Chapter 18 Inventory and Overhead

These sites give more examples of using inventory-tracking methods and of estimating inventory.

	FIFO and LIFO
	http://www.toolkit.cch.com/text/p07_2334.asp

	
	This site has explanations and examples of the differences between FIFO and LIFO.



	IRS
	http://www.irs.gov/publications/p538/ar02.html#d0e3154 
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Retail Method

Underthe retail metho, the total retail selling price of goods on hand atthe end of 1
yearin each depariment or of each class of goods is reduced to approximate cost b
Using an average markup expressed as a percentags of the total retail selling price

Tofigure the average markup, apply the following steps in order.

1. Add the total ofthe retail selling prices ofthe goods in the opening inventory

the retail selling prices of the goods you bought during the year (adjusted fo
markups and markdowns).

2. Subtract from the total in (1) the cost of goods included inthe opening inver|
plus the cost of goods you bought during the year.

3. Diide the balance in (2) by the total selling price in (1). The results the aver
markup percentage.

Then detemine the approximate cost n three steps.
1. Subtract the sales atretal flom the total retall seling price. The result s the
closing inventory a etail,
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	Internal Revenue Service publication 538 discusses accounting and includes a section on valuing inventory.



	LIFO
	http://www.sourcecorptax.com/lifo/faq.htm 

	
	This page has frequently asked questions about the LIFO inventory costing method.
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	Importance of Inventory Turnover
	http://www.effectiveinventory.com/article2.html

	
	This article explains why turnover of inventory is so important to a business.




	National Averages for Inventory Turnover
	http://www.bizstats.com/inventory.htm


	
	This site shows computed national average inventory turnover ratios for selected retail and wholesale industries.
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Project A

Using the same company from Chapter 16 that you analyzed the financial statements, return to that company (find it again at http://www.hoovers.com).  Estimate the inventory turnover ratio for that company.  Based upon the two items analyzed, do you think you would want to invest in this company?  Why or why not?

Project B

Go to http://www.walmartstores.com.  Follow the links to investor information and annual reports.  In the most recent annual report find where Wal-Mart reports its net sales and its inventories.  (The "Financials" page of the 2003 report).  Use these values to estimate the inventory turnover ratio for Wal-Mart.

Project C

Go to http://www.investopedia.com/articles/02/060502.asp.  Read the article.  Then calculate the inventory value for the bread company assuming they sell 300 of the loaves they make on Monday and Tuesday (and the bread isn't stale!).  Use first the FIFO, then the LIFO method.

Project D

Go to http://www.bellaonline.com/articles/art51668.asp and scroll down to Practical Example. Utilize the FIFO and LIFO methods to compare your values to those printed.
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