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When preparing financial statements, particularly the balance sheet, accurate inventory valuation is critical.
One common point of confusion involves whether goods held on consignment by third parties should be
included in the consignor’s ending inventory. Understanding the proper treatment of consigned goods is
essential for ensuring the accuracy of financial reporting and compliance with accounting standards. This
article explores why goods held on consignment should be included in the consignor's ending inventory,
examining relevant accounting principles, illustrative examples, and common misconceptions.

Understanding Goods Held On Consignment

Definition of Consignment
Consignment involves an arrangement where a consignor (the owner of goods) delivers goods to a
consignee (a third party) to sell on their behalf. The consignor retains legal ownership of the goods until
they are sold by the consignee. This arrangement is often used by manufacturers or suppliers seeking to
expand market reach without transferring ownership outright.

Roles of the Consignor and Consignee
- Consignor: Owns the goods until sale; responsible for inventory valuation and reporting.
- Consignee: Acts as an agent or middleman; holds goods for sale but does not own them until a sale occurs.

Why Goods Held On Consignment Should Be Included In The
Consignor’s Ending Inventory



Legal Ownership and Control
The primary reason goods held on consignment are included in the consignor’s inventory is that the
consignor retains legal ownership and control over these goods until they are sold. According to accounting
principles, inventory includes goods owned by the company at the end of the accounting period, regardless
of physical location.

Relevant Accounting Standards
- Generally Accepted Accounting Principles (GAAP): Under GAAP, inventory comprises goods owned by
the entity at the balance sheet date. Since the consignor retains ownership, these goods are considered part
of their inventory.
- International Financial Reporting Standards (IFRS): Similar to GAAP, IFRS states that inventory includes
goods under the control of the entity, which, in the case of consignors, includes goods held on consignment.

Impact on Financial Statements
Including consigned goods in inventory affects:
- Total assets: Properly reflects the inventory owned by the company.
- Cost of Goods Sold (COGS): Accurate calculation depends on correct inventory valuation.
- Gross profit analysis: Ensures sales and inventory are properly aligned.

Illustrative Examples and Practical Implications

Example 1: Manufacturer and Retailer
Suppose a manufacturer ships 10,000 units to a retailer (the consignee) for sale. At year-end, the retailer has
unsold units. The manufacturer should include these units in their ending inventory because they still
own the goods, even though they are physically with the retailer.

Example 2: Consignment of Artworks
An artist sends paintings to a gallery to sell. The artist retains ownership until the artwork is sold. These
unsold paintings should be included in the artist's inventory at the end of the period.

Implications of Incorrect Treatment
Failing to include consigned goods in inventory can lead to:



- Understatement of assets.
- Overstatement of profit margins if inventory is understated.
- Misleading financial ratios, affecting decision-making by investors and creditors.

Common Misconceptions and Clarifications

Misconception 1: Goods on Consignment Are Not Owned by the Sender
Clarification: Ownership is the key factor. Even if the goods are physically elsewhere, ownership remains
with the consignor until sale.

Misconception 2: Only Goods Sold Are Part of Inventory
Clarification: Inventory includes goods owned but not yet sold, regardless of their location, including goods
held on consignment.

Misconception 3: Goods Held On Consignment Should Be Excluded From
Inventory
Clarification: Excluding these goods would distort the financial statements, understating assets and
inventory.

Conclusion

Including goods held on consignment in the consignor's ending inventory aligns with fundamental
accounting principles that emphasize ownership and control. Both GAAP and IFRS standards support this
treatment, ensuring accurate reflection of a company's assets and inventory levels. Properly accounting for
consigned goods not only enhances the accuracy of financial statements but also promotes transparency and
compliance with accounting standards. As such, businesses should consistently include goods held on
consignment in their inventory calculations, thereby providing stakeholders with a true picture of their
financial position.

Frequently Asked Questions



Should goods held on consignment be included in the consignor's ending
inventory?
Yes, goods held on consignment should be included in the consignor's ending inventory because they are
still owned by the consignor until sold by the consignee.

Why is it important to include goods held on consignment in the
consignor's inventory?
Including consigned goods in inventory ensures accurate financial reporting and reflects the true value of
the consignor's assets.

How do accounting standards view goods held on consignment in
inventory valuation?
Accounting standards generally require that goods held on consignment be recorded as inventory by the
consignor until they are sold or transferred to the consignee.

What is the impact of excluding goods held on consignment from
inventory on financial statements?
Excluding consigned goods can understate inventory value and net income, leading to inaccurate financial
statements.

Are there any exceptions to including goods held on consignment in the
consignor's inventory?
Typically, goods held on consignment are included in inventory unless they are classified as goods held for
sale by others or are being held as consignments for a specific purpose that excludes them from inventory.

How should goods held on consignment be disclosed in financial
statements?
They should be disclosed as inventory on the balance sheet, with notes explaining the nature of the
consigned goods if necessary.

What role does ownership play in determining whether consigned goods
are included in inventory?
Ownership is key; since the consignor retains ownership until the goods are sold by the consignee, they are



included in the consignor's inventory.

How does including consigned goods in inventory affect the calculation of
gross profit?
Including consigned goods in inventory ensures accurate cost of goods sold calculation, which directly
affects gross profit figures.

What are the potential consequences of misclassifying goods held on
consignment in inventory?
Misclassification can lead to financial misstatements, tax compliance issues, and misinformed managerial
decisions.

Additional Resources
Goods Held On Consignment Should Be Included In The Consignor's Ending Inventory: A Comprehensive
Guide

In the world of accounting and financial reporting, understanding how to properly classify and record
inventory is crucial for accurate financial statements. One common area of confusion pertains to the
treatment of goods held on consignment. Specifically, whether goods held on consignment should be
included in the consignor's ending inventory is a question that often arises among accountants, auditors, and
business owners. This article provides an in-depth analysis of this issue, examining the relevant accounting
principles, practical considerations, and best practices to ensure compliance with generally accepted
accounting principles (GAAP).

---

What Are Goods Held On Consignment?

Before diving into the core question, it's important to understand what goods held on consignment are.

Goods held on consignment are inventory items owned by one party (the consignor) but physically held
by another party (the consignee) who intends to sell the goods on behalf of the owner. The consignor
retains legal ownership of the goods until they are sold by the consignee.

Key characteristics include:
- The consignor remains the legal owner until sale.
- The consignee acts as an agent or middleman.
- The consignee is typically paid a commission or fee upon sale.



- The goods are stored at the consignee’s location but belong to the consignor.

---

The Core Question: Should Goods Held on Consignment Be Included in the Consignor's Ending Inventory?

The central issue revolves around whether these goods should be classified as inventory on the consignor’s
balance sheet at the end of the accounting period. The answer hinges on the principles of ownership,
control, and legal title, as well as accounting standards.

The standard answer, supported by accounting principles, is:
Yes, goods held on consignment should be included in the consignor’s ending inventory.

---

Why Should Goods Held on Consignment Be Included in the Consignor's Ending Inventory?

1. Ownership and Legal Title

Under GAAP, inventory is defined as goods owned by the company at the end of the accounting period
that are intended for sale in the ordinary course of business. Since the consignor retains ownership and legal
title of the goods until they are sold by the consignee, the inventory still belongs to the consignor.

Key point:
Ownership is the primary criterion for inventory classification. Because the consignor owns the goods, they
should be included in the inventory.

2. Control and Risk

Control over inventory implies the ability to direct its use and benefit from it. Even though the physical
possession is with the consignee, the consignor maintains control and bears the risks and rewards associated
with ownership until sale.

Implication:
The consignor bears the risk of loss or damage until the goods are sold, reinforcing the inclusion in
inventory.

3. Consistency with Accounting Principles

According to GAAP and the International Financial Reporting Standards (IFRS), inventory should
encompass all goods owned at the reporting date, regardless of physical possession, provided control and
ownership are retained.



Relevant standards:
- GAAP's ASC 330-10-20 (Inventory)
- IFRS IAS 2 (Inventories)

Both standards emphasize ownership and control as the basis for inventory classification.

---

Practical Considerations and Exceptions

While the general rule supports including goods on consignment in ending inventory, certain nuances and
exceptions may arise based on specific circumstances or accounting policies.

1. Physical Possession vs. Legal Ownership

Some may argue that physical possession should be the determinant. However, accounting standards
prioritize legal ownership, which, in the case of consignments, remains with the consignor.

2. Consignment Arrangements with Multiple Parties

In complex arrangements involving multiple layers or parties, it’s important to carefully evaluate who
holds legal title and control at the end of the period.

3. Reporting and Disclosure

Proper disclosure of consignment inventory is critical in the notes to financial statements. If significant,
companies should clearly specify the amount of inventory held on consignment.

---

How to Record Goods Held on Consignment

Proper accounting treatment involves:

- Initially recording the inventory at the cost paid to acquire it.
- Not removing the goods from inventory until they are sold by the consignee.
- Disclosing in financial statements that certain inventory is held on consignment, if material.

Sample journal entry at purchase:

Debit: Inventory
Credit: Accounts Payable / Cash



No special entry is required upon placement with the consignee, as ownership remains with the consignor.

---

Common Misconceptions

1. Goods held by the consignee are automatically excluded from the consignor’s inventory.
Incorrect. They are included until the sale occurs.

2. Goods in transit are always excluded from inventory.
Incorrect. If the legal ownership has transferred or control has been obtained, they should be included.

3. Goods on consignment are considered inventory of the consignee.
Incorrect. The consignee acts as an agent; the inventory belongs to the consignor.

---

The Implications of Including Goods on Consignment in Ending Inventory

Including goods on consignment in the consignor’s inventory affects various financial metrics:

- Gross profit and net income: Accurate valuation affects gross profit calculation.
- Assets: Inventory levels directly influence total assets.
- Financial ratios: Inventory turnover, current ratio, and gross margin ratios are impacted.

Failing to include consignment goods can result in understating inventory, misleading investors, auditors,
and other stakeholders.

---

Summary and Best Practices

| Aspect | Key Point |
|------------------------------|------------------------------------------------------------|
| Ownership | Goods owned by the consignor are included in inventory. |
| Control | As long as the consignor controls the goods, they are part of inventory. |
| Accounting standards | GAAP and IFRS support inclusion based on ownership and control. |
| Disclosure | Clearly disclose consignment inventory in financial notes. |
| Practical approach | Record inventory at cost, include in ending inventory until sold. |

Best Practice:
Always verify legal ownership and control at reporting date. If the consignor owns and controls the goods,
include them in inventory, and ensure proper disclosure.



---

Conclusion

In conclusion, goods held on consignment should be included in the consignor's ending inventory because
the consignor retains ownership and control until sale. Recognizing consignment inventory correctly
ensures accurate financial reporting, compliance with accounting standards, and transparency for
stakeholders. By understanding the principles underpinning inventory classification, businesses can avoid
misstatements and present a true and fair view of their financial position.

---

Remember: When in doubt, consult the relevant accounting standards and seek professional advice to
ensure your treatment of consignment inventory aligns with best practices and regulatory requirements.
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