	EXERCISE 1

	M Ltd had the following material transactions during the first week in March.
	
	
	Quantity
(units)
	Unit cost
£

	Opening balance
	1st March
	10
	2.00

	Receipts
	2nd March
	70
	2.20

	Issues
	3rd March
	40
	

	Receipts
	4th March
	50
	2.30

	Issues
	5th March
	70
	


Required:
Show the stores ledger card for the week using each of the following methods of material valuation:
(a)	FIFO
(b)	LIFO
(c)	Weighted average cost
(d)	Periodic weighted average.
Note: The stores ledger card will show each receipt and issue, and will always show the balance of stock (both quantity and value).  This is known as a perpetual inventory system.


Solution to Exercise 1
(a) 	FIFO
	
Day
	Receipts
	Issue
	Balance

	
	Units
	Unit cost
	Total cost
(£)
	Units
	Unit cost
	Total cost
(£)
	Units
	Unit cost
	Total cost
(£)

	O/B
	
	
	
	
	
	
	10
	2.00
	20.00

	2 Mar
	70
	2.20
	154.00
	
	
	
	10
70
	2.00
2.20
	20.00
154.00
_____
174.00

	3 Mar
	
	
	
	10
30
	2.00
2.20
	20.00
66.00
_____
86.00
	
	
	

	4 Mar
	50
	2.30
	115.00
	
	
	
	40
50
	2.20
2.30
	88.00
115.00
_____
203.00

	5 Mar
	
	
	
	40
30
	2.20
2.30
	88.00
69.00
_____
157.00
	20
	2.30
	46.00




(b) 	LIFO
	
Day
	Receipts
	Issue
	Balance

	
	Units
	Unit cost
	Total cost
(£)
	Units
	Unit cost
	Total cost
(£)
	Units
	Unit cost
	Total cost
(£)

	O/B
	
	
	
	
	
	
	10
	2.00
	20.00

	2 March
	70
	2.20
	154.00
	
	
	
	10
70
	2.00
2.20
	20.00
154.00
_____
174.00

	3 March
	
	
	
	40
	2.20
	88.00
	10
30
	2.00
2.20
	20.00
66.00
_____
86.00

	4 March
	50
	2.30
	115.00
	
	
	
	10
30
50
	2.00
2.20
2.30
	20.00
66.00
115.00
_____
201.00

	5 March
	
	
	
	50
20
	2.30
2.20
	115.00
44.00
159.00
	10
10
	2.00
2.20
	20.00
22.00
_____
42.00


(c) 	AVCO
	
Day
	Receipts
	Issue
	Balance

	
	Units
	Unit cost
	Total cost
(£)
	Units
	Unit cost
	Total cost
(£)
	Units
	Unit cost
	Total cost
(£)

	O/B
	
	
	
	
	
	
	10
	2.00
	20.00

	2 March
	70
	2.20
	154.00
	
	
	
	80
	2.175
	174.00

	3 March
	
	
	
	40
	2.175
	87.00
	40
	
	87.00

	4 March
	50
	2.30
	115.00
	
	
	
	90
	2.244
	202.00

	5 March
	
	
	
	70
	2.244
	157.08
	20
	
	44.92

	EXERCISE 2

	(a)	Explain the meaning of:
(i)	continuous stocktaking; and
(ii)	perpetual inventory
in the context of a material control system.	(4 marks)
(b)	A company operates an historic batch costing system, which is integrated with the financial accounts, and uses the first in first out method of pricing raw material issues.  
Receipts and issues of Material X for a week were as follows:
	Receipts into stock
	Issues to production

	Day
	Kgs
	£
	Day
	Kgs

	1
	800
	£1,680
	2
	300

	3
	500
	£950
	5
	850


At the beginning of the week, stock of Material X was 200 kgs at a cost of £2 per kg.  Of the receipts of material on Day 3, half were noticed to be already past their sell by date, and so were returned to the supplier on Day 4.  
Required:
Prepare a tabulation of the movement of stock during the week, showing the changes in the level of stock and the total value of stock held.	(6 marks)
		(Total: 10 marks)


Solution to Exercise 2
(a)	(i)	Continuous stocktaking refers to a system whereby stocktaking is carried out on an ongoing basis throughout the year.  A rota system is used so that every item of stock is checked at least once.  The higher value items are often checked more frequently in order to control material costs.  Continuous stocktaking minimises the disruption caused in stocktaking compared to periodic stocktaking.
	(ii)	Perpetual inventory is a system of entering details of all stock receipts and issues for each individual raw material/finished product onto a record card, thus enabling the stock quantity on hand to be known at any time.  The stock quantity provides the necessary information for stock re-ordering and for verifying/reconciling physical stock counts.
(b)
	
Day
	Receipts
	Issue
	Balance

	
	Units
	Unit cost
(£)
	Total cost
(£)
	Units
	Unit cost
(£)
	Total cost
(£)
	Units
	Unit cost
(£)
	Total cost
(£)

	O/B
	200
	2.00
	400
	
	
	
	200
	2.00
	400

	1
	800
	2.10
	1,680
	
	
	
	200
800
1000
	2.00
2.10
	400
1,680
2.080

	2
	
	
	
	200
100
300
	2.00
2.10
	400
210
610
	700
	2.10
	1,470

	3
	500
	1.90
	950
	
	
	
	700
500
1,200
	2.10
1.90
	1,470
950
2,420

	4
	(250)
	1.90
	(475)
	
	
	
	700
250
950
	2.10
1.90
	1,470
475
1,945

	5
	
	
	
	700
150
850
	2.10
1.90
	1,470
285
1,755
	100
	1.90
	190



