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Abstract 

Different enterprises have different management states and the need for inventory management. Besides, different inventory 

valuation methods have a certain impact on the financial situation, operating results and so on. Therefore, how to choose 

inventory valuation methods has an important significance on the enterprise management and development. This paper mainly 

analyzes and discusses the inventory valuation methods under the new standards in China, and provides reference for the 

enterprise management. 
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1. Introduction 

All inventory enterprises are partial inflow and outflow, and 

inflows and outflows offset balance is the ending inventory. 

The ending inventory of this period will be carried forward to 

the next period and become the next beginning inventory. 

Then it will continue to flow, and so on in a circle, in order to 

form the inventory flow in the process of enterprise 

management. Inventory flow includes two aspects of the 

physical flow and cost flow. In fact, the cost of inventory is 

changeable and is not easy to control. What’s more, physical 

flow does not necessarily have a regular and always consistent 

with its cost flow. Therefore, an assumption must be adopted. 

It reflects that there is a certain law between the material flow 

and cost flow, and determine the inventory cost and the 

physical flow of order according to the different cost of 

circulation. As a result, the way to calculate the cost of ending 

inventory and the issue of inventory cost will be determined. 

2. Literature Review 

In the daily enterprise management, the calculation 

methods of the inventory costs should be reasonably 

determined according to the circulation mode of all kinds of 

inventory and the nature of the inventory, and then calculate 

the current actual inventory cost.
 
[1] Material inventory and its 

cost determined by its value do not always keep the same order, 

which can make the inventory cost and value have a great 

impact on the whole enterprise value in each accounting final. 

[2]  

The cost of issued inventory will be carried forward with 

the inventory sale or consumption. If the price of each batch of 

issued inventory is not exactly same, there will be a problem 

that how to valuate when the inventory are issued. If 

enterprises want to simplify the daily work, they have to take 

different inventory cost allocation methods, which is called 

the issued inventory valuation methods. Choosing the issued 

inventory valuation methods that conforms to the 

characteristics of the enterprises is the meaning of the 

valuation inventory methods. [3] Inventory valuation methods 

will affect the final value of inventory and cost of inventory 

sold, thus the financial position, profit and loss situation, 

corporate profits will directly affect the income tax of 

enterprises, so the cost of inventory indirectly affect the 

enterprise income tax. [4] 

The inventory of liquid assets accounts for 1/2 of the overall 

flow of enterprise assets, which can be directly related to the 
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development of enterprises and the market situation. The sale 

of inventory can reflect the change of the market, and allows 

enterprises to adjust management strategy on time. [5]
  

Therefore, whether from theory or practice level, any 

enterprises should combine with its own actual situation, and 

within the scope of the law to choose the most beneficial 

inventory valuation method to enterprise management. [6] 

The inventory has been in circulation in the process of 

enterprise inventory. When enterprises valuate the cost of 

issued inventory and inventory held at the end of the month, 

they won’t choose the actual cost of inventory, but separate the 

physical flow and the cost flow, so as to form the inventory 

cost flow assumptions. When using one kind of inventory cost 

flow assumption to calculate the cost of ending inventory and 

the issued inventory, the inventory cost pricing methods are 

different. [7] There is always a basic standard of the choice of 

specific inventory valuation methods, and this standard is the 

inconsistency of physical flow and cost flow. In general, 

physical flow is not consistent between outsourcing or 

homemade inventory and goods have been sold, so different 

inventory valuation methods should be taken to calculate the 

inventory cost in practice. [8]  

For different enterprises, choosing the right kind of 

inventory valuation methods in financial accounting depends 

on the characteristics of their own products inventory and 

inventory management system as well as factors such as 

market price fluctuations. The beat method is suitable for their 

financial situation, and the enterprises will make more profits 

under this method.
 
[9] The inventory valuation methods are 

influenced by the stage of accounting assumptions and 

accounting policies, which not only leads to different 

enterprise inventory valuation methods, but also caused the 

differences of the cost of the ending inventory issued and final 

valuation. Therefore, enterprises should reasonably choose the 

inventory valuation method according to their business 

development and inventory management. [10]
 

3. Results and Discussion 

3.1. First in-Firest out (FIFO) 

Inventory valuation methods under the new standards in 

China are mainly the following: First in-first out (FIFO), 

weighted average method, specific-unit-cost method. 

First in-first out method refers to the method that inventory 

should be valued according to the valuation of first-in 

inventory price. The flow of the method assumes that the 

first-in inventory will be first-out. If the different batches of 

the inventory are sent out in the same batch, the unit cost to the 

inventory valuation should be in accordance with the actual 

unit cost of the first-in inventory. If the number of issued 

inventory is over the first income of the batch, the part over 

should be valued by the cost of the next batch of inventory. 

Table 1. The data of commodity A in June of an enterprise. 

Date Abstract quantity/kg Unit cost/yuan Total cost 

June 1 Balance at the beginning of the month 300 10 3 000 

June 10 Purchase 900 12 10 800 

June 11 Emit 800   

June 18 Purchase 600 13 7 800 

June 20 Emit 800   

June 23 Purchase 200 14 2 800 

Table 2. The detailed ledger of commodity A under the first-in, first-out method. 

Inventory Detailed ledger （FIFO） 

Name of inventory:A Category:commodity Number:68267 Unit of measurement:kilogram 

XX Year 

Voucher Abstract 

Purchase Emit Balance 

Mounth Day Quantity Unit cost Amount Quantity 
Unit 

cost 
Amount Quantity 

Unit 

cost 
Amount 

6 1 Omit Balance  
      

300 10 3 000 

 
10 

 
Purchase 900 12 10 800 

   

300 10 3 000 

900 12 10 800 

 
11 

 
Emit 

   

300 10 3 000 
400 12 4 800 

500 12 6 000 

 
18 

 
Purchase 600 13 7 800 

   

400 12 4 800 

600 13 7 800 

 
20 

 
Emit 

   

400 12 4 800 
200 13 2 600 

400 13 5 200 

 
23 

 
Purchase 200 14 2 800 

   

200 13 2 600 

200 14 2 800 

 
30 

 

Quantity and balance at 

the end of this month 
1 700 — 21 400 1 600 — 19 000 

200 13 2 600 

200 14 2 800 

 

According to the table 1, the issued inventory costs 19000 

yuan under FIFO. The balance of inventory cost is 2600 yuan 

of 200 kilograms of inventory whose unit cost is 13 yuan, and 

2800 yuan of 200 kilograms of inventory whose unit cost is 14 

yuan. First in-first out method is suitable for the physical 

inventory system and the perpetual inventory system, and can 

make the value of inventory to converge with the price. It can 

also calculate the cost of inventory at any time. Enterprises 
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cannot select inventory cost arbitrarily. Therefore, they cannot 

manipulate the annual income.  

However, this method makes the valuation work tedious, and 

the valuation of the inventory is not in accordance with the actual 

cost, which cannot reflect the income of enterprises correctly. 

3.2. Weighted Average Method 

3.2.1. Weighted-Average System 

The weighted average method is divided into two methods, 

weighted-average system and moving weighted average 

method. 

Weighted-average system is a method that plus the balance 

inventory quantity at the beginning of a month and total 

quantity in this month as a weighted function which aims to 

calculate the average unit price, and then calculate the issued 

inventory cost and the ending inventory cost of this month. 

The formula of calculating inventory average unit cost is: 

The actual cost of inventory balance at the beginning of the month + The actual cost of this month's inventory
Inventory Average Unit Cost =

The amount of inventory at the beginning of the month + The amount of inventory stored this month
  (1) 

Continue to use cases, 

3000 10800 7800 2800
The average unit cost of  commodity A = = 12.2 (yuan)

300 900 600 200

+ + +
+ + +

 

Table 3. The detailed ledger of commodity A under the weighted-average system. 

Inventory Detailed ledger Weighted-average System 

Name of inventory:A Category:commodity Number:68267 Unit of measurement:kilogram 

XX Year 
Voucher Abstract 

Purchase Emit Balance 

Mounth Day Quantity Unit cost Amount Quantity Unit cost Amount Quantity Unit cost Amount 

6 1 Omit Balance 
      

300 10 3 000 

 
10 

 
Purchase 900 12 10 800 

   
1 200 

  

 
11 

 
Emit 

   
800 

  
400 

 
18 

 
Purchase 600 13 7 800 

   
1 000 

  

 
20 

 
Emit 

   
800 

  
200 

 
23 

 
Purchase 200 14 2 800 

   
400 

  

 
30 

 

Quantity and 

balance at the 

end of this month 

1 700 — 21 400 1 600 12.2 19 520 400 12.2 4 880 

 

According to the table 2, the issued inventory cost is 19520 

yuan under weighted-average system. The balance of 

inventory cost is 4880 yuan of 400 kilograms of inventory 

whose unit cost is 12.2 yuan. 

Weighted-average system is relatively simpler. The average 

unit cost of the inventory should be calculated only once at the 

end of the month, which can simplify the workload. However, 

in the case of large changes in price, the method is unable to 

obtain issue cost and inventory cost at the end of the month in 

time. The workload is relatively concentrated, and not 

conducive to the management of inventory. 

3.2.2. Moving Weighted Average Method 

The moving weighted average method is a method that plus 

the number of previous income after each inventory balances 

and the batch of income inventory as weights, to calculate the 

new average price, and if there are issued inventory, the unit 

cost is the basis of inventory valuation. The formula of 

calculating inventory average unit cost is: 

 The actual cost of inventory balance before  Actual cost of the inventory stored this batch
Inventory Average Unit Cost =

 The actual cost of inventory balance before  The amount of inventory stored thi

+
+ s batch

    (2) 

Continue to use cases, 

3000 10800
The average unit cost of commodity A in June 10 = = 11.5 ( )

300 900
yuan

+
+

 

400 11.5 7800
The average unit cost of commodity A in June 18 = = 12.4 ( )

400 600
yuan

× +
+
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200 12.4 2800
The average unit cost of commodity A in June 23 = = 13.2( )

200 200
yuan

× +
+

 

Table 4. The detailed ledger of commodity A under the moving weighted average method. 

Inventory Detailed ledger Moving Weighted Average Method 

Name of inventory:A Category:commodity Number:68267 Unit of measurement:kilogram 

XX Year 
Voucher Abstract 

Purchase Emit Balance 

Mounth Day Quantity Unit cost Amount Quantity Unit cost Amount Quantity Unit cost Amount 

6 1 Omit Balance 
      

300 10 3 000 

 
10 

 
Purchase  900 12 10 800 

   
1 200 11.5 13 800 

 
11 

 
Emit 

   
800 11.5 9 200 400 11.5 4 600 

 
18 

 
Purchase  600 13 7 800 

   
1 000 12.4 12 400 

 
20 

 
Emit 

   
800 12.4 9 920 200 12.4 2 480 

 
23 

 
Purchase  200 14 2 800 

   
400 13.2 5 280 

 
30 

 

Quantity and balance 

at the end of this 

month 

1 700 — 21 400 1 600 — 19 120 400 13.2 5 280 

 

According to the table 3, the issued inventory cost is 19120 

yuan under the moving weighted average method. The 

balance of inventory cost is 5280 yuan of 400 kilograms of 

inventory whose unit cost is 13.2 yuan. 

The Moving weighted average method is a method that 

recalculate the average unit cost of the inventory every time 

the inventory are stored, and can calculate the actual cost of 

inventory accounting at any time to make the inventory cost 

and real cost similar, which is helpful for inventory 

management of enterprises. 

However, this method is more complicated and cannot be 

applied to enterprises of the physical inventory system. 

3.3. Specific-Unit-Cost Method 

Specific-unit-cost method, which is also called the specific 

identification method or the analysis method，is a method that 

the directly issued inventory cost and the balanced cost is the 

unit cost of the inventory stored. 

Continue to use cases, 

Table 5. The detailed ledger of commodity A under the specific-unit-cost method. 

Inventory Detailed ledger Specific-unit-cost Method  

Name of inventory:A Category:commodity Number:68267 Unit of measurement:kilogram 

XX Year 

Voucher Abstract 

Purchase Emit Balance 

Mounth Day Quantity 
Unit 

cost 
Amount Quantity 

Unit 

cost 
Amount Quantity 

Unit 

cost 
Amount 

6 1 Omit Balance 
      

300 10 3 000 

 
10 

 
Purchase 900 12 10 800 

   

300 10 3 000 

900 12 10 800 

 
11 

 
Emit 

   

200 10 2 000 100 10 1 000 

600 12 7 200 300 12 3 600 

 
18 

 
Purchase 600 13 7 800 

   

100 10 1 000 

300 12 3 600 

600 13 7 800 

 
20 

 
Emit 

   

200 12 2 400 100 10 1 000 

600 13 7 800 100 12 1 200 

 
23 

 
Purchase 200 14 2 800 

   

100 10 1 000 

100 12 1 200 

200 14 2 800 

 
30 

 

Quantity and balance at 

the end of this month 
1 700 — 21 400 1 600 — 19 400 

100 10 1 000 

100 12 1 200 

200 14 2 800 

 

According to the table 4, the issued inventory costs 19400 

yuan under specific-unit-cost method. The balance of 

inventory cost is 1000 yuan of 100 kilograms of inventory 

whose unit cost is 10 yuan, 1200 yuan of 100 kilograms of 

inventory whose unit cost is 12 yuan, and 2800 yuan of 200 

kilograms of inventory whose unit cost is 14 yuan. 

The valuation of the inventory cost under the 

specific-unit-cost method is in line with the actual situation of 

the inventory. The physical flow and the cost flow are 

consistent, and the cost of accounting is the most accurate. 

However, this method is difficult to calculate the actual 

accounting. The valuation is complicated and is easy to be 
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manipulated by enterprises. Besides, adjusting inventory cost 

randomly is bad for the development of enterprises. 

4. Conclusion and Recommendations 

Inventory must meet the conditions that the cost of the 

inventory can be reliably measured and the economic benefits 

included are likely to flow into enterprises. Choosing different 

inventory valuation methods will have different effects on the 

current profits and losses in the year of accounting. Based on 

the assumption that the first-in inventory is first-out, first 

in-first out method is suitable for the fresh perishable 

inventory valuation. The unit cost will be calculated from the 

average under weighted-average system when prices rise or 

fall, making the allocation of inventory cost is average. 

Weighted-average system is suitable for a small inventory 

valuation price changes. The weighted moving average 

method makes the average unit cost, income of inventory 

issued and balances inventory cost objective. The method is 

suitable for the enterprises that generally uses the perpetual 

inventory system to valuate inventory whose unit cost haven't 

changed too much.  

Under the specific-unit-cost method, the enterprises can 

choose the inventory cost when the prices rise or fall, and is 

easy to manipulate the current profits. So this method is 

applicable to the inventory whose unit cost is high, the 

quantity is not too much, and is easy to identify. 

Therefore, enterprises should choose inventory valuation 

method reasonably for the further development according to 

their business situation and the need for inventory 

management. Once the inventory valuation method has been 

determined, it should not be arbitrarily changed. 
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