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Learning Objectives 

• Identify the types of inventory and recognize the timing of inventory ownership. 
• Specify the situations in which the periodic inventory system should be used, and how 

the perpetual system can be enhanced. 
• Identify the situations that can cause incorrect inventory transactions. 
• Recognize the activities needed to establish a system of inventory record keeping, and 

how such a system may be rendered less accurate. 
• Estimate ending inventory using the retail method. 
• Identify the contents and calculation methods used for all systems of cost layering. 
• Recognize the calculation methods for and causes of variances from standard costs. 
• Identify the accounting for and uses of a job costing system. 
• Specify the calculation methods and inputs needed to operate a process costing sys-

tem. 
• Specify the contents of and controls over the use of overhead. 
• Identify who is responsible for spotting obsolete inventory, as well as the methods 

used to account for it. 
• Recognize the cost classifications used in the lower of cost or market rule. 
• Specify the accounting for spoilage, scrap, and rework. 
• Identify the methods of allocation for joint costs and by-products. 
• Recognize the disclosures associated with inventory. 
• Identify the contents of the various accounting entries needed to record inventory 

transactions. 
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• Identify the rules promulgated by the Internal Revenue Service that relate to inven-
tory. 

• Itemize the pricing methods that can be used to compile transfer prices between sub-
sidiaries, as well as the issues associated with each one. 

• Identify the controls that can be used in the purchasing, receiving, and shipping of 
inventory. 

• Specify the kinds of inventory-related activities that can be fraudulently employed to 
alter financial results or steal assets. 

• Identify those policies that can be used to support accounting transactions related to 
inventory. 

• Recognize the calculation methods used for the various budgets that include inventory, 
as well as the issues to consider when constructing these budgets. 

• Specify how the results of various inventory measurements can be interpreted, when 
these measurements should be used, and the types of behavior they can reinforce. 
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Preface 
Inventory can be the largest asset that a company owns, and is one of the most complex to track and value. 
This presents a risk to the accountant, since an inventory misstatement could be large enough to seriously 
alter the financial statements. In Accounting for Inventory, we present every issue that the accountant might 
need to create and maintain an accurate and comprehensive system of inventory accounting. The topics 
covered include inventory record accuracy, how to count inventory, the costs to assign to inventory, when 
to adjust recorded balances, and a great deal more. As examples of the topics covered, Accounting for 
Inventory provides answers to the following questions: 

• What causes inventory records to become inaccurate? 
• How do I manage a physical inventory count? 
• What methods are available for estimating the amount of ending inventory? 
• What types of cost layering systems are available? 
• How can I use standard costs to value inventory? 
• Which costs can be included in factory overhead? 
• What methods are available to account for obsolete inventory? 
• How do I calculate the lower of cost or market rule? 
• What are the accounting treatments for normal and excessive spoilage? 
• What is the journal entry for each type of inventory transaction? 
• Which controls should be installed to improve inventory recordation? 
• How can someone commit fraud using inventory? 
• How do I budget for inventory? 

 
Accounting for Inventory is intended for accountants, auditors, and students, who can benefit from its broad 
range of topics related to inventory. 
 

Centennial, Colorado 
August 2024 
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