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Nike Discussion Word document
Part b
Question a) Identify the accounts to be affected by the adjustment
i. Long term debt account
ii. Deferred tax account

b) Journal entries to correct the errors
	General journal

	 
	Debit$(000)
	Credit$(000)

	Dr Suspense account
	       3,464.00 
	 

	Cr Long-term debt
	 
	        3,464.00 

	Being adjustment of understated liability account
	 
	 

	Dr Suspense account
	       3,347.00 
	 

	Cr Deferred tax liability
	 
	        3,347.00 

	Being adjustment of understated liability account
	 
	 

	 
	 
	 

	 
	       6,811.00 
	        6,811.00 









Part c 
a) Add back the inventory
Opening inventory		5,622
Closing inventory		5,261
Cost of sale= Opening inventory + Purchases - Closing inventory
Cost of sales= 5,622+21,282-5,261
Cost of sales = $21,643 

b) Cost of goods sold

	Nike income statement

	For period ended 31 May 2019

	 
	Amount $(000)

	Revenues
	 39,117  

	Cost of sales
	             21,643 

	Gross profit
	             17,474 

	Expenses
	             13,445 

	Net income
	 4,029  



c) Comment on the inventory valuation
The accounting policy in place uses the net realizable value of stock as the valuation of stock with a reserve being created for any difference to the cost of sales and being adjusted in the cost of sales. This may be seen as deviation from the normal accounting provisions which require the rule of lower of cost or net realizable value to be used. As seen in the foot notes quoted below.

“INVENTORY RESERVES
We also make ongoing estimates relating to the net realizable value of inventories based upon our assumptions about future demand and market conditions. If we estimate the net realizable value of our inventory is less than the cost of the inventory recorded on our books, we record a reserve equal to the difference between the cost of the inventory and the estimated net realizable value. This reserve is recorded as a charge to Cost of sales. If changes in market conditions result in reductions to the estimated net realizable value of our inventory below our previous estimate, we would increase our reserve in the period in which we made such a determination. 
INVENTORY VALUATION
Inventories are stated at lower of cost and net realizable value, and valued on either an average or a specific identification cost basis. In some instances, we ship product directly from our supplier to the customer, with the related inventory and cost of sales recognized on a specific identification basis. Inventory costs primarily consist of product cost from the Company's suppliers, as well as inbound freight, import duties, taxes, insurance and logistics and other handling fees.”









Part d
a) Current ratio
Current ratio	= 

		=


		= 2.10

b) Quick Ratio	=
			= 
			= 
			= 0.89
c) Competitor chosen was Adidas which has been a close competitor to Nike. The current ratio from Adidas was recorded as 1.23. Comparing Adidas current ratio with Nike’s current ratio, Nike seems to be doing better than Adidas as the higher the current ratio the more secure the company is as it can easily meet its current obligations. Nike has more than double current assets to the current liabilities which mean no pressure shall be exerted to the company to meet its current liabilities.
d) Company to invest in.
Given the two options to invest in, I would invest in Adidas Company. This is because even though the current ratio shows the contrally, the key concern of any investor will be earning value for his investment. Adidas seems to be making more value for an investor with diluted earnings per share of $4.45 which is quit higher compared to $2.71 in Nike. 
e) Current news about the company. 
Within the current economic situation, the most touching news about Nike is based on the move to support the customers during COVID 19 were the firm donated approximately 140,000 of sport gear to health workers as indicated in a post by Martin Friel. The move show the love of customers Nike has and may provide a long felt brand royalty after the pandemic.


