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Understanding how a business values its inventory is crucial for accurate financial
reporting, tax calculations, and inventory management. The periodic inventory system, in
particular, relies on calculating inventory values at specific intervals—usually at the end of
an accounting period—by using different cost flow assumptions. Among these, the FIFO
(First-In, First-Out), LIFO (Last-In, First-Out), and Weighted Average Cost methods are the
most commonly used.

This article delves into how these methods impact the valuation of units available for sale,
how they influence the calculation of cost of goods sold (COGS) and ending inventory, and
their respective advantages and disadvantages. Whether you're a business owner,
accountant, or student, understanding these concepts is vital for making informed financial
decisions.

Understanding Units of an Item Available for Sale

Before exploring the specific cost flow methods, it's essential to understand what is meant
by the units of an item available for sale. This term refers to the total quantity of inventory
that a company has on hand during an accounting period, including beginning inventory
and all purchases made during that period.

Units Available for Sale = Beginning Inventory Units + Purchases During the Period

For example, suppose a retailer starts the month with 100 units of a product and makes
additional purchases of 200 units throughout the month. The total units available for sale
would be:

- Beginning Inventory: 100 units
- Purchases: 200 units
- Total Units Available for Sale: 300 units

Accurately tracking and valuing these units is essential for calculating COGS and ending
inventory, which directly affect net income and taxable income.



Periodic Inventory System and Its Significance

The periodic inventory system updates inventory records periodically—typically at month-
end or year-end—Dby conducting a physical count of inventory and applying inventory
valuation methods. Unlike the perpetual system, which updates inventory after each sale or
purchase, the periodic system relies on:

- Beginning inventory balance
- Purchases during the period

- Ending inventory count

The main advantage of the periodic system is its simplicity and cost-effectiveness for small
businesses or those with straightforward inventory management needs.

Cost Flow Assumptions in Periodic Inventory

Since inventory can consist of items bought at different costs, businesses need a method to
assign costs to units sold and ending inventory. The most common cost flow assumptions
are:

1. FIFO (First-In, First-Out)
2. LIFO (Last-In, First-Out)
3. Weighted Average Cost

Each method assumes a different flow of costs related to the physical flow of inventory,
which impacts financial statements differently.

FIFO (First-In, First-Out) Method

Overview

FIFO assumes that the oldest inventory items are sold first, and the latest purchases remain
in inventory. This method aligns with the natural flow of many inventory items—such as
perishable goods or items with a shelf life—making it intuitive and easy to understand.

Application in Periodic Inventory

- Units Sold: Based on the oldest inventory costs first



- Ending Inventory: Comprises the most recent purchases

Impact on Inventory Valuation

- During periods of rising prices, FIFO results in higher ending inventory values and lower
COGS, leading to higher net income.

- Conversely, during periods of falling prices, FIFO yields lower ending inventory and higher
COGS.

Example

Suppose a company has the following inventory data:
| Date | Purchases | Units | Cost per Unit |

R P |

| Beginning | 100 units | $10 | $10 |

| Purchase 1 | 100 units | $12 | $12 |

| Purchase 2 | 100 units | $15 | $15 |

Total units available: 300 units

If the company sells 150 units during the period, under FIFO:

- The first 100 units sold are from beginning inventory at $10
- The remaining 50 units are from Purchase 1 at $12

COGS Calculation:

- 100 units @ $10 = $1,000
- 50 units @ $12 = $600

Ending Inventory:

- Remaining 50 units from Purchase 1 at $12 = $600
- 100 units from Purchase 2 at $15 = $1,500

LIFO (Last-In, First-Out) Method

Overview

LIFO assumes that the most recent inventory purchases are sold first, leaving the older



inventory in stock. This approach often reflects the actual flow of inventory for certain
industries, such as commodities or where inventory is perishable or rapidly replaced.

Application in Periodic Inventory

- Units Sold: Based on the latest purchase costs
- Ending Inventory: Composed of the oldest inventory costs

Impact on Inventory Valuation

- During periods of rising prices, LIFO results in lower ending inventory values and higher
COGS, which can reduce taxable income.
- During falling prices, it produces the opposite effect.

Example (Using the same data as FIFO example)

Selling 150 units:

- The last 100 units are from Purchase 2 at $15
- The remaining 50 units are from Purchase 1 at $12

COGS Calculation:

- 100 units @ $15 = $1,500
- 50 units @ $12 = $600

Ending Inventory:

- Remaining 50 units from Purchase 1 at $12 = $600
- 100 units from beginning inventory at $10 = $1,000

Weighted Average Cost Method

Overview

The Weighted Average Cost method calculates an average cost per unit for all units
available for sale during the period. This average is then used to determine both COGS and
ending inventory.



Application in Periodic Inventory

- Units Sold: COGS is based on the average cost per unit
- Ending Inventory: Also valued at the same average cost

Calculation of Average Cost

- Total Cost of Goods Available for Sale = Beginning Inventory Cost + Purchases Cost
- Average Cost per Unit = Total Cost of Goods Available for Sale / Total Units Available

Example

Using previous data:

| Inventory | Units | Total Cost |

oo R |

| Beginning Inventory | 100 units @ $10 | $1,000 |
| Purchase 1 | 100 units @ $12 | $1,200 |

| Purchase 2 | 100 units @ $15 | $1,500 |

- Total Units Available: 300 units
- Total Cost: $1,000 + $1,200 + $1,500 = $3,700
- Average Cost per Unit: $3,700 / 300 units = $12.33

COGS for 150 units sold:
- 150 units @ $12.33 = $1,849.50
Ending Inventory:

- Remaining 150 units valued at $12.33 each = $1,849.50

Comparative Analysis of the Cost Methods

| Aspect | FIFO | LIFO | Weighted Average |

R B B |

| Physical Flow | Oldest to newest | Newest to oldest | All units averaged |

| Impact on COGS in Rising Prices | Lower | Higher | Middle |

| Impact on Ending Inventory in Rising Prices | Higher | Lower | Middle |

| Tax Implications | Higher net income | Lower net income | Moderate |

| Suitability | Perishable goods, inventory turnover | Non-perishable goods, tax benefits |
Uniform cost valuation |



Advantages and Disadvantages of Each Method

FIFO

Advantages:

- Reflects actual physical flow for many inventory types
- Results in higher net income during inflation

- Simplifies inventory management

Disadvantages:
- Can lead to higher tax liability during inflation
- May overstate inventory value

LIFO

Advantages:
- Reduces taxable income during inflation
- Matches current costs with current revenues better

Disadvantages:

- Not permitted under IFRS

- Can understate inventory value
- May result in lower net income

Weighted Average Cost

Advantages:

- Smoothens price fluctuations

- Simplifies calculations

- Permitted under both GAAP and IFRS

Disadvantages:
- Less precise in matching costs to specific inventory layers
- May not reflect actual physical flow



Choosing the Right Method for Your Business

Selecting an inventory valuation method depends on various factors:

- Type of inventory (perishable vs. durable)
- Industry practices

- Tax considerations

- Financial statement objectives

- Compliance requirements (GAAP or IFRS)

Businesses should consider these factors carefully and consult with accounting
professionals to select the most appropriate method.

Conclusion

Understanding the units of an item available for sale and how different inventory valuation
methods—FIFO, LIFO, and

Frequently Asked Questions

What is the primary difference between FIFO, LIFO, and
Weighted Average Cost methods in periodic inventory
valuation?

FIFO assumes the oldest inventory units are sold first, LIFO assumes the newest units are
sold first, and Weighted Average Cost calculates an average cost per unit based on total
available units and their total cost during the period.

How does the choice of inventory method (FIFO, LIFO,
or Weighted Average) affect the valuation of units
available and cost of goods sold?

FIFO tends to result in higher ending inventory and lower cost of goods sold during
inflationary periods, LIFO results in lower ending inventory and higher cost of goods sold,
and Weighted Average smooths out price fluctuations, providing a middle ground.

In a periodic inventory system, how are the units of an
item available used to compute ending inventory under



each method?

Under FIFO, ending inventory consists of the most recent units; under LIFO, it includes the
oldest units; and under Weighted Average, ending inventory is valued using the average
cost per unit calculated at period-end.

Why is understanding the units of an item available
important when applying FIFO, LIFO, and Weighted
Average methods?

Knowing the units available helps determine which costs to assign to ending inventory and
cost of goods sold, ensuring accurate financial statements and inventory valuation under
each method.

How does periodic inventory accounting impact the
calculation of units of an item available for sale during
a period?

Periodic inventory accounting involves summing beginning inventory and purchases during
the period to determine total units available, which forms the basis for applying FIFO, LIFO,
or Weighted Average methods at period-end.

Additional Resources

Periodic Inventory Using FIFO, LIFO, And Weighted Average Cost Methods: The Units Of An
Iltem Available

Understanding how to accurately value inventory is a cornerstone of effective financial
management for businesses. When it comes to periodic inventory using FIFO, LIFO, and
weighted average cost methods, one of the fundamental concepts is the units of an item
available. This refers to the total quantity of inventory units that a business has on hand
during a specific period, which serves as the basis for applying different inventory valuation
methods. In this comprehensive guide, we'll explore what constitutes units of an item
available, how each inventory method approaches this concept, and how to calculate and
interpret inventory data accurately.

What Are Units of an Item Available?

Before diving into the specifics of FIFO, LIFO, and weighted average cost methods, it's
essential to understand units of an item available. This term refers to the total number of
units of a particular product that a business has during a specific period, including both
beginning inventory and any new purchases made within that period.

Components of Units of an Item Available



- Beginning Inventory: Units on hand at the start of the period.
- Purchases During the Period: Units acquired through purchases, deliveries, or production.
- Total Units Available: The sum of beginning inventory and purchases during the period.

Calculation Formula
Units of an Item Available = Beginning Inventory Units + Purchases Made During the Period

This total forms the foundation for inventory valuation, influencing how costs are assigned
to units sold and remaining in inventory.

The Importance of Units of an Item Available in Inventory Methods

The way units of an item available are handled varies depending on the inventory valuation
method:

- FIFO (First-In, First-Out): Assumes the earliest units purchased are sold first, so the units
available are segmented based on purchase dates.

- LIFO (Last-In, First-Out): Assumes the most recent units purchased are sold first, affecting
how the units available are allocated.

- Weighted Average Cost: Uses an average cost per unit derived from total units and total
cost, smoothing out fluctuations.

In each case, understanding the units available helps determine the cost of goods sold

(COGS) and ending inventory, which are critical for accurate financial reporting and tax
calculations.

Step-by-Step Breakdown of Inventory Using FIFO, LIFO, and Weighted Average
1. Establish Beginning Inventory and Purchase Data

Suppose a company has the following data for a specific item:

| Date | Description | Units Purchased | Unit Cost | Total Cost |

R R — —— . |
| Jan 1 | Beginning Inventory | 100 units | $10 | $1,000 |

| Jan 15 | Purchase | 200 units | $12 | $2,400 |
| Jan 25 | Purchase | 150 units | $11 | $1,650 |

Total units available at the start of January:

100 units + 200 units + 150 units = 450 units



Total cost of units available:

$1,000 + $2,400 + $1,650 = $5,050

2. Record Sales During the Period

Suppose the company sells 250 units during the period.

3. Calculate Units Available for Sale
Units available are derived from beginning inventory plus purchases:
- Total units available: 450 units

- Units sold: 250 units
- Units remaining (ending inventory): 200 units

Applying Inventory Methods

FIFO (First-In, First-Out)

Concept: Sell the oldest inventory first.
Process:

1. Allocate the oldest units first: Begin with the beginning inventory, then move to the
earliest purchases.

2. Cost of Goods Sold (COGS):

- First 100 units: from beginning inventory at $10 = 100 x $10 = $1,000
- Next 150 units: from Jan 15 purchase at $12 = 150 x $12 = $1,800

Total COGS: $1,000 + $1,800 = $2,800

3. Remaining Inventory:

- Units remaining after sale:

- Jan 15 purchase: 200 units - 150 units sold = 50 units left at $12
- Jan 25 purchase: 150 units (untouched)

- Total ending inventory:



- 50 units at $12 = $600
- 150 units at $11 = $1,650

- Total ending inventory value: $600 + $1,650 = $2,250

LIFO (Last-In, First-Out)

Concept: Sell the most recent units first.

Process:

1. Allocate the newest purchases first:

- 150 units from Jan 25 purchase at $11 = 150 x $11 = $1,650
- Remaining units sold: 250 - 150 = 100 units

- Next, take from Jan 15 purchase:

- 100 units at $12 = $1,200

2. Total COGS: $1,650 + $1,200 = $2,850

3. Remaining Inventory:

- Jan 15 purchase: 200 units - 100 units sold = 100 units at $12
- Beginning inventory: 100 units at $10

- Ending inventory value:

- 100 units at $12 = $1,200

- 100 units at $10 = $1,000

- Total ending inventory: $2,200

Weighted Average Cost Method

Concept: Average all units' costs to determine a uniform cost per unit.
Process:

1. Calculate total units and total cost:

- Units: 450



- Cost: $5,050

2. Average cost per unit:
$5,050 / 450 units = $11.22 per unit

3. COGS:
- 250 units sold x $11.22 = $2,805
4. Ending inventory:

- 200 units remaining x $11.22 = $2,244

Comparing Results and Implications

| Method | COGS | Ending Inventory |
R Tt S — |

| FIFO | $2,800 | $2,250 |

| LIFO | $2,850 | $2,200 |

| Weighted Average | $2,805 | $2,244 |

- FIFO tends to produce lower COGS during periods of rising prices, resulting in higher net
income.

- LIFO typically results in higher COGS and lower net income during inflationary periods.

- Weighted Average smooths out price fluctuations, providing a middle ground.

Practical Considerations in Using Units of an Item Available

- Inventory Turnover: Understanding units available helps analyze how quickly inventory
moves.

- Pricing Strategies: Inventory valuation impacts pricing decisions and profit margins.

- Tax Implications: Different methods can affect taxable income.

- Regulatory Compliance: Certain industries or jurisdictions require specific methods.

Best Practices for Managing Units of an Item Available

- Maintain Accurate Records: Track purchase dates, quantities, and costs meticulously.

- Consistent Methodology: Apply the same inventory valuation method consistently for
comparability.

- Periodic Reconciliation: Regularly reconcile physical counts with recorded units.

- Use Inventory Management Software: Automate calculations for efficiency and accuracy.



Conclusion

The concept of units of an item available is central to understanding and implementing
periodic inventory methods such as FIFO, LIFO, and weighted average cost. Each method
offers different perspectives on inventory valuation, influencing financial statements and
business decisions. By carefully tracking units and costs, businesses can ensure accurate
inventory management, compliant reporting, and strategic financial planning. Whether a
company favors FIFO for its simplicity and alignment with physical flow, LIFO for its tax
advantages during inflation, or weighted average for its smoothing effect, the foundational
understanding of units available remains universally essential.
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