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Lesson9: Inventory accounting 
1. Definition
It  is the process of tracking and recording the value of a company’s inventory. 
Inventory includes raw materials, work-in-progress, and finished goods. *Proper inventory accounting helps businesses know their cost of goods sold (COGS), ending inventory, and overall financial position.
2. Importance of Inventory accounting 
Inventory accounting is important because it:
✓Determines profit accurately.
✓Shows the real value of assets in financial statements.
✓Helps in managing stock efficiently.
3. Inventory Methods
There are several methods to value inventory:
✓FIFO (First In, First Out):
The first goods purchased are the first goods .
Sold.
🔹 Idea: The earliest inventory items bought are sold first.
🔹 Older stock leaves before newer stock.
Example:
A company purchases:
             100 units at 100 DZD
              100 units at 120 DZD
If it sells 100 units:
Under FIFO, the cost of goods sold (COGS) will be based on 100 DZD (the first purchase).
✓When prices are rising:
Cost of goods sold is lower
Profit is higher

✓LIFO (Last In, First Out)
The last goods purchased are the first goods sold

🔹 Idea: The most recent inventory items bought are sold first.
🔹 Newer stock leaves before older stock.
Using the same example:
If the company sells 100 units:
Under LIFO, the cost of goods sold will be based on 120 DZD (the last purchase).
When prices are rising:
✓Cost of goods sold is higher
✓Profit is lower
Summary 
FIFO → Sells the cheaper goods first → Higher profit when prices rise
LIFO → Sells the more expensive goods first → Lower profit when prices rise.
4. Key Terms
Beginning Inventory – Inventory at the start of the accounting period.
Purchases – Additional inventory bought during the period.
Ending Inventory – Inventory left at the end of the period.
Cost of Goods Sold (COGS) 
Cost of Goods Sold represents the cost of the goods that were actually sold during the period.
COGS = Beginning Inventory + Purchases – Ending Inventory
Example of COGS
A food company:
Beginning Inventory: 100,000 DZD
Purchases during the year: 400,000 DZD
Ending Inventory: 150,000 DZD
Calculation:COGS = 100,000 + 400,000 – 150,000
COGS = 350,000 DZD
Meaning:
The company solds goods costing 350,000 DZD during the year.
This figure is then used to calculate profit:
Profit = Sales – Cost of Goods sold
5-Inventory Systems
There are two main systems used to record inventory movements :
1) Periodic Inventory System

In this system:
• The inventory account is not updated after each sale.
• Inventory is calculated only at the end of the accounting period through a physical count.
• Cost of Goods Sold (COGS) is calculated at the end of the period using the formula:
COGS = Beginning Inventory + Purchases − Ending Inventory
Example: A clothing store does not record inventory changes daily. Instead, it counts the remaining goods at the end of the year to determine the ending inventory. Commonly used by: Small businesses.

Perpetual Inventory System
In this system:
• The inventory account is updated after every purchase and sale.
• The company can know the inventory balance at any time.
• Cost of Goods Sold (COGS) is recorded immediately with each sale.
Example: A supermarket uses a barcode system. When a product is sold, it is automatically deducted from inventory.
Commonly used by: Large companies and businesses that use computerized accounting
Task : answer the following questions according to the lesson
1) Is perpetual Inventory system used by small businesses?
2) When is the cost of goods in perpetual Inventory system recorded?
3) Does the periodic inventory system record the cost of goods sold with each scale?
4) If a company sells newer stock first, is it using FIFO?
5) Would the profit be higher if a company uses FIFO during a period of rising prices?
6) Can a small store know the exact inventory balance at any time using the periodic system?
7) Which inventory method sells the newest goods first?
8) What does COGS stand for?
9) How can a company calculate COGS?
10) Why do companies need to know their beginning inventory?
11) What type of businesses commonly use the perpetual inventory system?
12) How does proper inventory accounting help in managing stock efficiently?
