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Text
Stocktaking (Inventory checking, Physical Inventory) - is the process of physical counting, weighing or otherwise calculating of the quantities and condition of all items in stock and recording the results. 
The main reasons for doing Stocktaking are as follows: 

• To ensure the accuracy of the stock records.  

• To verify the value of stock shown in the balance sheet by physical confirmation and value a stock in terms of cost and potential sales. 

• To detect wastage or pilfering at an early stage and put in place processes to reduce and or eliminate. 

• To reveal any weakness in the system for the supervision and control of stock. i.e. eliminate over- stocking and /or under-stocking.  
· To identify any missing or damaged items that need to be located, repaired, or replaced

Classification of kinds of stocktakings (inventory checks):
· Opening stocktaking: It takes place at the founding of a company, and shows the assets and liabilities. 

· Mid-year, year-end stocktaking: It supports the balance sheet of a company. It shows the quantity (value, condition) of the assets that the company has on the balance sheet date, or just a part of it (part stocktaking).

· Full stocktaking: It shows all assets and liabilities of a company on a given date, including the ones not present at an owned site, but at a remote location.

· Part stocktaking: It covers an entire section of a type of an asset or liability. We consider as part stocktaking when a single site, warehouse or zone is taken as well.

· Handover stocktaking: It is done when the person responsible for an area changes. The previous person responsible passes the assets the new one. 

· Foreign stocktaking: It counts the items in foreign ownership, but in the possession of the company. Most common examples are semi-finished goods passed over for processing, items given on consignment or guard.

· Statement of storage: Items in the ownership of the company but at an other site, in the possession of another party can be counted by them, and the result of that stocktaking becomes the statement of storage.

· Stocktaking declaring assets: The full extent of the properties of a company is the part of this stocktaking, current and fixed assets (goods, buildings, machines, balance etc.). It is obligatory in each year, as of 31st December.

· Exceptional stocktaking: The date of the stocktaking is not known for the unit to be inspected (warehouse, store). It is recommended in case of suspected abuse, sales of items of great value or without invoice.

Methods for counting:
1. Computer Generated Count Sheets 
– Computer Generated Count Sheets are preprinted lists of inventory generated by software that can be used to record  on hand counts.

2. Manual Count Sheets
 – Manual Count Sheets are merely ruled forms that allow  to record the product id, quantity and, if needed, retail of merchandise being counted. Unlike Count Sheets that pre-determine the merchandise listed, this manual method can be effective for wall to wall counts.When this method is used, count teams should be used: one person to call out the classes or SKUs, prices and counts while the other records them. This method involves using count sheets and pencils to record inventory numbers manually.
3. Portable Inventory Devices 
– Portable Inventory Scanners can be the most efficient method for taking an inventory, especially when barcodes are used on the merchandise. They eliminate the need for a two person count team, though all detail counts should still be verified.
4. Inventory Services 
– Several third party companies specialize in taking physical counts.
Physical inventory proceeder
A physical count is an actual count of the goods in stock. A physical inventory is the process of counting by hand the number of each type of product in the pharmacy at any given time. This is a carefully coordinated counting process in which counting areas are segregated and count teams examine assigned inventory areas, recording their counts on count sheets. 
A physical count of inventory is a state tax law requirement. A physical inventory helps ensure that the stock on hand balances recorded on stockkeeping records match the quantities of products actually in the pharmacy. When conducting a physical inventory, count each product individually by generic name, dosage form, and strength. 
The goal of the annual inventory count is to:

· Determine the inventory on hand

· Determine the cost of goods sold for the period

· Check accuracy of inventory records 

· Determine amount of inventory lost due to wasted raw materials, shoplifting or employee theft 

There are 3 phases of a physical inventory:

1. Planning and preparation

2. Execution

3. Analysis of results
Planning and preparation the physical inventory
1. Determine a date and time of conducting a physical inventory and inform the employees about it.    
2. Form a counting team(s). At this stage, pay attention to employees' experience and understanding of a physical inventory process. Let the experienced people make all counts and necessary calculations and less experienced record the results of counting. Some training about material types, counting methods, documentation will be also useful. Count teams are normally made up of two people, one person who does the counting and the other doing the recording.
3. Choose the method of conducting a physical inventory.   
Advantages and Disadvantages of the Methods of counting inventories
	Method
	Description
	Advantages
	Disadvantages

	Bar-code readers
	Use of bar-code readers allows reading and recording the counts directly to a computer.
	The most efficient method.

Makes the physical inventory process more simple and accurate. Counters can quickly read and record information. Reduces human error; eliminates counting in teams; minimizes shutdown time.

	Expensive; special computer software and bar-code labels are required.

	Count cards / tags
	Index cards with information about individual product and location are used during counting.
	Not so expensive as bar-code readers; help discover lost and misplaced material.
	More advance preparation is needed (all cards must be in the warehouse before the count begins). 

	Count sheets
	Pre-printed lists of inventory (usually generated by company's software) are used to record on hand counts. 
	The easiest and cheapest method.
	More time consuming (searching, counting, comparing). No logical order of items in count sheets.

A lot of time spent to find particular item during "wall to wall" counts. Items which are not in the listing or not in their place could be missed. 


It is important to ensure that all transactions (receipts, customer returns, adjustments, etc.) have been recorded before you prepare and print count cards or sheets for physical inventory. Any rush transactions could be entered or processed only after the completion of physical inventory. When you generate count sheets and cards, leave spaces for names and signatures of the counting team members for future accountability and tracking. You should also prepare the warehouse(s). Make sure that all materials/products are in their proper places and can be clearly identified, clean up the store area, label all shelves and locations. Slow-moving items can be counted and marked a day before a full physical inventory. Identify damaged, discounted and obsolete classes of items; place them separately from other inventory (vendor return area). Prepare and provide the plan(s) of stock locations.

Executing of physical inventory
Rules to achieve an accurate and effective count:

· An employee who supervised or performed a physical inventory process must be an independent person. It means that an independent person cannot be responsible for check in and sign receiving reports, for the daily security and accountability of the inventory. You should rotate your personnel so they count the areas for which they are not responsible directly. You can use the third party inventory services to be sure of independence of your staff (particularly if you suspect an internal theft).

· Counting employees should not be given access to the inventory quantities recorded in the accounting records. This is called a blind count and helps to eliminate guessing on the part of counters, as they would not know what the quantity is.

· Stop a business operations (inventory transactions) on the day of counting or exercise proper control over movement of inventories. Do not make any movement of items/products either into or out of the warehouses (even if they are misplaced). Do not fill orders or receive goods during the count process. There is a great risk of missing any items or their double count.

· Proper control over count cards (tags) / sheets is needed. Ensure that all cards / sheets issued to counting teams are sequentially numbered, accounted for and returned after the counting process is finished including those which were voided or unused. Also each tag may have two (or three) copies, one of which is left on the counted inventory and one is returned to Finance to enter into the system.

· Immediately compare your counts with accounting records, audit the counts and conduct recounts if there are unacceptable differences (i.e. deviation from accounting records is greater than a defined threshold in dollars or units as stipulated in the company's policy).

· Mark counted items and locations. This will allow you to ensure inventory completeness (i.e., no missing items or items counted twice), which is an important aspect of any physical inventories. 

As soon as   responsible employee verifies that the counts in the warehouses are accurate, the quantities can be entered in the computer. If you find several counting errors in an area, the entire section should be recounted. When verification is successfully completed, all counts are entered into the computer.

Analysis of results

The next step  is to print the discrepancy reports and review it thoroughly. The inventory reports will help  to see whether there are any differences between the physical and book counts.

The size and number of surpluses (overage) and deficiencies (shortage) revealed by stocktaking will give you a good measure of the efficiency of the storekeeping, control and procedures in general

Excess inventory and discrepancies not seen in the records (e.g. theft, negligent managing) can be revealed by stocktaking. It can be confirmed if there is a difference between the actual physical stock and the one by the books and accounts.
The possible sources of differences: 

· Internal theft is a typical problem for retailers.  
· Shoplifting.  
· Administrative error can be identified through comparison of the differences among locations (may be there is a shortage in one and the overage in another location at the same time). Another errors are unrecorded markdowns, wrong classification of sale items, incorrect recording of items received (or no recording at all).

· Vendor fraud. For example, a vendor sends a shipment of inventories and indicates a quantity sent (in packed boxes) higher than what is actually in the shipment. In such cases, the best control is to count all inventories received to ensure that the actual quantity matches the number provided by the vendor in the shipping documents.

So, stocktaking:
· is the basis of a precise inventory information, and purchasing strategy

· is one of the best countermeasures for theft,

· controls sales without invoice.
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