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00 O A different cost flow is assumed for each of the three alternative memOds of cosfing inventories- You should
note that if the cost of units had remained stable[]

all three memOds would have yielded the same results.Since prices do changeld however[d me mree methods will
normally yield different amounts for(] 100 the ending inventory[d [1 2[1 the cost of merchandise sold for the
period[] and[d] 301 the gross profitd] and net incomel for the period.8.4.100 Use of the First-in.First.out Method
O O When the FIFO method is used the costs of the units sold are assumed tO be in me Orderin which they were
incurred.During a period of inflation or rising prices(] the earlier unit cOsts are lower than the more recent unit
costs.Much of the benefit of the larger amount of gross profit IS lostC] however[] because the inventory must be
replaced at ever higher prices.[] [I In a period of deflation or declining prices(] this effect is just the opposite. The
FIFO methodJ compared to the other methods(J yields the lowest amount of gross profit.A major criticism of the
FIFo method is its tendency to pass through the effects of inflafionary and deflationary trends to gross profit.An
advantage of the FIFO method.however.is that the balance sheet will report the ending merchandise inventory at an
amount that is about me same as its current replacement cost.8.4.2 Use Of the Last-in.First.out Method[J When the
LIFO method is used during a period of inflation or rising prices.the resultsare opposite those of the other two
methods.When LIFO method yield a lower amount Ofinventory at the end of the period[] a higher amount of cost
of merchandise sold.and a loweramount of gross profit than the other two methods. The reason for these effects is
that t11lecost of the most recently acquired units most nearly approximates the cost of theirreplacement- Ina
period of inflation[] the more recent unit costs are higher than the earlierunit cots- Thus[J it can be argued that
the LIFO method more nearly matches current cOstswith current revenues. This latter point was one reason that
some companies changed flromthe FIFO methOd t0 LIFO method
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