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Understanding inventory valuation methods is essential for accurate financial reporting
and effective inventory management. Among these methods, the Specific Identification
Inventory Method stands out because of its precision in matching costs with specific units
sold. When using this method, the calculation of the Cost of Goods Sold (COGS) becomes
uniquely tailored, often leading to a direct correlation between the actual costs of specific
items and the revenue generated from their sale. This article explores the nuances of the
Specific Identification method, particularly focusing on when and why the Cost of Goods
Sold equals the actual cost of the specific items sold, and clarifies common multiple-choice
questions associated with this topic.

---

Understanding Inventory Valuation Methods

Inventory valuation methods determine how a company's inventory costs are assigned to
the Cost of Goods Sold and remaining inventory. The primary methods include:

- Specific Identification
- First-In, First-Out (FIFO)
- Last-In, First-Out (LIFO)
- Weighted Average Cost

Each method has its own advantages, disadvantages, and appropriate contexts.

---

The Specific Identification Inventory Method
Explained

What Is the Specific Identification Method?

The specific identification method involves tracking and recording the actual cost of each
individual item in inventory. When an item is sold, its specific cost is used to determine the



COGS. This approach is most practical when inventory consists of unique, high-value items
such as automobiles, jewelry, or custom-made products.

How Does It Work?

- Each item in inventory is assigned a unique identifier.
- The actual purchase cost of each item is recorded.
- When an item is sold, its specific cost is transferred from inventory to COGS.
- Remaining inventory is valued at the actual costs of the items still on hand.

Advantages of the Specific Identification Method

- Precise matching of costs with revenues.
- Accurate reflection of profit margins for each item.
- Ideal for inventory with unique or high-cost items.

Limitations of the Specific Identification Method

- Impractical for large volumes of similar items.
- Can be manipulated to achieve desired profit levels.
- Requires detailed record-keeping.

---

When Does Cost of Goods Sold Equal the Actual
Cost of Specific Items?

Core Concept

Under the specific identification method, the Cost of Goods Sold equals the actual cost of
the specific items sold. This means that the COGS reflects the true purchase prices of the
individual items that left inventory, rather than an average or assumed cost.

Conditions for COGS to Equal the Actual Cost

- The inventory system tracks each item's cost individually.
- The company sells specific identified units rather than batches or averages.
- The sale involves items with known, assigned costs.
- The inventory management system accurately records each item's cost at the time of



purchase.

Implications of Accurate Cost Tracking

- The financial statements precisely reflect the profitability of each sale.
- The COGS directly corresponds to the actual cost basis of sold items.
- Investors and management gain clearer insights into profit margins.

---

Multiple Choice Question Clarification

Many multiple-choice questions test understanding of when COGS equals the actual cost
under different inventory methods. Here's a typical question:

When using the specific identification inventory method, cost of goods sold equals the:

A) Average cost of all units available for sale

B) Last purchase price of inventory

C) Actual cost of the specific units sold

D) First purchase price of inventory

Correct answer: C) Actual cost of the specific units sold

---

Comparison of Inventory Methods Regarding
COGS

| Method | How COGS Is Calculated | When COGS Equals Actual Cost | Suitability |
|---------|------------------------|------------------------------|--------------|
| Specific Identification | Sum of specific item costs | Yes, when items are tracked
individually | High-value, unique items |
| FIFO | Cost of oldest inventory | Usually not—can differ from actual cost at sale time |
Items with rising prices |
| LIFO | Cost of newest inventory | Usually not | Items with declining prices |
| Weighted Average | Average cost of all units | No, it's an average | Large volume,
homogeneous items |

---



Practical Examples of the Specific Identification
Method

Example 1: Auto Dealership

An auto dealership sells individual vehicles. Each vehicle has a unique cost based on
purchase price, modifications, or added features. When a car is sold, the dealership
records the actual purchase price of that specific vehicle as the COGS. This ensures the
COGS reflects the true cost of the specific vehicle sold, aligning with the principle that
COGS equals the actual cost under the specific identification method.

Example 2: Jewelry Store

A jewelry retailer sells custom pieces, each with a different design and cost. Using specific
identification, each sale's COGS matches the exact cost of the jewelry piece sold. This
precise matching is crucial for accurate profit calculation and inventory valuation.

---

Key Takeaways for Accurate Financial Reporting

- The specific identification method provides the most precise matching of costs and
revenues.
- COGS equals the actual cost of the specific items sold, making it ideal for high-value,
unique inventory.
- Proper record-keeping and inventory tracking are essential to implement this method
effectively.
- Understanding when COGS equals the actual cost helps in analyzing profitability and
inventory management strategies.

---

Conclusion

In summary, when using the specific identification inventory method, the Cost of Goods
Sold equals the actual cost of the specific units sold. This direct correlation provides
highly accurate financial insights, especially suited for inventory with unique, high-cost
items. Recognizing this principle is essential for accountants, financial analysts, and
business owners aiming to maintain precise inventory valuation and profitability analysis.

Understanding the conditions under which COGS matches the actual cost helps in



selecting the appropriate inventory method, preparing accurate financial statements, and
making informed business decisions. Whether you're tackling multiple-choice questions or
applying this knowledge in real-world scenarios, recognizing the significance of the
specific identification method ensures clarity and accuracy in financial reporting.

---

Remember: The key differentiator of the specific identification method is its ability to
mirror the exact costs of inventory items sold, making the statement "Cost of Goods Sold
equals the actual cost of the specific units sold" true when this method is applied
correctly.

Frequently Asked Questions

When using the specific identification inventory
method, the cost of goods sold equals the
cost of the specific items sold during the period.

Which inventory valuation method assigns the actual
cost to each specific item sold?
The specific identification method.

In the specific identification method, how is the cost of
goods sold determined?
By summing the actual costs of the specific items that were sold.

What is a key advantage of using the specific
identification method?
It provides an accurate matching of costs with revenues for each specific item.

Under what circumstances is the specific identification
method most practical?
When inventory items are unique or easily distinguishable, such as cars or jewelry.

How does the specific identification method impact
financial statements during inventory fluctuations?
It accurately reflects gains or losses based on the actual costs of the specific items sold.



What is a potential drawback of using the specific
identification method?
It can be time-consuming and impractical for large volumes of similar items.

Multiple choice: When using the specific identification
inventory method, the cost of goods sold equals the
cost of the specific items sold during the period.

Additional Resources
When Using The Specific Identification Inventory Method, Cost Of Goods Sold Equals The
... (The sentence appears incomplete, but it is likely asking about the relationship between
cost of goods sold (COGS) and inventory valuation when employing the specific
identification method. This comprehensive review will explore the specifics of this
inventory valuation approach, its mechanics, advantages, disadvantages, and how it
compares to other methods in determining COGS.)

---

Introduction to Inventory Valuation Methods

In the realm of accounting and inventory management, accurately valuing inventory and
calculating the cost of goods sold (COGS) are essential for financial reporting, tax
compliance, and managerial decision-making. Various methods exist to assign costs to
inventory items, with the most common being First-In, First-Out (FIFO), Last-In, First-Out
(LIFO), Weighted Average Cost, and Specific Identification. Among these, the Specific
Identification method stands out due to its precision, especially when dealing with unique,
high-value, or easily distinguishable items.

Understanding how the specific identification method impacts COGS is crucial for
businesses that handle unique inventory items, such as automobiles, jewelry, or custom-
made products. The statement "When Using The Specific Identification Inventory Method,
Cost Of Goods Sold Equals The" typically leads to the conclusion that under specific
identification, COGS is directly tied to the actual cost of the specific items sold, providing
a highly accurate measure of expenses for each sale.

---

What Is the Specific Identification Inventory
Method?



Definition and Core Concept

The specific identification method involves tracking each individual inventory item and its
associated cost throughout its lifecycle—from purchase to sale. When a sale occurs, the
cost assigned to that specific item is recorded as COGS. Conversely, unsold items remain
valued at their original purchase prices until they are sold or otherwise disposed of.

This method is distinct from other valuation approaches because it does not rely on
averages or assumptions about the flow of inventory. Instead, it requires meticulous
record-keeping and precise identification of each item.

How It Works

- Unique Identification: Each inventory item is identified and recorded separately, often
with serial numbers, barcode labels, or other tracking mechanisms.
- Cost Assignment: The actual purchase price (including any additional costs like
transportation or customization) is assigned to each item.
- Sales Recording: When an item is sold, its specific cost is transferred to COGS.
- Remaining Inventory: Items still in stock are valued at their respective costs, which can
differ significantly if prices fluctuate.

---

Advantages of the Specific Identification Method

High Accuracy and Precision
- Since each item is tracked individually, the COGS reflects the exact cost of the specific
items sold.
- Particularly suitable for high-value, low-volume inventory, where each item’s cost
significantly impacts financial statements.

Better Matching of Revenue and Expenses
- The method provides a precise match between revenues generated from sales and the
actual costs associated with those sales.
- Facilitates more accurate profit margins per item.

Useful for Unique or Distinct Items
- Ideal for businesses dealing with custom, collectible, or specialized products, such as
cars, art, or jewelry, where items are easily distinguishable.



Tax and Financial Reporting Accuracy
- Ensures that the reported COGS truly reflects the real costs, which can be advantageous
for tax purposes and financial analysis.

---

Disadvantages and Challenges of the Specific
Identification Method

Complexity and Cost
- Requires detailed record-keeping, often involving manual tracking, which can be time-
consuming and costly.
- Not practical for high-volume or homogeneous inventory.

Limited Applicability
- Most suitable for unique or high-cost items; less effective for bulk or low-cost products.
- Inappropriate for industries with large quantities of identical items, such as commodities
or retail goods.

Potential for Manipulation
- Since the method involves selecting specific costs, there is a risk of managerial
manipulation to influence reported profits, especially in taxable jurisdictions.

Inventory Management Challenges
- Necessitates meticulous inventory tracking systems, which may require significant
technological investment.

---

Relationship Between COGS and Inventory in
Specific Identification

How Cost of Goods Sold Equals the Specific Cost of Sold



Items
- Under this method, COGS equals the sum of the actual costs of the specific items sold
during a period.
- For example, if a car dealership sells a vehicle that was originally purchased at $20,000,
then the COGS for that sale is $20,000, regardless of current market prices or other
inventory costs.

Impact of Price Fluctuations
- Since each item’s cost is individually tracked, changes in market prices do not affect the
COGS of previously purchased items.
- This leads to a more stable and transparent view of inventory valuation.

Inventory Valuation
- Remaining inventory is valued at the actual costs of the unsold items, which can vary
widely if prices fluctuate.
- This can result in a balance sheet reflecting more precise inventory costs, but also
potentially significant valuation differences.

---

Multiple Choice Context and Common Questions

The phrase "Cost Of Goods Sold Equals The" often appears in multiple-choice questions
testing students’ understanding of inventory methods. Typical options include:

- The actual cost of specific items sold
- The average cost of all items available for sale
- The latest purchase cost
- The first purchase cost

The correct answer in the context of the specific identification method is usually:
The actual cost of specific items sold.

This underscores the core principle that COGS under this method is directly tied to the
real, identifiable costs of each sold item.

---

Comparison with Other Inventory Methods



FIFO (First-In, First-Out)
- Assumes oldest inventory items are sold first.
- Suitable for perishable goods.
- Less precise on a per-item basis.
- COGS may be lower or higher depending on price trends.

LIFO (Last-In, First-Out)
- Assumes newest inventory is sold first.
- Can lead to tax advantages in inflationary periods.
- Less accurate for matching actual costs in specific items.

Weighted Average Cost
- Averages costs over all inventory items.
- Simplifies calculations but less precise.

Specific Identification
- Tracks individual items.
- Most precise but labor-intensive.
- Best for high-value, distinguishable inventory.

---

Considerations for Using the Specific
Identification Method

Business Suitability
- Best suited for businesses with unique, high-cost items.
- Not practical for large-scale, homogeneous goods.

Technological Requirements
- Requires robust inventory tracking systems, such as RFID or barcoding.

Regulatory and Tax Implications
- Must adhere to accounting standards and tax regulations.
- May influence taxable income due to inventory valuation choices.



Impact on Financial Ratios
- Can significantly affect gross profit margins, inventory turnover ratios, and other key
financial metrics.

---

Conclusion

In summary, when using the specific identification inventory method, the cost of goods
sold equals the actual cost of the specific items sold. This approach provides unparalleled
accuracy in matching costs to revenues, making it highly advantageous for businesses
dealing with unique, high-value, or easily distinguishable inventory items. However, its
complexity, cost, and limited applicability mean that it’s not suitable for all types of
businesses.

Understanding the nuances of this method enables companies and accountants to select
the most appropriate inventory valuation strategy, ensure compliance with accounting
standards, and provide transparent, accurate financial reporting. For multiple-choice
questions and practical applications, recognizing that COGS under specific identification
equates to the actual cost of sold items is fundamental to grasping how this method
functions within the broader context of inventory management and accounting.

---

Key Takeaways:
- Specific identification assigns actual costs to each inventory item.
- COGS equals the actual cost of the specific items sold.
- Ideal for high-value, distinguishable inventory.
- Requires detailed record-keeping and tracking systems.
- Offers precise matching of costs and revenues, enhancing financial accuracy.

By mastering this method’s mechanics, benefits, and limitations, businesses can optimize
their inventory management and financial reporting processes effectively.
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