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Determine Item Cost and Inventory Valuation
Unit Cost
If an item has a standard costing method, the unit cost is the same as the standard cost. If an item has a FIFO or LIFO costing method, the unit cost is based on the average cost.
Average cost is calculated for each inventory increase or decrease valued by average. It is the sum of the Cost Amount (Actual) field divided by the sum of the invoiced quantity for value entries with a valuation date equal to or earlier than the inventory decrease being valued. Value entries are viewed in the Value Entries table. On the item card, Navigate tab, History group, select Entries and then Value Entries. Some value entries are not made until you run the Adjust Cost - Item Entries periodic activity.
Costing Methods
The costing method determines whether an actual or a budgeted value is capitalized and used in the cost calculation. Together with the posting date and sequence, it also influences how the cost flow is recorded. The costing method cannot be changed after there are item ledger entries for the item.
All costing methods have one thing in common — when the quantity on inventory is zero, the inventory value must also be zero. They differ in the way that they value inventory decreases.
· Using Standard costing method, inventory increases are valued at the current standard cost. Inventory decreases are valued at the standard at which they were entered into inventory. If you purchased 100 items at $1.00 each, and then raised the standard to $1.10 each and received another 100, the system would value the first 100 sold at $1.00 and the second at $1.10.
· Using FIFO costing method, inventory increases are valued at actual cost. Inventory decreases are valued based on the inventory value by purchase lot, with the earliest purchase being the first sold. If you purchased 100 items at $1.00 each, and then another 100 at $1.10 each, the system would value the first 100 sold at $1.00 and the second 100 at $1.10.
· Using LIFO costing method, inventory increases are valued at actual cost. Inventory decreases are valued based on the inventory value by purchase lot, with the last purchase being the first sold. If you purchased 100 items at $1.00 each, and then another 100 at $1.10 each, the system would value the first 100 sold at $1.10 and the second 100 at $1.00.

If you want to create usage or a transfer for a specific purchase lot, you can use the Applies-to Entry field on the journal line. In the Applies-to Entry field, select the ledger entry that corresponds to the purchase lot. Financial Manager uses or transfers the selected lot.
	
Action using FIFO costing method
	
Value entry for item
	
Average cost

	Receive 50 pieces from vendor at 1.00 each
	50.00
	1.00

	Receive 50 pieces from vendor at 1.10 each
	55.00
	1.05 (100 pieces with $105.00 inventory value)

	Ship 75 pieces to customer (or use 75 pieces in production)
	-75.00
	1.20 (25 pieces with a $30.00 inventory value)

	Run Adjust Cost - Item Entries periodic activity
	-2.50
	1.10 (25 pieces with $27.50 inventory value)


Note: Cost adjustments are not made until you run the Adjust Cost - Item Entries periodic activity. For example:






Inventory Valuation
Inventory valuation is calculated as the sum of the Cost Amount Actual field in Item Ledger Entries, for the remaining quantity on open items. Open items are purchase ledger entries that do not have a corresponding quantity that has been shipped or consumed. The calculation is made for on hand inventory, regardless if the purchase invoice has been posted.
To view inventory valuation, run the Inventory Valuation report from item card Home tab, Report group or enter Inventory Valuation in the Search box and select the related link. The report can be filtered to run by item, vendor, location, costing method, and inventory posting group. To view the item ledger entries from the item card, go to the Navigate tab, History group, and select Entries and then Ledger Entries. 
Inventory Revaluation
Inventory valuation is calculated as the sum of the Cost Amount Actual field in Item Ledger Entries, for the remaining quantity on open items. Open items are purchase ledger entries that do not have a corresponding quantity that has been shipped or consumed. The calculation is made for on hand inventory, regardless if the purchase invoice has been posted.
To view inventory valuation, run the Inventory Valuation report from the item card or by entering in the search box. The report can be filtered to run by item, vendor, location, costing method, and inventory posting group. To view the item ledger entries, on the item card, select the Navigate tab, History group, and Entries and then Ledger Entries. 
If you make a manual entry the revaluation journal, be sure to select the ledger entry that you want to revalue. The inventory value of all units in the item ledger entry is changed. The system changes the inventory value of any units that are applied to this ledger entry (including units shipped or consumed), regardless of the posting date.
Automatic Cost Posting to General Ledger
Use automatic cost posting if you want the system to automatically post costs to the inventory, adjustment, and cost of goods sold accounts in the general ledger. If you do not use automatic cost posting, inventory costs are not posted to the general ledger until you run the Post Inventory Cost to G/L periodic activity.
Important: Even if you use automatic cost posting, you must still run the Adjust Cost - Item Entries Batch Job and Post Inventory Cost to G/L Batch Job periodic activities on a regular basis.
To use automatic cost posting, on the Search box enter Inventory Setup and select the related link. On the General FastTab select the Automatic Cost Posting check box. 
Expected Cost Posting to General Ledger
Use expected cost posting if you want the system to post the unit cost of the items to interim accounts in the general ledger. When the purchase or sales invoice is posted, the system reverses the interim amount and posts the actual amount to the general ledger accounts.
To use expected cost posting, on the Search box enter Inventory Setup and select the related link. On the General FastTab select the Expected Cost Posting check box.
Post Inventory Costs to G/L
The Adjust Cost - Item Entries periodic activity and Post Inventory Cost to G/L periodic activity should be run whenever you record production (or a minimum of twice a week) and on the last day of the fiscal month. The periodic activities should be run when other transactions are not being processed through the system, such as at the end of each day.
The Adjust Cost - Item Entries periodic activity adjusts value entries to the correct adjusted cost for updating the general ledger. The Post Inventory Cost to G/L periodic activity posts to the general ledger. If you do not use automatic cost posting, the periodic activities post the inventory costs to the general ledger. Even if you use automatic cost posting, there will still be cost adjustments that need to be calculated and posted to general ledger.
Transactions posted to the general ledger have the same posting date as the item ledger entry. Transactions for the previous month are posted to that month, unless the month has been closed in Financial Manager. Vertex recommends that you do not filter the Post Inventory Cost to G/L activity by ledger posting date.
1. In the Search box enter Adjust Cost - Item Entries and select the related link. 
2. In the Options tab enter any filters you would like. 
3. Post to G/L: This field is available if Automatic Cost Posting is selected in the inventory setup. If you place a check mark in this field, the program posts the inventory values created during the adjustment batch job to the inventory accounts in the general ledger.

If you do not place a check mark in this field, the program does not automatically post the adjustment inventory value to the general ledger. You must therefore run the Post Inventory Cost to G/L batch job separately to ensure that these values are posted to the general ledger.
Update Item Unit Cost
For more information about how the costing method determines unit cost and affects inventory value, see “Determine item cost and inventory valuation” on page 140.
FIFO or LIFO Costing Method
You will never directly change the unit cost of an item with a FIFO or LIFO costing method, as the system determines the cost based on increases and decreases in inventory.
Standard Costing Method
Update the unit cost on an item with Standard costing method by updating the standard cost.
Items with No BOM or Router
If the item does not have a bill of materials or router, you can open the item card and change the standard cost or use the Adjust Item Costs/Prices periodic activity. Use the periodic activity to update the standard cost for selected items by a multiplication factor of the current cost.
You can also update the standard cost on items with a bill of materials or router using the Adjust Item Costs/ Prices periodic activity, but normally standard cost is determined by the totaling the costs on the bill of materials and the router.
1. In the Search box enter Adjust Item Costs/Prices and select the related link.
2. On the Options tab
a. The Adjust field should be set to Item Card.
b. The Adjust Field should be set to Standard Cost.
c. In the Adjustment Factor field, type the multiplication factor to be applied to the current standard cost. 
Important: The adjustment factor is multiplication factor, not percent of increase. To increase standard cost by 10% type a multiplication factor of 1.1 (one plus the decimal value for the percent). If you want to decrease standard cost by 10%, type .9.

d. If you are using rounding methods, in the Rounding Methods field, select the appropriate method. 
3. In the Item tab, use the filters to select the items you want to update. You will probably set the Costing Method field filter to Standard. You can filter out items with a bill of material and/or a router by setting the BOM Exists and Enable for Production field filters to No.
4. Select OK to run. 
Items with a BOM 
Use the Calculate Standard Cost feature to total the costs of the bill of materials.
1. Select the item card to the item you want to update.
2. On the Navigate tab, Assembly/Production group, select Assembly and then Calc. Standard Cost.
3. Select Single level if you want the system to total the costs of the components using only the first level of the bill of materials. Select All levels if you want the system to total the costs of all components for the item and all sub-assemblies.

For example: The bill of materials for item 100 has three items, the first with a unit cost of $10.00, the second with a unit cost of $12.00, and the third with a unit cost of $14.00. Item three is a sub assembly and has its own bill of materials. The components for item three actually total $15.00, but the current unit cost is $14.00.

If you select Single level, the standard cost for item 100 will be changed to $36.00, because Financial Manager will use the $14.00 current cost for component item three. If you select All levels, the standard cost for item 100 will be changed to $37.00, because Financial Manager will use the actual total of $15.00 for component item three.
4. Click OK to update. 
Update Item Unit Price
You can update a price for an individual item on the item card, or you can update multiple items using the Adjust Item Costs/Prices periodic activity.
1. In the Search box enter Adjust Item Costs/Prices and select the related link. 
2. On the Options tab
a. The Adjust field should be set to Item Card.
b. The Adjust Field should be either Unit Price or Profit % depending on the profit/price calculation method the item(s) use.
c. In the Adjustment Factor field, type the multiplication factor to be applied to the current standard cost. 
Important: The adjustment factor is multiplication factor, not percent of increase. To increase unit price by 10% type a multiplication factor of 1.1 (one plus the decimal value for the percent). If you want to decrease unit price by 10%, type .9. If you want to increase profit percent from 50% to 60%, type a multiplication factor of 1.2 (target value of 60 / original value of 50 = multiplication factor of 1.2).
d. If you use rounding methods, in the Rounding Methods field, select the appropriate method. 
3. In the Item tab, use the filters to select the items you want to update. If you price items using multiple price/ profit calculation methods, you should update each type separately. Select the calculation method in the Price/Profit Calculation field filter.
4. Click OK to update the prices.
Convert Markup Percent to Profit Percent
If you know your cost and your normal markup percent, use formula A to calculate sales price. Then use the formula B to calculate the corresponding profit percent.
Formula A: Sales Price = (Markup % expressed as a decimal X Cost) + Cost
Formula B: Profit % expressed as a decimal = (Sales Price - Cost) / Sales Price
If you know the profit percent, use formula C to calculate sales price. Then use formula D to calculate the corresponding markup percent.
Formula C: Sales Price = Cost / (1- Profit % expressed as a decimal)
Formula D: Markup % expressed as a decimal = (Sales Price - Cost) / Cost
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