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This document is designed to give the user insight on what types of situations will cause a PPV account to be hit, where the PPV account is pulling from, and the logic of why it is created.  If there are any questions this document does not answer, please contact the technical support department.
The Purchase Price Variance (PPV) is an account that is hit whenever a difference between the P/O, Receiver, or A/P Voucher arises.  Which PPV account is hit, when, and if the PPV should be affected depends largely on the costing method that is defined in the I/M setup.  The 3 main costing methods are Standard Cost, Average Cost, and Last Cost.  Each costing method influences the price of the P/O, and any questions regarding this should be directed to our Distribution group.  However, they can also have an effect on the PPV entries.  The Average Cost and Last Cost perform the same in regards to PPV; therefore it will only be referenced as Average Cost.
The main areas the PPV accounts are defined are in the I/M setup, I/M Material Cost Type/Location, and in the P/O setup.  There are 3 types of PPV accounts: PPV Cost, PPV Quantity, and PPV Suspense.  If a P/O is being entered for an item that is in inventory, then the PPV Cost and PPV Quantity is pulled from the Material Cost Type/Location file, based on the Cost Type of the item, and its location.  If the item is a non-inventoried item, then the PPV accounts will default from the Inventory Account in I/M Setup.  The PPV Suspense can only be defined in the P/O Setup.
Beginning with the release of 7.5.103, the PPV Cost and PPV Quantity can be changed when entering the items for a P/O, and these will overwrite the defaults, if changed.  Below are examples of what can cause a PPV, and how the account is hit.
Standard Costing
Here are some ways that a PPV will be created when using Standard Costing:
· If the cost of the item you are receiving varies from the Standard Cost of the item as defined in the Item/Location file, a PPV will occur at the time of entering the P/O receiver.  The PPV account number affected at this time is the PPV suspense account (defined in the P/O setup), and will be seen in the I/M Distribution to G/L report.

         When the voucher is entered for this item, the PPV suspense account is reversed and for an inventoried item, the PPV cost account from the Material Cost Type/Location file is posted.  The PPV for a non-inventoried item will default to the inventory asset account defined in the I/M setup file (if the PPV account was overwritten during P/O Line entry, then that new account will be hit).

         If the invoice quantity or cost varies, for an inventoried item, from the received quantity or cost, another PPV is posted using the PPV Cost and/or PPV Quantity account numbers from the Material Cost Type/Location file.  If for a non-inventoried item, the accounts will pull from the Inventory Account in I/M setup.

It is important to note that, starting in 7.5.103, when entering the item for a P/O line, the Inventory, PPV Cost and PPV Quantity accounts can be changed from the defaults.

Below is an example of how the PPV is used when the PPV Suspense account is in use:

Enter a P/O, the item has a standard cost of $500, and 2 items are ordered (2 @ $500= $1,000).  The receiver is then entered; it is received for 2 items at $400 each.  In the I/M distribution to G/L report, this is the way it would look:

Inventory 

$1,000

Receivings Accrual


$800

PPV Suspense



$200

The Inventory is hit for $1,000 since there were 2 items, and the standard cost was $500.  The Receivings Accrual is hit for $800 since that is what was actually received, and the $200 is hit to the suspense account.  Assuming no accounts were changed during the entry of the P/O, the Inventory and Receivings Accrual Accounts pulled from the Material Cost Type/Location file, and the PPV suspense from the P/O setup.

On the A/P side, if the P/O is vouchered for the same amount as the P/O was received ($800), the A/P distribution to G/L would appear like this:

Receivings Accrual
$800

A/P Liability 



$800

PPV Suspense

$200

PPV Cost



$200

The reason for this is to get the amount out of the suspense account, and into a valid PPV Cost, since the end result ended in a $200 difference from the standard cost ($1,000 and $800).

Using the same example, what if the A/P voucher for the P/O was entered for $900?  The following entries would be made:

Receivings Accrual
$800

A/P Liability



$900

PPV Cost



$200

PPV Suspense

$200

PPV Cost

$100

The PPV Cost for the $200 credit would appear in the 
 New A/P
 section of the distribution to G/L, along with the A/P Liability, while the $100 debit entry to PPV Cost would be in the 
 Expense Distributions
 section of the distribution report.  The reason is that the $100 is as a result of the change in price during the entry of the A/P voucher, causing it to be seen as an expense distribution.  The net result of the PPV Cost is $100 ($1,000 standard, and it actually being vouchered for $900).  This is a good illustration of why the suspense account is used.  The actual PPV Cost was $100, and not $200, so the suspense account was able to hold it until the true amount was recognized.

Under the Standard Costing Method, the only other way a PPV will be hit is on the A/P side, and that is when the voucher varies from the quantity received, the amount received, or both.  Depending on the situation, the PPV Cost, PPV Quantity, or even both PPV accounts, will be hit.

Average and Last Costing

With the Average and Last Costing methods, the PPV
 s are calculated a little differently.  First, the PPV Suspense will not be calculated if using one of these two costing methods.  The guidelines for the Average Cost to calculate a PPV include:

         PPV only occurs when the cost of the item received varies from the cost of the voucher in A/P

         If a PPV is needed to be calculated, the PPV account will pull from the PPV Cost and/or PPV Quantity from either the I/M Material Cost Type/Location file (for inventoried items) or the I/M setup (non-inventoried items).

A point that must be made about this costing method is that the I/M side will not have a PPV entry when the costing method is defined as Average or Last.  For an example of how the PPV calculates, see the illustration below.

In P/O, an order is entered at 2 items for $50 each, and then received at 3 @ $55/each.  The I/M distribution would read as follows:

Inventory

$165

Receivings Accrual


$165

Note that there is no PPV, as explained above.  Now, in A/P, a voucher is entered for $240, and the number of items is switched from 3 to 4 on the 2nd screen of the A/P voucher entry.  The entry to the A/P distribution to G/L report as a result of this voucher would be as follows:

Receivings Accrual
$165

A/P Liability



$240

PPV Cost

$20

PPV Quantity

$55

The above is an example of just one scenario of how the PPV will calculate, although there are other cases in which the PPV accounts can be hit, as explained above.

The PPV accounts account for any changes between cost and/or quantities from the time they are received to the time they are vouchered.  The accounts are important in financial reporting, and it should be understood how Macola Progression/ES/10 will handle the calculation of the amounts, along with where the accounts will be pulling from.  If any further questions arise, please contact the technical support department.
