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Computing Cost of goods sold and the ending inventort under the following cost flow
assumptions:

1

Average Cost:
Purchased Sold Balance
[Date |Units [Unit prce [Total _|Caits [Unit rice [Total _|Units Uit price [Total
1002 54950 $9.900 2 54950 ] $9.900
22l 3| $5,000[515,000 5[ 54,980 524,900 (524, 900/5)=54950
253 | 51980 [S19920| 1] s49%0] s49%0
¥ 3 ss00[s15300 4[ 55,070 [520.280(520280/4=55070)

Working Notes:

Total cost of goods available for sale

Average Cost
Number of units in inventory

« Therefore, under average cost method, the cost of goods sold is $19,920.
« The cost of ending inventory is $20,280.
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FIFO method:
Purchased Sold Balance
|Date |Units _|Unit price [Total _|Units _|Unit price |Total _|Units _|Unit price |Total
1-Jull 2| $4.950| $9.900 2| $4.950 | $9.900
[22-Jull 3| $5.000 [$15,000 3| $5.000 |$15,000
3] 524,900
28- Jull 2| $4.950 [ $9.900
2[5.000 510000
- AT ST Si9900] 1| S5000] 55000
55100515300
| 5203001

« Therefore, under average cost method, the cost of goods sold is $19,900.

« The cost of ending inventor
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LIFO method:
Purchased Sold Balance
[Date [Units _[Unit price [Total _[Units _Unit price Total _|Units _[Unit price Total
| 254950 $9.900 2[ 54950 ] $9.900
223l 35,000 515,000 3] 55,000 [515,000
3 524,900
283l 3] 55,000 [515,000
154,950 54,950
[3- 3| 5100515300 El 519950 154950 | 54,950
3] 55,100 [513300
4l 520250

« Therefore, under average cost method, the cost of goods sold is $19,950.
« The cost of ending inventory is $20,250.
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The net income would be higher when the cost of goods sold is least. In the above computed
cost of goods sold under the three methods, the cost of goods sold under the FIFO method
is lowest. Therefore, itis clear that the net income under FIFO method would be higher for
the current year

Itis not same in all the cases. Under FIFO method the cost of goods sold is on the earliest
prices. Therefore, the cost of good sold would be lower in case of riding process. f the unit
price of the units s decreased, then FIFO method will not apply.
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To have a minimized income tax the net income should be lowest. The net income would be
Towest when the cost of goods sold is highest. This is possible with the LIFO method of
Inventory as it follows the current market prices

Yes, this would usually be the case as the unit price generally increases day by day.
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By reporting a higher cost of goods sold than results from other inventory valuation methods,
the LIFO method usually results in lower taxable income. In short, if inventory costs are
fising, a company can reduce the amount of its income tax obligation by using the LIFO
method in its income tax retum. If the company would use the LIFO method in its tax retum
to reduce taxable income and use the FIFO method in its financial statements to increase
the amount of net income reported to investors and creditors




