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2 Training Guide — Average Costing

Course Description

This QAD Average Costing training guide offers detailed instruction on setting up and using a
General Ledger cost set that uses average costing.

This guide may be taught individually or as a part of the Product Costing & Cost Management
course set.

Course Objectives

Provides the detailed instruction necessary to setup a General Ledger cost set that uses average
costing.

Course Benefits

Allows ageneral ledger cost set to use cost averaging.

Audience

Finance personal who will be responsible for setting up an average cost system.

Prerequisites

Introduction to Costing, Product Costing, and Familiarity with the .NetUI

Course Credit & Scheduling
This courseisvalid for 3 credit hours. This courseistypically taught in one half-day.

Virtual Environment Information

The hands-on exercises in this book should be used with the “Enterprise Edition 2010 - Addons
r03 - Training” environment, in the “10USA > 10USACQO” workspace.

QAD Web Resources

From QAD’s main site, you can access QAD’s Learning or Support sites.
http://www.qgad.com/

MQAD
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Introduction

Average Cosling (Weighted Average)

Timing/procedure of fransactions critical

Each time anitem is received, the
average cost is recalculated as:

(Old Qty On-hand x Old Avg Cost) + (Qty Received x Received Cost)
(Old Qty On-hand + Qty Received)

What Is Average Costing?

Average costing simply keeps arunning average of what an itemis costing. Thisis much different
than standard costing, which predicts what an item should cost. With the average cost method, the
average cost of the goods available for sale is not predefined by you; rather it is computed and the
unitsin both cost of goods sold and ending inventory are costed at this average cost. It isa
weighted average: Each unit cost is weighted by the number of units with that cost (seefigure
above.) In QAD Enterprise Applications, a new average unit cost is calculated after each receipt
and optionally by AP supplier invoices.

How to Set Up Average Costing

Use QAD Enterprise Applications Cost Management to set the GL cost set to have a costing
method of Average Cost. To create a cost set type GL with its method set to Average, itis
necessary to create anew cost set by using Cost Set Maintenance (30.1), because you cannot
modify the default GL Standard cost set—you can only set the cost set type when adding a new
cost set. When you have created the new cost set of the type GL with the method Average, you
may populate it with data, if you choose, by copying another cost set using Cost Set Copy to Cost
Set (30.3). Thisnew GL Average cost set may now be assigned to the appropriate sites by using
Cost Set to Site Assignment (30.9).

MNQAD



Average Cost Considerations

In order to successfully use average costing, you need to maintain perpetual inventory balances,
both in terms of quantity and for accounting purposes. The system assumes that the following is
true.

« You must maintain physical inventory on a perpetual basis. When items are issued from
inventory, the on-hand quantity isimmediately decreased. When items are received on
purchase orders or manufacturing orders, the on-hand quantity isimmediately increased.

Thetiming of transaction entry is absolutely vital. Because averaging is done based on
quantity on-hand, these quantities must be accurate. Also, if you are using Cost by Operation
Report, all components should be issued for the entire work order quantity prior to moving
work to the next operation; otherwise costs will be misstated on this report.

 You must maintain accounting inventory on a perpetual basis. When items are issued from
inventory, the Inventory account isimmediately credited and the WIP or COGS accounts are
debited. When items are received on purchase orders or manufacturing orders, the Inventory
account isimmediately debited and the WIP or PO Receipts account isimmediately credited.

 You must not allow negative inventory balances. Use Inventory Status Codesto prevent
overissuing. Asyou can see from the cal cul ation a negative balance times the old average cost
will yield a negative cost which when averaged with the new items at their cost will result in
an answer that does not make sense. To prevent this in the case of a negative on hand the
system uses the current receipt cost.

Once again, timing is important. If GL transactions are not generated immediately, they will not
pick up the correct cost because cost changes each time areceipt is processed.

The accounting balance for inventory should at all times be equal to the quantity in inventory
multiplied by today’s average cost for the item. This ensures that the Inventory subsidiary ledger
always balances to the general ledger.

MNQAD



6 Training Guide — Average Costing

Why Use Average Costing?

Why Use Average Costing?

* Hyperinflation / legalrequirement

* Radical fluctuation or unpredictability of cost components
(commodity prices)

* Business practice (philosophy)

Requires more attention to
detailand procedures

Average costing is primarily used in two situations:
« Hyperinflationary economies (whereit may be alegal regquirement)
« Commodity-based manufacturing environments

In both of these situations, it is almost impossible to predict what item costs should be (standard
cost). In ahyperinflationary economy, prices rise explosively with inflation. In acommaodity-based
environment, commodity prices can fluctuate wildly. Thisisthe case for many process
manufacturers.

Example A food processing company whose major ingredient is sugar may choose not to use
standard costing because sugar prices normally cannot be predicted very accurately from one day
to the next. Yet the company still needsto track sugar’s actual price to accurately cost products
and determine revenues.

In these types of environments, average costs are used. They track the movement of costs, on
average, and provide amore realistic view of what inventory values and cost of sales actually are.

Note Beawarethat, aswith any actual costing technique, average costing requires much more
reporting detail than standard costing and requires much stricter procedural controls.

MNQAD



Why Use Average Costing, cont.

Standard Costing

Example: Standard vs Average

Average Costing

Standard | Inventory Average| Inventory
Cost Value Cost Value
Qty on Hand 5,000 10.00 50,000.00 10.00 50,000.00
Purchase 3,000 10.00 80,000.00 13.75 110,000.00
(@20.00)
Use 4,000 10.00 40,000.00 13.75 55,000.00

Differences posted to variances Costs chosen reflect actual

PP = 30,000

(5,000 10.00) + (3,000 20.00)
=13.75

(5,000 + 3,000)

Example A company has an initial inventory of 5,000 items that cost 10.00 each for an on hand
value of 50,000.00. Thisis acommodity item whose purchase price varies widely. The company
wishes to compare the difference affects of standard versus average costing. The beginning
balance of 50,000.00 is the same for either method.

If the company uses standard costing, with the standard set at 10.00 and purchases an addition
3,000 units at a cost of 20.00 each the value of inventory is 80,000.00, that is 8,000 units at the
standard cost of 10.00. Thereis a purchase price variance of 30,000.00.

The cost of manufacturing would be understated (and revenue would be overstated).

Under an average cost system, the cost is re-averaged at the time of receipt.
[(5,000 x 10.00) + (3,000 x 20.00] / (5,000 + 3,000) = 13.75

The new valuein inventory would be (13.75 x 8,000) or 110,000.00—a more accurate reflection of
its cost.

Issues from inventory do not change the average value of the items just the total value on hand.

Standard costs can be used in an inflationary or commaodity-based environment, but it is necessary
to change standards very frequently (perhaps weekly or monthly).

MNQAD



8 Training Guide — Average Costing

Average Costs for Purchased Items

Average Cost for Purchased ltems

The system calculates the average cost
for materials by using the equation:

[[Receipt Qty x Receipt Cost) + (Item Qty On-hand x Current Material Cost)]
New Qty On-hand

For purchased items, the quantity received is multiplied by the purchase order price and added to
the quantity on-hand multiplied by the current average material cost. This sum isdivided by the
new quantity on-hand to determine the new average material cost. The value of inventory is

adjusted to reflect this new average cost.

To calculate average costs for materials, the following equation is used:
[(Receipt Qty X Receipt Cost) + (Item Qty On-hand X Current Material Cost)] / New Qty On-hand

MNQAD



Average Costs for Manufactured Items

Actual

Value at AVG.

Burden Rates
x Actual hrs. 4

Average Costs for Manufactured ltems

Work in Process

LAbSFCOSE | s

Componen’rs’/

NSNS
KK

* Overheadis notre-averaged

FHHRK

Total Costs in WIP

Quantity Received

Reaveraging——+ Finished
fakes place Goods
in F.G. stock

M QAD

For manufactured items, the averaging process is more complex. When finished items are
received, the average cost is calculated for the work order using the actual amounts that have been
recorded in WIPR. This average work order cost is used to calculate a new average cost for the item.

Average Cost Calculation

Average work order cost is calculated for material, labor, burden, and subcontract. Overhead is not
included in the average cost calculation; it is considered afixed cost.

To calculate average costs for manufactured items, the following equation is used:
(Item Qty Received / Cumulative Qty Completed at the Operation) X Operation’s Cumulative WIP Cost

Example Assembly A has three components. Compl, Comp2, and Comp3.

1 A quantity of 20 isreceived for an Assembly A work order. First, the labor, burden, and
subcontract cost categories are calculated. The table below uses Labor as an example.

Cum Qty Cum WIP WO Receipt Cost
Operation Completed Labor Cost,$ Calculation, $
10 100 100 20/100x 100 = 20
20 75 150 20/ 75x 150 = 40
30 50 20 20/50%x20=8

MNQAD



10 Training Guide — Average Costing

Cum Qty Cum WIP WO Receipt Cost
Operation Completed Labor Cost,$ Calculation, $
40 40 50 20/40x50=25
Total labor cost for 20 units: 93

2 Next material cost is calculated for the three components used as shown below.

Qty Per

Component Qty Per WO Receipt Cost
Assembly Assembly Unit Cost Calculation, $
Compl 1 5 (20 x 1) x 5=100
Comp2 1 1 (20x1)x1=20
Comp3 2 1 (20x2)x1=40
Total material cost for 20 units: 160

3 Finally, the work order receipt is re-averaged. There are 10 unitsin stock at an average unit
cost of $12 each.

Cost for 20 unitsreceived = ($93 + 160) / 20 = $12.65
New average cost will be:
(10 x $12) + (20 x $12.65) / (10 + 20) = $12.43

MNQAD
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PO Receipts—Standard versus Average Costing

PO Receipts: Standard vs Average

Standard Cost
® GL transactions at standard
® Overheadis applied
® Variances calculated

Average Cost
® GL transactions at actual
® Overheadis applied (notre-averaged)
® No variance calculated
® Receiptre-averages GL cost (& adjusts inventory value)
® AP variances optionally re-average GL cost & inventory

Earlier, we saw how Purchasing and Accounts Payable functions operate in a standard costing
environment: All amounts are posted to the GL at standard and any difference between actual and
standard costs are posted as variances. In an average costing environment, thisis not the case. All
amounts are posted to the GL at the actual cost. If the PO cost is different than the GL cost, the GL
cost issimply re-averaged.

Example AnitemhasaGL Materia cost of $20 and a GL Overhead cost of $3. With abeginning
inventory of zero, you receive one unit at a PO cost of $25. The result isthat the GL cost is re-
averaged—now the GL Material cost will be $25. (GL Overhead cost is unchanged.)
The following equation is used (which calculates average costs for materials):
[(Receipt Qty X Receipt Cost) + (Item Qty On-hand X Current Material Cost)] / New Qty On-hand
[(1x $25) + (0x $20)] / 1 =$25

The PO receipt created the following GL transactions:

DR Inventory $25 CR PO Receipts  $25
DR Inventory $3 CR Applied Ovh  $3

Aswith any other inventory type transaction, the GL transaction type is I1C, but the transaction
description is RCT-AV G po #. Thisindicates that this receipt caused the cost to be re-averaged.

MNQAD



12  Training Guide — Average Costing

Note Reaveraging only happensif the PO specifies Update Avg/Last = Yes. If set to No, the
standard costing algorithms apply, even if the GL costs are Average. PO returns are considered
issues, not receipts and do not re-average cost.

If this PO isvouchered at acost of $30 at the time of entry, you have the option of posting the extra
$5 to avariance account or to inventory. If you choose variance, the $5 is posted to the AP Rate
Variance account. If you choose Inventory, the $5 is posted to Inventory and the cost is re-
averaged (from $25 to $30).

MNQAD
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Work Order Receipts — Standard versus Average Cost

WO Receipts: Standard vs Average

Standard Cost
® GL transactions at standard
® Overheadis applied
® Variances calculated

Average Cost
® GL transactions at actual
® Overheadis applied (notre-averaged)
® No variance calculated
® Receiptre-averages GL cost (& adjusts inventory value)

In astandard costing environment, all amounts are posted at standard and variances track
differences between actual and standard. In an average costing environment, thisis not the case.
Everything posts at actual costs. If these are different than the GL cost, the cost is re-averaged.
This ensures that all work order costs are reflected in inventory.

GL and current cost is re-averaged by the Work Order Receipt function by the following rules:
» Only Lower-Level Materia cost isre-averaged. This-Level Material cost is not.
» Overhead is considered fixed. It is not re-averaged.

- Costs are always recal culated on a category-by-category basis, even when the totals are the
same, in order to cover the situation when items that are usually purchased are made in-house
(or when items that are usually made in-house are purchased).

« Subcontract cost for an item is normally not re-averaged until Work Order Receipt. However,
if the PO receipt does not specify a valid work order and operation, subcontract cost for the
item will be re-averaged at that time.

- Average cost calculations include only costs that have been reported before the work order
receipt is processed. Costs posted after the receipt are included in the averaging calculation
done by the next receipt.

 The Operation Completion transaction will post operation costs at standard if none are
reported. Be sure to run this before you process receipts. Unlike under standard costing, the
accounting close does not complete unreported operations at standard.

MNQAD



14  Training Guide — Average Costing

Average Cost Calculations

Example: WO Receipts

OnHand = 3 Average Cost = $2.50
WO Qty. = 10 WIP Cost (Mat + Labor) = $30

1. Receive 10 units complete
Avg = (3 X 2.50) + {10 X 3.00) = $2.89

13
2. Receive 7 units complete, reject 1, close WO Reject posted to
Avg = (3 X 2.50) + (9 X 3.00) = $2.88 Scrap account
12
3. Receive ¢ units complete, close WO
Avg=(3X 2‘50])24‘ (? X3.33) =$3.12 In-process loss

We will first look at a simple example, followed by more complicated situations.

Example There arethree unitsin stock with atotal GL cost of $2.50 each. We have awork order
for 10 units: $10 of material isissued to thiswork order and $20 of labor. A work order receipt is
processed for al 10 units.

The new average cost is calculated as follows:

The unit cost of the itemsin WIP = $30/ 10 units = $3
The new average cost = [(3 units x $2.50) + (10 units x $3)] / 13 units = $2.89

Rejects

How do rejects get factored into average costs? Asin a standard costing environment, it depends
upon how you report them—as rejects or as in-process |osses.

* Rejects are reported on the Work Order Receipt. For example, if we received 9 units, rejected
1 unit, and closed the work order, the result would be:

The unit cost of theitemsin WIP = $30/ 10 units = $3
The new average cost = [(3 units x $2.50) + (9 units x $3)] / 12 units = $2.88

« In-process losses are not reported as rejects. On the work order receipt, you would receive 9
units and close the work order. The result:

The unit cost of theitemsin WIP = $30/ 9 units = $3.33
The new average cost = [(3 units x $2.50) + (9 units x $3.33)] / 12 units = $3.12

MNQAD
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Partial Receipts

Partial WO Receipts

Amountto apply to inventory equals:
op) Remairing Cost X Qity being Received

Sum._.r Gty Remaining
where Qty Remaining = Op. Qty Complete - Qty Already Received

Example: On-hand = 3 Average Cost = $2.50
WO Qly. = 10 WIP Cost (Mat + Labor) = $30

1. Receive 1 unif complete
Avg= (3 2.50)+ (1 "3.00) =$2.63
gl

2.AddF 100 WIP and receive anotherunit
Avg={4 2630+ (1 4.11)=32.93
4

Because QAD Enterprise Applications allows partial receipts, average cost calculations use a
modified process costing algorithm. In a process cost system, costs are not identified with specific
units; instead, all costs are accumulated and divided by the total number of units produced to arrive
a an average cost. Because partial receipts may have included some of the cost, the amount to
apply to inventory equals the sum of:

[remaining cost x (qty being received / remaining qty)] at each operation.

1 Wewill use the same example of the work order for 10 units. The WIP cost of $30 represents
work at asingle operation for all 10 units. No receipts have been processed. Now, process a
receipt for one finished unit. Because we received only one of the 10 items manufactured at

that operation, it seemslogical that only one-tenth of the WIP cost will be used to re-average
the cost.

The unit cost of theitemsin WIP = $30/ 10 units = $3

The new average cost = [(3 units x $2.50) + (1 unit x $3)] / 4 units = $2.63

2 Now add another $10 of Labor to WIP. Total WIP cost is $40. But some of this has already
been averaged into inventory. When you receive additional units on this work order, this must
be factored in before you can re-average cost.

WIP cost remaining to be averaged = $10 + [(9/ 10) x $30] = $37
The unit cost of itemsin WIP = $37/ 9 units = $4.11
The new average cost = [(4 units x $2.63) + (1 unit x $4.11)] / 5 units = $2.93

Note Because work order quantity can be changed, it is not used in these calculations—the
system uses only quantity completed at each operation and work order receipt quantity.

MNQAD
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Work Order Accounting Close

Work Order Accounting Close

® On Receipt: Excess posts to Inventory and Re-averaged
® OnWO Close: Costs posted after WO s closed; dlso

re-averaged unless QOH<Receipt Qty. (Part of cost is
re-averaged; the rest is Inventory Discrepancy)

Example:
1. Receive 100 units @ This-Level Labor = $2
2. Issue 25 units from stock
3. Post another $250 of Labor
4. Accounting Close averages 3/4 of $250 into Inventory;
new Labor Cost = ((75 X 2) + 187.50)/75 = $4.50

and posts Inventory Discrepancy of $62.50

Generally, when awork order has been fully received, al work order costs are posted to inventory.
However, this may not happen if:

1 More units have been completed at an operation than have been received
2 More materials have been issued than needed for the quantity received
3 Additional labor is reported or material issued after work order has been fully received

If you flag the work order as closed when processing the final Work Order Receipt, excess |abor
and material costs are simply averaged into Inventory.

If you close the work order by setting the status to [C]losed in Work Order Maintenance or if
additional labor and material are reported after work order receipt, then the resulting balance in
WIP at accounting close is handled as follows:

1 If quantity on-hand at work order siteisnot |lessthan work order quantity received, then excess
is added to Inventory and the average cost recalculated

2 If the quantity on-hand at the work order siteis less than the work order quantity, then only
part of the work order quantity can be averaged into Inventory. The remainder is posted as an
Inventory Discrepancy.

MNQAD
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Example You receive 100 unitsinto stock. You post another $250 of labor cost against this order.
If there are only 75 units left in stock when you process the Work Order Accounting Close, only
75/100 of the $250 can be averaged into inventory ($187.50). If the This-Level Labor was $2, the
new This-Level Labor cost would be: [(75 unitsx $2) + 187.50] / 75 Units = $4.50. The remaining
$62.50 ($250 - $187.50) would be posted to Inventory Discrepancy.

Information Sources

Average Cost Accounting Report (3.21.17)

Reports physical inventory transactions (receipts) that impact average GL costs. Selected
according to user-specified parameters. Quantity, unit cost, and inventory value data are shown for
the beginning balance data, the change data, and the ending balance data for each item number in
sequence. The report also shows Site ID, Type of transaction, Transaction number, GL reference
ID, and Credit account number.

MNQAD
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Multi-Site Transfers—Standard to Average

Multi-Site Transfers

Standard to Standard or Average to Standard

Any difference in total standard cost is posted to the Transfer
Variance Account at receiving site

Standard to Average

Any difference in Material, Labor, Burden, or Subcontract
cost causes the Average cost at the receiving site to be re-
averaged. Only Overhead cost posts to the Transfer
Variance Account

Accounting for inventory transfers that take place between two sites using different costing
methods looks the same from a GL perspective. The same debits and credits are created, for the
same accounts. The only difference is the amounts and how they are determined.

For example, we have two sites, A and B. Both have a beginning on-hand quantity of 10 units. Site
A isastandard cost site. The standard cost for Material is $5 and Overhead $2 (total standard cost
= $7). Site B isan average cost site. At thistime the average material cost is $10. Thereisno
overhead cost.

If wetransfer all 10 units from site A to site B, we will get the following GL transactions:

1 Issuethe units from inventory at site A
DR Inventory $70 CR Inventory $70

2 Transfer the unitsto site B
DR Transfer Variance $70 CR Intercompany  $70

3 Processthereceipt at site B. First, average cost is re-averaged:
Cost Re-average = [(10 units x $10) + (10 units x $5)] / 20 units = $7.50

Note Average cost calculations do not include Overhead amounts. Overhead is assumed to be
fixed and is not re-averaged.

4 Update inventory to reflect the items received

MNQAD
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After the receipt of 10 units, the new value of inventory will be $150 (20 units at $7.50 each).
Right now the inventory value is only $100 (10 units at $10 each). In order to bring inventory
up to the correct value, the system creates the following GL transaction:

DR Inventory $50 CR Transfer Variance $50
The result of this processis anew average cost of $7.50, an inventory value of $150, and a
transfer variance of $50. Because the difference in material costs was simply absorbed into

inventory, the transfer variance reflects only the Overhead amount. If there had been no
Overhead cost, you would have seen only one GL transaction at the receiving site.

DR Inventory $50 CR Intercompany  $50

MNQAD



20  Training Guide — Average Costing

Exercise 1: Setting up Average Costing

In this activity you will create a new cost set and implement it asthe GL (general ledger) cost set
for average costing.

1 UseCost Set Maintenance 30.1 to create a new cost set. The cost set name or code is not
important, nor isthe description, but insure the Cost Set Typeis GL and the Costing method is
AVG

Coszt Set Maintenance

# GoTo - Actions 7| | Copy = @,,J Print
Cozt Set 20104815

Cost Set: 2010845
Descrption: 2010 Average Cost
Cost Set Twpe: | GL
Costing Method: A%1G|

2 Create anew site 10-110, use site maintenance 1.1.13 set the status code to Y-Y-N to prevent
over issues. Note: you cannot change the costing method of a site that has open work orders.

Site bdaintenance ltem-Site Cost bdaintenance Cost

M GoTo - Actions = | | Copy = @,,J Print = Pr

Site:10-170 ’\}‘ Site:1041
Site:| 10-110

Description: Test Awvg
Domain: 10054
Entity: 10U54C0
Declarant:
Drefault [Fventon Statug: 7'M
Autornatic Locations:

|ngpection Location; 030
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3  UseCost Set to Site Assignment 30.9 to assign the new cost set to the new site. Leave the
current cost set field blank for the system default set.

Cost Setto Site Azzignment

# GoTo ~ Actions = | Copy ™ @,;JF'rint % Preview @ Attach
Site:10-110 (¥)  Siter10-110 v GL

Site: 10110

Dezcrption: Test Awg

GL Cogt Set| 20710845 ,--] Cozting Method: ANG
Curent Cost Set: | | ,--’ Cozting Method: AYG

I1ze blank for system default cost set

4 Use Cost Set Copy to Cost Set, 30.3 to copy some data into the new cost set. You will use a
limited number of items from the training database for this exercise.

Copy from site 10-100 - standard to site 10-110 - 2010AV G, use items 6001 - 60004

J Coszt Set Copy to Cost Set |Cost Set Copy to Cost Set- 10.. " ltem-Site Cost kMaintenance |
M GoTo ™ Actions = | Copy ~ @ Print % Preview §’ Attach
Item: 60001 &) From10-100 ) Standad > Te0-110
Site Cost Set Site Cost Set
From:| 10-100 A91 | Standard P To:| 10-110 O | 2010y P
Itern Mumber: 60001 To: BO004
Prod Line: To
Item Type: To:

MNQAD



22  Training Guide — Average Costing

Review the report the copy function generates.

n Cost Set Copy to Cost Set
QAD 10USA
Ttem Humber UM Material Labaor
Cost Total
50001 EA Standard 127.00 0.00
127.00
Durable Plastic Ho 20104VG .00 0.00
0.00
HNew Cost 127.00 0.00
127,00
% Change 100,000+ % 0.0%
100,000+ %
GL Antt Chg 127.00 0.00
127.00
BO002 EA Standard 122.00 0.00
122.00
Display / Readout 201085 0.00 0.00
a.
New Cost 122.00 0.00
122,00
% Change 100,000+ % 0.0%
100,000+ %
GL Amt Chg 122.00 0.00
122,00
50003 E4 Standard 55.00 0.00
55.00
Keyboard 2010AVG 0.00 0.00
Q.00
Hew Cost 55.00 Q.00
55.00
% Change 100,000+ % 0.0%
100,000+ %
GL Antt Chg 55.00 0.00
55.00
60004 EA Standard 15.00 0.00
15.00
Transducer - 10 Mh 2010803 0.00 0.00
0.00
New Cost 15.00 .00
15.00
% Change 100,000+ % 0.0%
100,000+ %
GL Antt Chg 15.00 0.00
15.00

Burden

L00

L00
L00
L00
0%
.00

.00
L00
L00
0%
L00

00
.00
.00
L0%
.00

10,
Overhead Subcontract
0.00 0.00
0.00 0.00
0.00 0.00
0.0% 0.0%
0.00 0.00
0.00 0.00
0.00 0.00
0.00 0.00
0.0% 0.0%
0.00 0.00
0.00 0.00
0.00 0.00
0.00 0.00
0.0% 0.0%
0.00 0.00
0.00 0.00
0.00 0.00
0.00 0.00
0.0% 0.0%
0.00 0.00

This report shows the GL cost of the items copied. The item wasin a standard cost site, it is

now in an average cost site.
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5 Useitem site cost maintenance 1.4.18 to review these costs.

J Item-Site Cost Maintenance |

4 GoTo ~
Ikermi: G000

Actions ™

23

|| Copy = @)F‘rint 4 Preview 47 Attach

Itern Mumber: 60001
Uriit of Measure: EA

Inventary Site: 10-110

Totals

Tatals:

@ Item Number:50001 ®

Dezcription: Durable Plaztic Housing

GL Cost Sounce Site: 10110

Irventom Site:10-110

GL Cost Data [GL Cost Source Sike: 10110 4 Set 201 04415)

Elemnent

7 Material

Labor
Burden
Overhead

Subcontr

127.00 0.00 127.00
This Level Lowser Level Total
127.00 0.0 127.00
0.00000 0.00 0.00
0.0 0.0 0.0
0.o0 0.o0 0.o0
0.0 0.0 0.0

10407410

Fri Categomy &40
t aterial

Labor

Burden

Overhead

Subcontr

6 Useinventory detail by item browse (3.2) starting with item 60001. You should have
inventory of the 60001, 60002, and 60003 at site 10-100

7 Usetransfer - single Item to transfer 10 each of the 60001, 60002, and 60003 from site 10-100
to site 10-110. Check Yes on the pop up “Useto Status.” Electronic signatures are
implemented in this database, when prompted for user ID enter gmi or the user ID you used to
log onto the system. For the reason code use Active.

8 Useinventory valuation report 3.6.13, for site 10-110,

n

Inventory Valuation Report

10/08/10 11:1.

QAD 10USA Pag
Product Line: 20 Purchased-Ext Supplier Cost Set: GL Cost Set: current
Site Oty On Hand
Item Number AEC M GL Cost Extended Cost Cost Extended Cost  War Pct
60001 10-110 10.0 127.00 1,270.00 127.00 1,270.00 0.0%
Durable Plastic Housing EA
Item Total: 1,270.00 1,270.00 0.0%
o002 10-110 10.0 122.00 1,220.00 12z2.00 1,220.00 0.0%
Display / Readout EA
Item Total: 1,220.00 1,220.00 0.0%
60003 10-110 10.0 55.00 550.00 55.00 550.00 0.0%
Keyboard EA
Ttem Total: 550.00 550.00 0.0%
Prod Line Total: 3,040.00 3,040.00 0.0%
Report Total @ 3,040.00 3,040.00 0.0%

Thisisyour total inventory and it's cost and value for site 10-110 at thistime.
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9 Create apurchase order for these three items, 60001 - 60003. Use 5.7 let the system assign the
PO number, use supplier code 1051002, Bridgeville Industries. In the lower frame of the
header enter site 10-110 in the site field. Advance to the line item screen. Note the PO number.

On line 1, use the enter key to get to the item number field, enter 60001, order 10 of them.
Note the price field defaults to the cost in the system. Change the price to 150.00.

Use the enter key accepting the default values until you return to line 2. Buy 10 each of the
60002 at a price of 140.00.

On line 3, buy 10 each of the 60003 at a price of 75.00. When you are back at line 4, click the
button End Lines, then click Trailer. At the trailer click next until the PO is complete.

10 Receivethe PO complete. Use 5.13.1, in the header check the box “ Receive All” complete the
receipt transaction by clicking through the screens.

11 Run the inventory valuation report again. You will seethat the inventory of units has doubled
and the cost has been re-averaged and the total value updated to reflect the current average

cost.
n Inventory Valuation Report 10/08/10 11:3
10USa Pa
QAD g
Product Line: 20 Purchased-Ext Supplier Cost Set: Gl Cost Set: Current
Site Gty On Hand
Item Number ABC M GL Cost Extended Cost Cost Extended Cost  Var Pct
60001 10-110 20.0 144.125 2,882.50 144,125 2,882.50 0.0%
Durable Plastic Housing EA
Item Total: 2,882.50 2,882.50 0.0%
GO002 10-110 20.0 131.00 2,620.00 131.00 2,620.00 0.0%
Display / Readout EA
Ttem Total: 2,6820.00 2,620.00 0.0%
60003 10-110 20.0 6500 1,300.00 65,00 1,300.00 0.0%
Keyhoard Ei
Item Total: 1,300.00 1,300.00 0.0%
Prod Line Total: 6,802.50 &6,802.50 0.0%
Eeport Total: 6,802.50 &6,802.50 0.0%

You have created an average cost site, and seen how the system re-averages the GL cost
whenever a new receipt occurs.
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Average Cost Exceptions

Average Costing Exceptions
*Beginning quantity less than zero (negative
inventory)

*Receipt quantity less than zero, resulting in
a negative ending quantity on-hand

Cost of items returned to a supplier is large
enough to result in a negative cost

Must make a manual
adjusting entry to corrector
resolve

*New average will be receipt cost

When you understand how average costs are calculated, it should be apparent that you would get
undesirable results in the following cases.

» Beginning quantity is less than zero
» Receipt quantity islessthan zero, resulting in an ending quantity less than zero

» The cost of the items returned to the supplier results in a negative cost
To account for such situations, QAD Enterprise Applications average costing does the following:
1 If the ending quantity is less than zero, the system assumes that the new average cost is the
same as the new unit receipt cost. To account for this, the amount of:
(New Average Cost - Old Average Cost) x (Old Qty On-hand)
is debited to Inventory and credited to the Discrepancy account before the receipt is posted.
The new average cost will be the new unit receipt cost.

2 If areceipt (positive or negative) will result in alarge distortion in average cost—for example,
the quantity to be received is less than zero and the ending quantity is less than or equal to
zero—thisis considered an exception condition and is handled as noted above.

In both of these situations, the discrepancy is created so that you can manually manage it by
making an adjusting entry.

Average cost will not correct previously entered transactions. That is why the sequence is so
important.
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Purchase-Related Variances

Purchase Price
Calculated at PO Receipts, 5.13.1 [PO Unit Cost - (GL Unit Cost - OH)] x PO Qty Rev’'d

Reports:
Transaction Receipts Report, 5.9.14;
Transactions Detail Inquiry, 3.21.1

AP Rate
Calculated at Supplier Invoice Create, 28.1.1.1  (Invoice Unit Cost - PO Unit Cost) x Invoice Qty

Reports:
Matching Variance Rpt. 28.2.7
Transactions Detail Inquiry, 3.21.1

AP Usage
Calculated at Supplier Invoice Create, 28.1.1.1  (Invoice Qty - PO Receipt Qty) x PO Unit Cost

Reports:
Matching Variance Rpt. 28.2.7;
Transactions Detail Inquiry, 3.21.1

Manufacturing-Related Variances
Material Rate

Calculated at WO Component Issue, 16.10; WO (WO BOM Unit Cost at Issue - GL Unit Cost) x
Receipt Backflush, 16.12; Repetitive Backflush, Actual Qty Iss'd
18.22.13

Reports:
Work Order Cost Report, 16.3.4; Transactions
Detail Inquiry, 3.21.1

Material Usage

Calculated at WO Accounting Close, 16.21; Cum {Actual Qty Issued - [qty per x (qty completed + gty
Order Close, 18.22.10; Post Accumulated Usage  rejected)]} x GL Unit Cost
Var, 18.22.9

Reports:

Work Order Cost Report, 16.3.4; Transactions
Detail Inquiry, 3.21.1; Repetitive Operations
Accounting Report, 18.22.4.9

Labor Rate
Calculated at SFC feedback, 16.20.1, 16.20.2, Per Operation:
16.20.3; can be deferred until WO Receipt, 16.11, [(Actual Set-Up Rate - Std Set-Up Rate) x Actual Set-Up

16.12; Repetitive Backflush, 18.22.13 Hrs] + [(Actual Run Rate - Std Run Rate) x Actual Run Hrs]
Reports: ) Set-up and run rates are equal to the payroll rate (defined in 14.13.21)
Work Order Cost Report, 16.3.4; Operations or the work center rate if payroll is not set up

Accounting Rpt, 16.20.13.10;
Rep Ops Accounting Rpt, 18.22.4.9

Labor Usage
Calculated at SFC feedback, 16.20.1, 16.20.2, Per Operation:

16.20.3; can be deferred until WO Receipt, 16.11, [(Actual Set-Up Hrs - Std Set-Up Hrs) x Std Set-Up Rate] +

16.12; Post Accumulated Usage Var, 18.22.9; [(Actual Run Hrs - *Std Run Hrs) x Std Run Rate]
Cum Accounting Close, 18.22.10
*Std Run Hrs =

Reports: Std Run Hrs x Completed + Qty Rejected
WO Cost Report, 16.3.4; (Q P QYR )

Operations Accounting Rpt, 16.20.13.10;
Rep Ops Accounting Rpt, 18.22.4.9

No variancesif no labor reporting
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Burden Rate
Calculated at SFC feedback, 16.20.1, 16.20.2, Per Operation:
16.20.3; WO Receipt, 16.11, 16.12; Repetitive [(Actual Set-Up Bdn - Std Set-Up Bdn) x Actual Set-Up Hrs]

Backflush, 18.22.13 + [(Actual Run Bdn - Std Run Bdn) x Actual Run Hrs]
Reports: Actual Set-Up Bdn = (Actual Set-Up Rate x Lbr Bdn %) + Lbr Bdn
WO Cost Report, 16.3.4; Rate + (Mach Bdn Rate x Mach/Op)

Operations Accou_nting Rpt, 16.20.13.10; Std Set-Up Bdh = (Std Set-Up Rate x Lbr Bdn %) +

Rep Ops Accounting Rpt, 18.22.4.9 Lbr Bdn Rate + (Mach Bdn Rate x Mach/Op)

Actua Run Bdn = (Actual Run Rate x Lbr Bdn %) +
Lbr Bdn Rate + Mach Bdn Rate

Std Run Bdn = (Std Run Rate x Lbr Bdn %) +

Lbr Bdn Rate + Mach Bdn Rate

Burden Usage
Calculated at SFC feedback, 16.20.1, 16.20.2, Per Operation:

16.20:3; can be deferred until WO Receipt, 1§.11, [(Act Set-Up Hrs - Std Set-Up Hrs) x Std Set-Up Bdn] +
16.12; Post Accumulated Usage Var, 18.22.9; [(Act Run Hrs - Std Run Hrs) x Std Run Bdn]

Cum Order Close, 18.22.10;
Std Set-Up Bdn = (Std Set-Up Rate x Lbr Bdn %) +

Reports: Lbr Bdn Rate + (Mach Bdn Rate x Mach/Op)
WO Cost Report, 16.3.4; Std Run Bdn = (Std Run Rate x Lbr Bdn %) +
Operations Accounting Rpt, 16.20.13.10; Lbr Bdn Rate + Mach Bdn Rate

Rep Ops Accounting Rpt, 18.22.4.9

Subcontract Rate

Calculated at PO Receipt, 5.13.1 (Subcontract PO Unit Cost - Subcontract Unit Cost from
Routing) x Qty Received

Subcontract Usage

Calculated at WO Accounting Close, 16.21; Post [Qty Received - (Op Qty Completed + Op Qty Rejected)] x
Accumulated Usage Var, 18.22.9; Cum Order Subcontract Unit Cost from Routing
Close, 18.22.10

Method

Calculated at WO Accounting Close, 16.21; Cum Balance of WO/ID value remaining
Accounting Close, 18.22.10

Mix (Co/By-Products)
Calculated at WO Accounting Close, 16.21 [Order Qty - (Receipt Qty + Scrap Qty)] x GL Unit Cost
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Variances by Transaction Flow

PO Receipts

Purchase Price Variance

[PO Unit Cost - (GL Unit Cost - OH)] x PO Qty Rev'd

Subcontract Rate Variance

(Subcontract PO Unit Cost - Subcontract Unit Cost from Routing) x Qty Received
Voucher Maintenance

Accounts Payable Rate Variance

(Invoice Unit Cost - PO Unit Cost) x Invoice Qt

Accounts Payable Usage Variance

(Invoice Qty - PO Receipt Qty) x PO Unit Cost
Work Order Component |ssue

Material Rate Variance

(WO BOM Unit Cost at Issue - GL Unit Cost) x Actua Qty Iss'd
Labor Feedback

Labor Rate Variance

[(Actual Set-Up Rate - Std Set-Up Rate) x Actual Set-Up Hrs] + [(Actual Run Rate - Std Run Rate) x
Actua Run Hrg

Labor Usage Variance

[(Actual Set-Up Hrs- Std Set-Up Hrs) x Std Set-Up Rate] + [(Actual Run Hrs - * Std Run Hrs) x Std Run
Rate]

*Std Run Hrs = Std Run Hrs x (Qty Completed + Qty Rejected)
Burden Rate Variance

[(Actual Set-Up Bdn - Std Set-Up Bdn) x Actual Set-Up Hrs] +
[(Actual Run Bdn - Std Run Bdn) x Actual Run Hrs]

Burden Usage Variance
[(Act Set-Up Hrs - Std Set-Up Hrs) x Set-Up Bdn] + [(Act Run Hrs- Std Run Hrs) x Run Bdn]
Work Order Accounting Close

Subcontract Usage Variance

[Qty Received - (Op Qty Completed + Op Qty Rejected)] x Subcontract Unit Cost from Routing
Material Usage Variance

{Actua Qty Issued - [qty per x (qty completed + gty rejected)]} x GL Unit Cost

Method Variance
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Components of Item Cost

Work Center Labor Burden Rates
Work Center Labor Burden Percent
Work Center Machine Burden Rate
M achines/Operation

All of the items under Labor (above)

Material
Dependent On Defined In
Material/Purchase Price Item Master Maintenance, 1.4.1,1.4.9, 1.4.18
Quantity Per Product Structure Maintenance, 13.5, 15.5
Scrap % Product Structure Maintenance, 13.5, 15.5
Phantom Item Master Maintenance, 1.4.1, 1.4.7, 1.4.17
Pur/Mfg Item Master Maintenance, 1.4.1, 1.4.7. 1.4.17
Structure Type Product Structure Maintenance, 13.5
Yield % Routing Maintenance, 14.13.1

Labor
Dependent On Defined In
Work Center Labor Rates Work Center Maintenance, 14.5
Work Center Setup Rates Work Center Maintenance, 14.5
Run Time per Unit Routing Maintenance, 14.13.1, 14.13.2
Setup Time per Lot Routing Maintenance, 14.13.1, 14.13.2
Order Quantity Item Master Maintenance, 1.4.1
Subcontract Cost Routing Maintenance, 14.13.1

Burden
Dependent On Defined In

Work Center Maintenance, 14.5
Work Center Maintenance, 14.5
Work Center Maintenance, 14.5
Work Center Maintenance, 14.5
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