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For Each 0f The Following Cases Determine The Ending Balance In The Inventory
Account. (Hint: First, understanding how to accurately compute the ending
balance in the inventory account is essential for maintaining financial
accuracy and ensuring proper valuation of assets. Inventory management is a
crucial aspect of accounting, affecting cost of goods sold (COGS), gross
profit, and overall financial health of a business. This article provides a
comprehensive guide to calculating the ending inventory balance across
various scenarios, emphasizing key concepts, methods, and practical examples.

Understanding Inventory and Its Significance

Before diving into specific cases, it’s important to grasp what inventory
represents and why its valuation is vital in accounting.

What Is Inventory?

Inventory refers to goods and materials that a business holds for the purpose
of sale or production. It can include raw materials, work-in-progress, and
finished goods. Accurate inventory tracking ensures that the financial
statements reflect the true value of assets and help in making informed
business decisions.

Why Is Inventory Valuation Important?

Proper inventory valuation affects:
e Cost of Goods Sold (COGS):
e Gross Profit and Net Income
e Balance Sheet Accuracy

e Tax Calculations

Incorrect valuation can lead to misstated profits, tax issues, and poor
managerial decisions.



Key Concepts for Calculating Ending Inventory

Calculating ending inventory involves understanding several fundamental
concepts:

Inventory Methods

Businesses can adopt different methods to value their inventory:

FIFO (First-In, First-Out): Assumes the earliest goods purchased are
sold first, leaving the most recent purchases in inventory.

LIFO (Last-In, First-Out): Assumes the most recent purchases are sold
first, leaving older inventory on hand.

Weighted Average Cost: Calculates an average cost per unit based on
total cost divided by total units available.

Specific Identification: Tracks the actual cost of specific items,
suitable for unique or high-value inventory.

Inventory Accounts and Adjustments

The inventory account on the balance sheet reflects the value of inventory at
the end of an accounting period. Adjustments are made based on:

e Purchases made during the period

Returns and allowances

Purchases discounts

Cost of goods sold (recorded in the income statement)

Case Studies: Determining the Ending Inventory
Balance

Below are practical scenarios illustrating how to compute the ending
inventory in different contexts.



Case 1: FIFO Method with Multiple Purchases

Scenario:
A company’'s inventory transactions during a period are as follows:

Beginning inventory: 100 units at $10 each ($1,000)

Purchase 1: 200 units at $12 each ($2,400)

Purchase 2: 150 units at $15 each ($2,250)

Sales during the period: 300 units

Objective: Determine the ending balance in inventory using FIFO.
Solution Steps:

1. Calculate total units available for sale:
100 + 200 + 150 = 450 units

2. Determine units sold:
300 units sold

3. Apply FIFO assumption:
Sell the oldest inventory first.

4. Allocate sales:

First, sell all 100 units from beginning inventory at $10.
Remaining units to sell: 300 - 100 = 200

Next, sell 200 units from Purchase 1 at $12.

5. Remaining inventory after sales:
Purchase 1: 200 units - 200 units sold = 0 units
Purchase 2: 150 units (unsold)

6. Ending inventory calculation:
Remaining units: 150 units at $15 = $2,250

Result:
Ending Inventory = $2,250

Case 2: LIFO Method with a Single Purchase

Scenario:



A retailer’s inventory transactions are:

e Beginning inventory: 50 units at $20 ($1,000)
e Purchase: 50 units at $25 ($1,250)

e Sales: 70 units

Objective: Determine the ending balance using LIFO.
Solution Steps:

1. Total units available: 50 + 50 = 100 units

2. Units sold: 70 units

3. Apply LIFO assumption:
Sell the most recent inventory first.

4. Allocate sales:
Sell 50 units at $25 (from the latest purchase)
Remaining units to sell: 70 - 50 = 20

Next, sell 20 units from beginning inventory at $20

5. Remaining inventory after sales:
Remaining from beginning inventory: 50 - 20 = 30 units at $20

6. Calculate ending inventory:
30 units at $20 = $600
0 units at $25 (used up)

Result:
Ending Inventory = $600

Case 3: Weighted Average Cost Method

Scenario:
A manufacturing firm’s inventory transactions:

e Beginning inventory: 80 units at $30 ($2,400)

e Purchase: 120 units at $40 (%$4,800)



e Sales: 150 units

Objective: Find the ending inventory using the weighted average method.
Solution Steps:

1. Calculate total units and total cost:
Total units: 80 + 120 = 200 units
Total cost: $2,400 + $4,800 = $7,200

2. Compute weighted average cost per unit:

\ [
\text{Average cost per unit} = \frac{\$7,200}{200} = \$36
\1

3. Determine units remaining:
Units available: 200

Units sold: 150

Remaining units: 200 - 150 = 50

4. Calculate ending inventory:
50 units x $36 = $1,800

Result:
Ending Inventory = $1,800

Case 4: Specific Identification Method

Scenario:
A jewelry store tracks the exact cost of each item sold.
Suppose the inventory includes:

| Item | Quantity | Cost per Item | Total Cost |
EERERREEE |- e R EEREREE
| Necklace | 2 | $500 | $1,000 |

| Ring | 3 | $200 | $600 |

| Bracelet | 5 | $150 | $750 |

Sales:
- Sold 2 necklaces and 2 rings

Objective:
Calculate the ending inventory based on specific identification.



Solution:

- Items sold:
- 2 necklaces at $500 each - $1,000
- 2 rings at $200 each - $400

- Remaining inventory:

- Necklaces: 0 (all sold)

- Rings: 3 - 2 =1 at $200

- Bracelets: 5 at $150 (unsold)

- Calculate ending inventory:
- 1 ring at $200 = $200
- 5 bracelets at $150 = $750

- Total ending inventory:
$200 + $750 = $950

Additional Considerations in Inventory
Valuation

While the above cases cover common scenarios, real-world situations often
involve complexities such as:

Inventory Write-downs

If inventory becomes obsolete or its market value falls below cost, companies
may need to write down the inventory value, affecting the ending balance.

Perpetual vs. Periodic Inventory Systems

- Perpetual system: Tracks inventory continuously; easier to determine ending
balance at any time.

- Periodic system: Calculates inventory at period end based on physical
counts, often requiring adjustments.

Impact of Purchase Returns and Allowances

Adjustments to inventory costs are necessary when goods are returned or
allowances are granted, affecting the final balance.



Conclusion

Determining the ending balance in the inventory account requires a thorough
understanding of inventory methods, transaction details, and accounting
principles. Whether using FIFO, LIFO, weighted average, or specific
identification, each method provides a different perspective on inventory
valuation, impacting financial statements and managerial decisions. By
carefully analyzing purchase and sale transactions, applying appropriate
valuation techniques, and adjusting for returns or obsolescence, accountants
can accurately compute the ending inventory balance, ensuring the integrity
of financial reporting.

Understanding these methods and scenarios equips business owners,
accountants, and financial analysts with the tools needed to handle diverse
inventory situations confidently. Proper inventory valuation not only
complies with accounting standards but also offers critical insights into
operational efficiency and profitability.

Frequently Asked Questions

For each of the following cases, determine the
ending balance in the inventory account. (Hint:
First, identify the beginning inventory, add
purchases, and subtract cost of goods sold.)

To determine the ending inventory, start with the beginning inventory, add
any purchases made during the period, then subtract the cost of goods sold.
The resulting amount is the ending inventory balance.

If a company has a beginning inventory of $10,000,
purchases of $5,000, and a cost of goods sold of
$8,000, what is the ending inventory?

Ending inventory = Beginning inventory + Purchases - Cost of goods sold =
$10,000 + $5,000 - $8,000 = $7,000.

A business reports a beginning inventory of $15,000,
purchases of $10,000, and a cost of goods sold of
$12,000. What is the ending inventory balance?

Ending inventory = $15,000 + $10,000 - $12,000 = $13,000.



In a scenario where beginning inventory is $8,000,
purchases are $4,000, and ending inventory is
$3,500, how can you verify the cost of goods sold?

Cost of goods sold = Beginning inventory + Purchases - Ending inventory =
$8,000 + $4,000 - $3,500 = $8,500.

How does a change in purchase quantity or price
affect the ending inventory calculation?

Changes in purchase quantity or price directly impact the total purchases
value, which in turn affects the ending inventory when added to beginning
inventory and after subtracting the cost of goods sold.

What role does inventory valuation method (FIFO,
LIFO, weighted average) play in determining the
ending balance?

Different valuation methods determine how the cost of goods sold and ending
inventory are calculated based on inventory flow assumptions, leading to
different ending balances under each method.

If a company applies the periodic inventory system,
how is the ending inventory determined?

Under a periodic system, ending inventory is determined by conducting a
physical count at period-end and applying the chosen valuation method; it is
not updated continuously.

Why is it important to accurately determine the
ending inventory balance?

Accurately determining ending inventory affects the cost of goods sold, gross
profit, and net income, which are crucial for financial reporting and
decision-making.

What common errors can lead to incorrect ending
inventory calculations?

Errors include miscounting physical inventory, forgetting to include recent
purchases, applying incorrect valuation methods, or arithmetic mistakes in
calculations.



Additional Resources
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Understanding how to accurately determine the ending balance of an inventory
account is fundamental for both accountants and business owners. Inventory
management impacts financial statements, tax calculations, and strategic
decision-making. The process involves applying various inventory valuation
methods and understanding the effects of transactions during the accounting
period. In this article, we will explore different scenarios and methods to
determine the ending inventory balance, providing clarity on the procedures
and considerations involved.

The Importance of Accurate Inventory Valuation

Before diving into specific cases, it's essential to appreciate why precise
inventory valuation matters:

- Financial Reporting: Inventory figures directly influence the cost of goods
sold (COGS) and gross profit, impacting net income.

- Tax Compliance: Accurate inventory calculations ensure correct taxable
income and avoid penalties.

- Operational Insights: Inventory levels reveal production efficiency, sales
trends, and stock management effectiveness.

- Decision-Making: Proper valuation assists in pricing strategies, reorder
points, and investment planning.

Fundamental Concepts in Inventory Management
Inventory Accounts and Their Role

The inventory account appears on the balance sheet as a current asset,
representing the value of goods available for sale at the end of an
accounting period. It fluctuates based on:

- Purchases

- Sales

- Returns

- Write-offs

- Adjustments for damaged or obsolete stock

Key Inventory Valuation Methods

The method chosen affects the ending inventory calculation. Common approaches
include:



- First-In, First-Out (FIFO): Assumes the earliest goods purchased are sold
first; remaining inventory comprises the most recent purchases.

- Last-In, First-Out (LIFO): Assumes the latest goods purchased are sold
first; remaining inventory is from earlier purchases.

- Weighted Average Cost: Calculates an average cost per unit, weighted by
purchase quantities and costs.

- Specific Identification: Tracks each unique item, suitable for high-value,
distinctive inventory.

Each method aligns with different business contexts and regulatory standards,
influencing how ending inventory is computed.

Case 1: Regular Inventory Purchases and Sales with FIFO Method
Scenario Overview

Suppose a company starts with an opening inventory of 100 units valued at $10
each. During the period, it makes the following purchases:

- 200 units at $12 each
- 150 units at $15 each

Sales during the period total 300 units. The company uses FIFO for inventory
valuation.

Calculating Ending Inventory
Step 1: Track the flow of goods sold

- The first 100 units sold are from opening inventory at $10.
- Remaining units sold (200 units) are from the first purchase at $12.

Step 2: Determine remaining inventory

- Starting inventory: 100 units at $10 — sold out.

- Remaining from the first purchase: 200 units at $12 — sold 200, remaining
?.Remaining from the second purchase: 150 units at $15.

Step 3: Compute ending inventory

Total units purchased: 100 + 200 + 150 = 450 units

Units sold: 300 units

Remaining units: 150 units

Remaining inventory composition:



- 150 units from the last purchase at $15 each

Ending Inventory Balance:

150 units x $15 = $2,250

Key Takeaways

- FIFO assigns the most recent costs to ending inventory.

- The method provides a balance sheet valuation that reflects current market
prices more closely during inflationary periods.

Case 2: Inventory Write-Downs and Damaged Goods
Scenario Overview
A retailer reports the following:

- Opening inventory: 500 units at $8 each

- Purchases: 300 units at $9 and 200 units at $10

- During the period, 600 units are sold.

- At the period's end, some inventory is damaged and valued at a lower
amount, requiring a write-down of $1 per unit on 50 units.

Step-by-Step Calculation
Step 1: Calculate total units and costs

- Total units available: 500 + 300 + 200 = 1,000 units
- Total costs:

- 500 units at $8 $4,000
- 300 units at $9 $2,700
- 200 units at $10 = $2,000

Step 2: Determine which units are sold
- Using FIFO, the 600 units sold include:

- All 500 units from opening inventory at $8
- 100 units from the first purchase at $9

Step 3: Compute remaining inventory before write-down
Remaining units:

- 200 units at $9 (since 300 purchased, 100 sold)
- 200 units at $10 (all still in stock)



Total remaining units: 200 + 200 = 400
Remaining inventory value:

- 200 units at $9 = $1,800
- 200 units at $10 = $2,000

Total: $3,800

Step 4: Apply the write-down

- 50 units are damaged and valued $1 less per unit.

- These units are assumed to be from the most recent purchases (per
conservative approach), i.e., from the $10 batch.

Adjusted value:

- 50 units at $9 (after write-down) = $450

Remaining 150 units at $10 remain valued at $10.

Step 5: Final ending inventory

- 150 units at $10 = $1,500

- 200 units at $9 = $1,800

- 50 units at $9 (damaged, written down) = $450

Total ending inventory:

$1,500 + $1,800 + $450 = $3,750

Key Takeaways

- Write-downs reduce inventory value to reflect realisable value.

- Proper documentation ensures compliance with accounting standards.
- The valuation method influences how such adjustments are recorded.

Case 3: Periodic vs. Perpetual Inventory Systems
Periodic Inventory System

In the periodic system, inventory is updated at the end of the period after
physical counts. The ending inventory is determined using:

- Purchases during the period
- Beginning inventory
- Cost of Goods Available for Sale

Calculation:



Ending Inventory = Cost of Goods Available for Sale — Cost of Goods Sold
Example:

- Beginning inventory: 1,000 units at $5

- Purchases: 2,000 units at $6

- Sales: 2,500 units

Assuming FIFO, the ending inventory consists of the last units purchased.

Step 1: Calculate COGS

- 1,000 units at $5
- 1,500 units at $6

$5,000 (beginning inventory)
$9,000 (purchased)

Total COGS: $14,000

Step 2: Calculate ending inventory

Remaining units:

- 500 units at $6 (since 2,000 purchased, 1,500 sold)
Ending inventory:

500 units at $6 = $3,000

Perpetual Inventory System

In the perpetual system, inventory updates continuously with each
transaction. The ending inventory is tracked in real-time, often using
electronic systems.

Implication:

- More accurate and timely data.

- Easier to identify shortages, theft, or spoilage.

- Requires sophisticated software.

Comparison:

| Aspect | Periodic System | Perpetual System |

| Inventory Updates | At period end | Continuously |

| Accuracy | Less real-time | More accurate |
| Records | Summary entries | Detailed, transaction-level |



Case 4: Impact of Returns and Allowances
Scenario Overview

A company sells 1,000 units at $20 each. During the period, customers return
50 units due to defects, and the company grants allowances for 30 units.

Calculating Inventory Impact

Step 1: Adjust sales and returns

- Net units sold: 1,000 — 50 — 30 = 920 units

Step 2: Determine inventory effect

- Returns increase inventory: 50 units returned to stock

- Allowances reduce net sales revenue but do not directly affect inventory
unless the returned goods are resold or discarded.

Step 3: Adjust inventory balance

- If returned goods are in sellable condition, they are added back to
inventory at their cost.

Step 4: Valuation

- Assuming a FIFO method, the returned units are valued at the cost of the
earliest inventory.

Implication:
Returns and allowances can complicate inventory valuation, especially if

returned goods are damaged or obsolete. Proper tracking ensures accurate
ending balances.

Practical Considerations and Best Practices

Regular Inventory Counts

Conducting periodic physical counts helps verify system records and adjust
for discrepancies. Cycle counting can be an effective method to maintain
accuracy without disrupting operations.

Consistent Valuation Method

Applying a consistent valuation method throughout the accounting period
ensures comparability and compliance with accounting standards.

Documentation and Record-Keeping



Maintaining detailed records of purchases, sales, returns, and adjustments
supports accurate inventory valuation and audit readiness.

Software Utilization

Inventory management software streamlines tracking, reduces errors, and
facilitates real-time valuation, especially for large or complex inventories.

Conclusion

Determining the ending balance in the inventory account is a nuanced process
influenced by the nature of transactions, valuation methods, and inventory
management systems. Whether dealing with regular purchases, write-downs,
returns, or system differences, a clear understanding
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