Chapter 8 - Inventory

What is inventory?
-a current asset 
[bookmark: _GoBack]-for a retailer, inventory is finished goods tat are held for resale
-for a manufacturing company, inventory is raw materials, work in process, and finished goods 

What items are included in inventory? (E8-4 and handout)
-main rule: a buyer owns the inventory when legal title has transferred from the seller to the buyer 
 i) goods in transit 
-FOB shipping point- legal title passes at the point of shipping 
-FOB destination- legal title passes when the goods reach the customer 
ii) consigned goods
-the consignor owns the inventory
iii) sales with buy-back agreements 
-sales with buy-back agreements are not recorded as sales
-the buyer does not own the inventory, the seller still does 
iv) sales with high rates of return
-as long as the buyer has a fairly accurate basis of what the returns are going to be then the risks and rewards have been passed from the buyer to the seller and the sale as well as an allowance for returns should be recognized 
-if the returns cannot be measured then the sale is not recorded and the risks and rewards have not passed from the buyer to the seller 
v) delayed payment transactions 
-inventory can be removed from the sellers inventory and be included in the buyers inventory if the seller can determine bad debts 
vi) purchase commitments 
-some purchase commitments are cancellable while others are not 
-if the purchase commitment is cancellable, the risks and rewards have not passed, therefore the buyer does not own the inventory (disclose in the notes)
-if the purchase commitment is non-cancelable, no asset or liability is recognized because it is an executory contract (neither party has performed its part of the contract) but there should be a note disclosure 
-an onerous contract is when the cost of the contracted goods is higher than the current cost 
 	-a loss is recorded as well as a liability
-if the price has partially or fully recovered before the inventory is received, the Liability for Onerous Contract amount is reduced
 	-a resulting gain (Recovery of Loss) is reported up to the original price 
-ASPE does not mention purchase commitments 

Inventory Valuation
-lower of cost and net realizable value 
-net realizable value is defined as the selling price less any costs to complete or sell the inventory 
-in accordance with the constraint of conservatism 
-can be done on an individual item basis or on a group basis of similar items 

Exceptions to Lower of Cost and Net Realizable Value 
1) Rare Minerals  
-valued at net realizable value 
-this presumes NRV > Cost 
2) Biological Assets 
-ASPE is silent on this topic 
-can only be found under IFRS #41 
-a biological asset is a living animal or plant 
-value at fair market value (FMV) less costs to sell 
-holding gains will arise when value goes up from one period to the next 
-holding losses will arise when value goes down from one period to the next 
-holding gains/losses go on the income statement and there must be note disclosure
3) Agricultural Produce 
-the harvested product of a biological asset
-valued the same as biological assets 
-once the agricultural produce becomes inventory the lower of cost and net realizable value rule applies 

Lower of Cost and Net Realizable Value
Cost 100
NRV 90

Loss Due to Decline in Value of Inventory  			10 
 	Allowance for Decline in Value of Inventory  		10

Balance Sheet Presentation: 
Inventory (Cost) 		100
Allowance for Decline 	   10
Inventory (NRV) 		   90

	Inventory Errors (Pg. 458-461)
	
	

	
	Before
	After

	Opening Inventory
	4
	4

	Net Purchases
	10
	10

	Cost of Goods Available for Sale
	14
	14

	Deduct Ending Inventory
	6
	8

	Cost of Goods Sold 
	8
	6




Estimating Ending Inventory
1) Gross Profit Method (Pg. 480-481)
-see E8-21
2) Retail Inventory Method (Appendix 8A – Pg. 484 – 494)
-see E8-25
















