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Assigning Costs to Merchandize
Concept Self-check
1. The three inventory cost flow assumptions that are allowed under GAEB are first-in, first out (FIFO), weighted average, and specific identification.
2. There is no effect on financial statements of using different inventory cost flow assumptions, unless purchase prices are changing.
3. When prices are rising, FIFO costing yields the highest ending inventory and the highest net income, while weighted average costing produces the lowest ending inventory and the lowest net income.
4. In a period of rising prices, the FIFO inventory cost flow assumption would maximize net income and thus management’s year-end bonus. Assume a gadget is acquired on January 1 for $10 and one on July 1 for $16. On December 1, one gadget is sold for $20. Gross profit calculations under each cost flow assumption would be:
			        FIFO         .	        Wtd. avg.         
Sales		$20		$20
Cost of Goods Sold		10		12	*
Gross Profit		$10		$ 8
				*($10 + 16)/2 = $12
If prices were falling, the choice would be the opposite. The weighted average inventory cost flow assumption yields the higher net income. 
5. If the ending inventory is overstated at the end of 2017, then cost of goods sold is understated; therefore, the 2017 net income is overstated by $5,000. In 2018, the opening inventory would be overstated and cost of goods sold would be overstated; therefore, the net income would be understated by $5,000.
6. The laid-down cost of inventory is the invoice price of the goods less purchase discounts, plus transportation-in, insurance while in transit, and any other expenditure made by the purchaser to get the merchandize to the place of business and ready for sale.
7. Inventory must be evaluated at each fiscal year-end to determine whether the net realizable value (NRV) is lower than cost. Net realizable value is the expected selling cost of inventory, less any applicable costs related to the sale.
8. The primary reason for the use of the LCNRV method of inventory valuation is prudence. If the likely value of inventory has declined below cost, it is prudent to recognize the loss immediately, rather than when the goods are eventually sold to better inform investors and creditors of estimated future cash flows.


Concept Self-check continued
9. Estimating inventory is useful for two reasons:
a. 	It is useful for inventory control. When a total inventory amount is calculated under a periodic inventory system through physical count and valuation, an estimate can help check the accuracy.
b. 	It is useful for the preparation of interim financial statements. Under a periodic inventory system, inventory on hand at any point in time is not readily available. To take a physical count often would be costly and inconvenient. An estimate offers a way of determining a company’s inventory at any point in time in a cost-effective manner.
10. Under the gross profit method, the percentage of profit remaining after accounting for cost of goods sold (the gross profit percentage) is assumed to remain the same from year to year. By applying the rate to sales, gross profit and then cost of goods sold can be estimated. Opening inventory and purchases will be known from the accounting records, so cost of goods available for sale can be determined. The difference between the cost of goods sold and cost of goods available for sale is the ending inventory amount.
Under the retail inventory method, mark-up on goods purchased then sold is considered to be constant. Both cost and selling prices of goods acquired are then valued at retail by using the mark-up amount. From this, the ending inventory at retail is calculated. By applying the cost percentage (cost of goods available for sale divided by retail cost of goods available for sale) to the retail ending inventory, its value at cost can be calculated.
i. Example — gross profit method:
Sales			$100
Cost of Goods Sold:
	Opening Inventory (from records)		80
	Purchases (from records)		  70
	Cost of Goods Available for Sale 		150
	Ending Inventory		   (a)?	  (b)? 
Gross Profit			 $(c)?
If the gross profit percentage average is 25%, the following can be estimated:
(c) Gross profit	= 25% x $100 	= $25
(b) Cost of goods sold 	= $100 – $25 (c) 	= $75
(a) Ending inventory 	= $150 – $75 (b) 	= $75
Ending inventory (a) would be $75.


Concept Self-check continued
ii. Example — retail inventory method; assumed mark-up = 200%:
			    At Retail		      At Cost	
Sales			$500		$500
Cost of Goods Sold: 
	Opening Inventory (records)	$(b)		$  80
	Purchases (records)	   (b)		  300
	Cost of Goods Available for Sale	(c)		380
	Ending Inventory	 (d)?		 (e)?
Cost of Goods Sold		 (a)?		 (f)?
Gross Profit (same as Sales)		$-0-		 (g)?
(a) Cost of Goods restated at retail to equal sales = $500
(b) Opening Inventory and Purchases re-stated at retail 
 			= $300 x 200% = $600; 80 x 200% 
			= $160
(c) Cost of Goods Available at retail	= $600 (b) + 160 (b) 
			= $760
(d) Ending Inventory at retail 
= Cost of Goods Available at retail – Cost of Goods Sold at retail
	= $760 (c) – 500 (a)
	= $260
(e)  Inventory at cost = Inventory at retail/200%
			=  $260 (c)/200% 
			= $130
(f) Cost of Goods Sold at cost = $380 – 130(e) = $250
(g) Gross Profit at cost = $500 – $250(e) = $250
11. The gross profit method is particularly useful in cases where goods have been stolen or lost in a fire; in such cases it is not possible to determine the balance in the ending inventory by a physical count when the periodic inventory system is used.
12. The retail inventory method assumes an average inventory cost flow assumption because the cost percentage used to calculate ending inventory and cost of goods sold is based on a constant mark-up.


Concept Self-check continued
13. Under the periodic inventory system, purchased inventory is recorded in the general ledger Purchases account; under a perpetual inventory system, it is recorded under Merchandize Inventory.
When inventory is sold under the periodic inventory system, there is no entry to cost of goods sold; this is determined at the end of the period. Under the perpetual inventory system, an entry is recorded in the Cost of Goods Sold account and an offsetting decrease is recorded under Merchandize Inventory when each sale transaction occurs.
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1.	FIFO
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	100
	$1
	$100

	7
	10
	$2
	$20
	
	
	
	100
10
	$1
$2
	$120


	9
	
	
	
	80
	$1
	$80
	20
10
	$1
$2
	$40

	21
	20
	$3
	$60
	
	
	
	20
10
20
	$1
$2
$3
	
$100

	24
	
	
	
	20
10
10
	$1
$2
$3
	
$70
	
10
	
$3
	
$30


2.	Weighted average (answers may differ depending on rounding assumptions)
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	100
	$1.00
	$100.00

	7
	10
	$2
	$20
	
	
	
	110
	$1.091
	$120.00

	9
	
	
	
	80
	$1.09
	$87.20
	30
	$1.093
	$32.802

	21
	20
	$3
	$60
	
	
	
	50
	$1.864
	$92.80

	24
	
	
	
	40
	$1.86
	$74.40
	10
	$1.846
	$18.405


1 ($100 + 20)/(100+10) = $1.09 (rounded)
2 $120.00 – 87.20 = $32.80 (This eliminates rounding errors. Remember, cost of goods available – cost of goods sold = ending inventory.)
3 $32.80/30 units = $1.09 per unit (rounded)
4 ($32.80 + 60.00)/(30 + 20) = $1.86 per unit (rounded)
5 $92.80 – 74.40 = $18.40
6 $18.40/10 = $1.84 per unit


CP 6–2
1.	FIFO
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	2,000
	$.50
	$1,000

	5
	
	
	
	1,200
	$.50
	$600
	800
	$.50
	$400

	6
	1,000
	$2
	$2,000
	
	
	
	800
1,000
	$.50
$2.00
	$2,400

	10
	500
	$1
	$500
	
	
	
	800
1,000
500
	$.50
$2.00
$1.00
	$2,900

	16
	
	
	
	800
1,000
200
	$.50
$2.00
$1.00
	
$2,600
	
300
	
$1.00
	
$300

	21
	1,000
	$2.50
	$2,500
	
	
	
	300
1,000
	$1.00
$2.50
	$2,800



a. Jan. 5	Accounts Receivable	110	6,000
		Sales	550		6,000
	Cost of Goods Sold	570	600
		Merchandize Inventory 	150		600
	To record Jan. 5 sales; COGS at FIFO.
b. Jan. 16	Accounts Receivable	110	12,000
		Sales	550		12,000
	Cost of Goods Sold	570	2,600
		Merchandize Inventory 	150		2,600
	To record Jan. 16 sales; COGS at FIFO.
c. Per the above table, there are 1,300 units on hand: 300 @ $1; 1,000 @ $2.50, for a total ending inventory cost of $2,800.
2.	Weighted average (answers may differ depending on rounding assumptions)
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	2,000
	$.50
	$1,000

	5
	
	
	
	1,200
	$.50
	$600
	800
	$.50
	$400

	6
	1,000
	$2
	$2,000
	
	
	
	1,800
	$1.331
	$2,400

	10
	500
	$1
	$500
	
	
	
	2,300
	$1.262
	$2,900

	16
	
	
	
	2,000
	$1.26
	$2,520
	300
	$1.274
	$3803

	21
	1,000
	$2.50
	$2,500
	
	
	
	1,300
	$2.225
	$2,880


1 ($400 + $2,000)/(800 + 1,000) = $1.33 per unit (rounded)
2 ($2,400 + $500)/(1,800 + 500) = $1.26 per unit (rounded)
3 $2,900 – 2,520 = $380 (This eliminates rounding errors. Remember, cost of goods available – cost of goods sold = ending inventory.)
4 $380/300 = $1.27 per unit (rounded)
5 $2,880/1,300 = $2.22 per unit (rounded)
CP 6–2 continued
a. Jan. 5	Accounts Receivable	110	6,000
		Sales	550		6,000
	Cost of Goods Sold	570	600
		Merchandize Inventory 	150		600
	To record Jan. 5 sales; COGS at weighted average.
b. Jan. 16	Accounts Receivable	110	12,000
		Sales	550		12,000
	Cost of Goods Sold	570	2,520
		Merchandize Inventory 	150		2,520
	To record Jan. 16 sales; COGS at weighted average.
c. Per the above table, there are 1,300 units on hand @ $2.22 (rounded), for a total ending inventory cost of $2,880. This should be calculated as the inventory balance of $380 on January 16 plus the January 21 purchase of $2,500, not 1,300 units x wtd. avg. cost of $2.22.
CP 6–3
1.	 a. FIFO
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	May 1
	
	
	
	
	
	
	100
	$1
	$100

	5
	
	
	
	80
	$1
	$80
	20
	$1
	$20

	6
	200
	$2
	$400
	
	
	
	20
200
	$1
$2
	$420

	
12
	
125
	
$3
	
$375
	
	
	
	20
200
125
	$1
$2
$3
	
$795

	
13
	
	
	
	20
200
80
	$1
$2
$3
	
$660
	
45
	
$3
	
$135

	19
	350
	$2
	$700
	
	
	
	45
350
	$3
$2
	$835

	
29
	
150
	
$1
	
$150
	
	
	
	45
350
150
	$3
$2
$1
	
$985

	
30
	
	
	
	45
350
5
	$3
$2
$1
	
$840
	
145
	
$1
	
$145

	
	Total COGS
	
	
	
	$1,580
	
	
	





CP 6–3 continued
1. b. Specific identification
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	May 1
	
	
	
	
	
	
	100
	$1
	$100

	5
	
	
	
	80
	$1
	$80
	20
	$1
	$20

	6
	200
	$2
	$400
	
	
	
	20
200
	$1
$2
	$420

	
12
	
125
	
$3
	
$375
	
	
	
	20
200
125
	$1
$2
$3
	
$795

	13
	
	
	
	125
175
	$3
$2
	$725
	20
25
	$1
$2
	$70

	
19
	
350
	
$2
	
$700
	
	
	
	20
25
350
	$1
$2
$2
	
$770

	
29
	
150
	
$1
	
$150
	
	
	
	20
25
350
150
	$1
$2
$2
$1
	
$920

	30
	
	
	
	20
300
80
	$1
$2
$1
	
$700
	251
502
703
	$2
$2
$1
	
$220

	
	Total COGS
	
	
	
	$1,505
	
	
	


1 May 6 purchase
2 May 19 purchase
3 May 29 purchase


CP 6–3 continued
1. 	c. Weighted average
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	May 1
	
	
	
	
	
	
	100
	$1.00
	$100

	5
	
	
	
	80
	$1
	$80
	20
	$1.00
	$20

	6
	200
	$2
	$400
	
	
	
	220
	$1.911
	$420

	12
	125
	$3
	$375
	
	
	
	345
	$2.302
	$795

	13
	
	
	
	300
	$2.30
	$690
	45
	$2.30
	$1053

	19
	350
	$2
	$700
	
	
	
	395
	$2.044
	$805

	29
	150
	$1
	$150
	
	
	
	545
	$1.755
	$955

	30
	
	
	
	400
	$1.75
	$700
	145
	$1.767
	$2556

	
	Total COGS
	
	
	
	$1,470
	
	
	


1 $420/220 units = $1.91 per unit (rounded)
2 $795/345 units = $2.30 per unit (rounded)
3 $795 – 690 = $105 (This eliminates rounding errors. Remember, cost of goods available – cost of goods sold = ending inventory.)
4 $805/395 units = $2.04 per unit (rounded)
5 $955/545 units = $1.75 per unit (rounded)
6 $955 – 700 = $255
7 $255/145 units = $1.76 per unit (rounded)
2. 
	
	
	
FIFO
	
	Spec.
ident.
	
	Wtd. avg.

	Sales
	
	$3,900      
	
	$3,900
	
	$3,900

	Cost of goods sold
	
	(1,580)
	
	(1,505)
	
	(1,470)

	Gross profit
	
	$2,320
	
	$2,395
	
	$2,430


3. The weighted average inventory cost flow assumption maximizes net income ($2,430) and ending inventory ($253.75).
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CP 6–4
	3	Matches actual flow of goods with actual flow of costs in all cases
1	Matches old costs with new sales prices
1	Results in the lowest net income in periods of falling prices
2,3	Does not assume any particular flow of goods
1 	Best suited for situations in which inventory consists of perishable goods
1	Values inventory at approximate replacement cost
CP 6–5

	
	2017 Statements
	2018 Statements

	

Errors
	
Open. invent.
	
End. invent.
	2017 Total assets
	2017
Net income
	
Open. invent.
	
End. invent.
	2018 Total assets
	2018
Net income

	1.	Goods purchased in 2017 were included in December 31 inventory, but the transaction was not recorded until early 2018.
	



0
	



0
	



0
	



+
	



0
	



0
	



0
	



-

	2.	Goods purchased in 2018 were included in December 31, 2017 inventory, and the transaction was recorded in 2017.
	


0
	


+
	


+
	


0*
	


+
	


0
	


0
	


0

	3.	Goods were purchased in 2017 and the transaction recorded in that year; however, the goods were not included in the December 31 inventory as they should have been.
	



0
	



-
	



-
	



-
	



-
	



0
	



0
	



+

	4.	Goods purchased in 2017 were excluded from December 31 inventory, and the transaction was recorded early in 2018.
	


0
	


-
	


-
	


0
	


-
	


0
	


0
	


0


* The effects of this error cancel each other out, so net income is not affected in either 2017 or 2018.
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CP 6–6
1. 	a. 	Ending inventory for 2019 was understated by $2,000. Instead of being $5,000, it should have been $7,000. Thus, cost of goods sold should have been $18,000 and gross profit, $12,000. Because of this mistake, the 2020 opening inventory was also understated by $2,000, causing cost of goods sold to be understated by $2,000 and gross profit overstated by $2,000 It should have been $15,000.
b. 	The 2021 ending inventory was overstated by $5,000. It should have been $10,000. Thus, cost of goods sold should have been $30,000 and gross profit, $20,000.
2. 			For 2019, the merchandize inventory on the statement of financial position was understated by $2,000. Thus, the total assets were $2,000 less than they should have been. For 2020, there is no effect on the statement of financial position, as the error is in opening inventory. For 2021, the ending inventory in the statement of financial position is overstated by $5,000, which means that total assets were overstated by $5,000.
CP 6–7
1. 	LCNRV on a unit–by–unit basis:
(2 x $50) + (3 x $75) + (4 x $20) = $405
2. 	LCNRV on a group inventory basis:
(2 x $50) + (3 x $150) + (4 x $25) = $650
(2 x $60) + (3 x $75) + (4 x $20) = $425
	Therefore, LCNRV = $425
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CP 6–8
1. 	Sales		$300,000	100%
Cost of goods sold
	Opening inventory	$   80,000			
	Purchases	    150,000			
	Cost of goods available	230,000		
	Ending inventory (estimated)	         (c)			
		Cost of goods sold	 	    (b)   	  66 2/3%	
Gross profit		    (a)     	   33 1/3%	
(a) Gross profit 	= 33 1/3% of Sales
		= 33 1/3% x $300,000
		= $100,000
(b) Cost of goods sold 	= Sales – gross profit
			= $300,000 – 100,000
			= $200,000
(c) Estimated ending inventory  
		= Cost of goods available – cost of goods sold
		= $230,000 – $200,000
		= $30,000
2. 	Balton lost about $30,000 of inventory in the fire and is claiming $45,000. This does not seem reasonable.
CP 6–9
1.

	
	At retail
	
	At cost
	

	Sales
	
	
	$ 276,000
	
	
	
	$ 276,000
	

	Cost of goods sold
	
	
	
	
	
	
	
	

		Opening inventory
	$  78,000
	
	
	
	$  26,000
	
	
	

		Purchases
	282,000
	
	
	
	90,000
	
	
	

		Transportation-in
	   —  
	
	
	
	4,000
	
	
	

		Cost of goods available for sale
	360,000
	(a)
	
	
	120,000
	
	
	

		Less: Ending inventory
	(84,000)
	(c)
	
	
	(28,000)   
	(d)
	
	

	Cost of goods sold
	
	
	276,000
	(b)
	
	
	92,000
	(e)

	Gross Profit
	
	
	$              0  
	
	
	
	$ 184,000
	(f)

	
	
	
	
	
	
	
	
	


2.	Mark-up = $276,000/92,000 = 300%.


CP 6–10
The estimated ending inventory at cost is $25,000, calculated as follows:
	
	At retail
	
	At cost
	

	Sales (given)
	
	
	$ 250,000
	
	
	
	$ 250,000
	

	Cost of goods sold
	
	
	
	
	
	
	
	

		Opening inventory
	$  20,000
	
	
	
	$  10,000
	
	
	

		Purchases
	280,000
	
	
	
	140,000
	
	
	

		Cost of goods available for sale
	300,000
	(a)
	
	
	150,000
	
	
	

		Less: Ending inventory
	(50,000)
	(c)
	
	
	(25,000)   
	(d)
	
	

	Cost of goods sold
	
	
	250,000
	(b)
	
	
	125,000
	

	Gross profit
	
	
	$              0  
	
	
	
	$ 125,000
	

	
	
	
	
	
	
	
	
	


CP 6–11
	
	
	 1
	
	 2
	
	3
	
	 4

	Opening inventory
	
	$        0)
	
	$3,000)
	
	$1,000)
	
	$2,000)

	Purchases
	
	  5,000)
	
	 5,000)
	
	5,000)
	
	5,000)

	Ending inventory
	
	     (2,000)   
	
	(4,000)
	
	(1,500)
	
	(       0)

	Cost of goods sold
	
	$3,000)
	
	$4,000)
	
	$4,500)
	
	$7,000)


CP 6–12

	
	
	FIFO
	
	Spec. ident.
	
	Wtd. Avg.

	Sales
	
	
	$1,200
	
	
	$1,200
	
	
	$1,200

	Cost of goods sold
	
	
	
	
	
	
	
	
	

		Opening inventory
	
	$100
	
	
	$100
	
	
	$100
	

		Purchases
	
	5501
	
	
	550
	
	
	550
	

		Goods avail. for sale2
	
	650
	
	
	650
	
	
	650
	

		Less: Ending inv.
	
	(250)3
	
	
	(140)4
	
	
	(130)5
	

	Cost of goods sold
	
	
	400
	
	
	510
	
	
	520

	Gross profit
	
	
	$800
	
	
	$690
	
	
	$680


1 ($10 + $40+ $90 + $160 + $250) = $550
2 Total units available
		(	100 + 10 + 20 + 30 + 40 + 50)		250	units
		Total units sold (given)			(200) 	units
		Ending inventory			   50	units
3 50 units @ $5 = $250
4 Purchase 	#1	10 	@ $1	$10
			#2	20 	@ $2	40
			#4	10 	@ $4	40
			#5	10 	@ $5	50
				50		$140
5 $650/250 units = $2.60 per unit x 50 units = $130


CP 6–13
 1.	Specific identification ending Inventory:
			1,200	units @ $0.50 =	$   600
			  1,000	units @ $2.00 =	  2,000
			   300	units @ $1.00 = 	     300
			2,500	units	$2,900
2.	FIFO ending inventory:
			1,000	units @ $2.00 =	 $2,000
			500	units @ $1.00 =	500
			 1,000	units @ $2.50 =	  2,500
			 2,500		$5,000
3.	Weighted average ending inventory:
			2,000	units @ $0.50 =	 $1,000
			1,000	units @ $2.00 =  	 2,000
	  		500	units @ $1.00 =	500
			1,000	units @ $2.50 =	  2,500
			 4,500		$6,000

	Weighted average cost = $6,000/4,500 units = $1.33/unit x 2,500 units = $3,333 (rounded) 
4.	Specific identification cost of goods sold:
		800 	units @ $.50 = 	$   400
	 	200	 units @ $1.00 = 	200
		1,000	 units @ $2.50 = 	  2,500
		2,000			$3,100
5.	FIFO cost of goods sold: 2,000 units @ $0.50 =  $1,000
6.	Weighted average cost of goods sold:
		2,000 	units @ $0.50 =	$1,000
		1,000 	units @ $2.00 =	2,000
		500	 units @ $1.00 =	500
		1,000 	units @ $2.50 =	  2,500
		4,500			$6,000
Weighted average cost = $6,000/4,500 units = $1.33/unit x 2,000 units = $2,667 (rounded)
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CP 6–14
1. 	a. 	FIFO ending inventory = (150 x $3) + (50 x $2) = $550
b. 	Specific identification ending inventory = (100 x $1) + (100 x $3) = $400
c. 	Weighted average = (100 x $1) + (200 x $1) + (125 x $2) + (350 x $2) + (150 x $3) = $1,700/925 = $1.84/unit (rounded)
Weighted average ending inventory = $1.84 x 200 = $368
2. 	Units sold = 925 – 200 = 725 units x $2 = $1,450 total sales.
	
	FIFO
	
	Spec. ident
	
	Wtd. avg.

	Sales
	
	$1,450
	
	
	$1,450
	
	
	$1,450

	Cost of goods sold
	
	
	
	
	
	
	
		

		Opening inventory
	$   100
	
	
	$   100
	
	
	$    100
	

		Purchases
	 1,600
	
	
	 1,600
	
	
	1,600
	

		Cost of goods available for sale
	1,700
	
	
	1,700
	
	
	1,700
	

		Less: Ending inventory
	    (550)
	
	
	    (400)
	
	
	    (368)
	

	Cost of goods sold
	
	  1,150
	
	
	  1,300
	
	
	1,332

	Gross profit
	
	$   300
	
	
	$   150
	
	
	$  118
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P 6–1
1. The COGS calculation is the same for all three methods:
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	50
	$1
	$50

	Apr. 15
	200
	$2
	$400
	
	
	
	50
200
	$1
$2
	$450

	Apr. 25
	
	
	
	50
200
	$1
$2
	$450
	-0-
	$-0-
	$-0-

	Oct. 15
	600
	$5
	$3,000
	
	
	
	600
	$5
	$3,000

	Oct. 25
	
	
	
	500
	$5
	$2,500
	100
	$5
	$500

	
	Total COGS
	
	
	
	$2,950
	
	
	


2. Cost of goods sold is $2,950 under all three alternatives. Therefore gross profit and net income will also be the same.
3. You should advize the president that all of the alternatives have the same effect. However, once an inventory cost flow assumption is adopted, it must be used consistently in future years. This minimizes the ability to manipulate net income through accounting policy changes, if that is the president’s plan.
P 6–2
[bookmark: _GoBack]1.  a. FIFO
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	25
	$1
	$25

	Feb. 15
	15
	$2
	$30
	
	
	
	25
15
	$1
$2
	$55

	Feb. 28
	
	
	
	25
5
	$1
$2
	$35
	10
	$2
	$20

	Mar. 14 
	10
	$3
	$30
	
	
	
	10
10
	$2
$3
	$50

	Apr. 9
	
	
	
	10
5
	$2
$3
	$35
	5
	$3
	$15

	Oct. 28
	35
	$4
	$140
	
	
	
	5
35
	$3
$4
	$155

	
Dec. 4
	
40
	
$5
	
$200
	
	
	
	5
35
40
	$3
$4
$5
	
$355

	Dec. 21
	
	
	
	5
35
10
	$3
$4
$5
	
$205
	
30
	
$5
	
$150

	
	Total COGS
	
	
	
	$275
	
	
	





P 6–2 continued
The journal entry would be:
Dec. 21	Accounts Receivable	110	300
		Sales	550		300
	Cost of Goods Sold	570	205
		Merchandize Inventory 	150		205
	To record Dec. 21 sales; COGS at FIFO.
1. b. Weighted average
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	25
	$1.00
	$25.00

	Feb. 15
	15
	$2
	$30
	
	
	
	40
	$1.381
	$55.00

	Feb. 28
	
	
	
	30
	$1.38
	$41.40
	10
	$1.363
	$13.602

	Mar. 14 
	10
	$3
	$30
	
	
	
	20
	$2.184
	$43.60

	Apr. 9
	
	
	
	15
	$2.18
	$32.70
	5
	$2.18
	$10.90

	Oct. 28
	35
	$4
	$140
	
	
	
	40
	$3.775
	$150.90

	Dec. 4
	40
	$5
	$200
	
	
	
	80
	$4.396
	$350.90

	Dec. 21
	
	
	
	50
	$4.39
	$219.50
	30
	$4.388
	$131.407

	
	Total COGS
	
	
	
	$293.60
	
	
	


1 $55/40 units = $1.38 per unit (rounded)
2 $55.00 – 41.40 = $13.60 (This eliminates rounding errors. Remember, cost of goods available – cost of goods sold = ending inventory.)
3 $13.60/10 units = $1.36 per unit (rounded)
4 $43.60/29 units = $2.18 per unit (rounded)
5 $150.90/40 units = $3.77 per unit (rounded)
6 $350.90/80 units = $4.39 per unit (rounded)
7 $350.90 – 219.50 = $131.40
8 $131.40/30 units = $4.38 per unit (rounded)
	The journal entry would be:
Dec. 21	Accounts Receivable	110	300.00
		Sales	550		300.00
	Cost of Goods Sold	570	219.50
		Merchandize Inventory 	150		219.50
	To record Dec. 21 sales; COGS at weighted average.
2. 
	
	
FIFO
	
	Wtd.
avg.

	Sales 
	$4201
	
	$420.00

	COGS
	275
	
	293.60

	Gross Profit
	$145
	
	$126.40


1 (30 x $2) + (15 x $4) + (50 x $6) = $420


P 6–2 continued
Weighted average more closely matches cost of goods sold with sales because it uses more recent purchase prices to calculate cost of goods sold.
3. More income taxes would be paid under FIFO because gross profit is higher using FIFO in a period of rising prices. Weighted average minimizes income taxes in a period of rising prices so that accounting policy should be adopted.
P 6–3
1. 
	Product A

	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	4,000
	$11.90
	$47,600

	Jan. 7
	8,000
	$12.00
	$96,000
	
	
	
	12,000
	$11.971
	$143,600

	Mar. 30
	
	
	
	9,000
	$11.97
	$107,730
	3,000
	$11.963
	$35,8702

	May 10
	12,000
	$12.10
	$145,200
	
	
	
	15,000
	$12.074
	$181,070

	Jul. 4
	
	
	
	14,000
	$12.07
	$169,000
	1,000
	$12.07
	$12,070


1 ($47,600 + 96,000)/12,000 units = $11.97 per unit (rounded)
2 $143,600 – 107,730 = 35,870 (This eliminates rounding errors. Remember, cost of goods available – cost of goods sold = ending inventory.)
3 $35,870/3,000 units = 11.96 per unit (rounded)
4 ($35,870 + 145,200)/15,000 units = $12.07 per unit (rounded) 
	Product B

	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	2,000
	$13.26
	$26,520

	Jan. 13
	5,000
	$13.81
	$69,050
	
	
	
	7,000
	$13.651
	$95,570

	Jul. 15
	
	
	
	1,000
	$13.65
	$13,650
	6,000
	$13.653
	$81,9202

	Oct. 13
	7,000
	$14.21
	$99,470
	
	
	
	13,000
	$13.954
	$181,390

	Dec. 14
	
	
	
	8,000
	$13.95
	
	5,000
	$13.995
	$69,970


1 ($26,520 + 69,050)/7,000 units = $13.65 per unit (rounded)
2 $95,570 – 13,650 = 81,920 (This eliminates rounding errors. Remember, cost of goods available – cost of goods sold = ending inventory.)
3 $81,920/6,000 units = 13.65 per unit (rounded)
4 ($81,920 + 99,470)/13,000 units = $13.95 per unit (rounded) 
5 $69,970/5,000 units = 13.99 per unit (rounded)
2. Total ending inventory at December 31, 2018:
Product A	$12,070
Product B	  69,970
Total	$82,040
P 6–3 continued
3. Computerized accounting software would do most of the calculations otherwise done manually. Even calculating only two products’ transactions by hand is tedious and time-consuming. 
4. If only two products are sold by Southern Cross and there are only a handful of inventory sales and purchases, the company should consider using the simpler periodic inventory system.
P 6–4
1. a. FIFO
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	100
	$1
	$100

	3
	100
	$1
	$100
	
	
	
	100
100
	$1
$1
	$200

	8
	200
	$2
	$400
	
	
	
	200
200
	$1
$2
	$600

	10
	
	
	
	200
	$1
	$200
	200
	$2
	$400

	15
	300
	$3
	$900
	
	
	
	200
300
	$2
$3
	$1,300

	20
	
	
	
	200
200
	$2
$3
	$1,000
	100
	$3
	$300

	27
	400
	$1
	$400
	
	
	
	100
400
	$3
$1
	$700

	
	Total COGS
	
	
	
	$1,200
	
	
	





P 6–4 continued
1. b. Specific identification
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	100
	$1
	$100

	3
	100
	$1
	$100
	
	
	
	100
100
	$1
$1
	$200

	8
	200
	$2
	$400
	
	
	
	100
100
200
	$1
$1
$2
	
$600


	10
	
	
	
	50
150
	$1
$2
	
$350
	50
100
50
	$1
$1
$2
	
$250

	15
	300
	$3
	$900
	
	
	
	50
100
50
300
	$1
$1
$2
$3
	
$1,150

	20
	
	
	
	100
300
	$1
$3
	$1,000
	50
50
	$1
$2
	$150

	27
	400
	$1
	$400
	
	
	
	50
50
400
	$1
$2
$1
	
$550

	
	Total COGS
	
	
	
	$1,350
	
	
	



1. 	c. Weighted Average
	
	Purchased
	Sold
	Balance in Inventory

	Date
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$
	
Units
	Unit Cost
	Total 
$

	Jan. 1
	
	
	
	
	
	
	100
	$1.00
	$100

	3
	100
	$1
	$100
	
	
	
	200
	$1.00
	$200

	8
	200
	$2
	$400
	
	
	
	400
	$1.501
	$600

	10
	
	
	
	200
	$1.50
	$300
	200
	$1.50
	$300

	15
	300
	$3
	$900
	
	
	
	500
	$2.402
	$1,200

	20
	
	
	
	400
	$2.40
	$960
	100
	$2.40
	$240

	27
	400
	$1
	$400
	
	
	
	500
	$1.283
	$640

	
	Total COGS
	
	
	
	$1,260
	
	
	


[bookmark: _Toc350163671][bookmark: _Toc350166419][bookmark: _Toc350169538]1 ($200 + 400)/400 units = $1.50 per unit
2 ($300 + 900)/500 units = $2.40 per unit 
3 ($240 + 400)/500 units = $1.28 per unit


P 6–4 continued
2.		FIFO journal entries
Jan. 3		Merchandize Inventory	100		
				Accounts Payable			100
	8		Merchandize Inventory	400		
				Accounts Payable			400
	10		Accounts Receivable	600	
				Sales					600
			Cost of Goods Sold	200	
				Merchandize Inventory			200
				(200 units X $1)
	15		Merchandize Inventory	900	
				Accounts Payable			900
	20		Accounts Receivable	2,000	
				Sales					2,000
			Cost of Goods Sold	1,000
				Merchandize Inventory			1,000
				[(200 units X $2) + (200 units X $3)]	
	27		Merchandize Inventory	400		
				Accounts Payable			400
3.	
	
	
	
FIFO
	
	Spec.
ident.
	
	Wtd. Avg.

	COGS
	
	$1,200
	
	$1,350
	
	$1,260

	Ending Inv.
	
	700
	
	550
	
	640

	Total
	
	$1,900
	
	$1,900
	
	$1,900


All the totals are the same. Different inventory cost flow assumptions merely change the amount of cost of goods available for sale allocated to either cost of goods sold and ending inventory.
P 6–5
1. Ending inventory for 2017 was overstated by $2,000. Thus, cost of goods sold should have been $2,000 higher, or $22,000 and gross profit $2,000 lower, or $28,000. Because of this mistake, the 2018 opening inventory was also overstated by $2,000, causing cost of goods sold to be overstated by $2,000 and gross profit to be understated by $2,000. Gross profit should have been $29,000.
2. 2017 total and net assets were overstated by $2,000. 2018 total assets and net assets were correct.


P 6–6
			Unit	Group
Item 	 Cost 	 Market	LCNRV	LCNRV 
A	$  60	$  63	$  60	
B	40	40	40	
C	80	78	78	
D	    50	    42	     42		
	$230	$223	$220	$223*
*Lower of total cost or total market value is used; in this case, total market
P 6–7
1.	
	
	
	2018
	
	2019
	

	

Item
	
	

Cost
	
	Net realizable
value
	
	
Unit basis (LCNRV)
	
	

Cost
	
	Nets realizable value
	
	
Unit basis (LCNRV)
	

	 Product X
	
	$14,000
	
	$15,000
	
	$14,000
	
	$15,000
	
	$16,000
	
	$15,000
	

	  Product Y
	
	12,500
	
	12,000
	
	12,000
	
	12,000
	
	11,500
	
	11,500
	

	Product Z
	
	 11,000
	
	 11,500
	
	 11,000
	
	 10,500
	
	 10,000
	
	 10,000
	

	Total
	
	$37,500
	(3)
	$38,500
	
	$37,000
	(1)
	$37,500
	(4)
	$37,500
	
	$36,500
	(2)


2.	
	2018
	Unit basis 
(LCNRV)
	
	Group basis 
(LCNRV)
	
	
Cost basis

	Sales
	
	$240,000
	
	
	$240,000
	
	
	$240,000

	Cost of goods sold
	
	
	
	
	
	
	
	

		Opening inventory
	$   20,000
	
	
	   $20,000 
	
	
	  $20,000   
	

		Purchases
	    240,000
	
	
	   240,000  
	
	
	240,000   
	

		Cost of goods available
	260,000
	
	
	260,000
	
	
	260,000
	

		Ending inventory
	     37,000
	(1)
	
	    37,500
	(3)
	
	37,500     
	(3)

			Total cost of goods sold
	
	223,000
	
	
	222,500
	
	
	  222,500

	Gross profit
	
	$17,000
	
	
	$17,500
	
	
	$17,500

	
	
	
	
	
	
	
	
	





P 6–7 continued
3.	
	2019
	Unit basis 
(LCNRV)
	
	Group basis 
(LCNRV)
	
	
Cost basis 

	Sales
	
	$ 280,000
	
	
	$ 280,000
	
	
	$ 280,000

	Cost of goods sold
	
	
	
	
	
	
	
	

		Opening inventory
	$   37,000
	
	
	  $37,500   
	
	
	   $37,500   
	

		Purchases
	    260,000
	
	
	  260,000
	
	
	   260,000
	

		Cost of goods available
	297,000
	
	
	297,500 
	
	
	297,500
	

		Ending inventory
	     36,500
	(2)
	
	    37,500
	(4)
	
	   37,500
	(4)

			Cost of goods sold
	
	   260,500
	
	
	     260,000
	
	
	     260,000

	Gross profit
	
	$   19,500
	
	
	$   20,000
	
	
	$   20,000

	
	
	
	
	
	
	
	
	


4.	b. (2018:$17,500; 2019:$20,000)
5.	Using LCNRV/group basis and using the cost basis yield the same maximum profit ($20,000).
[bookmark: _Toc350163676][bookmark: _Toc350166424][bookmark: _Toc350169543][bookmark: _Toc350163678][bookmark: _Toc350166426][bookmark: _Toc350169545]P 6–8
1.	Sales		$305
	Less: Sales returns		   5
	Net sales		300
	Cost of goods sold:
		Opening inventory	$ 25
		Purchases	175
		Less: Purchases returns	(5)
		Transportation-in	    3
		Cost of goods available	198
		Ending inventory			  15	(c)
	Cost of goods sold			  183	(b)
	Gross profit			$117	(a)
(a)	Net sales = 39% x $300 = $117
(b)	Cost of goods sold = Net sales – gross profit = $300 – $117 = $183
(c)	Ending inventory = Goods available for sale – cost of goods sold 
	= $198 – $183 = $15 
[bookmark: _Toc350163677][bookmark: _Toc350166425][bookmark: _Toc350169544]

P 6–9
1.	Retail inventory method
	
	At retail
	
	At cost, should be

	Sales
	
	
	$ 160,000
	
	
	
	$ 160,000

	Less: Sales returns
	
	
	    10,000
	
	
	
	10,000

	Net sales
	
	
	$150,000
	
	
	
	150,000

	Cost of goods sold
	
	
	
	
	
	
	

		Opening inventory
	$  20,000 
	
	
	
	$  11,000  
	
	

		Purchases
	164,000  
	
	
	
	80,000  
	
	

		Less: Purchases returns
	(4,000)
	
	
	
	(2,000)
	
	

		Transportation-in
	
	
	
	
	1,000  
	
	

	Cost of goods available for sale
	180,000 
	
	
	
	90,000  
	
	

		Ending inventory
	(30,000) 
	(b)
	
	
	     (15,000) 
	 (c)
	

	Cost of goods sold
	
	
	150,000
	(a)
	
	
	75,000

	Gross profit
	
	
	$             0 
	
	
	
	$   75,000  

	
	
	
	
	
	
	
	


(a)	Cost of goods sold = Net sales
(b)	Estimating ending inventory at retail
	= Cost of goods available for sale – cost of goods sold 
	= $180,000 – $150,000
	= $30,000
	(c)	Estimated ending inventory at cost= $30,000/200% = $15,000
2.	Inventory lost 	= Estimated ending inventory – actual inventory on hand
		=  $15,000 – 5,000
		=  $10,000
3.	Some of the inventory may have been stolen or sold for less than the assumed mark-up.
4. 	Adopting a perpetual inventory system might be cost-effective, given the amount of the discrepancy ($10,000 out of $180,000 of goods available for sale). A perpetual inventory system would enable staff to compare actual amounts of goods in ending inventory to the accountings records to determine where the discrepancies arose, as well as possible solutions (for example, more physical safeguards for high-value goods).


P 6–10

a.	Specific identification	2018	2019	2020
	Sales	$1,000	$1,200	$1,150
	COGS
		Op. inv.	0	360	400
		Purchases	1,280	1,100	1,010
		End. inv.	(360)	(400)	(320)
	Cost of goods sold	   920	 1,060	 1,090
	Gross profit/net income		$    80	$  140	$    60

b.	FIFO	2018	2019	2020
	Sales	1,000	1,200	1,150
	COGS
		Op. inv.	0	300	320
		Purchases	1,280	1,100	1,010
		End. inv.	(300)	(320)	(280)
	Cost of goods sold	    980	 1,080	 1,050
	Gross profit/net income	$    20	$  120	$  100

c.	Weighted average	2018	2019	2020
	Sales	$1,000	$1,200	$1,150
	COGS
		Op. inv.	0	340	420
		Purchases	1,280	1,100	1,010
		End. inv.	(340)	(420)	(300)
	Cost of goods sold	  940	1,020	1,130
	Gross profit/net income	$    60	$  180	$    20
P 6–11
1. 	
	
	
	
Units
	
	
FIFO
	
	Spec. ident.
	
	Weighted
average

	Opening inventory
	
	 50
	
	$       50
	
	$       50
	
	$       50

	Purchases
	
	800
	
	2,800
	
	2,800
	
	2,800

	Cost of goods available
	
	850
	
	$2,850
	
	$2,850
	
	$2,850

	
	
	
	
	
	
	
	
	

	  2. 
	
	
	
	
	
	
	
	

	      FIFO: 200 @ $5
	=
	
	
	$1,000
	
	
	
	

	      Sp. ident: (50 @ $1) + (150 @ $2)
	=
	
	
	
	
	$ 350
	
	

	      Wtd. avg.: $2,850/850 =
        $3.35/unit (rounded) x 200 units
	
	
	
	
	
	
	
	
$670



3. 			Spec.	Weighted
	Units	FIFO	ident.	average
Cost of goods avail. for sale		850		$2,850		$2,850		$2,850
Ending inventory			200	  	 1,000	      	 350	      	671
Cost of goods sold		650		$1,850		$2,500		$2,179
P 6–11 continued
4.	Based on response 3 above:
a. 	Weighted average income is less than specific identification by $321 ($2,179-2,500)
b. 	Specific identification income is greater than FIFO income by $650 ($2,500-1,850)
c. 	No difference
5. 	Cost of purchases are rising. Specific identification costing is more realistic with respect to income measurement in a period of rising prices (in this case) as it more closely matches current costs with current revenue.
P 6–12
1. 	Ending inventory (FIFO) = $1 x 25 = 	$25
2. 	Ending inventory (wtd. avg.) = $5 x 25 = 	   65	*
	Difference 			$ 40
	*(25 x $5) + (15 x $4) + (10 x $3) + (35 x $2) + (40 x $1) = $325/125 units = $2.60/unit x 25 units = $65.
3. 	
		FIFO	Wtd. avg.
	Sales			$3601		$360	
	Cost of goods sold
	  Opening inventory	$125		$125		
	  Purchases		 200		   200		
	  Cost of goods available	325		325
	  Less: Ending inventory	(25)	 300	(65)	 260	
	Gross profit			$ 60		$100	
1 (30 x $6) + (20 x $4) + (50 x $2) = $360
In a period of decreasing prices (as in this example), weighted average produces a higher net income than FIFO because more-recent costs are matched against recent sales, thus producing a better matching of costs with revenues.
4. 	Under FIFO in a period of decreasing prices, less income taxes would be payable, since income would be lower than under weighted average.
Therefore in a period of rising prices, more taxes would be payable using FIFO, since income would be higher than under weighted average. Over the life of the company, though, the same amount of taxes would be paid. The chosen inventory valuation method affects only the timing of cost of goods sold recognition.


P 6–13
1. Total purchases
	Jan.
Mar.
May
Jul.
Sept.
Dec.
	7
30
10
4
2
14
	
	  8,000 units @ $12.00 = $  96,000
  9,000 units @ $12.40 = $111,600
12,000 units @ $12.00 = $144,000
16,000 units @ $12.60 = $201,600
  6,000 units @ $12.80 = $  76,800
  7,000 units @ $12.70 = $  88,900

	Total purchases
	
	$718,900


Ending inventory

	
	
	FIFO
	
	Spec. ident

	
	
	Quantity
	
	Unit cost
	
	Total cost
	
	
	Quantity
	
	Unit cost
	
	Total cost
	

	Dec. 14
	
	7,000
	
	$12.70
	
	$88,900
	
	Jan. 1
	4,000
	
	$11.90
	
	$   47,600
	

	Sep. 2
	
	6,000
	
	12.80
	
	76,800
	
	Jan. 7
	8,000
	
	12.00
	
	96,000
	

	Jul. 4
	
	  2,000
	
	12.60
	
	    25,200
	
	Mar. 30
	  3,000
	
	12.40
	
	    37,200
	

	
	
	15,000
	
	
	
	$190,900
	(1)
	
	15,000
	
	
	
	$180,800
	(2)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



						Weighted average			
	Quantity	Unit cost	Total cost
Jan. 1	4,000		$11.90		$  47,600
Jan. 7	8,000		12.00		96,000
May 30	9,000		12.40		111,600
May 10	12,000		12.00		144,000
Jul. 4	16,000		12.60		201,600
Sept. 2	6,000		12.80		76,800
Dec. 14	  7,000		12.70		  88,900
	62,000				$766,500

Average cost per unit:     $766,500     = $12.36 (rounded)
		           62,000 units
Ending inventory: 15,000 units x 12.36 = $185,400 (3)


P 6–13 continued
2.	
					Income Statement	

					FIFO			Sp. ident.			Wtd. avg.	
Sales
(47,000 units @ $16 per unit)		$752,000		$752,000	$752,00
Cost of goods sold
	Opening inventory	$ 47,600		$ 47,600		$47,600
	Purchases	718,900		718,900		718,900
	Cost of goods available	766,500			766,500		766,500
	Ending inventory	190,900 (1)	 	180,800 (2)		185,400 (3)
  		Cost of goods sold		   575,600		   585,700	   581,100
Gross profit		$176, 400		$166,300	$170,900
3.	Specific identification inventory valuation best matches revenue with costs in this case, because recent higher prices are matched against relatively recent selling prices.
P 6–14
1.  to  3.
		Rising prices	Falling prices
	FIFO	Wtd. avg.	FIFO	Wtd. avg.
Sales			$5,000		$5,000		$5,000		$5,000
Cost of goods sold
	Opening inventory	$1,000		$1,000		$1,000		$1,000	
	Purchases	  6,000		  6,000		   4,000		   4,000	
	Cost of goods available	7,000		7,000		5,000		5,000	
	Less: Ending inventory	     3,000		       2,9171               	      2,0002                     2,0833         
Cost of goods sold		   4,000		     4,083		   3,000		   2,917
Gross profit		$1,000		$   917		$2,000		$2,083
1 Weighted average/rising: ($1,000 + 6,000)/600 units x 250 units = $2,917 (rounded)
2 FIFO/falling: 250 units x $8 = $2,000
3 Weighted average/falling: [$1,000 + (500 x $8)]/600 units x 250 units = $2,083 (rounded)
4.	Less taxes would be payable under weighted average in a period of rising prices (gross profit is lower). More taxes would be payable under weighted average in a period of falling prices. However, there would be no difference in total over the life of the company.
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