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INVENTORIES
Inventories are stated at the lower of cost or market.  The cost of most inventories in the U.S. is determined by the “last-in, first-out” (LIFO) method.  The cost of all of the Company’s remaining inventories in and outside the U.S. is determined by the “first-in, first-out” (FIFO) or average cost method, which approximates current cost.  The Company provides inventory reserves for excess, obsolete or slow-moving inventory based on changes in customer demand, technology developments or other economic factors.
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NOTE 3:  INVENTORIES, NET
(in millions)
 
2004
2003
 
 
(Restated)
At FIFO or average cost (approximates current cost)
 
 
 
Finished goods
 
$   822
$    818
Work in process
 
275
300
Raw materials
 
391
328
 Subtotal
 
1,488
1,446
LIFO reserve
 
(330)
(368)
Total
 
$ 1,158
$ 1,078
Inventories valued on the LIFO method are approximately 35% and 42% of total inventories in 2004 and 2003, respectively.  During 2004 and 2003, inventory usage resulted in liquidations of LIFO inventory quantities.  In the aggregate, these inventories were carried at the lower costs prevailing in prior years as compared with the cost of current purchases.  The effect of these LIFO liquidations was to reduce cost of goods sold by $69 million and $45 million in 2004 and 2003, respectively.  
The Company reduces the carrying value of inventories to a lower of cost or market basis for those items that are potentially excess, obsolete or slow-moving based on management’s analysis of inventory levels and future sales forecasts.  The Company also reduces the carrying value of inventories whose net book value is in excess of market.  Aggregate reductions in the carrying value with respect to inventories that were still on hand at December 31, 2004 and 2003, and that were deemed to be excess, obsolete, slow-moving or that had a carrying value in excess of market, were $100 million and $75 million, respectively.


Source of Inventory Note:  http://phx.corporate-ir.net/phoenix.zhtml?c=115911&p=irol-SECText&TEXT=aHR0cDovL2NjYm4uMTBrd2l6YXJkLmNvbS94bWwvZmlsaW5nLnhtbD9yZXBvPXRlbmsmaXBhZ2U9MzM4NDg5OCZkb2M9MSZudW09OTI=
Source of Note 3:  http://phx.corporate-ir.net/phoenix.zhtml?c=115911&p=irol-SECText&TEXT=aHR0cDovL2NjYm4uMTBrd2l6YXJkLmNvbS94bWwvZmlsaW5nLnhtbD9yZXBvPXRlbmsmaXBhZ2U9MzM4NDg5OCZkb2M9MSZudW09MTAx
