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Introduction to the Perpetual Inventory System

The Weatherization Assistance Program is funded with Federal dollars. All funds in the Weatherization Assistance Program must be properly accounted for. Material purchases represent a large percentage of overall expenditures in the Weatherization Program. While proper accounting and bidding procedures are required for purchasing materials, there also needs to be accurate records of what an agency does with those purchased materials. The perpetual material inventory system is the means of documenting the flow of materials, from purchase to installation. 

A properly maintained inventory system will trace the purchase of the material, the storage, and the final use or disposal of the material. An accurate system will therefore account for all dollars expended for Weatherization materials. 

A “perpetual” inventory system means that, by design, commonly used materials are purchased when necessary to replenish the stock of those that are used. A lot of different Weatherization materials, such as cellulose, caulk, two-part foam, etc. are used frequently on a majority of jobs, and are warehoused and available for use when needed. The inventory recording is maintained regularly, normally every day that something is received in the warehouse, removed from the warehouse, or used on a job.

Components of a Perpetual Inventory System

A perpetual inventory system has three components. The first is information about purchases. The second is information about materials that are installed on jobs. The third component is the balance of materials in stock in the warehouse. 

When a purchased material is received, a record of that material should be entered into the material inventory system. Needed information about the purchased materials would be the date received, the purchase order number, the number of units received, and the unit and total price of each particular material purchased. 

Likewise, when a material is used, necessary documentation includes the date of the use, the number used, the cost of the items used, and the job number where the material was installed. 

The third component, the balance of materials in stock, must be maintained after any change in the balance, typically after any purchase or after any installation. The value of the balance is also recorded. 

In the West Virginia Weatherization Assistance Program, the Material Inventory Control Record form is used to maintain the perpetual material inventory records.

Costing Methods

In the West Virginia Weatherization Assistance Program, there are two commonly used costing methods to deal with different units costs associated with changing prices of a material. The two methods are the First-In/First-Out (FIFO) and Cost Averaging. The FIFO method is the system recommended for use in the West Virginia Weatherization Assistance Program. If an agency is using software that is incapable of FIFO, you can use Cost Averaging as another acceptable method. 

· The FIFO costing method is based on the premise that the first inventory items to be purchased are the first to be used. Thus, the costs assigned to items issued from the warehouse reflect the first applicable price paid for them. This, of course, holds true only for items of the same description and manufacturer. The FIFO method must be used both physically in the warehouse and by the recorder in the perpetual inventory records. Inventory stock is basically identified by acquisition cost. For example, 100 tubes of Salve brand caulk is received at $2.50 per tube, as opposed to $2.00 per tube for the 25 existing tubes of this brand. Hence, two cost categories of Salve caulk are established on different inventory pages. When caulk is removed from the warehouse, the old stock will be taken first and the inventory recorder will zero out the $2.00/tube caulk before deducting any from the later $2.50/tube purchase.

· In the Cost Averaging method, the values of new purchases are averaged with the value of existing stock. From that point on until there is another purchase of a like material, the new “average” cost is used. For instance, in the example above, 100 tubes of caulk at $2.50 per tube was purchased and added to a stock of 25 tubes at $2.00 per tube. 

	
	Number
	Unit Cost
	Total Value

	New purchase
	100
	$2.50
	$250

	Old stock
	  25
	$2.00
	  $50

	New balance
	125
	?
	$300


To determine the new “average” cost to charge in the inventory from this point on, you would divide the new total value ($300 in the example) by the new balance of materials (125 in the example). The new “average” cost would be $2.40.

Order Point

In maintaining an inventory, additional commonly used materials are usually purchased before the previous stock is completely depleted, so there is no unnecessary down time for the crew waiting for materials. The Order Point is the count balance of a material that the inventory is allowed to reach that signals the inventory system manager that it is time to order that material. The Order Point will be based on how frequently a material is used and how long it normally takes to order and receive new stock. For instance, if an agency historically averages installing 100 bags of cellulose a week, and it takes two weeks to order and receive cellulose, then the absolute minimum order point for cellulose would be 200 bags. It would be safer to add maybe 100 bags – one weeks worth of material, to the Order Point to help insure the stock is not totally exhausted. Therefore, in this example, 300 bags would be an appropriate Order Point. 

Warehouse Management for Easy Material Counts

In terms of inventory management, it is critical to have materials well organized, easily accessible, and easy to count. Materials should be organized in such a way so as to facilitate the "First-in, First-out" inventory system. Rotate old stock in front of new stock.

Other tips are listed below.

· Cellulose and loose fiberglass should be stacked so that it is simple to count. Most agencies stack cellulose in stacks of a certain quantity, so they only have to count full stacks and one partially used stack to easily do a physical count of cellulose. 

· Materials such as weatherstrip kits can be bundled together in bundles of 10 to simplify counting. 

· It is helpful to incorporate shelving or cabinets for nails, caulk, glazing, paint and other small items.

· Instead of stacking different sizes of lumber on top of one another, tiers may be built to organize lumber and separate long items such as weatherstripping, channels, etc.

Daily In/Out Control Record

Normally, when materials are removed from the warehouse, they are loaded on a truck with the intention of installing them on a scheduled job. All materials being removed from the warehouse should be noted. Likewise, materials installed on the job need to be documented for the accuracy of inventory records and to record what was installed/spent on the job. The Daily In/Out Control Record is the source document for the Weatherization Program material inventory system. 

The Daily In/Out Control Record is intended to be to have all materials removed from the warehouse each day listed first. Materials installed on the job need to be counted and entered onto the form. An alternative method is to subtract the amount of material being returned to the warehouse at the end of the day, and note the difference between the beginning count and the final count as the amount installed. Obviously, either method should give the same results, but someone has to be responsible for the accurate completion of the Daily In/Out Control Record.

Extreme caution must be used to insure the accuracy of the Daily in/Out Control Record. If irreconcilable errors appear in the inventory, it is likely that the information on the Daily In-Out Control Record is not correct. Simply stated, if the Daily in/Out Control Record has incorrect information, there is no way the material inventory records can be correct. In irreconcilable errors appear regularly, it is recommended that the Weatherization Coordinator or another administrator check material in and out of the warehouse each day and maintain these records.

Physical Inventory Counts and Reconciliation

State Weatherization guidelines stipulate that a physical count of all materials and an accurate reconciliation must be conducted once a month. This assures that the perpetual inventory system is being maintained properly, as well as discouraging theft. The physical count must be documented on the Material Inventory Control Record form for each material in stock. Any discrepancies between the physical count and inventory records must be investigated and the causes of the discrepancies identified and corrected according to the procedure described below.

Instructions

1. Take a physical inventory once a month. This actual count must be documented in the inventory book by entering the date, the term "actual count," the quantity balance, the value of the balance, and the initials of the person recording this information.

2.
If the inventory book value does not match the physical count:

check for arithmetic mistakes in the book;

check daily in/out sheets for errors;

check entries from in/out sheets for accuracy and completeness;

check "received" entries for accuracy and completeness;

recheck the physical count;

do whatever else is possible to find errors, including home visits.

3.
If the discrepancy cannot be found by these steps, try to figure out what may have happened, i.e., damaged material not noted, scrap lumber not noted, loss, theft, etc.

4.   Document discrepancy giving reason for error.

5.   Change quantity balance to actual amount from physical count.

6.   Do monthly so that errors do not multiply and there are fewer jobs to check for accurate reconciliation.

A similar system documenting physical counts and the steps taken to find discrepancies must also be instituted when using a computerized perpetual inventory system.

Miscellaneous Material Inventory

There are some items that are nearly impossible to quantify, due to small amounts used on a particular job. It is still important to account for all material dollars spent in the Weatherization Program. The Miscellaneous Material Inventory System was developed to simplify the accounting of these materials. The materials allowed to be considered in the Miscellaneous Material Inventory are both difficult to quantify, and relatively low-cost, particularly for the small quantities typically installed on individual jobs. The items to be used in this system are:



1. Corrugated Fasteners  

14. Paint



2. Duct Tape                    

15. Plastic Window Shims



3. Electrical Tape              

16. Push Points



4. Glue                         

17. Rivets



5. Joint Compound               

18. Screws - All Types



6. Linseed Oil                  

19. Staples



7. Masking tape                 

20. Turn Locks



8. Metal Strapping             

21. Wood Preservative



9. Mortar Mix                   

22. Junction Box Markers



10. Nails - All Types           

23. Window Snap Fasteners



11. Tie Wire



24. High Temperature Caulk



12. Pipe Dope



25. Sidewall and ceiling plugs



13. Duct Mastic Tape

The system works as follows:

Step 1
When you close out the month, a physical inventory count of the above items for the preceding month is entered into the first physical count column, along with the dollar value, on the Miscellaneous Inventory Sheet (Column 1).

Step 2
The amount purchased and value thereof for each item for the reporting month is then entered into the appropriately marked columns on the Miscellaneous Inventory Sheet. This value will be added to the value of each item in step one (Column 2).

Step 3
Add the quantities and amounts from Steps 1 and 2 and enter the total amount and total costs (Column 3).

Step 4
Enter the physical count of each item at the time of the close-out for the month being reported (Column 4). The value of this count is determined by cost averaging the total stock of a particular item; i.e., dividing the total value by the total quantity in Step 3 to determine the unit cost, and then multiplying by the physical count.

Step 5
The Amount Installed and Value is determined by subtracting the new Physical Count and Value (4) from the Total Quantity, and Value (3).

Step 6
      A total value installed is determined by adding the amount installed value column for all items. This amount is then entered on the Completed Dwelling Units page of the Monthly Progress Report on the Miscellaneous line at the bottom of the form.

This total value is to be added to the completed jobs to determine the total value of materials installed for the month. It is not necessary to breakdown these items on a job-by-job basis and these items do not need to be recorded on the Work Plans.

� Bob Scott is Director of Weatherization Services at NASCSP. At the time of this writing, he was Weatherization Director for the State of West Virginia.
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