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UNIT STANDARD 13945 
 

Unit Standard Title  
Describe and assist in the control of fraud in an office environment. 

NQF Level 
4 

Credits 
2 

Purpose  
This unit standard is intended for managers of small businesses and junior managers of business 
units in larger organisations. It provides the background necessary to understand the 
management of assets and stock in a business unit. The term business unit in this unit standard 
implies a small business, cost centre, section or department. Junior managers include, but are 
not limited to team leaders, supervisors, first line managers and section heads. The position or 
term is used to describe the first level of management in an organisation at which an employee 
has other employees reporting to him/her.  

 

The qualifying learner is capable of:  

▪ Differentiating between fixed assets and stock in a business unit.  

▪ Explaining the influence that stock management can have on the profitability of a 
business.  

▪ Explaining the management of fixed assets in a business unit.  

▪ Applying the basic principles of stock and fixed asset management to a business unit.  

 

Specific Outcomes and Assessment Criteria 

Specific outcome 1: Differentiate between fixed assets and stock in a business unit.  

▪ The concepts of fixed assets and stock are explained with examples 

▪ The different fixed assets in a business unit are identified and an indication is given of 
the purpose of each asset in the business unit.  

▪ Stock in a business unit is identified and a list is compiled of the stock usually needed in 
a business unit. 

▪ The problems that occur in a specific business unit if there is insufficient stock are 
indicated and a plan is compiled to ensure that the required stock is available when 
needed 

▪ Problems if a business unit has too much stock are explained and an indication is given of 
how stockpiling impacts on the bottom line of the business.  

 

Specific Outcome 2: Explain the influence that stock management can have on the 
profitability of a business  

▪ The need for stock control is explained with reference to fraud, theft, carelessness and 
ensuring sufficient stock.  

▪ Two different ways of managing stock are explained with reference to records and 
stocktaking 
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▪ The importance of quality, quantity, time, price and source in managing stock are 
explained with examples. 

▪ The rate of stock turnover for a business unit is calculated and an indication is given of 
how knowing turnover assists in planning 

▪ An Economic Ordering Quantity Model (EOQ) model is explained and applied to a business 
unit to calculate the optimum stock level for three items in a business unit 

 

Specific outcome 3:  Explain the management of fixed assets in a business unit.  

▪ The fixed assets in a business unit are identified from a balance sheet  

▪ The asset register for a business unit is updated for three case studies  

▪ The valuation of assets in a business unit is explained with reference to depreciation and 
investment  

▪ Reasons for depreciation are explained with examples and an indication is given of the 
purpose of depreciation 

 

Specific outcome 4: Apply the basic principles of stock and fixed asset management to a 
business unit. 

▪ The risk associated with the management of stock in a business unit is identified and 
quantified in terms of probability and severity 

▪ The risk associated with the management of fixed assets in a business unit is identified 
and quantified in terms of probability and severity 

▪ A system for managing stock in a business unit is applied with reference to ensuring 
sufficient stock, control of costs and the value of the stock 

▪ A plan is designed to minimize the risk associated with fixed assets in a business unit 

 

Critical Cross-field Outcomes (CCFO) 
▪ Learners can manage themselves and their activities responsibly and effectively in 

proposing ways of managing stock and fixed assets in a business unit.  Learners are able 
to make decisions in suggesting ways of evaluating the probability and severity of risk 
associated with the management of fixed assets and stock and designing plans to 
minimise the risk.  

▪ Learners are able to collect, organise and evaluate information when identifying stock 
and fixed assets in a business unit 

▪ Learners are able to communicate effectively and responsibly when explaining the basic 
management of stock and fixed assets.  

▪ Learners are able to demonstrate an understanding of the world as a set of related 
systems recognising the relationship between the management of stock and fixed assets 
and the profitability of a business 

 



5 | P a g e  
 

SECTION 1: FIXED ASSETS AND STOCK 
 

Specific Outcome 1: 
Differentiate between fixed assets and stock in a business unit. 

 

Assessment Criteria: 
▪ The concepts of fixed assets and stock are explained with examples 

▪ The different fixed assets in a business unit are identified and an indication is given of 
the purpose of each asset in the business unit. 

▪ Stock in a business unit is identified and a list is compiled of the stock usually needed in 
a business unit. 

▪ The problems that occur in a specific business unit if there is insufficient stock are 
indicated and a plan is compiled to ensure that the required stock is available when 
needed 

▪ Problems if a business unit has too much stock are explained and an indication is given of 
how stockpiling impacts on the bottom line of the business 

 

 

1.1 Introduction to Business and Business Finance 
The purpose of a business is to supply the needs and wants of the customer.  They do this by 
supplying products and services that fill the needs of customers. 

 

The primary objective of most businesses is profit seeking i.e. to maximize the rate of return 
on capital (profitability) over a long period and direct all the activities of the business towards 
achieving this objective. 

 

Secondary objectives could include: 

▪ Consistent provision of good quality products and good services to the customer. 

▪ Creating favourable working conditions for the employees in the business. 

▪ Maintaining good relationships with suppliers. 

 

 

✓ Why Does A Business Need Money? 
In the past bartering or swopping of shells, beads, cigarettes, and the like, was used as a form 
of exchange.  This may not be ideal because you may not always want what the other person 
has to offer in exchange for your goods.  It is difficult to compare values of different things.  For 
example, how many chickens are equal to one cow? 

 

Money is easier to use.  It acts as an accepted means of payment or exchange.  It states value, 
and allows us to determine the prices and value of goods.  We can measure the value of things 
in terms of money. 
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• Capital 

In a business you will find that money, or capital, is divided into two categories:  fixed capital 
and working capital. 

 

Capital is money that is available for buying goods and services which will be used to generate 
income.  In bookkeeping terms, capital is the value of the total assets of the business, 
expressed in monetary terms. 

• Fixed Capital 

Fixed capital has a relatively long life and can be used for relatively long periods.  Fixed capital 
is used to obtain fixed assets. 

 

• Fixed Asset 

A fixed asset is something which has a relatively long life expectancy, used for relatively long 
periods in the business, and are worth a sum of money.  Examples include, property, buildings, 
factory site, furniture, equipment, share certificates, and so on.  An asset can be used to cover 
an amount of debt, it provides security to the person to whom money is owed. 

 

• Working Capital 

Working capital is that capital which is used to obtain current assets.  It is the money that 
“works” in the business.  It is the income that is available to spend on the running of the 
business, i.e. to buy materials, pay salaries and wages, and the like. 

 

• Current Assets  

Current assets are assets that can be converted into cash within a short period or that are 
already in some form of cash.  

 

These refer to items that the business owns that is associated with its trade, and could be 
disposed of readily in a normal business situation. Current assets are used to put the fixed 
assets to work in the business.  For example supplies, stock, cash, debtors, and so on. 

 

✓ Where Does A Business Get Money From? 
A business does not always have the capital required for fixed and current assets.  You need 
money to generate money.  The business wants to buy stock and raw materials that it can 
convert into products to sell at a profit, thereby making money.  Part of the proceeds of the 
sales will be used to buy stock again and so the cycle goes on.   

 

If the business or the owner does not have enough money, it may be necessary for a business to 
obtain financing from other sources. 

 

▪ Long-term financing:  long-term bank loans, fixed mortgage property. 

▪ Medium-term financing:  Finanical leasing, Instalment credit, Rent contracts. 

▪ Short-term financing:  Bank overdraft, Supplier’s credit, Debtors. 

▪ Internal Sources:  Own capital reserves. 

▪ External Sources:  Bank loan, Credit, Shares. 
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• Owner’s Equity 

These are funds made available by the legal owners (ordinary shareholders) in the form of share 
capital, as well as indirect contributions in the form of profit retention (reserves and 
undistributed profits). 

 

• Liabilities 
Your house, if you own it, would be a fixed asset.  Anything of value that you own that can be 
sold in a relatively short time, i.e. furniture, video recorder, and the like, would be regarded as 
a current asset.  You also have liabilities, like the bond on your house, if you have not paid it 
off, and accounts. 

 

In the same way that a business can own assets which it can sell for cash, so most businesses 
have liabilities.  A liability, simply expressed, is money the business owes to other parties.  Most 
types of business regularly need to borrow money to pay for their assets, as they tend to use 
their money for working capital.  

 

If a business borrows money it becomes liable to repay the lender.  The amount borrowed 
becomes a liability.  Liabilities in the business include:  bank overdrafts, loans and creditors’ 
accounts who are people to whom the business owes money. 

 

Long-term liabilities are amounts loaned to the business by other persons or businesses and are 
repayable over a long period of time. 

 

Current liabilities are the trading liabilities of the business, for example, creditors, bank 
overdrafts, taxation, and the like. 

• Loans 
Banks, building societies, insurance companies, trust companies, discount houses, the stock 
market, and their bonds, mortgages, banker’s acceptances and H.P. agreements, are the 
institutions and instruments available to transfer money from those who have money to those 
who want to borrow money. 

 

A loan is when someone grants the business a sum of money for a period, with the 
understanding that it must be paid back within a certain period of time at a given interest rate. 

 

 

✓ How the Business Manages the Money 
The business manages its money by using budgets and financial statements.  These are all 
roadmaps that assist Management in keeping track of money at all times. 

▪ The Past: Financial Accounts 

▪ The Present:  Management Accounts, Actual Cash Flow Statements 

▪ The Future:  Plans, Budgets 
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✓ Costs 
Costs are payments that have to be made while a business is in operation.  It costs money to buy 
raw materials and stock, to manufacture products and to sell the products.  In the same way it 
costs you money to go to work, earn a salary, pay the rent and buy clothes and food. 

 

The business must know the costs to determine how much money is needed to run a business, 
how much money is needed through income from sales, how much the business should charge 
for the products/services, the budget, and the estimated cash flow. 

 

Costs in a business are divided into fixed costs and variable costs: 

 

• Fixed Costs  

Fixed costs are the proportion of a business expenditure which does not change in direct 
proportion to the quantity that is manufactured, bought or sold.  No matter how many products 
are manufactured, the fixed costs remain the same.   

 

Fixed costs are also known as overhead costs or indirect costs, and can include rent, water and 
lights, advertising, transportation, telephone, printing, postage, interest on loan repayments, 
depreciation, repairs and maintenance, wages and salaries, and the like.   

 

Fixed costs are calculated by dividing the total fixed cost by the number of units produced.  The 
fixed cost will decrease if the number of units produced increases. 

 

• Variable Costs  

Variable costs make up the proportion of the business expenditure that changes in direct 
relation to the number of products manufactured, bought or sold.  

 

Variable costs are also referred to as manufacturing costs, and can include raw materials, 
petrol, cost of goods purchased for resale, commission.   

 

• Total Costs 

The fixed and variable costs may be different for different types of businesses, and depending 
on the type of product or service offered. 

 

Total costs are calculated by adding the total of variable and fixed costs.   

 

The total cost for a manufacturing business is:  

Manufacturing costs = Direct labour costs + Direct manufacturing costs +  Manufacturing 
overheads. 

 

The total cost for a service business is:  

Commercial overheads = Administrative overheads +   Marketing overheads. 

 

The total cost for a commercial business is:  

Total costs per unit  = Cost of sales per unit + Overhead per unit. 
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✓ Liabilities 
Liabilities are the amounts owed by the business to other people or businesses.  There are three 
types of liabilities. 

 

• Owner’s Equity 

These are the amounts invested in the business by the owners, e.g. share capital and loan 
accounts – the money the owners put into the business that the business owes them. 

 

• Long-term Liabilities 

These are amounts loaned to the business by other persons or businesses (e.g. Business 
Partners, commercial banks) and have to be repaid over long periods of time.  In accounting 
terms, any loan that is repayable over a period of longer than 12 months, is seen as a long term 
liability.   

This can include the buying of a vehicle through hire purchase, a mortgage on the property, etc.  
Bank overdrafts are not usually seen as a long term liability, as overdrafts are payable on 
demand. 

 

• Current Liabilities 

These are the trading liabilities of the company.  They form part of what is called working 
capital, and include  

▪ creditors such as suppliers that have to be paid by the end of the month,  

▪ PAYE and SITE that has to be paid every month,  

▪ VAT that has to be paid every second month,  

▪ the amount that has to be paid to the Unemployment fund,  

▪ creditors, also known as Accounts payable – the money that the business owes to 
suppliers 

▪ bank overdrafts 

▪ interest on bank overdrafts 

▪ taxation, etc. 

 

It stands to reason that if the liabilities of a business is more than the assets, the business is in 
trouble.  When you manage a business, the assets should always be more than the liabilities – 
the business should always own more than it owes.  If it does not, it is running at a loss and will 
probably close down. 

 

1.2 Assets (SO1, AC1-2) 
Assets are something the business owns.  There are three types of assets. 

✓ Fixed Assets – Intangible   
These assets are not touchable, you cannot see and feel them and include good will, franchise 
fees, patents, special licences, etc.  A good example would be any of the well known big 
corporate companies, such as Pick N Pay, Woolworths, Edgars, etc.  These companies have a 
high value in the business world and are worth more than just their tangible fixed assets. 
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✓ Fixed Assets – Tangible  
Tangible assets are assets you can see and feel.  These are items that you need to run of the 
business.  You did not buy them in order to resell them, they help you to make money. 
Examples are:  

▪ land and buildings - property,  

▪ plant and machinery,  

▪ fixtures and fittings,  

▪ office machines,  

▪ furniture,  

▪ vehicles, etc. 

 

Fixed assets are the more permanent assets which the firm will not normally convert into cash, 
or at least not in the short term. 

 

The amount of fixed assets are calculated as follows:  the amount you paid for them, less a 
depreciation of 10% per year.  The percentage of the depreciation changes with the type of 
fixed asset, it can be as much as 20%. 

 

Fixed assets = plant and equipment at cost - the accumulated depreciation 

 

✓ Current Assets  
These are the trading assets of the business – the products you need in order to run your 
business.  They form part of what is called working capital.   

 

Examples include  

 

▪ stock of raw materials,  

▪ stock of finished goods,  

▪ work in progress,  

 

▪ debtors (people who owe you money), also called Accounts Receivable 

▪ prepaid expenses (for example, if you have paid the rent on your office for the next six 
months in advance, it is called a prepaid expense), 

▪ deposits,  

▪ cash on hand and at bank, etc. 

 

A current asset is an asset that the firm can convert (turn into) into cash within one year in its 
normal operation. Cash is a current asset, and also marketable securities because they can 
easily and quickly be sold for cash. Accounts receivable are also current assets because it is 
normal for them to be collected within one year. The firm’s inventory is also a current asset, 
because most firms sell a given item of the. inventory within one year.  

 

Therefore: 

Current assets = cash + marketable securities + accounts receivable + Inventory 

 

The total amount of assets of a business are worked out as follows: 

Total assets = current assets + fixed assets 

Known as inventory.  Inventory is 

stock that still has to be sold 
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The firm gets the assets by using the money that is provided by the investors (the owners, 
partners, shareholders). Therefore, these investors have claims against the firm. These claims, 
called liabilities, are set against the assets.  

 

1.3 Assets and Stock of a Manufacturing Business (SO1, 
AC3) 
A manufacturing business, such as a motor car spares manufacturer, would typically have the 
following fixed assets: 

▪ land and buildings - property,  

▪ plant and machinery,  

▪ fixtures and fittings,  

▪ office machines,  

▪ furniture,  

▪ vehicles, etc. 

 

The current assets of a manufacturing business would include: 

▪ stock of raw materials,  

▪ stock of finished goods,  

▪ work in progress,  

▪ debtors (people who owe you money), also called Accounts Receivable 

▪ prepaid expenses (for example, if you have paid the rent on your office for the next six 
months in advance, it is called a prepaid expense), 

▪ deposits,  

▪ cash on hand and at bank, etc. 

 

A manufacturing business needs land and buildings, to manufacture and store products.  In order 
to manufacture products and goods, the business would need  

▪ a plant where the manufacturing takes place and warehouses where stock is stored,  

▪ stores equipment such as fork lifts, shelves, etc. 

▪ machinery on which the manufacturing is done,  

▪ office furniture and office machines such as fax, computers, telephones, desks, chairs, 
etc 

▪ vehicles to collect raw materials and make deliveries 

▪ raw materials such as iron and steel, etc to manufacture the spares 

▪ at any given moment there would be work in progress: spares that are in the production 
line, being manufactured, and 

▪ finished products, ready to be sold and delivered 

▪ stock of stationey such as invoices, paper for the fax and printers, pens, etc 

▪ once the goods have been sold, the manufacturer would have accounts receivable 
(debtors), where the customer still has to pay 

▪ cash on hand for customers who paid cash for the products 

▪ accounts payable (creditors) where the business still has to pay for the raw materials 
and stock 

▪ money in the bank where debtors have made payments 
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1.4 Assets and Stock of a Service Business (SO1, AC3) 
A service business, such as a training company, does not trade in goods, but in services, so the 
typical assets of a service business would be: 

▪ Property, where the offices and training rooms are situated 

▪ office furniture and office machines such as fax, computers, telephones, desks, chairs, 
etc 

▪ vehicles for salespeople to visit clients and get orders 

▪ accounts receivable (debtors), where the customer still has to pay 

▪ cash on hand for customers who paid cash for the service 

▪ accounts payable (creditors) where the business still has to pay for stock of training 
materials, telephone accounts, water and lights, rental, etc 

▪ stock of stationey such as invoices, paper for the fax and printers, pens, etc 

▪ money in the bank where debtors have made payments 

 

1.5 Assets and Stock of a Commercial Business (SO1, 
AC3) 
A commercial business such as Pick N Pay or Edgars, would have the following: 

▪ Property, where the shops and head office are situated  

▪ office furniture and office machines such as fax, computers, telephones, desks, chairs, 
etc 

▪ vehicles to collect stock from suppliers and make deliveries to the branches:  this is not 
really the case today, as suppliers are expected to make the deliveries to the 
warehouses and the shops, or a delivery company is contracted to do this 

▪ stores equipment such as fork lifts, shelves, etc. 

▪ finished products, ready to be sold and delivered 

▪ stock of stationey such as invoices, paper for the fax and printers, pens, etc 

▪ once the goods have been sold, the manufacturer would have accounts receivable 
(debtors), where the customer still has to pay 

▪ cash on hand for customers who paid cash for the products 

▪ accounts payable (creditors) where the business still has to pay for the stock 

▪ money in the bank where debtors have made payments 

 

 

1.6 Insufficient Stock and too much Stock (SO1, AC4-5) 
Today, businesses do not want to carry too much stock, since it impacts on their profitability.  
Stock ties up working capital that can be used in other ways to make money.  So, the ideal is to 
have just enough stock to satisfy the needs of the business as well as the needs of the 
customers, without running out of stock. 

 

✓ Insufficient stock 
This impacts negatively on a business in the following ways: 
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▪ A sale could be lost because there is no stock available. 

▪ If this happens often, a customer or customers could be lost – they will take their 
business to someone else who can supply what they need when they need it 

▪ An organisation that loses customers will soon go out of business. 

 

If a customer buys products worth R500 000 over a one year period and you lose this customer, 
it means you lose R500 000 on turnover.  The impact on your profit could be as high as 30% of 
the turnover, which means the business will have R150 000 less to spend on bonuses, increases 
and expanding the business. 

 

If it is a manufacturing concern, not having raw materials for the production line impacts on the 
whole organisation: 

▪ The production line stands still, so employees are paid for doing no work 

▪ No sales can be made, so sales people earn no commission 

▪ Since there are no sales, the adminsitration department has no work to do 

▪ No deliveries can be made, so the warehouse and delivery personnell are also being paid 
for not working 

▪ In the end, the business will run at a loss and close down, so that everyone is out of a 
job 

 

✓ Too much stock 
If a business carries too much stock, it impacts negatively on the business in the following ways: 

▪ The capital tied up in stock cannot be used for other business processes to generate 
sales and make money. 

▪ The insurance premiums will be more, since the value of the stock is more 

▪ There is a high risk of pilferage  

▪ The risk of collusion between stock record clerks and storekeeper regarding the covering 
up of stock losses and discrepancies 

▪ Risk of Deterioration: where materials have a limited shelf life the business can incur 
losses because stock has to be written off.  Think of milk, fresh vegetables and fruit. 

▪ Risk of Obsolescence: when product lines are changed, certain stock items and raw 
materials can become obsolete.  Think of women’s fashions:  red shoes might be the 
rage in March, but in September, when it is spring, the fashion might have changed to 
white shoes.  

 

Whenever a business has to write off stock due to deterioration or obsolescence, the entire 
stock that has been written off is a dead loss to the company.  Extra sales have to be generated 
to make extra profits in order to cover the losses before the business can start making a profit 
again. 

 

If a business has R300 000 in stock, which has a sales value of R450 000 and R200 000 has to be 
written off, it means the following: 

▪ There is only stock worth R100 000 left to sell. 

▪ The resale value of the stock is R150 000 

▪ Where is the business going to get the money to buy new stock?  They have just lost R200 
000! 

▪ If the business buys new stock of R200 000, which it resells at R300 000, it has only 
recovered half its losses 
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When a business makes a loss, it runs the risk of closing down. 

 

If we look at capital invested in stock: 

If the sales of a business is R600 000 over twelve months, and the average monthly sales is R50 
000, carrying stock of R200 000 means that the business carries stock for four months sales.  The 
question is why?  Stock always has to be compared to the turnover rate.  There should only be 
enough stock to make sure that customers are kept happy.  When your stock levels are running 
low, you can order some more stock. 

 

If we look at our example above, by buying stock for one month at a time, rather than for four 
months, the business will have R150 000 to use somewhere else.  If this money is invested in a 
bank, it will earn interest.  If we look at an interest rate of 10%, it means that R150 000 will 
earn the business R15 000 for the year. 

 

Another disadvantage of carrying too much stock is the space it takes to store the goods.  If you 
carry stock for four months, the stock will take up four times the space.  Space costs money, 
controlling the stock costs money: people have to be paid to locate the stock , to check the 
stock, etc. 

Let us work out the cost of space.  If you need 200m2 to carry stock for four months, and the 
price of the space is R1350m2, it will cost the business R270 000 per month to store the stock.  
Over a year, the business will pay R3 240 000 in order to store goods. 

 

Now, if you carry stock for only a month, the storage space that you will need will go down to 
50m2.  at R1350m2, it will cost the business R810 000 to store the goods. 

 

By carrying stock for only one month, the business will save R2 430 000 on storage costs.  add to 
that the R15 000 interest tha the money earned the business and you can see the difference it 
makes to the profitability of the business. 

 

✓ The Purpose of the Stores Function 
▪ To maintain an adequate balance between supply and demand. 

▪ To determine what this balance should be. 

▪ To ensure that stockholdings are economically acceptable. 

▪ To provide information on a continuing basis. 

 

✓ Cost of Storing Goods 
In terms of cost, the storage of goods may be a heavy item of expenditure, especially in large 
towns where floor space is very valuable. The exact cost of storage will differ from organisation 
to organisation, but storage costs of the order of 25% of the value of the materials and 
commodities held are not uncommon in industry. The cost of storage will include the following: 

▪ The interest on the capital expenditure which is tied up in stock.  The normal way of 
working out the cost of carrying stock is to compare what the money would have earned 
the organisation if the money had been invested.  

▪ Salaries and wages of personnel who are employed in the Stores Department and 
probably, at the very least, a good part of the salaries and wages of personnel employed 
in the Stock Control and Stock Records Department.' 
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▪ That part of employee services expenses which is the fair share of the Stores 
Department, for example, personnel and welfare services, medical funds, canteen, 
pension contributions. 

▪ Costs which vary directly with the number of people employed. 

▪ The running expenses of stores which are directly concerned with storage, for example, 
stationery such as goods received notes, issue notes. etc. Running expenses are also 
attributable to packing material used for protecting and despatching the goods in the 
store, batteries for the fork-lift trucks. etc. 

▪ Depreciation on capital equipment which is used in the stores. 

▪ The cost of buildings or floor space occupied by the Stores Department. This will take 
the form of rent, or ground rent, if the premises are not owned freehold by the 
organisation. Otherwise the only expense will be the depreciation of the buildings. 

▪ Local rates. 

▪ Heating, lighting and ventilation. 

▪ Cleaning, repairs, maintenance. 

▪ Deterioration of stock. 

▪ Obsolescence 

▪ Insurance 

▪ A fair share of other overheads which have not been mentioned above, for example, 
telephone, building maintenance. 

 

If all the costs associated with the building of stock are added together for any period and 
expressed as a percentage of the average value of stock held during that period, then the 
twenty five percent, which was quoted above may not seem to be quite as unlikely as it first 
appeared. 

 

Based upon an examination of the costs, as shown above, the Board of Directors will decide 
upon the extent of the stockholding. This decision will affect the amount of floor space or 
buildings which are allocated to the Stores Department, as well as the number of staff to be 
employed, the amount of capital equipment and other factors of expense. In practice, once an 
organisation is well established the extent of the stockholding will vary with the sales.  

 

We might stop for a moment and consider why it is necessary to hold stocks and what the 
alternatives are.?  

 

As a general rule it is desirable to keep stocks down to the lowest level in the interest of 
economy, but this is not necessarily the most economical method, particularly in the case of 
items which have a comparatively low unit value. If stocks are kept low, it may be necessary to 
place very frequent orders for replenishment. The cost of placing an order cannot be ignored, 
and in certain circumstances may more than offset the cost of holding stock. 

It is now possible to see that the warehouse function holds a position of prime and fundamental 
importance in the economy of any organisation. It is therefore necessary to give serious 
consideration 

▪ to the detailed costs of acquisition, storage and issue of stock,  

▪ also to the value of stock held at any given time in the production period  

▪ and the economic period for which the stock may be held (the number of times that 
stock should be replaced). In other words, the rate of turnover of stock should be the 
considered policy. 
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Formative Assessment 1 
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SECTION 2: MANAGING STOCK 
 

Specific Outcome 2: 
Explain the influence that stock management can have on the profitability of a business  

 

Assessment Criteria: 
▪ The need for stock control is explained with reference to fraud, theft, carelessness and 

ensuring sufficient stock. 

▪ Two different ways of managing stock are explained with reference to records and 
stocktaking 

▪ The importance of quality, quantity, time, price and source in managing stock are 
explained with examples. 

▪ The rate of stock turnover for a business unit is calculated and an indication is given of 
how knowing turnover assists in planning 

▪ An Economic Ordering Quantity Model (EOQ) model is explained and applied to a business 
unit 

 

 

2.1 Stock Control (SO2, AC1) 
The major part of the stores function is making sure that materials are available to user 
departments at the time when they are required. To do this means keeping accurate records of 
items and materials in stock.  

Stocktaking is a major factor in stores work. 

✓ The purposes of stocktaking 
▪ The value of the stocks which appears in the organisation's accounts and balance sheet 

must be verified.  

▪ Stocktaking may detect loss, theft, fraud or other misappropriation. These occurrences 
must be detected as soon as possible in order to allow proper investigation. 

▪ Stocktaking can be the cause of detecting mistakes in stock records. 

▪ To detect weaknesses in the systems of stock recording, stock control and stores 
security. Such weaknesses must be exposed and cured if stock records are to serve their 
purpose. 

▪ To detect signs of obsolescence and stock deterioration and to determine slow moving 
items. 

 

The stocks which must be regularly inspected will include stock in the general stores 
department, finished goods stock, unused stock in production and other user departments, paid 
stock which is on supplier's premises, free issue stock, stock in transit, stock away for repairs, 
loans of stock, etc. Work in progress may have to be accounted for if it is stored in a process 
store, although work in progress which is on production department charge at stocktaking is 
usually counted separately.  
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✓ The aims Of Stock Control 
The primary aim of stock control must be to have materials available in the agreed and 
specified quantity, and at the pre-planned date so that there is no production downtime 
resulting from inefficient materials control. 

This should be implemented in line with  

▪ the organisation’s inventory policy,  

▪ optimum stocking quantities  

▪ general financial policy.  

 

When introducing a system of stock control the following factors should be considered: 

▪ What type of control is to be exercised? 

▪ What lines or materials are to be controlled?  

▪ What stock recording system is necessary to achieve the degree of control required?  

▪ Which departments and individuals must supply information to the Stock Controller? In 
particular, the stock controller must be in close touch with production planning and 
production control sections, so that stock run-outs are avoided and increases in usage 
rates are notified before they occur.  

 

 

2.2 Types of Stock Control (SO2, AC2) 

✓ Physical and Visual 
There are various ways in which the stock itself can be positioned or marked in the stores 
department so that notice is given when stock is running low without going to record cards. 
Stock can be flagged in some way, perhaps with coloured markers, to indicate when the 
physical level of stock reaches, say, reorder level.  

 

For instance, a blue marker may be uncovered when the stock falls to the re-order point, and a 
red marker uncovered when minimum stock level is reached. Where the stock is kept in cartons, 
for example, the markers may take the form of sheets of coloured paper inserted into the 
stacks. Alternatively, marking made on the floor, or on racks may indicate when stocks fall to 
action levels. 

 

Physical methods of stock control such as those outlined above are simple and can be effective, 
so long as the storekeeper takes action when the appropriate marker is reached. 

 

1. Cyclical 
Under this method of stock control, stocks are reviewed at regular intervals, where each stock 
record card is marked with its review date. If stock is not sufficient to last until the next review 
date, an order is placed for delivery when the stock should reach its minimum level.  

 

Review dates are arranged so that the work of re-provisioning is spread evenly throughout the 
year as far as possible. This method has the advantage that similar materials may be reviewed 
on the same date, with the possibility of placing combined orders at bulk purchase rates. 

 

It is usual for the stock record card to be marked with maximum, re-order, hastening, and 
minimum stock levels to avoid run outs or over-stocking due to changes in usage rates between 
review dates. 
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This is a fairly crude method of stock control, because stock levels and usage rates are 
examined at more or less arbitrary times, not necessarily coinciding with the point at which 
further supplies must be re-ordered. This method may be convenient where the stock range 
includes many groups of materials which are similar by nature. 

 

The advantages to be gained from cyclical review stock control can usually be obtained if the 
two-bin method is in use, and if this system is adapted to fit the particular stock range. 
Sometimes a combination of the two methods of stock control is employed.  

 

2. The Two-bin or Perpetual Method 
This method of stock control is usually practised in conjunction with a perpetual inventory type 
of stock record system. The "two-bins" referred to are those containing the stock which is used 
day-by-day. When the first bin is empty, the material is re-ordered.  While waiting for delivery 
to be effected, the contents of the second bin are used. Ideally, the new supply should be 
delivered on the day that the second bin is emptied. The ordered supply is sufficient to refill 
both bins. 

 

Materials particularly suitable for this type of control are those which are used regularly and 
frequently. Those least suitable are those used infrequently and irregularly 

 

 

2.2.1 Frequency of Stocktaking  

✓ Periodic Stocktaking 
Periodic stocktaking can be monthly, quarterly or half-yearly checking of the entire stock over 
one or two days dependent on the amount of stock. The method and process followed is similar 
to an annual stocktake i.e. all items of physical stock are counted and recorded on stock sheets 
or scanned and then compared with the stock validation file. 

This type of stocktaking usually occurs at the end of a financial period, which is normally at the 
end of the organisational year.  

Periodic stocktaking usually demands that production stops or at least. is seriously disrupted. 
The whole range of stock is checked, over a very short period, preferably on the last day of the 
period in question.  

While inexpensive items may be checked once a year, expensive items or stock with sell-by-
dates should be checked more regularly. 

 

✓ Continuous, Perpetual Stocktaking 
With this system stocktaking is done throughout the year as per a pre-determined plan of 
action. A-items may be counted monthly, B-items counted weekly and C-items counted daily. 
This means that a perpetual stock counting record for each item is maintained showing all 
transactions so that validations can be completed. 

Under this system, stocks are checked for accuracy throughout the year. The card balances are 
constantly checked against physical counts.  
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At the end of the financial period it is assumed that the stock records present an accurate 
figure. In practice, it is unlikely that every stock balance is absolutely correct to the last unit, 
but the margin of error is not likely to be significant. 

 

Continuous stocktaking is usually used together with a system of perpetual inventory. Perpetual 
inventory is a system of continuous stock records where movements are recorded immediately 
when at they occur.  The stock balance, or inventory, is therefore always up-to-date. 

 

The advantage of the continuous stocktaking system is that production is not disrupted and 
stock records work is not halted while all records are adjusted simultaneously. Also, 
discrepancies are discovered all the time.  

 

Continuous stocktaking may partly consist of two refinements known as "blind checks" and "spot 
checks". In the former the checker is given no prior information as to the stock balance which is 
likely to be found, the description, the code or the location. He merely counts and records what 
he finds. In the latter, the checker takes the stock of certain materials, the choice being purely 
random. 

 

Both these methods have some purpose in particular circumstances. The blind check presents 
the checker with the difficulty of adequate identification and description. The spot check, 
being random and the unplanned, at least as far as the storekeeper is concerned, is a good foil 
to possible weaknesses in the stores security system. 

 

Some organisations use a method of continuous stocktaking where stock is checked every time 
an order is placed.  

 

This has the advantage that the physical work of counting is minimised, because stock is always 
taken when it is at a fairly low level. This method has a disadvantage in that the re-order level 
is based upon the rate of usage and too little physical stock may mean that the order has to be 
placed for urgent delivery.  

 

✓ Pick Accuracy 
Pick accuracy involves checks that a business makes at the time of receiving stock from 
suppliers and/or while issuing items to store/customer. This is normally completed by picking 
orders going out to customers or within a warehouse, a cage is normally identified. This is 
where an invoice is present so that checks can be completed on the items going out or coming 
in against the invoice. 

 

✓ Stockout Validation 
This method of stores stock validation is completed when a particular item is out of stock or 
levels of stock are very low. This type of validation is generally done by in-house staff. The 
stockout is recorded, reordered and reasons why the stockout has happened are identified to 
ensure the issue is not repeated. 

 

✓ Annual Stocktaking 
When periodical stocktaking or continuous stock validation is not undertaken then an annual 
stocktake is essential. Annual stocktaking is completed once a year. In certain instances the 
warehouse or store may be closed for a few days or the stock count held out of working hours. 
In other places the receipts and invoices will be suspended until the stocktake is over. As with 
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the periodic stocktake all items of physical stock are counted and recorded on stock sheets or 
scanned and then compared with the stock validation file. 

 

Whichever stocktaking method you decide is best for you, stocktaking will provide the following 
crucial information for your business: 

✓ Determines how well your business is operating 

✓ Confirms your gross profit 

✓ Pinpoints if you have any stock problems, i.e. theft 

✓ Aids you with your pricing strategy 

✓ Provides an accurate account of the stock you hold 

✓ Highlights specific good and bad product sales performance 

✓ Identify how to reduce stock levels and improve cash flow 

 

2.2.2 Stock taking stationery 
The stationery that is used in stocktaking is usually of the form of a stocktaking sheet or card. 
The only difference between the two is that the card is reserved for one item, while the sheet 
may be used to cover several items. 

 

The information that is usually recorded on this stationery should include: 

▪ The serial number. This is to ensure that sheets and cards do not go missing. The date of 
the stocktaking. 

▪ A description of the material, 

▪ A code number for the material. 

▪ The location. This is usually given in code form.  

▪ The unit of issue. 

▪ The quantity counted. 

▪ The condition of the stock. 

▪ Any discrepancies, plus or minus.  

▪ The stock taker's signature. 

 

Further information is entered by the accountancy section. This includes: 

▪ The price per unit.  

▪ The value of the counted stock.  

▪ The value of any discrepancy. 

 

These sheets or cards are normally prepared in advance of the stocktaking. 

 

2.3 Stock Record Systems (SO2, AC2) 
 

▪ Stock Records show what stores materials are available for use by other departments.  If 
the stock record is up to date, you will be able to find out the quantity of any material 
which can be found in the stores department without doing a physical stock take. 

▪ Provide information for the finance to use when compiling balance sheets 

▪ The record also provides figures for insurance purposes. 

▪ Provide basic information upon which close stock control may be operated. 
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▪ Finance will use the information to do cost accounting and cost estimating  

▪ Higher management will analysis stock records in order to have general control over 
investment in stock. 

▪ Provide information for stocktaking. 

▪ May help in locating materials in the stores department. 

▪ Act as a priced list of materials which are held in stock. 

 

2.3.1 Stock Records  

✓ Bin cards 
The bin card is usually attached to or kept in the relevant bin, and is kept up-to-date by the 
storekeeper concerned. Bin cards, where they are used, would almost invariably be maintained 
in terms of quantity only. 

✓ Stock record cards 
The Stock Records Department houses all the stock record cards. Stock record cards should not 
be taken out of the Stock Records Department for any reason whatsoever.  

The stores stock records should be kept up-to-date to ensure that a proper flow of materials for 
production purposes is maintained. 

 

One essential principle which should be followed in the use of stock record cards is that there 
must be a separate card for each stores item.  

✓ Stores stock accounts 
Stores Department documentation in one form or another forms the basis of the work done in 
the Stock Records Department. This documentation is sorted, priced, classified and analysed so 
that the stock record cards show, as quickly as possible, the current balances of the stocks in 
the stores. The work of most stock records departments is based on the use of stock record 
cards. It is usually only in computer systems, and sometimes punched card systems, where there 
is no stock record as such 

 

2.3.2 Computer systems 
Advantages which are encountered when using computers  

▪ A saving in clerical costs. A computer will be able to 
deal with a larger number of transactions in a given 
time than will a clerk who is engaged in hand posting. 

▪ The saving in clerical labour will generally mean that 
less floor space is required for the work. 

▪ There is greater accuracy. Apart from human error, 
computers are consistently accurate, but a computer is 
only as good as the information which it receives. 

▪ Results are more speedily available. This means that 
stock can be more closely controlled. 

▪ Printed characters and figures are uniformly legible 
and consistently produced. 

▪ Computers can be used to produce more detailed 
analyses than would be economically possible with hand posted methods. 
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2.3.3 Stock Levels 
For each item of stock there are three or possibly four action levels. These are in descending 
order of quantity: 

▪ Maximum stock level 

▪ Re-order stock level 

▪ Hastening stock level 

▪ Minimum stock level 

 

It should be readily apparent that the success of this control system depends entirely upon the 
necessary action being taken as soon as the stock level reaches one of the action levels.  

 

▪ Where stock record cards are hand posted, a clerk must take the card and compare the 
newly calculated balance of stock in stores with the action levels.  

▪ Where a computer is used, the person who detects that any stock has reached an action 
level should draw this fact to the Stack Controller's attention. 

 

Failure to detect that a stock has fallen below the re-order level, for example, will mean that 
the issue of a purchase order is delayed, which could result in a possible stock run out.  

✓ Maximum Stock Level 
This upper limit on stockholding is designed to prevent over-investment in stock of any 
particular stores item, usually for financial reasons. If an organisation invests in stock above the 
optimum amount, then the money which is invested in stock will not earn interest, and, also, 
storage costs will be increased above optimum. 

 

Now that more attention is paid to the optimum size of orders, maximum stock level can only 
be regarded, as minimum stock plus optimum re-order quantity plus any trade allowance in 
respect of over delivery.  

✓ Re-order Level 
The re-order level is set by taking into account two factors: 

▪ Usage rate 

▪ Lead time: This is the time which elapses, or the stock used, between deciding to 
re-order and taking delivery of the goods.  

 

The lead time will normally be somewhat longer than the supplier's time, which is from the 
receipt of the order. It will also include the time taken by the stock controller requisitioning 
further supplies from the Purchasing Department and by the buyer obtaining quotations.  

 

 

For example 

▪ it is known that a supplier will deliver a particular material in three weeks from the date 
of receipt of the order,  

▪ it takes one week for the stock controller to do the necessary check that the material is 
to continue in regular use and for the buyer to check the supplier's current price, and to 
issue an order 

▪ If the usage rate is 250 per week, then the reorder level for the material must be set to 
at least 1 000. In this case, the lead time is four weeks. 
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✓ Hastening level 
This is an arbitrary set level at which the supplier is contacted to confirm that he will deliver 
the order on the due date. Ideally, the new order should be delivered when the stock reaches 
minimum stock level. If no action is taken until that point is reached and then it is discovered 
that the supplier has not delivered, it will be too late to do anything except exhaust the buffer 
stock.  

 

If the supplier cannot adhere to the due date when the stock reaches hastening level, there is 
still time in which to organise an alternate supply or to press the supplier to keep to his original 
supply date. 

✓ Minimum Stock Level 
The minimum stock level is a buffer stock, which is a safeguard against an increased usage rate 
after an order has been placed or against the supplier delivering late.  

 

Much of the foregoing explanation has been based upon the precept that materials are used at 
steady rates. In practice, few materials are used at the same rate, month in and month out. 
Therefore, the usage rates used in calculating the action levels may take the form of some 
average figure of consumption.  

 

The action levels set in respect of each material must be reviewed on a regular basis. Each time 
a stock record card is passed to the stock controller because one of the action levels has been 
reached, he must review the whole set of action levels, to make sure that they are correct in 
respect of the latest usage figures. 

 

If the use of a particular material is falling, he may reduce 
the action levels when the stock record card is passed to 
him for re-ordering, rather than cause a new order to be 
placed and perhaps tie up too much money in stock. 
However, if the record card for another stock line is passed 
to him for re-ordering and the usage rate has increased, 
then he may be left with insufficient time in which to 
obtain fresh supplies before the stock is exhausted. 

 

2.4 Improve stock control 
The stock controller can also interpret "news" and use this 
to improve his stock control.  

▪ For example, if you hear a rumour that a product is 
to be dropped from the sales range at some time in the future you will look at the stock 
positions of its component parts.  

▪ The news that a rail strike is planned may cause him to bring forward delivery of certain 
materials which are on order.  

▪ The news that a large customer has been taken over may cause you to hold back re-
ordering component parts of products which are sold to that customer until his future 
purchasing policy is known.  

▪ If a supplier closes for the annual holiday may you will have to re-order earlier than 
would otherwise be necessary. 

▪ In addition to all this, it may be necessary for the stock controller to review groups of 
stock cards from time to time, in order to  
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▪ find out if the usage level has increased or decreased so that action levels can be 
adjusted  

▪ can list slow-moving and apparently obsolete stocks, in order to dispose of them.  

▪ detect duplication in an unnecessary variety of stocks,  

▪ detect errors in the stock record cards, 

 

2.4.1 Purchasing (SO2, AC3) 
The object of successful purchasing can be regarded as: 

▪ buying the correct requirements,  

▪ in the correct quantities,  

▪ at the correct time,  

▪ at the correct price,  

▪ from the correct source,  

▪ with delivery to the correct place. 

 

It is often impossible to achieve all the elements of the general objective, simultaneously, and 
a compromise may be necessary. For example, it may happen that the price is correct, but the 
supplier is unreliable and the goods are delivered late. In another case the quality may be 
correct, but the price unacceptably high. 

 

It is widely accepted that the general objective is not totally satisfactory, and that the 
objectives of purchasing require a more comprehensive description. Therefore, the following 
fundamental objectives can be stated for the purchasing function. These are to: 

▪ Ensure that all the different business activities run smooth by making sure that there is 
an uninterrupted and sufficient flow of goods and services to the organisation. 

▪ Buy goods or services of the required quality at the lowest possible price, and so get 
maximum value for money. 

▪ Keep inventory losses and the capital investment in the inventory to a minimum, while 
taking into account safety and economic considerations. 

▪ Continually look for and develop alternative sources of supply. 

▪ Ensure lasting good relations with reliable suppliers. 

▪ Achieve healthy co-ordination and co-operation with the other departments in the 
organisation. 

▪ Train, develop, and maintain capable and motivated personnel. 

▪ Set policy procedures and systems, which will ensure that the administrative costs are 
kept to a minimum. 

 

Therefore, good purchasing may improve the competitive position of an organisation by 
presenting the right products at favourable prices.  

When the purchasing function is done efficiently, goods will be available when they are needed, 
thereby eliminating late delivery, lost sales and dissatisfied customers. 

 

Purchasing also affects the extent to which assets are employed by the organisation.  
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2.4.2 Risks 
The stock controller is constantly weighing risks of various types in making decisions. 

▪ Risk of Deterioration: where materials have a limited shelf life over-large orders must 
not be placed. 

▪ Risk of Redundancy: Before ordering supplies for a period which stretches far ahead, you 
must take steps to find out whether or not the material is going to be used throughout 
this period.  

▪ Risk of Stock Run-Out: Normally the stock controller will set his action levels to guard 
against a run out on the basis that usage will continue at the usual or average rate.  

 

2.4.3 Discrepancies 
What factors cause discrepancies? 

▪ A genuine error made by the storekeeper in the issuing of material. He may, for 
example, assume that a box contains one hundred and twenty items, when in fact it 
contains one hundred. At this rate the stock will soon be depleted, but the stock records 
will show a safe balance. 

▪ The quantity of items, not verified on receipt. 

▪ Accidental loss, for example oil may drip. or accidentally leak away.  

▪ A mistake in the stock records. For instance, a handwritten figure in a requisition may be 
misread, perhaps a three identified as an eight. 

▪ Careless location of stock may cause items to be mislaid. 

▪ Pilferage. This can be of two types: by outsiders, with or without collusion with the 
storekeeper, or by the storekeeper or his staff. 

 

2.4 The rate of stock turnover (SO2, AC4) 
The important indication of the health of the business is the rate of turnover, and the way to a 
better business health is not necessarily by increasing the turnover alone, but by increasing the 
rate of turnover. 

 

 

 

 

 

A low turnover rate may point to overstocking, obsolescence, or deficiencies in the product line 
or marketing effort. However, in some instances a low rate may be appropriate, such as where 
higher inventory levels occur in anticipation of rapidly rising prices or expected market 
shortages. 

 

Conversely a high turnover rate may indicate inadequate inventory levels, which may lead to a 
loss in business as the inventory is too low. This often can result in stock shortages. 

The Inventory turnover is a measure of the number of times inventory is sold or 
used in a time period such as a year. It is calculated to see if a business has an 

excessive inventory in comparison to its sales level. 
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The management's desire to keep the stock moving will only be attained by a sense of urgent 
necessity being instilled into all staff both at management and production levels, who have any 
connection with, or responsibility for the transmission of stock through the whole operational 
process of the organisation, and into the hands of the customer. 

 

 

2.5 Economic Ordering Quantity (SO2, AC5) 
▪ When this method is used the inventory in an organisation is ordered according to the 

most economic quantity.  (The quantity that is the most cost effective).  

▪ By using this method the organisation may purchase more than is required in order to get 
bulk discounts.  This in turn raises inventory-holding costs and may in the long run be 
costly.  Inventory must still be kept and this costs money.  

 

When this method is used, the advantage of bulk discounts is measured against the turnover 
time of the inventory.  This means, in effect, that bulk buying will only take place for goods 
that move fast.  If goods do not move that fast through, bulk discounts are not an advantage 
any more.  In this case it would be better to pay more per product for a smaller quantity so that 
the inventory holding is not affected by long storage periods. 

 

2.6 Just in time (JIT) 
▪ Organisations that use this method try to produce products without running up expensive 

inventory costs.  

▪ JIT converts actual orders for finished products into orders for raw materials and 
components.  They arrive Just In Time for the manufacturing process.  

▪ This approach relies heavily on reliable deliveries, flawless components, stable 
relationships with suppliers and a reliable labour force. 

 

JIT was perfected by Japanese industrialists in order to eliminate all forms of waste, whether of 
time, labour, raw materials or other materials.  

 

This is achieved with a relatively simple information system (Kanban), therefore ensuring that 
products of the correct specifications are made available in the correct quantities at the correct 
time, during manufacturing, as well as to the consumer market. 
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✓ The philosophy of JIT is simple. It is produce and deliver 
▪ Final products just in time for selling. 

▪ Sub-assemblies just in time for selling. 

▪ Purchased materials just in time to be turned into manufactured products. 

 

In this way the JIT system co-ordinates manufacturing and purchasing, the internal 
manufacturing process, and manufacturing with consumer demand. Therefore, the inventories 
of raw materials, work in progress and final products are eliminated. 

 

The JIT system depends upon short and reliable delivery times, short adjusting times for 
equipment, group technology, high quality standards, and extremely reliable workers and 
suppliers. If any one of these elements is absent, then the co-ordination in the purchasing-
manufacturing-marketing chain could be ruined, and productivity would be reduced. 

 

The JIT system has influence on the purchasing function in three main areas: 

▪ Channel Management.  This is a term which is used for the total management of the 
supply channel in order to create absolute co-ordination with the firms needs. JIT buyers 
treat suppliers as if they were the property of the buying organisation. 

▪ A buyer's task, under the JIT system, to ensure quality can not be overstated. This task 
includes motivating suppliers to join in with programmes such as quality assurance, 
quality certification and zero defects. Quality has a high priority in the JIT system 
because products which are under-quality have a severe influence on the functioning of 
the system. 

▪ JIT influences inventory management. "stockless purchasing".  Under this system, 
inventories are almost eliminated, therefore buyers must learn to operate without the 
comfortable cushion which can be provided by inventories. The JIT system demands 
special expertise in handling, and particularly the planning and control of the purchasing 
function. 

✓ The advantages to JIT purchasing are as follows 
▪ Lower inventory levels are achieved because of the large number of small deliveries 

which are demanded by JIT. The speed of the inventory turnover is increased 
considerably. This results in lower working capital needs and a higher cash flow. 

▪ Because of JIT's demand for short and reliable lead times smaller buffer stocks are 
required. Theoretically the system operates without buffer stocks, but in South Africa, 
the manufacturers who use the JIT system are obliged to keep some stock, because of 
the nature of the supply market. 

▪ Short and reliable lead times improve the adaptability of the production schedules. In 
addition, the acquisition costs are lowered because activities such as receiving and 
inspection are all but eliminated. 

▪ The higher quality of products which are purchased results in an improved quality of 
produced products. JIT purchasing has the added side-effect of increasing quality 
awareness amongst the workers. This, in turn, has an influence on the organisation's 
quality assurance programme.  

▪ Apart from the savings which have already been mentioned, the long-term business 
relationships between the purchasing firms and their suppliers, which result from the use 
of JIT, encourage suppliers to reduce costs. Examples of this include improved designs 
and less expensive alternative materials.  

 

 

Formative Assessment 2 
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SECTION 3: MANAGE FIXED ASSETS 
 

Specific Outcome 3: 
Explain the management of fixed assets in a business unit 

 

Assessment Criteria: 
▪ The fixed assets in a business unit are identified from a balance sheet  

▪ The asset register for a business unit is updated for three case studies  

▪ The valuation of assets in a business unit is explained with reference to depreciation and 
investment  

▪ Reasons for depreciation are explained with examples and an indication is given of the 
purpose of depreciation 

 

3.1 Fixed Assets identified from balance sheet (SO3, 
AC1) 
Virtually every business needs fixed assets — long-lived economic resources such as land, 
buildings, and machines — to carry on its profit-making activities. In a balance sheet, these 
assets typically are reported in a category called property, plant, and equipment. 
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3.2 Fixed Asset Register (SO3, AC2) 
This register or book will record all your fixed assets.  It refers to all items that are not bought 
for resale or to be processed for resale (capital equipment), e.g. machines and equipment. 

 

✓ Important points to remember 
▪ Accurately record all your assets as they are purchased and reconcile it monthly 

▪ Check regularly to see if they can all be accounted for 

 

✓ Recommended Format 
It is recommended that the following categories be used: 

▪ Name of asset 

▪ Code No. / Serial No. 

▪ Date acquired 

▪ Purchase Price 

▪ Estimated life span 

▪ Monthly depreciation 

▪ Estimated replacement date 

▪ Estimated replacement cost 
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Fixed Asset Register 

Date:  _____________________________ 

Name of Asset Code No/ 
Serial No 

Date 
Acquired 

Purchase 
price 

Estimated 
Life Span 

Monthly 
Depreciation 
Value 

Estimated 
Replacement 
Date 

Estimated 
Replacement 
Cost 
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3.3 Asset Valuation in a business (SO3, AC3) 
Asset valuation is the process of determining the current value of a company's assets, such as 
stocks, buildings, equipment, brands, goodwill, etc. Asset valuation is the process of 
determining the fair market or present value of assets.  This process often happens as part of 
the wider business valuation, or before you buy, sell or insure an asset. 

 

Asset-based valuation allows you to calculate a business's net worth by adding up the current 
value of its assets less the value of its liabilities. 

 

 

✓ Valuing Stock 
The reason for stock valuation is to predict the future price or potential market prices for the 
investors to time their sales or purchase of investments. 

When the stock has been counted, it is valued at EITHER the price for which it was bought OR 
the price at which it can be sold. You do not have a free choice in this because you have to 
VALUE STOCK ATWHICHEVER PRICE IS THE LOWER. 
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3.4 Depreciation (SO3, AC4) 
 

Fixed assets = plant and equipment at cost - the accumulated depreciation 

 

The essential difference between expenses and assets is that expense items are bought. used up 
and replenished at frequent intervals whereas the length of time between buying and replacing 
Fixed Assets is measured in years. 

 

This does not alter the fact that while a Fixed Asset exists, its value is constantly being reduced 
by wear and tear and/or deterioration. 

 

The most simple method to calculate depreciation, is to use two basic factors: time and use, 
where use is more important.  When a vehicle travels high kilometres per year, the number of 
years that the vehicle can be used becomes less.  This means that the number of years over 
which the vehicle will be depreciated becomes smaller. 

 

There is an approximate amount of kilometres that a vehicle can be used before it reaches the 
end of its economic life. 

 

In the case of a light delivery vehicle, the number of kilometres could be 100 000.  If the 
vehicle travels 50 000km per year, the depreciation write-off will be done over 2 years and if 
the vehicle travels 20 000km per year, the write-off will be done over 5 years. 

 

Example:  The cost of a vehicle to be written off is R350 000.  This amount is made up of the 
purchase price, less tyres, less the resale value.  This particular vehicle has an economic life of 
125 000km on frequent long-distance trips and a life of 80 000km on local work in congested 
urban traffic. 

 

Depreciation cost per kilometre is: 

R350 000 

125 000 

 

= R2,80 for the vehicle that travels long distance 

 

R350 000 

80 000 

= R4,38 for the locally operated vehicle. 

 

✓ Depreciation can be calculated in two ways: 

 

1. Straight line method: 

The amount to be depreciated is divided equally by the number of years over which the laptop 
will be depreciated: 

 

Laptop cost price      R 6000 

Anticipated life      5 years 
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Anticipated laptop resale value after 5 years  R 500 

 

Original cost  -  anticipated resale value 

             Anticipated life 

 

= annual depreciation 

 

R6000 -  R500 

    5 years 

 

=  R1100  

 

= R1100 per year 

 

In this calculation, the laptop will have what is called a book value or R500.  If the laptop is sold 
for less than this amount, it  

 

 

 

2. Reducing balance method: 

A high level is shown in the early life of the vehicle when maintenance costs are low.  The level 
then reduces steadily in later years when maintenance costs increase: 

 

Vehicle cost price      R350 000 

Tyres: six tyres at R1500 each    R    9 000 

Anticipated working life     5 years 

Depreciation per year      20% 

 

Amount to be depreciated (R350 000 - R9 000) R341 000 

 

 Capital Annual 
depreciation 

Balance carried 
forward 

Year 1 341 000 X 20% 68 200 272 800 

Year 2 272 800 X 20% 54 560 218 240 

Year 3 218 400 X 20% 43 648 174 592 

Year 4 174 592 X 20% 34 918 139 674 

Year 5 139 674 X 20% 27 935 111 739 

 

According to this method, the vehicle will have a book value of R111 739 in the company’s 
books.   

 

If the vehicle is sold for less than this amount, it will result in a loss on sale of asset.  If the 
vehicle is sold for more than the book value, say R120 079, there will be a profit from sale of 
asset of R8 340. 

 



 

35 | P a g e  
 

Both methods are acceptable accounting practices.  When you start making this calculation, use 
the method preferred by the organisation and the accounting officers. 

 

Formative Assessment 3 
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SECTION 4: MANAGE STOCK AND FIXED ASSETS 
 

Specific Outcome 4:  
Apply the basic principles of stock and fixed asset management to a business unit. 

 

Assessment Criteria: 
▪ The risk associated with the management of stock in a business unit is identified and 

quantified in terms of probability and severity 

▪ The risk associated with the management of fixed assets in a business unit is identified 
and quantified in terms of probability and severity 

▪ A system for managing stock in a business unit is applied with reference to ensuring 
sufficient stock, control of costs and the value of the stock 

▪ A plan is designed to minimize the risk associated with fixed assets in a business unit 

 

 

4.1 Risks associated with the management of stock 
(Inventory risk) (SO4, AC1) 
 
Inventory risk is the potential for a loss due to inventory planning and control failures. 
Inventory risk is managed with a standard risk management process of identifying, analyzing,  
treating and monitoring risk.  
 
The following are common types of inventory risk: 

• Input Shortage 

A lack of inputs such as materials and parts that causes downtime for operational processes such 
as a production line. 

 

• Shrinkage 

Inventory that disappears or expires. Occasionally, products get damaged during normal 
business operations. Some industries have a higher risk of damaged product than others—
consider the paper products industry as an example. Industries with high-damaged goods put 
inventory control policies in place to minimize damage. For instance, in order to reduce the risk 
of crushed boxes a shirt manufacturer might require a maximum stack height of four rows of 
cartons per pallet, even though the pallet can hold significantly more weight. 

 

• Excess Inventory 

Excess inventory can result from marketing issues, poor sales forecasts and inventory planning 
failures. It often needs to be heavily discounted to sell. For example, a fashion brand produces 
a model of shoe in 3 colors. A month into the season, one color has barely sold at all and needs 
to be discounted to clear shelves for the next line. 

 

• Supply Shortfall 

A product generates more demand than expected and is quickly sold out. This can represent a 
lost revenue opportunity if the window for sales is limited. For example, a popular toy at 
Christmas may generate intense demand that collapses in January. 

https://simplicable.com/new/internal-controls
https://simplicable.com/new/risk-management
https://simplicable.com/new/risk-identification
https://simplicable.com/new/risk-analysis
https://simplicable.com/new/risk-treatment
https://simplicable.com/new/risk-monitoring
https://simplicable.com/new/production-line
https://simplicable.com/new/shrinkage
https://simplicable.com/new/shrinkage
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• Value Loss 

Each day a product, part or material sits on the shelf it may loose value. Value can fall quickly 
due to a new product launch by a competitor orvolatile commodity prices. 

 

• Inherent Risk 

A control failure that results in an incorrect inventory count. For example, a firm finds that it 
has millions of dollars in missing inventory when it performs a year-end audit. 

 

• Channel Inventory 

Inventory that is shipped to distribution partners represents a special class of inventory risk. In 
some cases, partners have the right to return unsold inventory, resulting in a flood of returns 
when something doesn't sell. Excess inventory in a channel can also damage future sales as 
partners stop ordering. 

 

• Theft 

Theft remains one of the greatest risks associated with controlling inventory, especially high-
value inventory. Companies spend millions of dollars each year to create inventory control 
policies and safeguards to prevent theft, but theft still occurs on a regular basis. Theft can occur 
in a number ways. A thief may walk out of a warehouse with a carton of shoes--some warehouses 
have little to no security--or use inside access to generate “creative inventory adjustments” that 
move inventory out of the inventory management system. 

 

• Shelf life (Deterioration) 

Products with a shelf life pose another inventory control risk. A walk through the local grocery 
store finds hundreds of products with a shelf life—from milk, to eggs and meat. The shorter a 
product’s shelf life the greater the inventory risk. For example, bagged salad greens typically 
have a 10-day shelf life. For the manufacturer, this requires very tight manufacturing and 
inventory control policies. Medical device manufacturers also experience this kind of inventory 
control risk. 

 

• Obsolescence risk (Redundancy) 

Obsolescence risk is the risk that a process, product or technology used or produced by a 
company for profit will become obsolete, and therefore no longer competitive in the 
marketplace. This would reduce the profitability of the company. Obsolescence risk is most 
significant for technology-based companies or companies with products or services based on 
technological advantages. 
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4.2 Risks associated with the management of fixed asset 
(SO4, AC2) 

 

• Risk of theft 

• Deterioration 

• Fixed assets can become obsolete 

• Maintenance costs 

 

 

4.3 A system for managing stock in a business is applied 
(SO4, AC3) 
 

Refer to Section 2 for the different systems for managing stock and apply to your organisation. 

 

4.4 Minimize the risk associated with fixed assets (SO4, 
AC4) 

 
• Keep vehicles maintained and not over-used i.e servicing of vehicles  

• Reporting systems in place for vehicle faults  

• Ensure that equipment is kept in good condition 

• Take care when using machinery that it doesn’t get damaged 

• Building maintenance 

• Employees to sign indemnities for usage of company’s fixed assets e.g. laptops  

• Upgrade fixed assets before they become obsolete or completely run down/ damaged. 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

Formative Assessment 4 


