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CORRECT ANSWER:

Under U.S. GAAP, when accounting for inventory, are the first-in, first-out (FIFO) and last-
in, first-out (LIFO) cost flow assumptions permitted?

Q:

LIFO and FIFO are both permitted under U.S. GAAP. However LIFO is prohibited under IFRS.

The Last-In-First-Out (LIFO) method of inventory valuation, while permitted under the US Generally 
Accepted Accounting Principles (GAAP), is prohibited under the International Financial Reporting Standards 
(IFRS).

As IFRS rules are based on principles rather than exact guidelines, usage of LIFO is prohibited due to 
potential distortions it may have on a company’s profitability and financial statements.

In principle, LIFO may create a distortion to net income when prices are rising (inflation), LIFO inventory 
amounts are based on outdated and obsolete numbers, and LIFO liquidations may provide unscrupulous 
managers with the means to artificially inflate earnings.

FIFO LIFO

ⓐ Yes Yes


	Hard (L1)
	Slide 382


