Scenario:
Emily and Tom founded ET Ice Cream Company two years ago to produce and distribute ice cream. Initially, they purchased ice cream from a nearby vendor and sold it under their ET Ice Cream Company brand name. You have recently been hired as their first accountant.

At any given time, ET Ice Cream has over 10,000 gallons of ice cream in their inventory. The ice cream is in 6 different flavors and can be sold in pints, quarts, or gallons. ET uses the perpetual inventory system where shipments of ice cream into their plant are added daily and shipments to customers are deducted daily. This activity is entered into a warehouse distribution software package used by ET to account for inventories.

They are thinking about expanding their freezer section so they can double their ice cream storage capacity to increase profits. If they decide to purchase the additional freezer capacity, it could be financed by using ET’s funds, leased, or purchased by borrowing money from their local bank. Specifics on the machine are as follows: 

· aluminum structure to house the freezer, $15,000 

· purchase price of the freezer, $85,000 

· freight to ship the freezer components to their plant, $8,400 

· construction of the aluminum structure and assemble of the freezer, $26,000 

· staff learning time to operate the freezer, $5,500 

· anticipated spoilage on testing the freezer, $1,250 

· interest on a 3 year loan, $18,000


