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On Blackboard in Course Content Information you will find the login information that you need to access the FASB Codification – the URL, the user ID, and the password. Additionally, you will find a Learning Guide that will help you use the Codification, as well show you proper citation. The Guide is broken into lessons.  Do NOT use the URL that is within the lesson on logging into the Codification. Universities have a different login URL. I have provided you with a direct link to the proper login URL on Blackboard.


Hollister Co. are retail clothing stores in the United States including Tampa. Hollister sells men’s and woman’s clothing and accessories. Hollister recently hired a graduate from The University of Tampa to work in their accounting department. Hollister asked their new employee to summarize accounting for inventory, specifically addressing the following questions.

1. How should Hollister determine what costs should be included in inventory?
Inventory costs are all costs incurred as a result of ordering, holding, and managing inventory of the company. Hollister should determine the ordering cost, holding costs, and shortage costs. The company should have a proper understanding the three costs when making purchasing, logistics, or inventory holding size logistics. It must also determine the safety stock levels. Inventory ordering costs are costs incurred in purchasing products from manufactures. Inventory holding costs are costs incurred in storing or warehousing, and managing the inventory. Inventory shortage costs are costs incurred when the company is not able to meet the customer demands for its products within a timeframe. 
2. Before determining which cost flow assumption to use, what primary objective should Hollister consider?
Determining ending inventory can be complicated if the units on hand for a specific item of inventory have been purchased at different prices.  Therefore, there are a number of inventory costing methods. The first method is the specific identification method, this is possible only if the company can identify the particular units that were sold and the once remaining in the stock. When the company sells indistinguishable items, it can adopt any of the three cash flow assumptions; First-in, First-out (FIFO), Last-in, First out, and Weighted average. 
The objectives to consider when adopting cost flow assumptions involve on the income statement effect, Balance sheet effects, and tax effects. When the company is considering recording high net income in the period of increasing prices, it will adopt FIFO method, and adopts LIFO when it intends to record lowest income. Weighted average falls in the middle. Ending inventory recorded using LIFO in a period of increasing prices will be significantly understated. Costs allocated to ending inventory using FIFO method usually approximates current costs. When the company aims to reduce tax expense, it will adopt LIFO because it provides the lowest net income, thus the lowest tax liability in a period of increasing prices. 
3. Hollister sells similar goods that are purchased at different times and at different prices. Is Hollister required to maintain an inventory system to account for cost of goods sold based on the specific item sold?
Yes, Hollister should account for the cost of goods using specific identification system if it is able to identify the specific item sold. In case of indistinguishable items, the company should adopt FIFO, weighted average, or LIFO. FIFO records higher net income than LIFO, which results to higher tax liability. LIFO records the lowest net income and reduces tax liability, compared to FIFO and weighted average 
4. After initial measurement, how should inventory be reported on the Hollister balance sheet? Why?
Currently Hollister values its inventory at the lower of cost and net realizable value on a weighted average cost basis. The valuation is based on the multiple factors and the assumptions including demand forecasts, current sales volumes, expected sell-off activities, composition and aging of inventor, and historical recoverability experience. After the initial measurement, Hollister should report inventory on its balance sheet at the lower of cost and net realizable value on a weighted average cost basis, because it approximates the current cost. 
5. Prepare a well-written memo addressed to the CEO of Hollister Co., from you (the new employee) summarizing Hollister’s questions about accounting for inventory. You will be graded on content as well as proper memo style, grammar, spelling, and authoritative citations.
















Memo
To: CEO of Hollister Co.
From: The new employee 
Date:  5th May 2019

Subject: Inventory cost and valuation of Hollister Co.
The purpose of this memo is to preset the analysis inventory costs and valuation. The analysis involves how the company should determine the costs included in inventory, the primary objectives that the company should consider when selecting cost flow assumption to use, the suitable cost flow assumption for the company, and how the company should report inventory in its balance sheet.
Determining costs to be included in inventory
Hollister should determine the ordering cost, holding costs, and shortage costs. The company should have a proper understanding the three costs when making purchasing, logistics, or inventory holding size logistics. It must also determine the safety stock levels.
Primary objective to be considered when determining cost flow assumption
The key objectives that the company should consider are decreasing tax liability, maximizing income, and recording inventory at the current cost. In the period of increasing prices, FIFO records the highest net income while LIFO records the lowest net income, weighted average is in between. Due to the highest net income recorded by FIFO method, tax liability will be higher compared to when the company would have used LIFO method. In the period of increasing prices, FIFO record inventory in a balance sheet at approximately current cost while LIFO may understate inventory recorded in the balance sheet. Therefore, the company should aim at reducing the tax liability, and reporting accurate inventory cost when choosing cost flow assumption. 
Cost flow assumption to be maintained for a specific item sold
Hollister should account for the cost of goods using specific identification system if it is able to identify the specific item sold. In case of indistinguishable items, the company should adopt FIFO, weighted average, or LIFO. 
Reporting inventory on the company balance sheet
Hollister should report inventory on its balance sheet at the lower of cost and net realizable value on a weighted average cost basis by considering the current factors involving demand forecasts, current sales volumes, expected sell-off activities, composition and aging of inventor, and historical recoverability experience.
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