
which of the following is not an inventory
costing method
which of the following is not an inventory costing method is a fundamental question for
accounting professionals, business managers, and students of finance. Inventory costing methods
are essential tools used to determine the cost of goods sold (COGS) and ending inventory valuation.
These methods directly affect financial statements and tax obligations, making the correct
understanding and application vital. Common inventory costing methods include First-In, First-Out
(FIFO), Last-In, First-Out (LIFO), and Weighted Average Cost. However, not every approach or term
related to inventory is actually a costing method. This article explores the primary inventory costing
methods, their characteristics, and clarifies which options do not qualify as inventory costing
methods. Additionally, the article will explain how these methods impact financial reporting and
business decisions. Readers will gain a comprehensive knowledge of inventory valuation techniques
and the identification of non-inventory costing methods through detailed explanations and examples.
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Overview of Inventory Costing Methods
Inventory costing methods refer to the systematic approaches businesses use to assign costs to
inventory and calculate the cost of goods sold during an accounting period. The choice of method
affects profitability, tax liabilities, and inventory valuation. Inventory management and financial
accounting rely heavily on these methods to maintain accuracy and compliance with accounting
standards such as GAAP and IFRS. Understanding the various inventory costing techniques is
crucial for accurate reporting and effective decision-making in business operations.

Purpose of Inventory Costing Methods
The primary purpose of inventory costing methods is to allocate costs between the inventory that
remains unsold and the inventory that has been sold during a specific accounting period. This
allocation impacts the balance sheet and income statement, influencing reported profits and taxable
income. Inventory costing methods help businesses track inventory costs consistently, ensuring
transparency and comparability in financial reports.



Key Terminology
Several terms frequently appear in discussions about inventory costing methods, such as cost of
goods sold (COGS), ending inventory, periodic and perpetual inventory systems, and valuation
techniques. These concepts are integral to understanding how different inventory costing methods
function and their effects on financial outcomes.

Common Inventory Costing Methods Explained
This section outlines the most widely accepted and utilized inventory costing methods in accounting
practice. Each method has distinct characteristics and implications for financial analysis.

First-In, First-Out (FIFO)
The FIFO method assumes that the oldest inventory items purchased or produced are sold first.
Consequently, the cost of goods sold is based on the cost of the earliest inventory, while ending
inventory reflects the most recent costs. FIFO is often favored when inventory costs are rising
because it results in lower COGS and higher net income.

Last-In, First-Out (LIFO)
LIFO assumes that the most recently acquired inventory is sold first, leaving older inventory costs on
the books. This method is beneficial in periods of inflation by matching current costs against current
revenues, thereby reducing taxable income. However, LIFO is prohibited under IFRS and is less
commonly used outside the United States.

Weighted Average Cost
The weighted average cost method calculates the average cost of all inventory items available for
sale during the period and assigns this average cost to both COGS and ending inventory. This
approach smooths out price fluctuations and provides a middle ground between FIFO and LIFO.

Specific Identification Method
This method tracks the actual cost of specific inventory items sold and remaining in inventory. It is
typically used for unique or high-value items, such as automobiles or jewelry, where each item's cost
can be individually identified and matched to sales.

Methods That Are Not Inventory Costing Methods
While many techniques and terms are related to inventory management, not all qualify as inventory
costing methods. It is important to differentiate between inventory costing methods and other
accounting or operational approaches.



Just-in-Time (JIT) Inventory
JIT is an inventory management strategy focused on minimizing inventory levels by ordering goods
only as needed for production or sales. Although JIT affects inventory turnover and management
efficiency, it is not a costing method because it does not specify how to assign costs to inventory or
cost of goods sold.

Standard Costing
Standard costing involves assigning predetermined costs to inventory items for budgeting and
variance analysis purposes. While it influences inventory valuation, it is considered a cost control
and management technique rather than a traditional inventory costing method like FIFO or LIFO.

Retail Inventory Method
This method estimates inventory value based on retail prices and a cost-to-retail ratio. The retail
inventory method is an estimation technique used primarily for interim reporting and is not a formal
inventory costing method for financial statements under GAAP or IFRS.

Cost Flow Assumptions vs. Actual Costing
Many inventory costing methods are based on cost flow assumptions (FIFO, LIFO, weighted
average), but actual costing tracks the real cost of each individual item. Actual costing, while
precise, is often impractical for large inventories and is not classified as a standard inventory costing
method.

Impact of Inventory Costing Methods on Financial
Statements
The choice of an inventory costing method materially affects a company's financial statements, tax
liabilities, and business decisions. Understanding these impacts helps stakeholders assess the
financial health of a business more accurately.

Effect on Cost of Goods Sold and Gross Profit
Inventory costing methods directly influence the cost of goods sold, which in turn affects gross
profit. For example, FIFO typically results in lower COGS during inflationary periods, increasing
gross profit, whereas LIFO increases COGS, decreasing gross profit and taxable income.

Inventory Valuation on the Balance Sheet
The valuation of ending inventory depends on the method chosen. FIFO values inventory closer to



current market prices, while LIFO reflects older costs, potentially understating inventory values
during inflationary times. Weighted average smooths out price changes.

Tax Implications
Inventory costing methods affect taxable income. LIFO can reduce taxable income during inflation
by increasing COGS, while FIFO may increase income taxes by reporting higher profits. Businesses
must consider tax regulations when selecting an inventory costing method.

Choosing the Appropriate Inventory Costing Method
Selecting the correct inventory costing method is crucial for accurate financial reporting, regulatory
compliance, and strategic business planning. Several factors influence this decision.

Industry Practices and Regulatory Requirements
Some industries prefer specific inventory costing methods due to the nature of their products and
market conditions. Additionally, regulatory frameworks like GAAP and IFRS impose restrictions on
acceptable inventory costing methods, such as the prohibition of LIFO under IFRS.

Business Goals and Financial Strategy
Businesses may choose inventory costing methods that align with their financial strategies, such as
tax minimization or profit maximization. Understanding the effects of each method on financial
outcomes guides this strategic choice.

Consistency and Comparability
Consistency in applying an inventory costing method over time ensures comparability of financial
statements. Switching methods frequently can lead to confusion and reduce the reliability of
financial analysis.

Practical Considerations
Complexity, cost of implementation, and the nature of inventory items (e.g., perishable goods vs.
durable products) also influence the selection of an inventory costing method. The chosen method
must be practical and support accurate record-keeping.

First-In, First-Out (FIFO)

Last-In, First-Out (LIFO)



Weighted Average Cost

Specific Identification

Just-in-Time (JIT) - Not a costing method

Standard Costing - Cost control technique

Retail Inventory Method - Estimation technique

Frequently Asked Questions

Which of the following is not an inventory costing method:
FIFO, LIFO, Weighted Average, or Direct Costing?
Direct Costing is not an inventory costing method; it is a costing technique related to cost behavior
and decision making.

Is Specific Identification an inventory costing method?
Yes, Specific Identification is an inventory costing method used to track the actual cost of each
individual item in inventory.

Among FIFO, LIFO, Weighted Average, and Standard Costing,
which is not an inventory costing method?
Standard Costing is not an inventory costing method; it is a cost control and budgeting technique.

Is Job Order Costing an inventory costing method?
No, Job Order Costing is a cost accounting method used for assigning costs to specific jobs, not an
inventory costing method.

Which of these is not an inventory costing method: FIFO,
LIFO, Variable Costing, or Weighted Average?
Variable Costing is not an inventory costing method; it is a costing approach for internal decision
making that treats fixed manufacturing overhead as a period cost.

Does Retail Inventory Method qualify as an inventory costing
method?
Yes, the Retail Inventory Method is an inventory costing method used to estimate ending inventory
and cost of goods sold.



Is Activity-Based Costing considered an inventory costing
method?
No, Activity-Based Costing is a method of assigning overhead costs to products based on activities,
not an inventory costing method.

Between FIFO, LIFO, Weighted Average, and Periodic
Inventory System, which is not an inventory costing method?
The Periodic Inventory System is an inventory tracking method, not a costing method.

Is Standard Costing used as an inventory costing method?
Standard Costing is not primarily an inventory costing method; it is used for cost control and
variance analysis.

Which of the following is not an inventory costing method:
FIFO, LIFO, Absorption Costing, or Weighted Average?
Absorption Costing is a costing approach that allocates all manufacturing costs to products, not
specifically an inventory costing method for valuing inventory.

Additional Resources
1. Inventory Management and Costing: Principles and Practices
This book provides a comprehensive overview of inventory costing methods, including FIFO, LIFO,
and weighted average cost. It explains the advantages and limitations of each method and their
impact on financial statements. The text also explores how different industries apply these
techniques to manage inventory effectively.

2. Essentials of Managerial Accounting
Focused on managerial accounting concepts, this book covers various inventory costing methods and
their role in decision-making. It clarifies misconceptions about inventory costing and highlights
methods that are not considered standard. Readers gain insights into cost flow assumptions and
their influence on profitability.

3. Financial Accounting: Tools for Business Decision Making
This textbook introduces fundamental accounting principles, with a strong emphasis on inventory
valuation methods. It discusses which inventory costing methods are accepted under GAAP and IFRS
and which practices are not recognized. The book helps students distinguish between valid costing
approaches and common errors.

4. Cost Accounting: A Managerial Emphasis
Offering an in-depth look at cost accounting techniques, this title examines inventory costing
methods alongside other cost allocation strategies. It explains the rationale behind accepted
inventory costing methods and identifies those that do not qualify as standard approaches. Practical
examples illustrate how to apply these methods in real-world scenarios.



5. Accounting Made Simple: Accounting Explained in 100 Pages or Less
A concise guide that breaks down complex accounting topics, including inventory costing methods.
The book quickly identifies which methods are recognized and which are not inventory costing
methods. It’s ideal for beginners seeking a straightforward explanation of inventory accounting
basics.

6. Introduction to Financial Accounting
This introductory text presents fundamental concepts of financial accounting, including a detailed
section on inventory costing methods. It contrasts standard methods such as FIFO and LIFO with
non-inventory costing approaches. The book also discusses the implications of choosing different
methods for financial reporting.

7. Principles of Accounting
Covering both financial and managerial accounting principles, this book offers clarity on inventory
costing methods used in practice. It highlights common misconceptions about inventory costing and
explicitly states which methods do not qualify. The text includes exercises to reinforce
understanding of inventory valuation.

8. Advanced Accounting
Designed for higher-level accounting students, this book delves into complex inventory costing
issues and methods. It discusses less common and incorrect inventory costing methods, explaining
why they are not acceptable. The text also covers the impact of inventory costing choices on
consolidated financial statements.

9. The Accounting Game: Basic Accounting Fresh from the Lemonade Stand
A unique, engaging book that teaches accounting fundamentals through a simple business example.
It introduces inventory costing methods in a fun and easy-to-understand manner, clarifying which
methods are standard and which are not. The book is excellent for beginners who want to grasp
inventory concepts without technical jargon.
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