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Introduction 

Inventory movement rarely stops, which makes it more difficult to compare the true value of your inventory to the inventory 

account in your general ledger. You are constantly ordering inventory from your vendors, receiving inventory, selling inventory 

to your customers, counting inventory, transferring inventory and possibly even returning inventory to your vendors for credit. 

With all of these transactions occurring on a daily basis, it is important that the person or persons in charge of inventory 

understand how the inventory is valued and how that valuation moves to the general ledger. 

If you or your inventory manager does not understand the entire process, you will likely face uncomfortable write-ups or write-

downs of your inventory at year end.  

 

In The Beginning 

Before you start trying to make sure that your general ledger balances to your stock valuation, you should first answer the 

question “Who is in charge of inventory?”  This is the person who is held accountable for all transactions being properly 

processed in an accurate and timely manner so that general ledger is posted properly.  This may or may not be the person who is 

ordering product for you from your vendors.   

Depending upon the size of an organization, there may be a number of people ordering product, but someone must have the 

responsibility of insuring that inventory is properly valued. The first step is to assign this task to an individual in your organization 

and make sure that they understand how the process works. 

Finally, the process must be monitored constantly. Setting up a high dollar inventory item with the wrong general ledger 

accounts will cause things to get out of balance quickly. When the process is first started, you may find yourself comparing the 

numbers on a daily basis. This is a similar concept to cycle counting. The more often you check, the closer you will be to when a 

mistake occurred and the more likely you will be able to remember the circumstances surrounding the mistake. 

 

Understanding the Process 

The first step in making sure that the general ledger inventory account or accounts balance to your stock valuation is to 

understand how each gets updated. The next section describes how the inventory itself gets updated and then how the 

corresponding general ledger accounts get updated. 

How Does The Inventory Valuation Get Updated? 

Inventory Receipts: When inventory is received, the receipts update takes the cost of each item as it was entered in the 

purchasing process and updates the cost to the inventory record for each item ordered.  The quantity on-hand for each item 

times the unit average or replacement cost (depending upon how you value your inventory) determines the inventory valuation.  

Note: It is important to always verify your costs from your vendor. Simply ask them to confirm pricing when the purchase order 

is emailed to them. The purchase order should be left pending until pricing is confirmed from the vendor. Once pricing is 

confirmed, update the purchase order. 

 Billing: When you sell or return an inventory item through invoicing or point of sale, the quantities in the associated inventory 

records are increased or decreased depending upon the transaction. These changes affect the total valuation of your inventory. 
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Manual Transactions: Manual transactions can be used to handle a variety of transactions including stock transfers and 

returning inventory to vendors. These transactions affect the inventory valuation.  Note:  When using manual transactions make 

sure that the Posting Accounts are set up properly. The Posting Account for each inventory transaction tells the Transaction 

Update program which general ledger accounts to post to. 

File Maintenance: Performing file maintenance, such as changing the quantity, will affect the value of your inventory. DO NOT 

USE FILE MAINTENANCE to change inventory balances.  Instead always use the appropriate inventory transaction which will give 

a complete audit trail. Note:  When the balance is manually changed on an inventory record a special transaction is written to 

the Inventory Transaction file which shows the stock number that was changed along with the date, time, and operator making 

the change. Even though this is a record of the transaction, it does not tell everything.  Was it a sale? A stock transfer?  Return to 

a vendor? 

 

Important Note: The user security file has a feature to prevent users from changing the Inventory Master On Hand field. This 

feature should be implemented for ALL users. 

 

Cycle Counting: this is the recommended way to count inventory for two main reasons.  First, you count more frequently (but 

fewer items) so this process in itself will help build accuracy. Second, counting more frequently places you closer in time to any 

mistakes that were made so the likelihood of being able to remember what happened is increased. Cycle counting adjusts your 

inventory on-hand which directly affects the inventory valuation. 

Physical Counts : Physical counts affect the on-hand quantities which will directly impact your inventory valuation. 

How Does The General Ledger Inventory Get Updated? 

Accounts Payable: When you enter inventory invoices into Accounts Payable for payment or credits are booked, the general 

ledger accounts for inventory will be increased or decreased.  Note: 

o Always confirm that you are posting to the proper general ledger accounts when entering invoices for payment.  
o Also, always confirm that what you are being invoiced for matches the quantity received into inventory. 

 

Billing: As you sell items (or return items) the billing system automatically decreases or increases the general ledger account for 

the item or items being impacted. This can be one inventory general ledger account or multiple accounts. For example: 

o You could have one general ledger account for your entire inventory. 
o If you have multiple locations there might be general ledger accounts for each location. 
o You may have multiple companies that you want to separate. 

 

Inventory Posting Account Transactions: Inventory transactions such as inventory stock adjustments can be setup to 

automatically debit/credit the GL inventory and the GL inventory adjustment accounts.   

Manual Transactions to the General Ledger: Manual entries affecting inventory can be entered through the transaction entry 

program in the General Ledger. 
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Identifying Potential Problem Areas 

1. When setting up your inventory, separate gases, cylinders and hard goods into separate general ledger accounts. If you 
have multiple locations, multiple general ledger accounts might show that a balancing problem is only showing up in one 
location. This will help to identify problem areas easier. 

 

2. When running your Stock Valuation, make sure it only shows hard good items and not gases or cylinders. There is an 
option in the Stock Valuation report that asks if you want to exclude cylinders and gases from the valuation. 

 

3. When posting the invoice from the vendor, make sure freight goes to a separate general ledger account.  Stock 
valuations do not include freight since the valuation is based on the COST of the item, not the cost plus freight. 

 

4. Invoicing errors can cause inventory discrepancies.  Be especially careful when you are selling items out of multiple 
locations. If you use the wrong location to sell the item you would be reducing the physical inventory in one location 
when you pulled the item for delivery while decreasing the inventory account in General Ledger for a different location. 

 

5. Always look into inventory items that go negative. There is normally a reason for this. Don’t just ignore negative 
balances.  One of the reports in the Inventory Nightly Processing shows negative on-hand items. There is also a Negative 
On-Hand report.   

 

6. Make sure all your paperwork is done. It is easy to get caught up in day to day operations, but making sure all the 
paperwork is handled is essential to this process working properly. Make sure transfers to branches, returns to vendors 
and any other transactions affecting inventory balances are handled daily. Using the Internal Purchase Order feature will 
allow you to see items that are in transit and have not been received. This should be run on a regular basis to ensure the 
process has been completed properly. 

 

7. Double check all transactions to make sure that you don’t invoice one item and ship a similar (but totally different) item. 
Example, you enter the part number for a blue cylinder marking pen but you actually ship a red cylinder marking pen.  
Using bar code scanners at the point of sale, counting and transaction entry will help considerably in this area. If you’re 
not using bar codes make sure that transactions are double checked for accuracy. When stock is transferred to another 
location, make sure the receiving location compares the items received to the paperwork sent. (See discussion above on 
in transit) One way to accomplish this is when inventory is received in, have one person receive the inventory, and a 
different person put it away while comparing the put away quantities to the receiving paperwork. 

 

8. If you have product direct shipped to a branch location, make sure the branch knows they are supposed to notify you 
when it has been received. Not receiving the inventory properly will cause your General Ledger to be higher (because 
the vendor invoice was posted) than your inventory (because the inventory was not received). Make sure that you have 
procedures established and make sure they are followed.  

 

9. Non-stocks should always be set up in inventory even though you may not be stocking the item. In this case, non-stock 
means that you sell the item, but you just don’t keep it in stock. Setting up non stocks in inventory allows you to keep 
track of how many you have sold and the last time you sold the item. You can enter a non-stock item (one that is not set 
up in inventory) in the invoicing program, but this should only be used rarely. If you have the item set up in inventory, 
the receiving update will update the cost on any backordered non stock items so your margins are correct. If you decide 
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to enter a non stock line on an invoice a backorder will be created. Make sure that you follow through on the paperwork 
after the item is ordered from the vendor, making sure the cost is correct in the backorder file. A common problem with 
Non-Stock items is that they are sometimes costed in the invoicing process at one price and received from the vendor at 
a different price. Note: There are times when you need to increase inventory cost while you also have backorders in the 
system. There is a program that will update the cost in the backorder file, BOCOST. Check with your support person to 
see if you should or should not be using the program based on how the system is setup. 

 

10. Vendor credits can be another problem. Make sure to handle credits in a timely fashion. You should always remove the 
inventory from stock valuations and general ledger at the same time. One way of doing this is to set up a separate 
location (Z as an example). When you request a credit from a vendor (for damaged or returned to vendor goods), move 
the item to location Z. Move the item to a different spot in your warehouse. When the credit is received from the 
vendor, use a manual transaction to remove the item from inventory and from the general ledger at the same time.  
Running a Stock Valuation on location Z will also show you any items for which credits have been requested but not 
received. This report should be viewed on a regular basis.   

 

11. Similarly, make sure to handle customer returns and credits properly. Giving a customer credit for an item and not 
returning it to inventory will create an out of balance situation. The Credit Memo portion of the invoicing system will ask 
if you are returning the item to inventory or not. 

 

12. When cycle counting, always recount any items that have a discrepancy between what the computer says and what is 
found on the shelf. If the problem is not a counting error, then you need to research to find out why there is a problem. 
As was stated earlier, Cycle Counting is a great help in this area because it allows you to research the problem closer to 
the time the problem occurred so the likelihood of determining the true cause of the problem is increased. 

 

13. Rebates can be a source of confusion and a potential problem if you’re not careful. One point of view is that you should 
post the amount of rebate to the Cost of Goods Sold account and to Cash on the basis that this reflects a truer gross 
margin. Others would say to post to Miscellaneous Income and to Cash. Regardless, you DO NOT want to post the rebate 
to the Inventory account in General Ledger unless you make a corresponding adjustment to the inventory file. Our 
recommendation is to discuss rebates with your accountant and choose which way you want to handle them. Just make 
sure that whatever transactions you post do not cause the General Ledger inventory file and the Stock Valuation to get 
out of balance. 

 

14. Accounts Payable is another potential problem area. Inventory costs are sometimes different because the cost entered 
on the purchase order is different than the actual invoiced amount from the vendor. (see earlier discussion on leaving 
purchase orders pending) This discrepancy should be identified when the Accounts Payable invoice is VERIFIED during 
the invoice entry process. You may need to make an adjustment. (refer to Accounts Payable for verifying vendor 
invoices) 

 

o If the purchase order is less and correct, post and pay the invoice for the lesser amount. 
o If the invoice is correct, an adjustment will need to be made to the cost in the inventory master file. 
o If the items are already sold, a manual entry to inventory and cost of goods sold should be booked to the 

general ledger for the difference. 
o Remember that you can adjust the cost on the purchase order PRIOR to updating the purchase order. You 

can also adjust the cost prior to receiving so always ask the vendor for confirmation on costs when you 
submit a purchase order.  
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15. Be aware of receiving and billing timing issues which can cause a problem. If you sell a product BEFORE receipts are 
updated, your cost will not be current. If you must sell product before it is received, make sure the sales invoice cost is 
updated prior to running the billing update. 

 

16. When you use Electronic Price Updates, keep in mind that you need to update your General Ledger Inventory accounts. 
The suggested method is to run a Stock Valuation before running the Electronic Price Updates. Run the Electronic Price 
Updates then re-run your Stock Valuation (always keep in mind to exclude cylinders, gases etc.) and post the difference 
to the appropriate General Ledger Inventory accounts 

 

17. The same process as described above should be used when you use the DataWeld Price increase programs.  
 

18. Establishing a cutoff is very important when trying to compare inventory to General Ledger.   
 

a. Pick a time to cut off your stock valuations 
b. Make sure Accounts Payable uses the same cut off time. 
c. Make sure that invoices for items that have been received, that come in after the receipts, are posted to the 

proper month. 
d. Make sure no receiving or billing updates are run after the cut off until you have had time to compare your 

General Ledger numbers to your Stock Valuation. 
 

19. Another common problem is when employees “borrow” inventory. If an employee takes an item for any reason, it must 
be documented. You goal is not to restrict employees from doing their job, but to insure accuracy of Inventory. Create a 
form and have the employee fill it out stating the reason for the item being used, the date, the name of the employee, 
will it be returned to inventory and the dollar value of the item. Then enter a manual transaction to remove the item 
from Inventory and update your General Ledger properly. 

 

20. If you rent equipment, be careful how you treat any item that is being rented. Equipment to be rented should be placed 
in a separate location to make it easy to identify and value. Typically when a machine is rented, there is no cost 
associated with the rental income. Therefore, when the equipment is sold, the entire original cost must be removed 
from the General Ledger. In order to have a better match of revenues and costs, companies will often use a calculated 
(lesser cost) to book as the cost of goods sold when the equipment is sold instead of the original cost. If you do that, it 
will be necessary to book a manual entry into the General Ledger to get the remainder of the cost of the equipment out 
of the General Ledger Inventory account. 

 

21. Make sure your warehouse and accounts payable departments think the same way. The warehouse might build a 
cylinder as a cylinder, but accounts payable might book it as a hard good. When sold, the cylinder would decrease the 
cylinder inventory account causing it to be understated while the hard goods inventory would be overstated. You should 
clearly communicate to both warehouse and accounts payable how these types of items should be handled. You should 
also restrict the number of people who can build inventory items and provide them with a guideline for how the 
inventory items should be built. 

 

22. Prepayment.  Sometimes customers want to prepay for items. This is not uncommon at the end of the year. The 
customer will prepay to use up their budget then pick up the items as they need them. DO NOT INVOICE the customer 
for the items in advance. Your General Ledger will show the inventory items as sold but the items will still be on the 
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shelf.  Instead, issue a credit to the customer’s account.  When the customer picks up the products, invoice them and 
then apply the credit to the invoice. 

 
 

Checklist for Making Sure General Ledger and Inventory Match 

1. Assign a person to the task of managing this part of the inventory and make sure they understand their 
responsibilities. 

 

2. Make sure every inventory item has the correct GL Control Account. 
 

 

 
3. Make sure your Posting Accounts are set up for each Inventory Transaction so your manual inventory 

transactions will post to the General Ledger properly. 
 

4. Confirm all costs when ordering product from your vendor and make sure the purchase order is updated prior to 
receiving the inventory. 

 

5. Periodically review the potential problem areas discussed earlier in this document to make sure all of your bases 
are covered. 

 

6. Make sure all inventory items are counted.  
 

a. For Cycle Counts run the Out of Count Report. 
b. For complete Physical Counts run the Missed Item Report. 

 

7. Don’t use file maintenance to adjust the Inventory balance. Always create a transaction. 
 

8. Restrict access to Inventory File Maintenance. The User Security file can restrict users from being able to change 
the on hand or cost fields. 

 

9. Always compare the vendor invoice to what was received when entering the vendor’s invoice in Accounts 
Payable. 

 

10. Make sure to update the General Ledger after any Electronic Price increase. 
 

11. Use bar coding at Point of Sale, Physical Counting and Transactions to insure accuracy. 
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12. Double check all paperwork. 
 

13. Run INVGL_Q (Inventory to GL comparison) on a regular basis to make sure the General Ledger matches the 
Stock Valuation. When starting out run it daily. Once you are in balance to the level you want to be, then you 
can drop back to once a week or once a month. Just remember that the less frequently it’s run, the further you 
are away from the problem that caused the out of balance issue. 

 

Summary 

The three most important parts of this process are as follows: 

1. Have a point person in charge, make sure they understand their responsibilities, understand the process and 
follow through with it. 

 

2. Communicate with all of your people the importance of this process to the company. 
 

3. Conduct periodic reviews to make sure the process is being implemented properly. 
 

 

Have questions? Feel free to send us an email, we welcome the questions! 
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