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Understanding the intricacies of inventory management is crucial for any business aiming to optimize
its operations, control costs, and improve profitability. Sheridan Company, a notable player in its
industry, employs a periodic inventory system to track and report its inventory activities during June.
This article explores the fundamentals of the periodic inventory system, analyzes Sheridan’s June

reports, and offers insights into how such systems influence business decision-making.

What Is a Periodic Inventory System?

Definition and Overview

A periodic inventory system is an accounting method where a company updates its inventory records
at specific intervals—typically at the end of a reporting period, such as monthly, quarterly, or annually.
Unlike perpetual inventory systems that record each transaction in real-time, the periodic system relies

on physical counts to determine inventory levels and cost of goods sold (COGS).



Key Characteristics of a Periodic Inventory System

- Physical Counts: Inventory is physically counted at the end of the period.
- No Continuous Tracking: Inventory records are not updated with every sale or purchase.
- Simpler and Cost-Effective: Particularly suitable for small businesses with limited resources.

- Less Complex Technology: Does not require sophisticated inventory management software.

Advantages of Using a Periodic Inventory System

- Lower initial setup costs.
- Easier to implement for small-scale operations.

- Useful when inventory items are homogeneous and low in value.

Disadvantages and Limitations

- Less real-time data, leading to delayed insights.
- Potential inaccuracies between physical counts.
- Inability to identify theft or spoilage promptly.

- Not ideal for high-volume or fast-moving inventory.

Sheridan Company’s June Inventory Report: Analyzing the Data

Understanding the Report Format

Sheridan’s report for June presents a tabular summary of inventory activities, likely including columns
such as Date, Description, Quality, and Unit. Such a report provides a snapshot of transactions and

inventory levels during the month.



Sample Data Breakdown

While the specific figures are not provided here, typical entries might include:
- Date: The day of transaction or physical count.

- Description: Details of the inventory item (e.g., product name or code).

- Quality: Number of units involved in the transaction.

- Unit: Cost per unit or total value of units.

Interpreting the Data

The report enables managers to:

- Track inventory movement over June.

- Calculate total purchases and sales.

- Determine ending inventory and COGS.

- Assess inventory turnover and sales efficiency.

How the Periodic Inventory System Impacts Sheridan’s

Financial Reporting

Calculating Cost of Goods Sold (COGS)

In a periodic system, COGS is determined at the end of the period using the formula:
COGS = Beginning Inventory + Purchases — Ending Inventory

Sheridan’s report provides the purchase data and ending inventory counts, essential for accurate

COGS calculation.



Determining Ending Inventory

Physical counts at the end of June give the closing inventory figure. This value impacts the gross profit

and net income calculations.

Impact on Financial Statements

- The income statement reflects sales, COGS, gross profit, and net income based on the periodic data.

- The balance sheet reports inventory as a current asset, updated after physical counts.

Advantages of Sheridan’s Use of a Periodic Inventory System

Cost-Effectiveness for Small Businesses

Sheridan benefits from the lower costs associated with periodic systems, requiring less technology

investment and staff time.

Simplicity in Record-Keeping

The system simplifies the accounting process by reducing the need for continuous transaction

recording, making it easier for small teams to manage.

Periodic Review Facilitates Physical Counts

Regular physical counts facilitate inventory accuracy and help identify discrepancies or theft.



Challenges Faced by Sheridan with the Periodic Inventory

System

Delayed Data for Decision-Making

Since updates happen only at period end, Sheridan may lack real-time data needed for quick

decisions.

Potential for Errors and Discrepancies

Physical counts are susceptible to errors, theft, or spoilage, which can lead to inaccurate inventory

records.

Limited Visibility into Inventory Turnover

Without continuous tracking, Sheridan might find it challenging to analyze sales trends or optimize

stock levels.

Best Practices for Sheridan Company Using a Periodic

Inventory System

Regular and Accurate Physical Counts

- Schedule counts at consistent intervals.



- Use standardized procedures to ensure accuracy.

Proper Documentation

- Maintain detailed records of purchases and sales.

- Use inventory tags and tracking for better control.

Periodic Reconciliation

- Compare physical counts with recorded data.

- Investigate discrepancies promptly.

Integrate Inventory Data with Accounting Software

- Use software solutions that support periodic inventory reporting.

- Automate calculations of COGS and inventory balances.

Comparison: Periodic vs. Perpetual Inventory Systems

Key Differences

| Aspect | Periodic Inventory System | Perpetual Inventory System |
EEE

| Data Updating | At specific intervals | Continuous, real-time |

| Inventory Tracking | Physical counts | Instant updates with each transaction |

| Cost of Implementation | Lower | Higher (requires technology) |



| Accuracy | Dependent on physical counts | Higher, with real-time data |

| Suitability | Small or low-volume businesses | Large, high-volume operations |

Choosing the Right System for Sheridan

Given Sheridan’s current use of a periodic system, they should consider factors like sales volume,

inventory complexity, and technology capabilities before transitioning to a perpetual system.

Conclusion: The Significance of Inventory Systems for Business

Success

Sheridan Company’s use of a periodic inventory system during June exemplifies a practical approach
suitable for small businesses seeking cost-effective inventory management. While this system offers
simplicity and affordability, it also presents challenges related to data timeliness and accuracy. By
understanding the nuances of the periodic approach, Sheridan can implement best practices, improve

inventory accuracy, and make informed financial decisions.

In the broader context, selecting the appropriate inventory system is vital for accurate financial
reporting, efficient operations, and strategic planning. Whether a business opts for a periodic or
perpetual system, the ultimate goal remains the same: maintaining accurate inventory records to

support sustainable growth and profitability.
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Frequently Asked Questions

What is the significance of Sheridan Company's use of a periodic
inventory system for June's reporting?

Using a periodic inventory system means Sheridan Company updates its inventory and cost of goods
sold only at the end of the accounting period, which simplifies record-keeping but may delay insights

into inventory levels during June.

How does the periodic inventory system impact the accuracy of
Sheridan Company's June financial reports?

Since inventory updates are made periodically, the accuracy depends on physical counts at month-
end, which can lead to less real-time accuracy compared to perpetual systems, but is often sufficient

for smaller or less complex operations.

What information is typically included in Sheridan Company's June
inventory report?

The report includes details such as date, description of inventory items, quantities (units), cost per unit,

and total value for each item, summarizing the inventory status for June.

How can Sheridan Company analyze its inventory performance using
the June report?

By reviewing quantities and costs listed in the report, Sheridan can assess inventory turnover, identify

slow-moving items, and make informed decisions about purchasing and stock management.

What are the potential challenges Sheridan Company might face with



a periodic inventory system in June?

Challenges include delayed detection of inventory discrepancies, less timely data for decision-making,

and possible difficulties in tracking inventory changes between physical counts.

What steps should Sheridan Company take to ensure accurate
inventory reporting for June?

The company should conduct a thorough physical count at the end of June, verify quantities and costs,

and reconcile any discrepancies to ensure the inventory report is accurate and reliable.

Additional Resources

Sheridan Company Uses a Periodic Inventory System and Reports the Following for the Month of

June.

Understanding the operational and financial implications of a company's inventory management system
is crucial for accurate accounting, effective inventory control, and strategic decision-making. Sheridan
Company’s choice to utilize a periodic inventory system significantly influences how inventory data is
collected, recorded, and reported. This detailed review explores the core facets of Sheridan's inventory
practices during June, elucidates the advantages and disadvantages of the periodic system, and

provides insights into interpreting their reported data.

Introduction to Sheridan Company's Inventory Reporting in

June

Sheridan Company’s report for June reflects a comprehensive snapshot of its inventory activities,



including data on dates, descriptions, quantities, and units. These data points serve as the foundation
for understanding the company's inventory flow throughout the month. Given that Sheridan employs a
periodic inventory system, their reporting methodology differs markedly from a perpetual system,

impacting how inventory levels are tracked and costed.

Understanding the Periodic Inventory System

Definition and Core Principles

A periodic inventory system is a method where inventory quantities and costs are determined only at
specific intervals—typically at the end of an accounting period—rather than continuously tracking

inventory transactions in real-time. Under this system:

- Inventory purchases are recorded in a Purchases account rather than directly adjusting inventory.

- The cost of goods sold (COGS) and ending inventory are calculated periodically, usually through
physical count and valuation at the period's end.

- During the period, no detailed inventory ledger updates occur for each purchase or sale, making it a

simpler but less immediate method.

Advantages of the Periodic System

- Simplicity and Cost-Effectiveness: Less complex bookkeeping and lower administrative costs, suitable
for small businesses or those with straightforward inventory needs.
- Ease of Implementation: No need for sophisticated inventory tracking software or perpetual updates.

- Useful for Businesses with Low-Volume Transactions: When inventory turnover is slow, the periodic



system minimizes operational disruptions.

Disadvantages and Limitations

- Lack of Real-Time Data: Inventory levels and COGS are only known after physical counts, which can
delay decision-making.

- Less Control and Accuracy: Without ongoing tracking, errors in inventory or theft may go unnoticed
until a physical count.

- Limited Utility for High-Volume or Perishable Goods: Not suitable where real-time inventory data is

essential for operations or sales.

Analyzing Sheridan’s June Inventory Data

Sheridan’s report provides details such as date, description, quantity, and unit. While the original data

points are not fully listed here, understanding how to interpret such data is vital.
Typical Data Components and Their Significance:

1. Date: Indicates when a transaction (purchase or sale) occurred, critical for understanding inventory
flow and timing.

2. Description: Clarifies the nature of the transaction—whether it’s a purchase, sale, return, or
adjustment.

3. Quantity: The number of units involved, used alongside unit costs to compute total value.

4. Unit: The measure of each item—could be pieces, boxes, kilograms, etc.

How Sheridan Might Organize Data in June:



- Purchases: Recorded as additions to inventory at specific costs.
- Sales: Not directly affecting inventory during the month but will influence COGS once calculated.

- Physical Counts: Conducted at month-end to determine ending inventory and COGS.

Step-by-Step Approach to Analyzing the Reported Data

To fully grasp the implications of Sheridan’s June report, consider the following analytical steps:
1. Summarize Purchases and Sales

- Total Units Purchased: Sum of all purchase quantities during June.

- Total Units Sold: Sum of all sale quantities, if available.

- Total Purchase Cost: Sum of purchase quantities multiplied by their respective unit costs.

2. Determine Ending Inventory

Since the system is periodic, the ending inventory is typically determined through:

- Physical Count at the end of June

- Applying Costing Methods (e.g., FIFO, LIFO, Average Cost) to assign costs to ending inventory.
3. Calculate Cost of Goods Sold (COGS)

Using the formula:

\[ \text{COGS} = \text{Beginning Inventory} + \text{Purchases} - \text{Ending Inventory} \]

or directly through physical count and valuation, depending on the chosen method.



4. Assess Inventory Turnover and Profitability
Understanding how quickly Sheridan sells its inventory and earns profit involves:

- Inventory Turnover Ratio: \( \frac{\text{COGS}}{\text{Average Inventory}} \)
- Gross Profit Margin: \( \frac{\text{Sales} - \text{COGS}}{\text{Sales}} \)

Implications of Sheridan’s Inventory Methodology

Impact on Financial Statements

- Balance Sheet: The ending inventory value, calculated at month-end, directly affects current assets.

- Income Statement: COGS, derived after physical counts, influences gross profit and net income.
Effect on Inventory Management

- The periodic system may lead to delays in detecting inventory shortages or theft.

- It can hinder real-time decision-making, especially in fast-moving retail environments.
Considerations for Internal Control

- Regular physical counts are essential.

- Cross-checks between physical counts and recorded purchases help ensure accuracy.



Strategic Insights for Sheridan Based on June Data

Inventory Turnover and Sales Efficiency

- A high turnover indicates efficient inventory management—selling stock quickly and reducing holding
costs.

- Low turnover suggests overstocking or sluggish sales, prompting a review of purchasing policies.
Costing Method Selection and Its Effect

- FIFO (First-In, First-Out): Tends to match current market prices in ending inventory; beneficial when
prices are rising.

- LIFO (Last-In, First-Out): Matches recent costs to COGS but may lead to lower ending inventory
values.

- Average Cost: Smooths out price fluctuations, providing a middle ground.

Sheridan’s choice influences reported profits and tax liabilities.

Inventory Valuation and Its Impact

- Accurate valuation ensures compliance with accounting standards.

- Misstatements can lead to distorted financial ratios, affecting investor perceptions.

Practical Recommendations for Sheridan Company

Improving Inventory Accuracy



- Regular Physical Counts: Schedule monthly or quarterly counts to maintain data integrity.
- Inventory Reconciliation: Compare physical counts with recorded data to identify discrepancies.
- Use of Technology: Consider transitioning to a perpetual system if inventory volume increases, to

enable real-time tracking.

Enhancing Reporting and Decision-Making

- Detailed Transaction Records: Maintain comprehensive records of all purchases and sales.
- Cost Flow Assumptions: Clearly document the chosen method for inventory valuation.
- Inventory Analysis: Regularly analyze turnover ratios and gross margins to optimize purchasing and

sales strategies.

Training and Internal Controls

- Train staff responsible for inventory management.

- Implement controls to prevent theft, spoilage, or misstatement.

Conclusion

Sheridan Company’s employment of a periodic inventory system offers both simplicity and certain
limitations. Their June report, characterized by data on dates, descriptions, quantities, and units,
provides crucial insights into their inventory flow, but also underscores the importance of physical

counts and systematic valuation methods to ensure accurate financial reporting.

While the periodic system suits small-scale operations or businesses with low transaction volumes,
Sheridan should remain vigilant about its inherent delays and potential inaccuracies. By adopting best
practices such as regular physical counts, clear documentation of inventory methods, and potentially

integrating technology solutions, Sheridan can enhance the accuracy of its inventory reporting, leading



to better financial management and strategic planning.

Ultimately, understanding and effectively utilizing the inventory data, within the context of the periodic

system, is vital for Sheridan Company’s ongoing success and financial transparency.

Sheridan Company Uses A Periodic Inventory System And
Reports The Following For The Month Of June

Datedescriptionqualityunit

Sheridan Company Uses A Periodic Inventory System And Reports The Following For The Month Of
June Datedescriptionqualityunit

Related Articles

e How Does "Television And The Public Interest" Use The Idea Of The Influence Of Television On
The Audience?ResponsesA

e Research And Development Costs For Projects Other Than Software Development Should Be:
Expensed If Unsuccessful,

e The Heat Transfer Coefficient For Air Flowing Over A Sphere Is To Be Determined By
Observing The Temperature-time

Back to Home


https://sip.evo9x.com/ma46/sheridan-company-uses-a-periodic-inventory-system-and-reports-the-following-for-the-month-of-june-datedescriptionqualityunit.pdf
https://sip.evo9x.com/ma46/sheridan-company-uses-a-periodic-inventory-system-and-reports-the-following-for-the-month-of-june-datedescriptionqualityunit.pdf
https://sip.evo9x.com/ma46/sheridan-company-uses-a-periodic-inventory-system-and-reports-the-following-for-the-month-of-june-datedescriptionqualityunit.pdf
https://sip.evo9x.com/ma46/how-does-television-and-the-public-interest-use-the-idea-of-the-influence-of-television-on-the-audience-responsesa.pdf
https://sip.evo9x.com/ma46/how-does-television-and-the-public-interest-use-the-idea-of-the-influence-of-television-on-the-audience-responsesa.pdf
https://sip.evo9x.com/ma46/research-and-development-costs-for-projects-other-than-software-development-should-be-expensed-if-unsuccessful.pdf
https://sip.evo9x.com/ma46/research-and-development-costs-for-projects-other-than-software-development-should-be-expensed-if-unsuccessful.pdf
https://sip.evo9x.com/ma46/the-heat-transfer-coefficient-for-air-flowing-over-a-sphere-is-to-be-determined-by-observing-the-temperature-time.pdf
https://sip.evo9x.com/ma46/the-heat-transfer-coefficient-for-air-flowing-over-a-sphere-is-to-be-determined-by-observing-the-temperature-time.pdf
https://sip.evo9x.com

