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How to Handle Inventory Items
with No On Hand Quantities




Introduction

Every distributor has items that they bill out to customers that do not have
on-hand quantities. A common example would be cylinder hydro tests that
someone else does for you. There are several problems when dealing with this
type of sale item.

1. It’s set up in inventory, but if there’s no on-hand quantity, your inventory
valuation goes negative. If you put a quantity in, the value is inflated since
there is no true inventory.

2. When the item is sold, if you are not careful with your general ledger
entries, the inventory accounts in general ledger are reduced when it
shouldn’t have been.

The following discussion gives some suggestions for how to handle this situation.

1. When setting up the item, there is a check box on the Miscellaneous Tab in
the inventory file called Stocked Item? Check this box to No. There is a
special version of the Inventory Valuation Report (IN130L) that asks the
qguestion “Do You Want To Include Items Not Stocked?” If Yes is selected for
this question, then the valuation report will not print these items and
consequently not include them in the valuation totals.

2. Another suggestion is to create a separate location for the item, something
easy to remember like “R” for Repairs. Since these items do not have
on-hand quantities the quantity will go negative. When the inventory
valuation reports are printeds, it would be easy to separate these items
from the totals since all the Location R items will be separate.
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3. You must also make sure that the general ledger is posting correctly. You
can have different sales and cost of goods sold accounts attached to an
inventory item based on the Control Number used in the inventory master
record. An example is shown below.

4. The first thing that needs to be done is to create a new Control Number for
these types of items. In the example below, we created a new control
number called “Sales Non-Stock Hydro Test”. This can can be as specific or
as generic as you want. In the example below we have “Sales Non-Stock
Hydro Test”, but you could just as easily say “Sales Non-Stock Repairs”

5. The Sales account in the example below is Sales Non-Stock Hydro Test. You
should do this so as to clearly differentiate these items from traditional
inventory items. The side benefit is that now it’s possible to show these
items as a different category of sales on the income statement.

6. You will also want the sales of these items to post to a different cost of
goods sold account.

7. Afinal consideration is to post to a non-inventory account. This will keep
the billing update from reducing the normal inventory account when items
are sold.

Note:

a. Always consult with your accountant to make sure that the general
ledger accounts being posted to in the example provided do not
conflict with the goals established for your company.

b. Once set up you should test thoroughly to make sure the inventory
valuation and general ledger totals are correct.



c. The Inventory — Non Stock Misc. would not be shown on your
financial statements since it is in effect a dummy account.
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Should you have any additional questions, please feel welcome to contact your
Support Representative.
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