"Double-Entry" Journal: Inventory - Chapters 8

Follow the instructions given in the Double Entry Journal for chapter 1 – Conceptual Framework
Inventory – Purchase

What are the various items that must be included to arrive at “net purchases”?

What is meant by recording purchases “net”; by “gross”?

What are some of the issues that must be considered when determining ending inventory?

Textbook, Chapter 8: work E6; 8; 9; P 2; 3
What does the term “Inventory System” mean?

List the different inventory systems

Explain in your own words each inventory system.

Which system is commonly used today and why?

What does the term “Inventory Cost Flow Assumption” mean?

List the different possible cost flow assumptions.

Explain in your own words each cost flow assumption.

One inventory cost flow assumption is used primarily for tax reasons – which one?

Does the actual physical flow of inventory have to be the same as the cost flow assumption used by the firm?  Explain why or why not. 

Explain how to determine cost of goods sold using 

1. The different inventory systems 

2. The different cost flow assumptions

Textbook, Chapter 8 work E 15; P 5; 
What is the “LIFO Reserve”?

What is meant by “involuntary liquidation of LIFO layers?

How can this be avoided? 

Textbook, Chapter 8 work P 8-9; 8; 
What is meant by “inventory pools”?  What is their purpose? 

What is “dollar value LIFO”? How does it differ from “regular” LIFO?  

Textbook, Chapter 8: work P 8-13; 15; 

What are some of the other problems (issues) that must be considered when using LIFO? 

How can inventory management lead to income manipulation?  Explain.

Textbook, Chapter 8: work case 7
Work Multiple Choice Questions (pp 411-413)

