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I was recently asked a question by a consultant in the field who attempted to repair
her client’s files by merging inventory items. QuickBooks allows you to merge
inventory items, but most likely your financial statements will be a big mess after the

merge.
What got the client into trouble?

Before we look at the merging issue, let’s take a look at what got the clientinto
trouble in the first place. The goal was to have separate pricing for each item based
on the customer type. On one item, they wanted the price for wholesalers to be
$30/unit, and the retail customers would get $40/unit. But of course these are just
different prices for the same actual item. QuickBooks has a great feature called “Price
Levels” that helps deal with exactly this type of situation, but evidently the person
who set up the system didn’t know about it.

Here is how they set it up, and the disaster that ensued.

This particular person had decided to set up multiple inventory items for each actual
item, setting a different price on each item for each price level. Then on sales forms,

the user would just pick whatever item was priced at the level for that customer type.

This might seem to work, but it sure creates a mess if you’re trying to keep tight
controls on your inventory. The problem is that now that you have two items, every
time you purchase this product, you’ll have to record a purchase for multiple items.
This turns out to be quite a pain because you have to allocate the cost of the total

purchase among multiple items, all of which are really the same actual item.

Also, every time you sell the item, you have to pick the item with the correct sale

price. This may seem easy at first, but it sure gets painful when you have thousands of
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items. Also, consider that the item list in QuickBooks Premier and below is limited to
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The firstidea you’ll have is this: What if I just merge all those items that are really the
same item into a single item? It sounds perfect because QuickBooks does all the work
for you, including changing all the historical transactions. And well, it may sound

perfect ... but wait just a minute. Let’s look a little deeper.

Let’s review the accounting behind the scenes when you use inventory in
QuickBooks.

The accounting behind the scenes of inventory transactions:

e When you purchase an inventory item, QuickBooks debits the Inventory Asset for
the amount of the purchase price.

¢ When you sell inventory, QuickBooks credits the Inventory Asset and debits Cost
of Goods Sold for the average cost of thatitem at the time it is sold.

e Aspurchases occur, the average cost of each item fluctuates to reflect the average
cost of all units on hand at that moment. The purchase debit always equals total
units times the cost per unit (for that purchase), but the credit to inventory when
you sell the item fluctuates with the average cost of all units on hand as of the date
of the sale.

So now let’s look at the problem that can occur when you merge inventory items.

When you merge inventory items, QuickBooks merges ALL
historical transactions, including the purchases, sales, average costs, etc. While that
may seem fine, the results sometimes cause prior period financial statements to

change, which is almost always not what you intended.

In the table below, notice what happens to the balance in the inventory asset when
two inventory items are set up with different costs, followed by purchasing, selling

and merging. The table shows two examples. The first example shows how it works
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fine if all the quantities are the same, but the second example shows how things go
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However, in example 2, notice you have a
($697 vs. $670). The problem has to do with the “weighting” of the average costs.
That is, the quantity on hand just before the merge (Testl — 12@$10 and Test2 —
22@$25), becomes a total quantity of 34@$20.50=$697. The weighted average of the
costs is $20.50, and the total quantity is multiplied by that average to arrive at the

dirference in the total inventory value

total value of the on-hand inventory.

Therefore, because the number of units purchased and sold before the merge use the
“pre-merge” average cost, the act of merging the items together causes a
recalculation of the averages. This results in a different inventory reduction on all
sales transactions, and

that means all historical financial statements will be different after your merge. Of
course, thisis an

unacceptable situation.
Merging Inventory Items in QuickBooks: Good Idea or Bad Idea?

Asyou can see, merging inventory items in QuickBooks is not generally a good idea.
I’m still glad the feature exists, because in a few rare cases, I may determine thatit’s

faster to merge. Butin general, it’s really something to be avoided.

Note that this problem is exactly the same for ALL versions of QuickBooks, regardless
of the year or edition. Itis not a bugin the software, but rather a feature that best

practices would dictate us not to use.
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