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Please read pages 275 – 277 in your textbook to help you complete this worksheet.

1. How a company classifies its inventory depends on whether the company is a                                       or a                                    business.

2. What are some of the main differences between your two answers in question 1?

3. Inventory is always reported on the balance sheet at the cost value.   True or False?  Explain your answer, explaining with a GAAP. 

4. How is inventory generally “classified” on the balance sheet?  Why do you think this is so?

5. Are there any exceptions to this?  Explain.

6. What information should the company disclose in its financial statements or in the notes to the statements?

7. The inventory and cost of goods sold information that is reported in the financial statements can be used to     

8. When working with inventory, a delicate balance between                                                                       and                                                                   must be kept.  This can often be difficult.

9. What are some issues that make this (answer to question 8) so difficult?

10. There is a sweet l’il ratio that a company can use to analyze its inventory called the Inventory Turnover Ratio.  What is the formula?  What does the ratio tell us?  Is it generally better if this number is higher or lower?

11. In the Inventory Turnover Ratio, what do the two numbers in the numerator of the Average Inventory represent?   

12. What is Days Sales in Inventory?  What is the formula for this ratio? What does this tell us? Is it better if this value is higher or lower?  
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