Accounting: “Inventories” Homework


Name:_____________________
Questions:
1. On what financial statement would Merchandise Inventory appear?

2.  If costs are falling, will the LIFO or FIFO method of inventory costing result in the lower Cost of Goods Sold (COGS)?
3. Explain the phrase, “Inventory errors correct themselves.”
4. A company has beginning inventory of 10 units at $60 each. Every week for four weeks it purchases an additional 10 units at respective costs of $61, $62, $65, and $70 per unit for weeks one through four. Calculate the Cost of Goods Available for Sale and the Units Available for Sale.
5. Identify the inventory costing method best described by each of the following separate statements. Assume a period of rising costs.
a. The preferred method when each unit of product has unique features that affect cost.

b. Matches recent costs with net sales.

c. Provides a tax advantage (reduces net income) to a corporation.

d. Understates the market value of inventory on the balance sheet.

e. Results in a balance sheet inventory amount most similar to the current replacement cost.

Problems:
1. Rasure & Roney Company purchased its merchandise in the current year as follows.
	January 1
	Beginning Inventory
	100 units @ $2.00 =
	

	March 7
	Purchase
	220 units @ $2.25=
	

	July 28
	Purchase
	540 units @ $2.50=
	

	October 3
	Purchase
	480 units @ $2.80=
	

	December 19
	Purchase
	160 units @ $2.90=
	

	
	Total
	# of units =
	Cost of Goods Available = $


The company uses a periodic inventory system, and its ending inventory consists of 150 units, 50 from each of the last three purchases. Determine the cost assigned to Ending Inventory and to Cost of Goods Sold using: 
a) Specific Identification

b) Weighted Average

c) FIFO

d) LIFO

Which method gives the highest net income?
2. A physical inventory of Rap Unlimited taken on December 31 reveals t he following:
	Item
	Units

on Hand
	Per Unit
	Total

Cost
	Total

Market
	LCM applied to

	
	
	Cost
	Market
	
	
	Item

By

Item
	Categories
	Whole

	Audio Equipment
	
	
	
	
	
	
	
	

	     Receivers
	345
	$90
	$98
	
	
	
	
	

	     CD Players
	260
	111
	100
	
	
	
	
	

	     Cassette decks
	326
	86
	95
	
	
	
	
	

	     Speakers
	204
	52
	41
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Video Equipment
	
	
	
	
	
	
	
	

	     Televisions
	480
	150
	125
	
	
	
	
	

	     VCRs
	291
	93
	84
	
	
	
	
	

	     Video cameras
	212
	310
	322
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Car audio equipment
	
	
	
	
	
	
	
	

	     Cassette radios
	185
	70
	84
	
	
	
	
	

	     CD radios
	170
	97
	105
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


3. On January 1, The Fun Store had $550,000 of inventory at cost. In the first quarter of the year, it purchased $1,690,000 of merchandise, returned $22,200, and paid freight charges of $27,600 on purchased merchandise, terms FOB shipping point. The store’s gross profit averages 28% of sales. The store had $2,000,000 of net sales in the first quarter of the year. Use the gross profit method to estimate its cost of inventory at the end of the first quarter.
4. In 2007, Hayden Company had net sales of $140,000. The following additional information is available from its records at the end of the year:

	
	At Cost
	At Retail

	Beginning Inventory
	$32,900
	$65,200

	Cost of Goods Purchased
	58,700
	96,600


Use the retail inventory method to estimate Hayden’s 2002 ending inventory at cost (round the cost to retail ratio to three digits).

