
Problem 6-2A (Algo) Calculate Ending
Inventory, Cost Of Goods Sold, Sales
Revenue, And Gross Profit For
Problem 6-2A (Algo) Calculate Ending Inventory, Cost Of Goods Sold, Sales
Revenue, And Gross Profit For is a common scenario encountered in managerial
and financial accounting. Understanding how to accurately compute these key
financial metrics is essential for assessing a company's profitability and
inventory management effectiveness. Whether you're a student preparing for
exams, a small business owner managing your inventory, or an accountant
analyzing financial statements, mastering these calculations provides
valuable insights into business performance.

In this comprehensive guide, we will explore the step-by-step process to
calculate ending inventory, cost of goods sold (COGS), sales revenue, and
gross profit using various inventory valuation methods. We will also discuss
the importance of each metric and how different inventory methods impact
financial reporting.

---

Understanding Key Financial Terms

Before diving into calculations, it is crucial to understand the fundamental
terms involved:

Ending Inventory
The value of inventory remaining unsold at the end of an accounting period.
It appears on the balance sheet and influences COGS and gross profit.

Cost of Goods Sold (COGS)
The direct costs attributable to the production of the goods sold during the
period. It includes expenses like raw materials, direct labor, and
manufacturing overhead.

Sales Revenue
The total income earned from selling goods or services before deducting any
expenses.



Gross Profit
The difference between sales revenue and COGS. It indicates the profitability
of core business activities.

---

Inventory Valuation Methods

The calculation of inventory and related metrics depends on the inventory
valuation method selected. The most common methods include:

1. Specific Identification
Used when each item in inventory is distinct and identifiable, often in
luxury goods or automobiles.

2. First-In, First-Out (FIFO)
Assumes the earliest goods purchased are sold first. Ending inventory
consists of the most recent purchases.

3. Last-In, First-Out (LIFO)
Assumes the most recent goods purchased are sold first. Ending inventory
comprises older purchases.

4. Weighted Average Cost
Calculates a weighted average cost per unit for all inventory available
during the period.

Choosing the appropriate method impacts the financial outcomes and tax
liabilities, especially in times of inflation or deflation.

---

Step-by-Step Calculation Process

Let's now walk through the process of calculating ending inventory, COGS,
sales revenue, and gross profit, assuming we have specific data from a
company's inventory transactions.



Example Data:
- Beginning inventory: 100 units @ $10 each = $1,000
- Purchases during the period:
- 200 units @ $12 each = $2,400
- 150 units @ $15 each = $2,250
- Total units available for sale: 100 + 200 + 150 = 450 units
- Units sold during the period: 300 units
- Selling price per unit: $20

---

Calculating Sales Revenue
Sales revenue is straightforward to compute:

Sales Revenue = Units Sold × Selling Price per Unit

Calculation:
- Units sold = 300
- Selling price per unit = $20

Result:
- Sales Revenue = 300 × $20 = $6,000

---

Calculating Cost of Goods Sold (COGS)
The COGS depends on the inventory valuation method chosen.

1. FIFO Method
Under FIFO, the oldest inventory is sold first:

- First, sell 100 units from beginning inventory @ $10 = $1,000
- Remaining units to sell: 200
- Next, sell 200 units from the first purchase @ $12 = 200 × $12 = $2,400
- Total COGS = $1,000 + $2,400 = $3,400

2. LIFO Method
Under LIFO, the most recent inventory is sold first:



- Sell 150 units from latest purchase @ $15 = 150 × $15 = $2,250
- Remaining units to sell: 150
- Next, sell 150 units from previous purchase @ $12 = 150 × $12 = $1,800
- Total COGS = $2,250 + $1,800 = $4,050

3. Weighted Average Cost Method
Calculate the average cost per unit:

- Total cost of inventory available:
- Beginning inventory = $1,000
- Purchases = $2,400 + $2,250 = $4,650
- Total cost = $1,000 + $4,650 = $5,650
- Total units = 100 + 200 + 150 = 450
- Average cost per unit = $5,650 ÷ 450 ≈ $12.56

- COGS = Units sold × Average cost
- COGS = 300 × $12.56 ≈ $3,768

---

Calculating Ending Inventory
Ending inventory comprises the units remaining unsold, valued according to
the chosen method.

1. FIFO Method
Remaining units:
- 50 units from the last purchase @ $15 = 50 × $15 = $750
- 200 units from the second purchase @ $12 = 200 × $12 = $2,400
- 50 units from the beginning inventory @ $10 = 50 × $10 = $500
- Total ending inventory = $750 + $2,400 + $500 = $3,650

2. LIFO Method
Remaining units:
- 50 units from beginning inventory @ $10 = 50 × $10 = $500
- 200 units from beginning inventory @ $10 = 200 × $10 = $2,000
- Total ending inventory = $500 + $2,000 = $2,500

3. Weighted Average Method
- Ending inventory units = Total units available - units sold = 450 - 300 =
150 units
- Ending inventory value = 150 × $12.56 ≈ $1,884



---

Calculating Gross Profit
Gross profit is the difference between sales revenue and COGS:

- FIFO:
- Gross Profit = $6,000 - $3,400 = $2,600
- LIFO:
- Gross Profit = $6,000 - $4,050 = $1,950
- Weighted Average:
- Gross Profit = $6,000 - $3,768 ≈ $2,232

---

Summary of Results
| Method | Sales Revenue | COGS | Ending Inventory | Gross Profit |
|-----------------------|-----------------|--------|-------------------|-----
---------|
| FIFO | $6,000 | $3,400 | $3,650 | $2,600 |
| LIFO | $6,000 | $4,050 | $2,500 | $1,950 |
| Weighted Average | $6,000 | $3,768 | $1,884 | $2,232 |

---

Importance of Accurate Calculations
Accurately calculating these metrics is vital for several reasons:

- Financial Reporting: Ensures compliance with accounting standards and
provides stakeholders with a clear view of profitability.
- Tax Planning: Different inventory methods can impact taxable income.
- Inventory Management: Helps identify inventory turnover rates and stock
valuation.
- Strategic Decision-Making: Guides pricing strategies, purchasing policies,
and sales forecasts.

---

Common Challenges and Tips
- Choosing the Right Method: Consider the nature of inventory, industry
standards, and tax implications.
- Handling Large Data Sets: Use inventory management software or spreadsheets
to automate calculations.



- Adjustments for Shrinkage or Obsolescence: Regularly update inventory
valuations to reflect actual conditions.
- Understanding Method Impact: Be aware that FIFO tends to report higher net
income in inflationary periods, while LIFO can lower tax liabilities.

---

Conclusion
Calculating ending inventory, COGS, sales revenue, and gross profit is
fundamental to understanding a company's financial health. By applying the
appropriate inventory valuation method and following systematic calculation
steps, businesses and students can ensure accurate financial analysis.
Remember, the choice of inventory method influences reported profits and
taxes, so it should align with the company's operational realities and
strategic goals. Mastering these calculations not only enhances financial
literacy but also empowers better business decision-making in competitive
markets.

---

If you're tackling Problem 6-2A (Algo) in your coursework, remember to
carefully analyze the data provided, select the suitable inventory method,
and methodically perform each calculation. With practice, you'll be able to
handle similar problems efficiently and confidently.

Frequently Asked Questions

What is the primary purpose of Problem 6-2A in
calculating financial metrics?
The primary purpose of Problem 6-2A is to determine the ending inventory,
cost of goods sold (COGS), sales revenue, and gross profit for a given
period, helping to assess a company's profitability and inventory management.

Which methods can be used to calculate ending
inventory in Problem 6-2A?
Common methods include the FIFO (First-In, First-Out), LIFO (Last-In, First-
Out), and weighted average cost methods, each affecting the calculation of
ending inventory and COGS differently.

How does understanding gross profit contribute to



analyzing a company's financial health in this
problem?
Gross profit indicates the efficiency of core operations by showing the
difference between sales revenue and COGS, enabling better assessment of
profitability before operating expenses.

What data is typically required to solve Problem
6-2A effectively?
Necessary data includes beginning inventory, purchases during the period,
purchase costs, sales volume and price, and any other relevant inventory
records or cost flow assumptions.

Why is calculating sales revenue important in the
context of Problem 6-2A?
Calculating sales revenue helps determine total income generated from sales,
which is essential for evaluating overall business performance and
calculating gross profit.

Additional Resources
Inventory Management Analysis

---

Introduction to Inventory and Financial Metrics

In the world of retail and manufacturing, understanding the intricacies of
inventory management and associated financial metrics is crucial for accurate
reporting, strategic planning, and ensuring profitability. Problem 6-2A
(Algo), a common exercise in managerial accounting, focuses on calculating
four fundamental financial figures: Ending Inventory, Cost of Goods Sold
(COGS), Sales Revenue, and Gross Profit. These calculations provide vital
insights into a company's operational efficiency and financial health.

This article aims to dissect these calculations comprehensively, emphasizing
the procedural steps, underlying principles, and practical applications.
Whether you're a student, an accountant, or a business owner, mastering these
concepts enhances your ability to interpret financial statements and make
informed decisions.

---



Understanding the Core Concepts

Before delving into calculations, it's essential to grasp the definitions and
significance of each component.

Ending Inventory

Ending Inventory represents the value of goods remaining unsold at the end of
an accounting period. It reflects what is still held in stock and is vital
for accurate balance sheet presentation. Proper valuation affects not only
inventory reporting but also the calculation of COGS.

Cost of Goods Sold (COGS)

COGS is the direct cost attributable to the goods sold during a period. It
includes the cost of raw materials, labor, and manufacturing expenses. COGS
is subtracted from sales revenue to determine gross profit, offering insight
into production efficiency and pricing strategies.

Sales Revenue

Sales Revenue, often referred to as sales or turnover, is the total income
generated from selling goods or services before deducting any expenses. It
serves as the top-line figure in income statements.

Gross Profit

Gross Profit indicates the profitability from core operations, calculated as:

Gross Profit = Sales Revenue - Cost of Goods Sold

A higher gross profit margin signifies effective cost management and strong
pricing strategies.

---

Overview of the Calculation Process

The exercise typically involves working with a set of inventory data,
purchase records, and sales figures. The key steps include:



1. Determine the Costing Method: First, identify whether the company uses
FIFO (First-In, First-Out), LIFO (Last-In, First-Out), or Average Cost
method, as this influences inventory valuation and COGS calculation.

2. Calculate Ending Inventory: Based on the chosen method, evaluate the
remaining inventory at period-end.

3. Compute Cost of Goods Sold: Subtract ending inventory from the cost of
goods available for sale (beginning inventory plus purchases).

4. Calculate Sales Revenue: Use the number of units sold multiplied by the
selling price per unit.

5. Determine Gross Profit: Deduct COGS from sales revenue.

Let’s now explore each step in detail, with hypothetical data to illustrate
the process.

---

Step-by-Step Calculation

Suppose a company reports the following data for a specific period:

- Beginning Inventory: 100 units @ $10 each
- Purchases:
- 200 units @ $12 each
- 150 units @ $14 each
- Sales:
- 250 units sold at $20 each

Note: For simplicity, assume the company uses the FIFO method.

1. Calculate Cost of Goods Available for Sale

This is the sum of beginning inventory and purchases:

| Item | Units | Cost per Unit | Total Cost |
|---------|--------|--------------|------------|
| Beginning Inventory | 100 | $10 | $1,000 |
| Purchases 1 | 200 | $12 | $2,400 |
| Purchases 2 | 150 | $14 | $2,100 |

Total units available for sale: 100 + 200 + 150 = 450 units
Total cost of goods available for sale: $1,000 + $2,400 + $2,100 = $5,500

---

2. Determine Ending Inventory and COGS Using FIFO



FIFO assumption: The earliest goods purchased are sold first.

- Units sold: 250 units
- Units remaining: 450 - 250 = 200 units

Allocating sales:

- First, sell all 100 units from beginning inventory @ $10: 100 units @ $10
- Remaining units to sell: 150 units
- Next, sell 150 units from the first purchase @ $12: 150 units @ $12

Remaining inventory:

- Purchases after sale:

- 50 units @ $12 (since 200 – 150 = 50 units left from purchase at $12)
- 150 units @ $14 (full remaining from second purchase)

Ending Inventory Calculation:

| Units | Cost per Unit | Total Cost |
|---------|--------------|------------|
| 50 units | $12 | $600 |
| 150 units | $14 | $2,100 |

Total Ending Inventory: $600 + $2,100 = $2,700

COGS Calculation:

- 100 units @ $10 = $1,000
- 150 units @ $12 = $1,800

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

---

3. Calculate Sales Revenue

- Units sold: 250
- Selling price per unit: $20

Sales Revenue: 250 units x $20 = $5,000

---

4. Calculate Gross Profit

Gross Profit = Sales Revenue - COGS

= $5,000 - $2,800 = $2,200



---

Summary of the Results

| Metric | Amount | Explanation |
|--------------|--------------|------------------------------|
| Ending Inventory | $2,700 | Remaining inventory valued at FIFO cost basis |
| Cost of Goods Sold | $2,800 | Cost of units sold during the period |
| Sales Revenue | $5,000 | Income from selling 250 units at $20 each |
| Gross Profit | $2,200 | Profit before deducting operating expenses |

---

Implications and Practical Significance

The calculations above serve multiple purposes:

- Financial Reporting: Accurate inventory valuation influences balance sheet
accuracy.
- Profitability Analysis: Gross profit indicates the efficiency of core
operations and pricing strategies.
- Inventory Management: Understanding ending inventory helps in assessing
stock levels, turnover rates, and planning future purchases.
- Taxation: Proper COGS calculations are essential for determining taxable
income.

---

Variations in Inventory Valuation Methods

While FIFO was used here, other methods can alter results:

- LIFO (Last-In, First-Out): Assumes the most recent inventory items are sold
first; often results in higher COGS during inflationary periods.
- Average Cost: Calculates a weighted average cost per unit; smooths out
price fluctuations.

Each method impacts ending inventory and COGS differently, influencing gross
profit and tax liabilities.

---



Conclusion: Mastering Inventory and Financial
Calculations

The exercise encapsulated in Problem 6-2A (Algo) exemplifies essential
accounting procedures that underpin sound financial analysis. Accurately
calculating ending inventory, COGS, sales revenue, and gross profit involves
understanding inventory flow assumptions, precise record-keeping, and
methodical computation.

These figures not only reflect the company's operational effectiveness but
also serve as foundational data for managerial decision-making, investor
confidence, and regulatory compliance. Mastery of these calculations empowers
stakeholders to interpret financial statements critically and strategize
effectively for sustained growth.

In the dynamic landscape of commerce, where inventory management is pivotal,
such analytical skills are invaluable. Whether employing FIFO, LIFO, or
average costing, the goal remains the same: to produce transparent, reliable
financial reports that accurately portray the company's performance and
position.
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