Costs webinar prep
Notes in this document have been extracted from BRules-Costing.doc (author MM), with changes and additions added by MG.  

What costs do we store?
Currently, these costs are stored for each item at each location in CounterPoint SQL: 

 - Last cost (LST_COST) - what the item last cost when it was bought from a vendor or it was assembled into inventory. It is updated only by receiving an item or posting a bill of material transaction.

To ensure correct updates when posting transactions out of date order, we also store "last received date" with LST_COST.

 - G/L value (GL_VAL) - The total amount distributed to the Balance Sheet inventory account for movement of the item at a location.

 - Quantity on hand (QTY_ON_HND) - This value is relevant to costing because of its use in calculating average cost.
- Average cost (AVG_COST) - The average cost per stocking unit for the item. AVG_COST is a computed column (see below), and is not physically stored in the table, but is calculated by SQL every time it’s used in a query. This is typically calculated as GL_VAL / QTY_ON_HND. There are some special cases, described later. 
AVG_COST        AS (case when (QTY_ON_HND > 0) and (GL_VAL >= 0) then

  cast(GL_VAL / QTY_ON_HND as decimal(15,4))

else

  case when (LST_AVG_COST > 0) then

    LST_AVG_COST

  else

    LST_COST
 - Standard cost (STD_COST) - User-enterable cost, not updated by software. Not used, although price rules could use it for a basis. 
 - Cost of sales percent (COST_OF_SLS_PCT) - When working with a COS% item, costs may be assigned to sales based on a percentage of the selling price. For those items, we do not track average cost. Instead, we let the user enter this value. 
-------------------------------------

Standard
If using, must always be manually entered or updated

Last Cost 
Amount you last paid for the item when you purchased it. For assembled items, sum of costs of components in last assembly. 

When a new item is defined, the user can enter a LST_COST value in the item record. That value is copied into the LST_COST value of a brand new inventory record, as well as into the “frozen” LST_AVG_COST field in the inventory record. (see explanation for LST_AVG_COST under Cost Corrections)

The LST_COST value in the inventory record is updated when inventory is received -- and only when the effective date of the receiving is greater than the 'last received date'. [We also update 'last received date' to ensure this.] It’s also updated when a quick assembly is posted, using the sum of component costs.  


The Inventory LST_COST value is used as default cost on a purchase request if no vendor item record exists or if unit cost in vendor item record is blank. Also used as default cost by Purchasing Advice if no vendor item record or blank unit cost.
We keep up with a LST_COST at the item level as well as at the inventory level. The item level LST_COST is updated with the value of IM_INV.LST_COST for the inventory record with latest 'last received date'. (Ties are broken by choosing the highest value of IM_INV.LST_COST among all records with the highest value of IM_INV.LST_RECV_DAT.) 
Can be changed by the user. However, since we update it, changes made by the user will be overwritten with the next receiving.

Unit Cost
Cost in vendor item record. 

When a new vendor item record is added, unit cost defaults to the inventory record 'last cost' for the workgroup location or, if there is no such inventory record, to the item record last cost. Cost is per the vendor purchase unit, which initially defaults to the item stocking unit.

If vendor item record is created by posting of a purchase request or posting of a receiving (per setting in PO Control), unit cost is simply the cost entered on the purchase request. Cost is per vendor unit, which is the same as the stocking unit for a new vendor item record produced this way.

Unit cost can be updated by posting of a purchase request and/or posting of a receiver, per PO Control. 


Serves as default cost when entering a purchase request, and adding new lines to a receiver. If vendor’s purchasing unit in vendor item record matches one of the item’s alternate units, the purchase request defaults to the purchasing unit and the cost shown will be the purchasing unit cost. If purchasing unit in vendor item record is the same as the item’s stocking unit, and then the unit in the purchase request is changed to one of the item’s alternate selling units, cost shown on purchase request will be scaled for the unit. 


Purchasing Advice report can be printed to include a section that shows a list of the vendors who supply an item, with lowest cost vendor first. Report can also show vendor’s purchasing unit and cost, but will always generate POs in stocking units with the cost converted to stocking unit (heard this behavior is changing in V839, where PO will be generated in vendor’s purchasing unit).  

Average
By location, not by item


Cost used as the value (or default value) of an item for a transaction that involves movement of inventory. Used as the “accounting cost”. 
Cannot be changed by user since it is a calculated column.

Tracked only for inventory-type items.


No average cost for “miscellaneous” items. For sales and returns of non-inventory, service, and discount items, a “Cost of Sales %” value is used to calculate the cost as a percentage of the price. Must be entered by user; not updated by the system.

How is average cost calculated


Example:  Pencils


Joe buys 100 pencils from his distributor at a cost of $0.50/each.  



100 x .50 = 50.00




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



100      (    50.00
= .50 average cost

Later, he gets a great deal from someone else and buys 100 more pencils of the same type at a cost of $0.30/each.  Because all the pencils are identical, he puts all 200 of them in a single bin in his store. 



100 x .50 = 50.00



100 x .30 = 30.00



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


           200     (     80.00 
= .40 average cost

Later, someone buys 50 of these pencils at a price of $1/each.


50 x 1.00 = 50.00
selling price

      -
50 x   .40 = 20.00
cost 


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

      
        30.00 
profit


150 x .40 = 60.00
value of inventory on hand after the sale

This example of how average cost is calculated is simplified. The real way that average cost is calculated is by dividing the amount in the G/L value column by the current Quantity on Hand of the item. Both columns are tracked by location for an item.
Average cost = (GL_VAL+) / (QOH+), where '+' means use only records with QOH > 0

Average cost * QOH = GL value on books/BS inventory (cost correction distributions are made as needed to keep this true)

G/L value contains the total dollar amount updated to the item’s Balance Sheet inventory account by posting functions. 
We back into average cost from the G/L value because of Multi-Site and the fact that two different sites could potentially post transactions for the same location that could impact the average cost.  

System maintains average cost.  Update rules generally are:




- If new qty <= 0, no change




- else if old qty <=0 and new qty > 0, use trx cost




- else blend (old value + trx value) / new QOH  
(do example in webinar)

When posting, if the current QOH is already positive and the new QOH will also be positive, the new AVG_COST is calculated by blending the current G/L value with the extended cost of the transaction. Even if the new QOH is reduced by the transaction (e.g., downward adjustment, sale, RTV), AVG_COST is recalculated using the updated G/L value and updated QOH. This is different than V7, which only recalculated average cost when the QOH was increased, plus there is no “G/L value” field in V7. 
Here’s how that blending occurs. First, we determine the extended cost of the transaction. We multiply the entered cost by the quantity and then round to two decimal places. This is the transaction extended cost and the amount that will be added to or deducted from G/L value. Next the transaction extended cost is divided by the quantity to calculate an effective unit cost for the transaction. The transaction extended cost is added to or deducted from the G/L value, and the item’s QOH is updated. The average cost can then be recalculated by dividing the G/L value by the QOH.  

Using this approach, it is possible for a different cost to be written to history that is different than the amount actually entered on the transaction.

Example 1:

Receive 1 of an item at an entered cost of $1.125.

Change to G/L value would be calculated as 1 * 1.125 = 1.125 which would then be rounded to 1.13.

Unit cost is then calculated as 1.13 / 1 = 1.13.

So even though the user entered 1.125, the journal and history would show the unit cost of this transaction as $1.13.

Example 2:

Receive 6 of an item at an entered cost of $1.002

Change to G/L value would be calculated as 6 * 1.002 = 6.012 which would then be rounded to 6.01.

Unit cost is then calculated as 6.01 / 6 = 1.0017.

So even though the user entered 1.002, the journal and history would show the unit cost of this transaction as $1.0017.

Cost corrections:  QOH = 0 
When posting, if the updated QOH will become 0, then we change the G/L value to also be zero. If you have none on hand, there cannot be a value on hand either. We will generate a cost correction for the amount needed to get the G/L value to zero. (The balancing side to that distribution is made to the item’s balance sheet inventory account.) 

Cost corrections: QOH<0 (Last average cost)
 
When posting, if the updated QOH will become a negative value, we copy the current average cost as it was before posting to “Last average cost”. AVG_COST remains unchanged (ditto for LST_AVG_COST) and stays that way until QOH changes from negative to positive. 
While QOH is negative, we make cost correction distributions so that any transaction which occurs at other than “Last average cost” maintains the rule that GL_VAL = QOH * LST_AVG_COST. Since we can't actually update AVG_COST directly, we have to update GL_VAL. With our "target" new AVG_COST figure in mind, we calculate what we need to put into GL_VAL to make AVG_COST match. The amount we put into GL_VAL will be shown as a cost correction. Transaction history will correctly show the specific transaction cost, as well as any cost correction amount. 
When posting, if the current QOH is negative or 0 and the new QOH will be positive, then the AVG_COST is recalculated and replaced with the unit cost of the transaction. I.e., our new average cost is <Transaction Extended Cost> / <Transaction qty>. 



Cost corrections – Other causes

Besides producing them for changes in G/L value for an item with QOH=0 or QOH<0, cost corrections can occur for other reasons too. 

Rounding



CounterPoint allows quantities and costs to contain up to 4 decimals. 
e.g., 1.2345 each x $5.6789/each = 7.01060205 extended cost


However, distributions and accounting for US currencies require the values to be rounded to 2 decimals. After rounding, we must ensure that the G/L value exactly matches what was actually updated to the B/S inventory account. If it doesn’t, we’ll make a cost correction for the amount that we needed to add or deduct to the G/L value.  

Selling new item before receiving it

If you set up a brand-new item and then sell it before you receive any of it, we use the Last cost value as the inventory value of the item since an average cost has not yet been established. When the first receiving posts and the average cost is then known, a cost correction is made for the difference between the new average cost and the last cost value. 

Serial
If enabled in Inventory Control, cost is maintained for each serial number at the time it is received, whether it is sometimes or always serialized. However, for Always serialized items, we use the actual serial cost instead of average cost in transactions. 
Sometimes serialized items use average cost in transactions. (Diff from V7, which allows serial costing for sometimes serialized.) Here’s why:


Below is a list of some of the transactions that can involve serialized items and whether we track costs in the transaction history: 
	
	Stored in

history
	Cost can

vary per

serial number
	Posting can

set/update serial cost

	Quick receivings
	N
	N
	Y

	Receive against PO's
	N
	N
	Y

	Returns to vendor
	Y
	Y
	N

	Tickets (Sale)
	Y
	Y
	N

	Tickets (Return)
	Y
	Y
	N

	Upward Adjustments
	Y
	N
	Y

	Downward Adjustments
	Y
	Y
	N

	Quick transfers
	Y
	Y
	Y

	Transfer-outs
	Y
	Y
	Y

	Transfer-ins
	Y
	Y
	Y

	Transfer reconciliations
	Y
	Y
	N

	Physical count
	n/a
	n/a
	n/a

	Quick Assembly (Parent)
	Y
	n/a
	Y

	Quick Assembly (Component)
	Y
	n/a
	N



It’s okay to turn off serial costing after using it for a while, but the reverse can cause problems. (You have to do a protected change to turn it on or off.)
Example: While under a non-serial costing configuration I receive 5 serial numbers at a cost of $100 each. I then receive 5 serial numbers at a cost of $50 each. After these receivings have been posted, my inventory would show a quantity on hand of 10, a G/L value of $750 and an average cost of $75. 

If I then sell the five serial numbers that originally cost me $50 they would be relieved from inventory at the average cost of $75 leaving 5 on hand with a G/L Value of $375.

Next I change to serial costing. The 5 serial numbers I still have in stock all have a serial cost of $100, which means that my total G/L value should be $500 -- but it is actually still $375.

So now, if I sell four of the remaining 5 serial numbers, I should be removing $400 from G/L value but this would make it go negative (which is not allowed for a QOH>0), so the ticket won’t post. 

To correct the problem, you would need to enter a positive inventory adjustment with a single ‘dummy’ serial number that has a high enough cost  to get the average cost to zero or higher. 


Then post the ticket. 


Then enter and post a downward inventory adjustment to remove the item's full quantity on hand and serial numbers (including the ‘dummy’ one). 

Then enter and post positive adjustment to re-establish the item's correct quantity, serial numbers,  and cost.
In what transactions can authorized users enter a cost? 

	Item type
	Up

Adj
	Down

Adj
	Quick

Recv
	Quick

Xfer
	PO

Recv
	Sale
	Return

	Always Serialized
	'Use serial cost?' = Y
	Y
	N
	Y
	N
	Y
	N
	N1

	
	'Use serial cost?' = N
	Y
	Y
	Y
	N
	Y
	N
	N

	Sometimes Serialized
	'Use serial cost?' = Y or N
	Y
	Y
	Y
	N
	Y
	N
	N

	Non-misc Non-serialized Items
	Y
	Y
	Y
	N
	Y
	N
	N

	Miscellaneous Items
	n/a
	n/a
	Y
	N
	Y
	Y2
	Y2


'Y' means we will use the cost entered (or average cost if 'Use normal cost' is checked) for distributions and cost calculations; 'N' means we will use the appropriate accounting cost (i.e., serial number specific cost for always serialized items when using serial cost and average cost in all other cases)

1
The cost used varies depending on whether the serial number is on-file or not-on-file. If the serial number is on file, we use the specific cost from the serial table; if it is not-on-file we use the average cost.

2
Cost entry on Ticket Entry Sales and Returns of Miscellaneous items is allowed only if 'Prompt for cost' = Y.

Note: The user is allowed to enter costs on RTV lines, but this entered cost is only used to determine the amount of credit that is due from the vendor. During posting of the RTV, we always use the accounting cost  to determine the distribution to B/S Inventory and the change to G/L Value.
Example: Receive 3 of an item at $100 each and specify three serial numbers.





Next receive 3 more of the item at $80 without specifying serial numbers.





You now have a quantity on hand of 6 and a G/L value of $540 for an average cost of $90.





Sell 4 of the item including the 3 serial specific ones. What is the cost of the sale? 





Using serial costing we would know that three of the items cost $100 each. The fourth item does not have a specific cost so it must be costed using the average cost of $90, so the total cost of the sale is $390. 





This would leave a G/L value of $150 for the remaining quantity of 2 giving a new average cost of $75 even though NONE of the items received actually cost $75.





Inst Note








