Problem set C

PROBLEM 6-1C

Harry’s House of Fashions uses a perpetual inventory system. It entered into the following  calendar-year 2008 purchases and sales transactions:

Jan.  
1
Beginning inventory

60 units @ $40/unit

April 1
Purchase

75 units @ $48/unit

April 5
Sales




50 units @ $80/unit

July  7
Purchase

30 units @ $42/unit

Aug.12
Purchase

40 units @ $50/unit

Sept. 
2
Sales

______


65 units @ $80/unit

Totals                                            205 units                                   115 units

Required

1. Compute cost of goods available for sale and the number of units available for sale.

2. Compute the number of units remaining in ending inventory.

3. Compute the cost assigned to ending inventory using (a) FIFO, (b) LIFO, (c) specific identification - 50 units from beginning inventory, 50 units from the April 1 purchase, and 15 units from the August 12  purchase are sold-, and (d) weighted average – round per unit cost to tenth of a cent and inventory balances to the dollar.

4. Compute the gross profit earned by the company for each of the costing methods in part 3.

Analysis Component

5. If the company’s manager earns a bonus based on a percent of gross profit, which method of inventory costing will the manager likely prefer?

PROBLEM 6-2C

Kenneth Company’s financial statements reported the following. Kenneth recently discovered that in making counts of physical inventory, it made the following errors: Inventory on December 31, 2007, is overstated by $4,000, and inventory on December 31, 2008, is understated by $6,000.


For Year Ended December 31

Key Figures
2007
2008
2009

(a)  Cost of goods sold

$  56,000
$ 78,000
$ 63,000

(b)  Net income

25,000
32,000
29,000

(c) Total current assets

120,000
130,000
105,000

(d) Equity 

128,000 
142,000
125,000

Required
1. For each key financial statement figure--- (a), (b), (c), and (d) above --- prepare a table similar to the following to show the adjustments necessary to correct the reported amounts.

Figure: 
                       2007
               2008
    2009

Reported amount
                
________    _
_______
________

Adjustments:
12/31/2007 error    
 
________     _
_______      ________


    12/31/2008 error
 
________     _
_______
________

Corrected amount
                
________     _
_______
________



                                           ________     _
_______
________

Analysis Component

2. What is the error in total net income for the combined three-year period resulting from the inventory errors? Explain.

3. Explain why the overstatement of inventory by $4,000 at the end of 2007 results in an overstatement of equity by the same amount in that year.

PROBLEM 6-3C 

A physical inventory of Harold,s Music Emporium taken at December 31 reveals the following:

                                                        
 Units                              Per Unit

    Item                                           
 on hand                   Cost          Market

Audio


CD’s                                                    300                          $8              $10


Cassettes Tapes                                   150                            6                  8

     CD Box Sets                                       100                         20                 35

 Video

DVD’s                                                   200                         22                 26


VHS Tapes                                            100                         14                   8

 Video Games


X Box                                                      50                         15                 20


PS 3                                                       100                         20                 25


Nintendo                                                  40                         15                 10

Required

Calculate the lower of cost or market for the inventory (a) as a whole, (b) by major category, and (c) applied separately to each item.

PROBLEM 6-4C

Wally Weiner operates a hot dog cart at the local minor league baseball park. He began the 2008 season with 300 hot dogs that cost him $.15 each, and made the following successive purchases during the season as follows. Wally uses a periodic inventory system. On October 31, 2008, a physical count reveals that 320 hot dogs remain in inventory.

May   5

600 dogs  @ $.18 each

June 17

200 dogs  @ $.20 each

July   1 

350 dogs  @  $.25 each

Sept.  3

100 dogs  @  $.30 each

Required

1. Compute the number and total cost of the units available for sale in year 2008.

2. Compute the amounts assigned to the 2008 ending inventory and cost of goods sold using (a) FIFO, (b) LIFO, and (c) weighted average.

PROBLEM 6-5C

SVC Corp. sold 6,800 units of its product at $80 per unit in year 2008 and incurred operating expenses of $3 per unit in selling the units. It began the year with 750 units in inventory and made successive purchases of its product as follows:

Jan.  
1
 Beg. inventory
  
750 units @ $22 per unit

Feb. 
18
  Purchase
               2,600 units @ $24 per unit

Apr. 
16
  Purchase
  
300 units @ $26 per unit

Oct. 
8
  Purchase
                1,
500 units @ $28 per unit

Dec. 
21   Purchase

2,200 units @ $30 per unit




__________



Total

7,350 units

Required
1. Prepare comparative income statements for the company similar to Exhibit 6.8 for the three different inventory costing methods of FIFO, LIFO, and weighted average. Include a detailed cost of goods sold section as part of each statement. The company uses a periodic inventory system, and its income tax rate is 30%.

2. How would the financial results from using the three alternative inventory costing methods change if SVC Corp. had been experiencing declining costs in its purchases of inventory?

3.  What advantages and disadvantages are offered by using (a) LIFO and (b) FIFO? Assume the continuing trend of increasing costs.

PROBLEM 6-6C 

The records of Jaime’s Dress Shop provide the following information for the year ended December 31:
                                                           
At Cost   
At Retail

January 1 beginning inventory

$  38,800
             $  61,950

Cost of goods purchased

                        91,200
               138,050

Sales


                                  159,000

Sales returns


                                      3,750

Required

1. Use the retail inventory method to estimate the company’s year end inventory. 

2. A year-end physical inventory at retail prices yields a total inventory of $44,100. Prepare a  calculation showing the company’s loss from shrinkage  at cost and retail.

PROBLEM 6-7C 

Wulf’s Inc. wants to prepare interim financial statements for the first quarter. The company wishes to avoid making a physical count of inventory. Wulf’s gross profit rate averages 44%. The following information for the first quarter is available from its records:

January 1 beginning inventory
     $  351,800

Cost of goods purchased

          1,735,200

Sales

          2,912,000

Sales returns

               21,600

Required

Use the gross profit method to estimate the company’s first quarter ending inventory.
