BRIEF EXERCISE 6-6

(a)	FIFO cost method

	Date
	Description
	Purchases
	Cost of Goods Sold
	Ending Inventory

	Aug. 2
	
Purchase	
	
250
	
$ 7 
	
$  1,750
	

	

	

	
250
	
 $ 7 
	
$ 1,750

	
3
	
Purchase	
	
500
	 
10 
	
5,000
	
	
	
	250
500
	7
10
	1,750
5,000

	
10
	
Sale
	

	
	

	250
50
	$7
10
	
$2,250
	
450
	
10
	
4,500

	
15
	
Purchase	
	
900
	
12
	
10,800
	

	

	

	450
900
	10
12
	4,500
10,800

	
25
	
Sale
	
	
	
	
325
	
10
	
3,250 
	125
900
	10
12
	1,250
10,800

	
	
	1,650
	
	$17,550
	625
	
	$5,500
	1,025
	
	$12,050



Check: $5,500 + $12,050 = $17,550

(b)	Average cost method

	Date
	Description
	Purchases
	Cost of Goods Sold
	Ending Inventory

	Aug. 2
	
Purchase	
	
250
	 
$ 7.00 
	
$ 1,750.00
	
	
	
	
250
	
 $ 7.00 
	
$ 1,750.00

	
3
	
Purchase	
	
500
	
10.00 
	
5,000.00
	

	

	

	
750
	
 9.00 
	
6,750.00

	
10
	
Sale
	

	

	

	
300
	
$9.00 
	
$2,700.00
	
450
	
 9.00 
	
04,050.00

	
15
	
Purchase	
	
900
	
12.00
	
10,800.00
	

	

	

	1,350
	11.00
	
514,850.00

	
25
	
Sale
	
	
	
	
325
	
11.00
	
3,575.00 
	1,025
	11.00
	11,275.00

	
	
	1,650
	

	$17,550.00
	625
	

	$5,500.00
	375
	
	$11,275.00



Check: $5,500 + $11,275 = $17,550




BRIEF EXERCISE 6-10

(a)

Inventory Categories	  																 Cost		     	 		  NRV 					LCNRV
Camcorders	$11,000	$10,200	$10,200
Cameras	9,000	9,500	9,000	
DVD players	  14,000	  12,800	  12,800	
Total valuation	$34,000	$32,500	$32,000

The lower of cost and net realizable value is $32,000.

(b)

	Cost of Goods Sold	
	2,000
	

	    	Merchandise Inventory	
	
	2,000


$34,000 – $32,000 = $2,000

BRIEF EXERCISE 6-11

	(a) Cost of Goods Sold	
	2,200
	

	    	Merchandise Inventory	
	
	2,200

		$54,700 – $52,500 = $2,200

(b) $54,700
	
	





BRIEF EXERCISE 6-12

(a)
	
Inventory Turnover (2012)
	

	
Days in Inventory (2012)
	


	
	

	
Inventory Turnover (2011)
	

	
Days in Inventory (2011)
	




(b) 	The inventory management deteriorated in 2012 as evidenced by the increase in number of days in inventory from 59 days in 2011 to 68 days in 2012. This was corroborated by the declining inventory turnover. This deterioration signifies that the inventory was sold more slowly.


EXERCISE 6-1

1.		Do not include – Shippers Ltd. does not own items held on consignment.

2.	Include in inventory – Shippers Ltd. still owns the items as they were only shipped on consignment.

3.	Include in inventory – Shipping terms FOB destination means that Shippers Ltd. owns the items until they reach the customer.

4.	Do not include in inventory. Freight costs on goods shipped to customers are included in Freight Out or Delivery Expense.

5. 	Do not include in inventory – The shipping terms are FOB shipping point so ownership has transferred to the customer. Shippers Ltd. should record this as a sale on the income statement.

6.	Do not include in inventory. The shipping terms are FOB destination so Shippers Ltd. does not own the goods until they arrive at Shippers Ltd.’s premises. 	

7. 	Include in inventory – Shipping terms FOB shipping point means that ownership transferred at the time of shipping and therefore, Shippers Ltd. owns the goods in transit.
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EXERCISE 6-6
 
(a) (1) FIFO

	Date
	Purchases
	Cost of Goods Sold
	Balance

	June   1
	Beginning inventory
	
	150 @ $5 = 	$  750

	12
	230 @ $6 	= $1,380
	
	150 @ $5
230 @ $6 =	   2,130

	15
	
	150 @ $5
100 @ $6 = $1,350
	
130 @ $6 =		   780

	16
	450 @ $7 	=   3,150
	
	130 @ $6
450 @ $7 =   3,930

	23
	150 @ $8 	=   1,200
	
	130 @ $6
450 @ $7 
150 @ $8 =   5,130

	27
	
	130 @ $6
440 @ $7 =   3,860
	  10 @ $7
150 @ $8 =   1,270

	Total
	                $5,730
	       $5,210
	              $1,270



Check: $5,210 + $1,270 = $6,480 ($750 + $5,730)

(a) (2) Average

Note: Unrounded numbers have been used in the average cost calculations, although the numbers have been rounded to the nearest cent for presentation purposes. Because of this, some amounts may not appear to multiply exactly because of the rounding in the presentation.

	Date
	Purchases
	Cost of Goods Sold
	Balance

	June    1
	Beginning inventory
	
	150 @ $5.00	 = $  750.00

	12
	230 @ $6 	= $1,380.00
	
	380 @ $5.61 	=  2,130.00

	15
	
	250 @ $5.61 	= $1,401.32
	130 @ $5.61 	=     728.68

	16
	450 @ $7 	=  3,150.00
	
	580 @ $6.69 	=  3,878.68

	23
	150 @ $8	 =  1,200.00
	
	730 @ $6.96 =  5,078.68

	27
	
	570 @ $6.96 	=  3,965.54
	160 @ $6.96 	=  1,113.14

	Total
		$5,730.00
		$5,366.86
		$1,113.14 



Check: $5,366.86 + $1,113.14 = $6,480 ($750 + $5,730)


(b)	The average cost method results in a higher cost of goods sold because the cost of inventory is rising.

(c)	The FIFO cost method results in a higher profit because it produces the lower cost of goods sold when prices are rising.



EXERCISE 6-6 (Continued)

(d)	The FIFO cost method results in a higher ending inventory because the cost of inventory is rising.

(e)	Both cost methods result in the same pre-tax cash flow. The cost methods do not change the pre-tax cash flows of a company.


EXERCISE 6-12

	(a)
Inventory turnover (FIFO)
	

	
Inventory turnover (Average)
	

	
	

	(b)
Current ratio (FIFO)
	

	
Current ratio (Average)
	



(c) The FIFO cost method appears to show a slightly better turnover ratio because it has a lower ending inventory. The current ratios are the same. The two cost methods will generally yield the same overall assessment of liquidity when combining the inventory turnover ratio and the current ratio. The trend analysis for the inventory turnover and the current ratio produced by either method will be the same since the methods involve allocating the same costs. In reality, there is no economic difference between the two methods and any differences in ratios are artificial ones caused solely by the different cost methods. Consequently, there is no real difference in liquidity.



PROBLEM 6-3A




(a)		

	Date
	Description
	Purchases
	Cost of Goods Sold
	Ending Inventory

	
Apr.  1
	
Beg. inventory	
	
	
	 
	

	

	

	
30
	
 $50 
	
$1,500

	
6
	
Purchase	
	
15
	
$45
	
$   675
	
	
	
	30
15
	50
 45
	
2,175

	
9
	
Sale
	

	

	

	30
5
	 50
45 
	
$1,725 
	
10
	
 45 
	
450

	
14
	
Purchase	
	
20
	
40
	
800 
	

	

	

	10
20
	45
 40 
	
1,250

	
20
	
Sale
	
	
	
	10
15
	45
40
	
1,050
	
5
	
40
	
200

	
28
	
Purchase
	
20
	
35
	
700
	
	
	
	5
20
	40
35
	
900

	
30
	
Total	
	
55
	

	
$2,175 
	
60
	

	
$2,775 
	
25
	
,
	
$  900



	Check: $2,775 + $900 = $3,675 ($1,500 + $2,175)
 
(b)	It needs to consider whether the change will result in more relevant and reliable presentation in the financial statements. This may only occur if the physical flow, or nature and use, of the inventory changes.

(c)	I would expect the ending inventory under the average cost method to be higher when prices are falling as the inventory will be valued at an average cost. Under FIFO, ending inventory would be lower when prices are falling as the inventory will be valued at the last (and lowest) price. Cost of goods sold under the average cost method would be lower.


PROBLEM 6-8A




(a)	(INCORRECT)
			KMETA INC.
			Income Statement
			 Year Ended July 31	

	2015	2014	2013
Sales 	$340,000	$320,000	$300,000
Cost of goods sold	 233,000	 220,000	 209,000
Gross profit	107,000	100,000	 91,000
Operating expenses	   68,000	   64,000	   64,000
Profit before income tax	 $ 39,000	 $ 36,000	$ 27,000

Statement of financial position:
Merchandise inventory	$40,000	$40,000	$24,000

(CORRECT)
			KMETA INC.
			Income Statement
			Year Ended July 31		

	2015	2014	2013
Sales 	$340,000	$320,000	$300,000
Cost of goods sold	  218,0003	 244,0002	  200,0001
Gross profit	122,000	76,000	 100,000
Operating expenses	   68,000	   64,000	   64,000
Profit before income tax	$ 54,000	$ 12,000	$ 36,000

Statement of financial position:
Merchandise inventory	$40,000	$25,0005	$33,0004


	1  $209,000 – $9,000 = $200,000
	2  $220,000 + $9,000 + $15,000 = $244,000
	3  $233,000 – $15,000 = $218,000
	4  $24,000 + $9,000 = $33,000
	5  $40,000 – $15,000 = $25,000

PROBLEM 6-8A (Continued)


(b)	Retained earnings before correction = $27,000 + $36,000 + $39,000 = $102,000
	Retained earnings after correction = $36,000 + $12,000 + $54,000 = $102,000
The retained earnings balance at the end of 2015 is unaffected and remains at $102,000 because by that time all errors have been corrected.

(c)		Inventory turnover


	(INCORRECT)

	
Inventory turnover (2015)
	

	
	

	
Inventory turnover (2014)
	




	(CORRECT)

	
Inventory turnover (2015)
	

	
	

	
Inventory turnover (2014)
	





 	PROBLEM 6-5A

*PROBLEM 6-15A




(a) 
(1)	Periodic Inventory System

				COST OF GOODS AVAILABLE FOR SALE

	Date        	Explanation		Units	Unit Cost		Total Cost
	Aug. 	1	Beginning inventory	50	$90	$  4,500
	  	4	Purchase		180	92	16,560
		18	Purchase		70	94	6,580
		28	Purchase		  40	95 	    3,800
		        Total		340	$31,440

		Units Sold = 160 + 100 = 260
		Units in Ending inventory = 340 – 260 = 80

	Step 1: Ending Inventory	
		Unit	Total	
		Units	Cost	Cost	
		40	$95	$3,800	
		40	94	  3,760	
	80	$7,560

Step 2: Cost of Goods Sold
Cost of goods available for sale	$31,440
Less: Ending inventory	    7,560	
Cost of goods sold	$23,880

	Proof: Cost of Goods Sold

		Unit	Total
		Units	Cost	Cost
		50	$90	$  4,500
		180	92	16,560
		  30   		94	    2,820
	260	$23,880


*PROBLEM 6-15A (Continued)

(a) (Continued)

(2) Perpetual Inventory System

	Date
	Description
	Purchases
	Cost of Goods Sold
	Ending Inventory

	June1
	
Beginning
inventory
	
	
	
	

	

	

	
50
	
$90 
	
$  4,500

	
4
	
Purchase
	
180
	
$92
	
$16,560 
	

	

	

	50
180
	90
 92 
	
21,060

	
10
	
Sale
	

	

	

	50
110
	$90
92 
	
$14,620 
	
70
	
92 
	
6,440

	
18
	
Purchase
	
70
	
94
	
6,580 
	

	

	

	70
70
	92
94 
	
13,020

	
25
	
Sale
	

	

	

	70
30
	92
94 
	
9,260 
	
40
	
94 
	
3,760

	
28
	
Purchase
	
40
	
95
	
3,800 
	

	

	

	40
40
	94
95 
	
7,560

	
30
	
Balance
	
290
	

	
$26,940
	
125
	

	
$23,880 
	
40
	
,
	
$  7,560



Check: $23,880 + $7,560 = $31,440 ($4,500 + $26,940)


(b)	
	
	Perpetual
	
	Periodic

	Cost of goods sold
	$23,880
	
	$23,880

	Ending inventory
	    7,560
	
	    7,560

	Cost of goods available for sale
	$31,440
	
	$31,440



The results under FIFO in a perpetual system are the same as in a periodic system. Under both inventory systems, the first costs in inventory are the ones assigned to the cost of goods sold.


*PROBLEM 6-16A




(a) (1) Perpetual Inventory System

	Note: Unrounded numbers have been used in the average cost calculations, although the numbers have been rounded to the nearest cent for presentation purposes. Because of this, some amounts may not appear to multiply exactly because of the rounding in the presentation.

	Date
	Description
	Purchases
	Cost of Goods Sold
	Ending Inventory

	Nov. 1
	
Beginning
inventory
	
	
	
	

	

	

	
100
	
 $20.00 
	
$ 2,000.00

	
4
	
Purchase
	
500
	
$21
	
$10,500 
	

	

	

	
600
	
20.83 
	
12,500.00

	
11
	
Sale
	

	

	

	
450
	
$20.83
	
$  9,375.00 
	
150
	
20.83 
	
3,125.00

	
16
	
Purchase
	
750
	
22
	
16,500 
	

	

	

	
900
	
21.81
	
19,625.00

	
20
	
Sale
	

	

	

	
800
	
21.81 
	
17,444.44 
	
100
	
 21.81 
	
2,180.56

	
27
	
Purchase
	
600
	
23
	
13,800 
	

	

	

	
700
	
22.83
	
15,980.56

	
30
	
Balance
	
1,850
	

	
$40,800
	
1,250
	

	
$26,819.44 
	
700
	
	
$15,980.56



Check: $26,819.44 + $15,980.56 = $42,800 ($2,000 + $40,800)

*PROBLEM 6-16A (Continued)

(a) (Continued)

(2)	Periodic Inventory System

				COST OF GOODS AVAILABLE FOR SALE

	Date        	Explanation		Units	Unit Cost		Total Cost
	Nov 	 1	Beginning inventory	100	$20	$  2,000
		4	Purchase		500	21	10,500
		16	Purchase		750	22	16,500
		27	Purchase		   600	23 	  13,800
		        Total		1,950	$42,800

Average cost per unit = $42,800  1,950 = $21.95	
Units Sold = 450 + 800 = 1,250 
Units in Ending inventory = 1,950 – 1,250 = 700

	Step 1: Ending Inventory	
	700 units @ $21.95 = $15,364.10

Step 2: Cost of Goods Sold
Cost of goods available for sale	$42,800.00
Less: Ending inventory	  15,364.10	
Cost of goods sold	$27,435.90

	Proof: Cost of Goods Sold
	1,250 × ($42,800 ÷ 1,950) = $27,435.90
	

*PROBLEM 6-16A (Continued)


(b)
	
	Average 

	
	Periodic
	Perpetual

	Cost of goods sold
	$27,435.90
	$26,819.44

	Ending inventory
	  15,364.10
	  15,980.56

	Cost of goods available for sale
	$42,800.00
	$42,800.00




The results are different because the perpetual system recalculates (changes) the average unit cost after each purchase where the average cost is calculated only once at the end of the period in the periodic system.


PROBLEM 6-11B




(a)  (in USD millions)

	
	Inventory Turnover
	Days In Inventory
	Current Ratio

	

2012
	


	

	


	

2011
	


	

	





PepsiCo’s current ratio improved slightly in 2012 but is below the industry average of 1.2:1. This ratio indicates that the company less current assets to cover its current liabilities than the average company in this industry. The increase in the current ratio however follows the trend experienced by the industry and may be due to the same economic factors as experienced by other companies in the same industry. PepsiCo’s inventory turnover has deteriorated slightly but remains above the industry average. This ratio has also experienced the same trend as the industry. 

(b)	PepsiCo has different types of inventory that likely have different physical flows. For example, drinks with “best before dates” likely flow first-in, first-out, which make  the FIFO inventory cost method an appropriate choice. Other components of inventory, including raw materials such as sugar may be accounted for on an average basis.	

