
exercises

Exercise 9-1

Lower-of-cost-or-market


( LO1
Cooperstown Sports, Inc. has four products in its inventory.  Information about the December 31, 2009, inventory is as follows:




    Total
     Total Net



   Total
  Replacement
   Realizable


Product
  Cost
     Cost
    Value


Gloves
$360,000
$330,000
$300,000


Bats
260,000
240,000
320,000


Balls
150,000
110,000
125,000


Uniforms
600,000
560,000
950,000

The normal gross profit percentage is 20 percent of cost.

Required:
1.
Determine the balance sheet inventory carrying value at December 31, 2009, assuming the LCM rule is applied to individual products.

2.
Assuming that Cooperstown recognizes an inventory write-down as a separate income statement item, determine the amount of the loss.

Exercise 9-2

Gross profit method

( LO2

A fire destroyed a warehouse of the Nicklaus Tire Company on June 17, 2009.  Accounting records on that date indicated the following:


Merchandise inventory, January 1, 2009
$ 4,500,000


Purchases to date
14,500,000


Freight-in

1,000,000


Sales to date

23,000,000

The gross profit ratio has averaged 40% of sales for the past three years.

Required:

Use the gross profit method to estimate the cost of the inventory destroyed in the fire.

Exercise 9-3

Retail inventory method; average cost

( LO3

The Alcala Clothing Goods Store uses a periodic inventory system and the retail inventory method to estimate ending inventory and cost of goods sold.  The following data is available for the month of May, 2009:




Cost
Retail


Beginning inventory
$ 40,000
$60,000



Net purchases 
28,250
37,000



Net markups

2,000



Net markdowns

1,500



Net sales

45,000

Required:
Estimate the average cost of ending inventory and cost of goods sold for May.  Do not approximate LCM.

Exercise 9-4

Conventional retail method; normal spoilage

( LO4

The Goodwin Department Store uses the retail inventory method to estimate ending inventory and cost of goods sold.  Data for the year 2009 is as follows:


Cost
Retail

Beginning inventory
$    180,000
$  300,000


Purchases
1,479,000
2,430,000


Freight in
30,000


Purchase returns
60,000
105,000


Net markups

90,000


Net markdowns

45,000


Normal spoilage

63,000


Net sales 

2,340,000

Required:

Estimate the ending inventory and cost of goods sold for 2009, applying the conventional retail method (average, LCM).
Exercise 9-5

Dollar-value LIFO retail 

( LO5

On January 1, 2009, the Goldenrod Glass Company adopted the dollar-value LIFO retail method.  The following data is available for the year 2009:




Cost
Retail


Beginning inventory
$213,840
$396,000



Net purchases 
360,000
765,000



Net markups

18,000



Net markdowns

33,000



Net sales

690,000


Retail price index, 12/31/09

1.02

Required:
Calculate the estimated ending inventory and cost of goods sold for 2009.

Exercise 9-6

Inventory error

( LO6

In the year 2009, the internal auditors of Abbott Research, Inc. discovered that goods costing $1.6 million that were shipped f.o.b. shipping point in December of 2008 were in transit on 12/31/08.  The goods were recorded as a purchase in December of 2008 but were not included in the 2008 year-end inventory.

Required:
Prepare the journal entry needed in 2009 to correct the error.  Also, briefly describe any other measures Abbott Research would take in connection with correcting the error.  (Ignore income taxes.)  

PROBLEMS

Problem 9-1

Retail inventory method; various cost methods

( LO3 LO4

Infomania Corporation uses the retail inventory method to estimate ending inventory and cost of goods sold.  Data for the year 2009 is as follows:


Cost
Retail

Beginning inventory
$140,000
$280,000


Purchases
420,000
690,000


Freight in
16,000


Purchase returns
12,000
18,000


Net markups

24,000


Net markdowns

36,000


Normal spoilage

5,000


Sales 

700,000


Sales returns

20,000


Employee discounts

6,000

The company records sales net of employee discounts. 

Required:
Estimate Infomania’s ending inventory and cost of goods sold for the year using the retail inventory method and the following applications:


1. Average cost.


2. Conventional (average, LCM)

Problem 9-2

Dollar-value LIFO retail method 

( LO5

The Adirondock Company maintains inventory records at selling prices as well as at cost.  For the year 2009, the records indicate the following data:

           ($ in 000s)
Cost

Retail

Beginning inventory
$  128
$     200


Purchases
1,072
1,600


Freight-in on purchases
59


Purchase returns
2
3


Net markups

6


Net markdowns

13


Net sales

1,465

Required:
Assuming the price level increased from 1.00 at January 1 to 1.08 at December 31, 2009, use the dollar-value LIFO retail method to approximate cost of ending inventory and cost of goods sold.
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