plus: October 2024 Order
	5
	10
	
	

	
	Plus: March 2025 Order
	15
	25
	
	

	
	Plus: July 2025 Order
	10
	35
	
	

	
	Quantity on Hand – August 31, 2025
	
	             35
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	Unit
	
	

	
	
	Quantity
	Cost
	Value
	

	
	Quantity on Hand – From FY24
	5
	6.50
	32.50
	

	
	October 2024 Order
	5
	6.55
	32.75
	

	
	March 2025 Order
	15
	7.10
	106.50
	

	
	July 2025 Order
	10
	7.15
	71.50
	

	
	Inventory on Hand @ August 31, 2025
	35
	
	$   243.25
	


Assuring Accuracy and Reasonableness

Before completing the Review of Inventory Reasonableness Form, verify the following: 

1. Each Count and Summary form is signed and dated
2. Confirm that the Quantity totals from the ‘Count’ form(s) match the Quantity totals on the ‘Summary’ form(s).  If multiple summary pages are used, prepare a Total Summary form to list the total amounts from each Total Form (both quantity and value) and calculate a Grand Total.

3. Check that the Post-Inventory adjustments for received and sold goods match the separate report of this activity.

4. Compare the Obsolete Inventory Adjustment recorded on the ‘Summary’ (or Total Summary) Form with the Total Value on the ‘Obsolete Inventory Form.’
5. Review the calculation of Net Value of Merchandise Inventory on the ‘Summary’ (or Total Summary) form.
To complete the Review of Inventory Reasonableness Form enter the following:
1.  The ending inventory balance in PSGL as of 08/31/2024 = Beginning inventory as of 09/01/2024
a. Run 1074 report, balance sheet for FY 2024 and FY 2025 for periods 1-998
NOTE:  Ending Inventory balance as of 08/31/2024 (FY 2024) will equal beginning Inventory balance as of 09/01/2024 (FY 2025). 
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	2. Add:  Purchases for Resale – 9/1/2024 – 08/31/2025
a. Run 1074 report, section 2 or 3B, period 1-998 for FY 2025. This amount reflected in account 50010 should be recorded here.
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NOTE:  Departments may choose to review based on individual item count or by overall value of the inventory.


	


3. Add:  Beginning inventory and purchases for fiscal year 2025 to calculate available inventory

4. Deduct Cost of Goods Sold 
5. Deduct Cost of Goods Sold for Disposed Items
Calculating Cost of Goods Sold

Cost of Goods Sold is calculated using the following equation:

	Beginning Inventory
	+
	Inventory Purchases
	-
	Ending Inventory
	= 
	Cost of 


	
	
	
	
	
	
	


6. Calculated Inventory Value as of August 31, 2025
a. Available Inventory-Cost of Goods Sold-Cost of Goods Disposed
i. This balance should match the value of what was actually counted during inventory.  This will be the value that will ultimately be reflected in PeopleSoft.
7. Enter Actual Inventory Balance from August 31 count
8. Enter Variance 

a. Calculated Inventory Value – Actual Inventory Count = Variance

i. A variance will occur if there is a difference between the calculated inventory balance and the actual inventory balance
ii. If a variance occurs an explanation should be provided in the transmittal memo explaining the difference.
A department may propose an alternative review method based on the nature of the inventory and the standard process used by the industry represented by the inventory. 

Document the alternative review method and include it in the Merchandise Inventory Package to Accounting Services. Please format alternative documents as closely as possible to the Merchandise Inventory forms requested
Automated Inventory Systems

If your department has an automated inventory system, the inventory balances from the system should match your physical count.  If the balances are different, adjustments should be made to the automated system to reflect accurate balances.  The balances from actual inventory count and automated inventory system should equal ending inventory balances recorded for the fiscal year in PeopleSoft.

Adjusting the Inventory Balance

After the accuracy of the inventory has been verified, each department shall prepare a journal entry adjusting the inventory balances.  This journal will be submitted to Accounting Services via workflow.  A copy of the journal coversheet will be included with the Merchandise Inventory Package. 
Adjusting entries should be posted in FY 2025. If period 12 has ended, use period 998.
Inventories with an “increase” to the ending balance require a debit to the appropriate Merchandise Inventory account (141XX) and usually credit the “Cost of Goods Sold” (50010).

Description
Cost Center Combination
Debit
Credit

Adj Inv EOY Bal
00730-2XXX-H0XXX-AXXXX-141XX
$ 1,100


Adj Inv EOY Bal
00730-2XXX-H0XXX-AXXXX-50010

$ 1,100

                    Journal Entry – To record an increase to the Merchandise Inventory EOY Balance


    (Supported by the 08/31/25 Inventory Count)

Inventories with a “reduction” to the ending balance require an accounting entry recorded in the opposite direction; debiting “Cost of Goods Sold” (50010) and crediting Merchandise Inventory (account 141XX).
Description
Cost Center Combination
Debit
Credit

Adj Inv EOY Bal
00730-2XXX-H0XXX-AXXXX-50010
$ 1,100


Adj Inv EOY Bal
00730-2XXX-H0XXX-AXXXX-141XX

$ 1,100

                         Journal Entry - To record a decrease to Merchandise Inventory EOY Balance 

 
       (Supported by 08/31/25 Inventory Count)
Submitting the Inventory Package

Organize the Merchandise Inventory Package as follows:

1. Transmittal memo, approved by the responsible manager and certifying signatory (may be the same). Amount recorded on Net Dollar Value of Ending Inventory should reflect the PS balance after all adjusting entries have been posted by Accounting Services. (Run 1074 reports through period 998.)
2. Journal Entry coversheet or journal number from entry to adjust inventory value in PeopleSoft
3. Summary (or Total Summary) form, with a calculated net value of Merchandise inventory

4. The Count Forms used to record the number of inventory items - Signed by the counters
5. Report of Obsolete Inventory Items (if applicable)
6. Location Diagram of the stockrooms, storerooms, and/or sales areas where goods are held
7. Inventory Reasonableness form for inventory balance.

Completed packets should be uploaded to the Key Dates Calendar Documents SharePoint site

https://uofh.sharepoint.com/sites/cfa/controlleroffice/FY20252026/Forms/AllItems.aspx
The department should retain copies of all materials and worksheets used to calculate the values.

Due: September 8, 2025
The Business Administrator will be notified of any incomplete packages.

Calculating Cost of Goods Sold


Cost of Goods Sold is calculated using the following equation:  


Beginning Inventory + Inventory Purchase- Ending Inventory= Cost of Goods Sold





Beginning inventory, plus the amount of inventory purchases over the period equals the total amount of inventory that could have been sold.





We then assume that, if an item is not in inventory at the end of the period, it must have been sold.  (And conversely, if an item is in ending inventory it obviously was not sold hence the subtraction of the ending inventory balance when calculating COGS
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