SI – Acct 284
Chapter 7 – October 13, 2009

1. What does FIFO stand for? 

2. What does LIFO stand for?

3. During a period of rising prices, what affect does FIFO have on COGS, NI, and Inventory?

4. During a period of rising prices, what affect does LIFO have on COGS, NI, and Inventory?

5. What is the LIFO conformity rule?

6. What is the one reason a company would choose to use the LIFO method of costing inventory?


7. The inventory costing method selected by a company can affect
a. The balance sheet
b. The income statement
c. The statement of retained earnings
d. All of the above

8. Each period, the cost of goods available for sales is allocated between
a. Assets and liabilities
b. Assets and expenses
c. Assets and revenues
d. Expenses and liabilities

9. A New York bridal dress designer that makes high-end custom wedding dresses and needs to know the exact cost of each dress most likely uses which inventory costing method?
a. FIFO
b. LIFO
c. Weighted average
d. Specific identification

10. If costs are rising, which of the following will be true?
a. The cost of goods sold will be greater if LIFO is used rather than weighted average
b. The cost of ending inventory will be greater if FIFO is used rather than LIFO
c. The gross profit will be greater if FIFO is used rather than LIFO.
d. All of the above are true.

11. Which inventory method provides a better matching of current costs with sales revenue on the income statement but also results in older values being reported for inventory on the balance sheet?
a. FIFO
b. Weighted average
c. LIFO
d. Specific identification
12. Which of the following is true regarding companies that report their inventories on a LIFO basis?
a. They will always have a higher income tax expense
b. They will always have a higher inventory balance
c. Both of the above
d. None of the above

13. Given the following information, calculate sales, cost of goods sold, ending inventory, and gross profit, under FIFO and LIFO, assuming a periodic system is used.
	
	
	Units
	Unit Cost/Selling Price
	Total

	1-Jul
	Beginning Inventory
	100
	$10 
	$1,000 

	13-Jul
	Purchase
	500
	$13 
	$6,500 

	25-Jul
	Sold 
	(200)
	$15 
	$3,000 

	31-Jul
	Ending Inventory
	400
	
	










14. Given the following information calculate the cost of ending inventory and cost of goods sold, assuming a periodic inventory system is used in combination with (a) FIFO and (b) LIFO.
	
	
	Units
	Unit Cost

	1-Jul
	Beginning Inventory
	2000
	$20 

	5-Jul
	Sold 
	1000
	

	13-Jul
	Purchased
	6000
	$22 

	17-Jul
	Sold 
	3000
	

	25-Jul
	Purchased
	8000
	$25 

	27-Jul
	Sold 
	5000
	




15. Onrion Iron Cor. Uses a periodic inventory system. At the end of the annual accounting period December 31, 2009, the accounting records provided the following information.
	Transactions
	Units
	Unit Cost

	A.  Inventory, December 31, 2008
	3,000
	$12 

	For the year 2009:
	
	

	B. Purchase, April 11
	9,000
	$10 

	C. Purchase, June 1
	8,000
	$13 

	D. Sale, May 1 (sold for $40 per unit)
	3,000
	

	E. Sale, July 3 (sold for $40 per unit)
	6,000
	

	F. Operating expenses (excluding income tax expense), $195,000
	



1. Compute the COGS and Ending Inventory under FIFO and LIFO















2. Using the information calculated above fill in the following line items on the 2009 income statement
	
	
	
	Case A
	Case B

	
	
	
	FIFO
	LIFO

	Sales revenue1
	
	

	Cost of goods sold
	
	

	Gross profit
	
	

	Operating expenses
	
	

	Operating income
	
	




3. Which inventory costing method may be preferred by Orion Iron Corp. for income tax purposes? Explain.
