PRACTICE EXERCISES

PRACTICE 9(1
PERPETUAL AND PERIODIC JOURNAL ENTRIES

1.
Periodic:


Purchases
3,000



Accounts Payable

3,000


Accounts Receivable
10,000



Sales

10,000


Cash

9,000



Accounts Receivable

9,000

2.
Perpetual:


Inventory
3,000



Accounts Payable

3,000


Accounts Receivable
10,000



Sales

10,000


Cost of Goods Sold
4,500



Inventory

4,500


Cash

9,000



Accounts Receivable

9,000

PRACTICE 9(2
PERPETUAL AND PERIODIC COMPUTATIONS

1.

Beginning inventory
$100,000

Plus: Purchases
  550,000
Cost of goods available for sale
650,000

Less: Ending inventory
  130,000
Cost of goods sold
$520,000
2.

Beginning inventory
$100,000

Plus: Purchases
  550,000
Cost of goods available for sale
650,000

Less: Preliminary cost of goods sold
  460,000
Ending inventory, predicted
190,000

Less: Ending inventory, actual
  130,000
Cost of missing inventory
$  60,000

Cost of Goods Sold (or Inventory Shrinkage Expense)
60,000



Inventory

60,000

PRACTICE 9(3
GOODS IN TRANSIT AND ON CONSIGNMENT

Before adjustment
$200,000

Consignment

no adjustment needed, correctly excluded

Sold, FOB destination
+ $20,000

Purchased, FOB shipping point
+ $30,000

Sold, FOB shipping point
no adjustment needed, correctly excluded
Adjusted total
$250,000
PRACTICE 9(4
SCHEDULE OF COST OF GOODS MANUFACTURED

Direct materials:


Beginning raw materials inventory
$  40,000


Plus: Purchases of raw materials
230,000


Less: Ending raw materials inventory
   (34,000)

Raw materials used in production

$  236,000

Direct labor

198,000

Manufacturing overhead:


Depreciation on factory building
$ 32,000


Factory supervisor’s salary
56,000


Indirect labor
   36,000
Total manufacturing overhead

   124,000
Total manufacturing costs

$  558,000

Plus: Beginning work-in-process inventory

76,000

Less: Ending work-in-process inventory

     (100,000)

Cost of goods manufactured

$  534,000
PRACTICE 9(5
ACCOUNTING FOR PURCHASE DISCOUNTS

1.
Net method, paid within discount period


Inventory
98,000



Accounts Payable

98,000


Accounts Payable
98,000



Cash

98,000

2.
Net method, paid after discount period


Inventory
98,000



Accounts Payable

98,000


Accounts Payable
98,000


Discounts Lost
2,000



Cash

100,000

PRACTICE 9(5  (Concluded)
3.
Gross method, paid within discount period


Inventory
100,000



Accounts Payable

100,000


Accounts Payable
100,000



Inventory

2,000




Cash

98,000

4.
Gross method, paid after discount period


Inventory
100,000



Accounts Payable

100,000


Accounts Payable
100,000



Cash

100,000

PRACTICE 9(6
INVENTORY VALUATION:  FIFO, LIFO, AND AVERAGE






Cost per
Total





Units

Unit


Cost

Beginning inventory
300
$17.50
$  5,250

Purchases:


March 23
900
18.00
16,200


September 16
1,200
18.25
  21,900




2,400

$43,350
Units remaining:  400, meaning that 2,000 (2,400 – 400) units were sold





1. 
  Cost of Goods Sold
2.  Ending Inventory
a. FIFO



300 ( $17.50 
= 
$
5,250
400 ( $18.25

= 
$7,300




900 (   18.00 
=  
16,200



800 (   18.25 
=  
14,600

            
Total 
= 
$
36,050
b. LIFO



1,200 ( $18.25 
=
$
21,900
300 ( $17.50

=
$5,250



   
800 (   18.00
= 

14,400
100 (   18.00

=
  1,800


Total
=
$
36,300
Total
=
$7,050

c. Average Cost

$43,350/2,400 units = $18.0625

2,000 ( $18.0625
= 
$
36,125
400 ( $18.0625
=
$7,225

PRACTICE 9(7
INVENTORY VALUATION: COMPLICATIONS WITH A PERPETUAL SYSTEM





1.    
Cost of Goods Sold
2.    Ending Inventory
a. FIFO

January 16 (100 units)

100 ( $17.50
=
$
1,750

200 ( $17.50
= 
$3,500

July 15 (600 units)

200 ( $17.50 
= 
$
3,500
500 ( $18.00 
= 
$9,000




400 (   18.00 
=   
7,200

November 1 (1,300 units)

500 ( $18.00 
= 
$ 
9,000
400 ( $18.25
 
= 
$7,300



800 (   18.25 
=  

14,600


            
Total
= 
$36,050
             

Total 
= 
$7,300

b. LIFO

January 16 (100 units)

100 ( $17.50 
= 
$
1,750

200 ( $17.50 
= 
$3,500

July 15 (600 units)

600 ( $18.00 
= 
$
10,800

200 ( $17.50 
= 
$3,500




300 (   18.00 
=   
5,400

November 1 (1,300 units)

1,200 ( $18.25 
= 
$
21,900

200 ( $17.50 
= 
$3,500



100 (   18.00 
=   
1,800

200 (   18.00 
=   
3,600


               
Total
=
$
36,250
             Total = 
$7,100

c. Average Cost

January 16 (100 units)

100 × $17.50 
= 
$
1,750
200 × $17.50 
= 
$3,500

July 15 (600 units)

   200 ( $17.50 =
$
3,500

   900 (   18.00 =
  16,200
1,100

$
19,700
$19,700/1,100 = $17.909 per unit



600 ( $17.909 
= 
$10,745

500 ( $17.909
= 
$8,955


November 1 (1,300 units)

   500 ( $17.909 =
$
8,955

1,200 (   18.25 
=
   21,900
1,700

$
30,855
$30,855/1,700 = $18.150 per unit



1,300 × $18.150 
= 
$23,595

400 × $18.150 
= 
$7,260




Total
= 
$36,090

Total 
= 
$7,260

PRACTICE 9(8
LIFO LAYERS



Units
Cost
Units



Purchased
per Unit
Sold
Ending Inventory
Year 1
100
$1.00
80
20 ( $1.00 = $ 20

Year 2
150
$1.50
100
20 ( $1.00 =    20






50 ( $1.50 =    75

Year 3
150
$2.50
150
20 ( $1.00 =    20






50 ( $1.50 =    75

Note: No new LIFO layer was created in this year.

Year 4
200
$4.00
160
20 ( $1.00 =    20






50 ( $1.50 =    75






40 ( $4.00 = 
160





        Total = $255
PRACTICE 9(9
LIFO RESERVE AND LIFO LIQUIDATION

1.
LIFO reserve:  Difference between LIFO ending inventory and ending inventory computed using FIFO (which approximates current replacement cost).

FIFO ending inventory (110 ( $4.00)
$440

LIFO ending inventory (see Practice 9(8 solution)
  255
LIFO reserve
$185
2.
Cost of goods sold in Year 4: 160 units sold ( $4.00 = $640

3.
Cost of goods sold in Year 4 if the number of units purchased had been 90:

Purchases during the year: 90 units ( $4.00
$360

Beginning LIFO inventory of 70 units
    95

Total cost of goods sold
$455
It can be seen that dipping into the LIFO layers, as in (3), increases reported profit as the old LIFO layers, with low costs, are assumed to be sold.

PRACTICE 9(10
LIFO AND INCOME TAXES

1.
LIFO income taxes



Cost of
Income before
Income


Sales
Goods Sold
Taxes
Taxes (40%)
Year 1
$400
$  80
$320
$128

Year 2
500
150
350
140

Year 3
750
375
375
150

Year 4
800
640
160
    64

Total



$482
PRACTICE 9(10  (Concluded)
2.
FIFO income taxes



Cost of
Income before
Income


Sales
Goods Sold*
Taxes
Taxes (40%)
Year 1
$400
 $ 80
$320
$128

Year 2
500
140
360
144

Year 3
750
305
445
178

Year 4
800
535
265
  106

Total



$556
*FIFO cost of goods sold computations:

Year 1:  80 ( $1.00 = $80

Year 2:  (20 ( $1.00) + (80 ( $1.50) = $140

Year 3:  (70 ( $1.50) + (80 ( $2.50) = $305
Year 4:  (70 ( $2.50) + (90 ( $4.00) = $535

PRACTICE 9(11
LOWER OF COST OR MARKET

A: Ceiling = $650, Replacement cost = $600, Floor = $550; Market = $600.

B: Ceiling = $740, Replacement cost = $550, Floor = $590; Market = $590.

C: Ceiling = $1,150, Replacement cost = $1,100, Floor = $850; Market = $1,100.

Lower of cost or market:

Item A
$   575

Item B
590

Item C
  1,100

Total
$2,265

PRACTICE 9(12
LOWER OF COST OR MARKET:  INDIVIDUAL VS. AGGREGATE

See the solution for Practice 9(11 for computation of the market amounts for the individual inventory items.


Original



Cost

Market
Item A
$   575
$   600

Item B
700
590

Item C
  1,180
  1,100

Total
$2,455
$2,290
The market value of the inventory as a whole is $2,290. Market is less than cost ($2,290 < $2,455), so the amount of the inventory that should be reported is $2,290.

PRACTICE 9(13
LOWER-OF-COST-OR-MARKET JOURNAL ENTRIES

1.
Loss on Decline in Value of Inventory
200



Allowance for Decline in Value of Inventory

200

2.
Allowance for Decline in Value of Inventory
150



Cost of Goods Sold

150

$150 = $200 beginning balance in the allowance account ( $50 required ending balance

PRACTICE 9(14
RETURNED INVENTORY

1.

Loss on return: $100,000 recorded amount of returned inventory ( $100,000 original cost = $0 loss

Sales
$   85,000

Cost of goods sold
 (100,000)


Gross profit (loss)
$  (15,000)

2.

Loss on return: $85,000 recorded amount of returned inventory – $100,000 original cost = $15,000 loss

Sales
$85,000

Cost of goods sold
 (85,000)


Gross profit
$         0
3.

Loss on return: $56,669 recorded amount of returned inventory – $100,000 original cost = $43,331 loss

Sales
$85,000

Cost of goods sold
 (56,669)


Gross profit
$28,331
PRACTICE 9(15
GROSS PROFIT METHOD

1. and 2.

Gross Profit Percentage






Last Year 

Two Years Ago 
Sales


$5,000,000
$5,000,000

Cost of goods sold (estimated)
  2,000,000
  2,250,000

Gross profit (estimated)
$3,000,000
$2,750,000
------------------------------

Beginning inventory
$1,000,000
$1,000,000

+ Purchases
  3,700,000
  3,700,000
= Cost of goods available for sale
$4,700,000
$4,700,000

( July 23 inventory (estimated)
  2,700,000
  2,450,000
= Cost of goods sold (estimated)
$2,000,000
$2,250,000
PRACTICE 9(16
INVENTORY ERRORS

1.
Year 1

Beginning inventory
correct

Plus: Purchases
correct
Cost of goods available for sale
correct

Less: Ending inventory
overstated by $2,000
Cost of goods sold
understated by $2,000

Net income
overstated by $2,000

Correct net income: $3,000 ( $2,000 = $1,000

2.
Year 2

Beginning inventory
overstated by $2,000

Plus: Purchases
correct
Cost of goods available for sale
overstated by $2,000

Less: Ending inventory
understated by $450
Cost of goods sold
overstated by $2,450

Net income
understated by $2,450

Correct net income: $3,000 + $2,450 = $5,450

Note that the effect of the inventory error in Year 1 was reversed in Year 2.

3.
Year 3

Beginning inventory
understated by $450

Plus: Purchases
correct
Cost of goods available for sale
understated by $450

Less: Ending inventory
correct
Cost of goods sold
understated by $450

Net income
overstated by $450

Correct net income: $3,000 ( $450 = $2,550

Note that the effect of the inventory error in Year 2 was reversed in Year 3.

PRACTICE 9(17
COMPUTING INVENTORY RATIOS

1.
Inventory turnover
= Cost of goods sold/Average inventory



= $3,000/[($1,300 + $1,800)/2]



= 1.94 times

2.
Number of days’ sales in inventory
= Average inventory/Average daily cost of goods sold



= [($1,300 + $1,800)/2]/($3,000/365)



= 188.6 days










