Chapter 08 - Inventories and the Cost of Goods Sold


Our Comments on the “Your Turn” Cases
You as a Sales Manager The revelation from the other sales managers presents an ethical dilemma. It is inappropriate to mark shipments as having been shipped when in fact they will be shipped in January. Now that you know this information, you must inform upper management of the problem.


The first step is to consider whether Tempto Co. has a code of conduct or other personnel-related codes that provide guidance about how potential ethical dilemmas can be resolved. If your company has no policies or the dilemma is not addressed by company policies, then consider that The International Federation of Accountants provides guidance about how to resolve ethical issues in Section 2 of its Code of Ethics for Professional Accountants.* It recommends: (1) Review the conflict problem with the immediate superior. If it appears the superior is involved in the conflict problem, raise the issue with the next higher level of management. (2) Seek counseling and advice on a confidential basis with an independent advisor or the applicable professional accountancy body. (3) If the ethical issue still exists after fully exhausting all levels of internal review, as a last resort on significant matters (e.g., fraud) resign and submit an information memo to the appropriate representative of the organization.

You as a Credit Analyst As a credit analyst assessing the use of Target’s inventory as collateral, it is important for you to estimate the inventory’s market value, because this is the amount of cash flow it is expected to generate when sold. Since the company’s gross profit as a percentage of sales is 37 percent, its cost of goods sold is approximately 63 percent of sales (100%–37%). By dividing Target’s inventory at cost by 63 percent, we can estimate its approximate market value (its selling price). In this particular case, the estimated market value of Target’s inventory is $5.08 billion ($3.2 billion ( 0.63).
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