Running head: INVENTORY MANAGEMENT		1

Inventory Management


[bookmark: _GoBack]



Name
Institution
Date
Inventory Management







As an employee of Spirit Company, it has come to my attention that it is important to verify the accuracy of the ending WIP and the finished goods inventories for the books for the year. To assist in the verification, the following information has been provided;
The year end balances are as follows:
							Units			Costs
Work In Progress (50% Conversion)			300,000		$660,960
Finished Goods					200,000		$1,009,800
The overhead per product is applied at 60% of the direct labor cost. There are no finished goods at the beginning of the year. The costs of the production department were as shown:
Costs					units			materials		labor
WIP (Jan 1) *80% conversion 	200,000		$200,000		$315,000
Units started 				1,000,000
Costs added
Material							$1,300,000

Labor											$1,995,000
Units completed			900,000
The company has adopted the weighted average method in inventory management.
The opening units – the 
	
	
	Equivalent Units
	

	
	
	Percentage of Completion
	Materials
	Labor 
	Overheads
	

	
	Units
	
	
	
	
	

	Total Units to be accounted for
	
	
	
	
	
	

	Opening Units (WIP)
	200,000
	
	
	
	
	

	Opening Inventory
	1,000,000
	
	
	
	
	

	Total units
	1,200,000
	
	
	
	
	

	Completed Units
	900,000
	100%
	900,000
	900,000
	900,000
	

	Balance
	300,000
	50%
	300,000
	150,000
	150,000
	

	Units accounted For
	1,200,000
	
	1,200,000
	1,050,000
	1,050,000
	

	Costs attributed to the units
	
	
	
	
	
	Total

	Opening work in progress
	
	
	200,000
	315,000
	189,000
	704,000

	Costs added
	
	
	1,300,000
	1,995,000
	1,197,000
	4,492,000

	Total costs accounted
	
	
	1,500,000
	2,310,000
	1,386,000
	5,196,000

	Equivalent units 

	
	
	1,200,000
	1,050,000
	1,050,000
	

	Cost per unit=  total cost/ total equivalent units
	
	
	1.25
	2.2
	1.32
	4.77

	Costs that have been accounted for
	
	
	
	
	
	

	Completed and transferred units
	900,000
	
	1,125,000
	1,980,000
	1,118,800
	4,293,000

	Work in progress (WIP)
	300,000
	
	375,000
	33,000
	198,000
	903,000

	Total
	
	
	1,500,000
	2,300,000
	1,386,000
	5,196,000


 
Question 1
The equivalent units
Material= 1,200,000
Conversion= 1,050,000
Cost per equivalent units
Material= 1,200,000/ 960,000
= 1.25
Conversion= 3.52
Question 2
The ending cost balances in the finished goods and the WIP are not as shown in the statement.
The correct values of the finished goods and WIP cost is as shown below.
	
	Units
	Value 

	Finished goods
	200,000
	954,000

	Work in progress (50%b complete conversion)
	300,000
	903,000



 The journal entries for the corrections made on the closing cost balance are as follows;
	Journal Entries
	
	

	WIP (W1)
	55,800
	

	Finished Goods 
	
	55,800

	
	
	
	
	
	

	WIP (W2)
	186,240
	

	Labor (W3)
	
	116,400

	Overheads (W4)
	
	69,840



Calculations of the journal Entries
W1
 WIP
1,009,800 – 954,000 = 55,800

W2
903,000 – 660,960 – 55,800 = 186,240
W3
Labor costs= 186,240 * 100 / 160 = 116,400
W4
Overheads- 186,240 * 60 / 160 = 69,840
Question 3
The cost of goods sold
= opening finished good + completed units – closing finished goods
= 0 + 900,000 – 200,000
= 700,000
COGS = 700,000 * 4.77
= 3,339,000
