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Inventory Valuation in Financial Accounting
Inventory valuation is defined as the cost related to the inventory of an entity after a certain period of reporting. Inventory valuation can be utilized as collateral to get loans from banking institutions. More often inventory valuation is taken as a current asset on the entity of the balance sheet. Robinson et al. (2015) posit that an inventory valuation works on the principle of costs incurred by an entity during acquisition of the inventory, transform it into a state that avails it ready for sale and gets it transported to the appropriate destination for sale. During the inventory valuation process, it is forbidden to add any selling or administrative costs to the cost of inventory. The only costs permitted for inclusion in the inventory valuation include freight, direct labor, handling, direct materials, import duties, and factory overhead. The essay highlights the key elements of inventory valuation. 
The Significance of Inventory Valuation
Inventory valuation is significant in determining income. When calculating the gross loss or profit for a whole year, usually we equalize the value of goods sold to the linear revenue of a particular accounting period (Kulikova et al., 2015). The formula used for computing the cost of goods sold is:
Cost of Goods sold (COGs) = Opening inventory (OP) + purchases (P) + Direct Expenses (DE) – Closing Inventory (CI)
AS shown above, it is clear that inventory valuation (closing inventory) directly impacts the determination of income of a company or business entity. Therefore, miscalculation or misstatement of inventory leads to understating or overstating of the firm’s profits. Additionally, inventory valuation is important in determining the financial status of a company. Since inventories are deemed as current assets of a company it is significant to have a reflective balance sheet. Having correct and precisely computed inventory valuation assists in determining the financial position of a firm. If the computed value of the inventory is a fault, it will depict a wrong financial position on the date indicated on the balance sheet. According to Nisha (2015), liquidity analysis is another importance of inventory valuation. Inventory is taken as a current asset as a firm has no intentions of holding it for a lengthy period of item. The stock is always associated with numerous turnovers. This makes inventory a critical part of the working capital of a firm. Moreover, it is crucial to value inventory precisely so that liquid ratios and current ratios can be computed correctly. These ratios are essential when checking for the liquidity of a firm. 
Furthermore, inventory valuation is important during statutory compliance. Inventory valuation is among the key requirements any nation would want from a firm according to Companies Act 2013. Ponisciakova et al. (2015) explain that accounting Standard (AS2) statute states that all firms must disclose the valuation of every inventory. Besides, the disclosure should involve accounting policies embraced for the valuation of the inventory and the cumulative amount of the inventories accompanied by classifications of work in progress (WIP), raw materials or finished goods.
Principles of Inventory Valuation
According to AS2, there is one binding principle applied in the inventory valuation. More often, the inventory of a company needs to be valued at the lowest net achievable value. This is principle originates from the conservative accounting system. Onoja & Abdullahi (2015) state that firms must value the inventory based on the cost of the inventory or from its net achievable value in accordance with the principle of inventory valuation. Additionally, the firms have to record the realizable value at the lower amount among the two in line with the conservative costs model. The cost and net achievable value are the most common terms when dealing with inventory valuation. Cost of the inventory means the cost incurred when purchasing materials.
 Usually, the cost of conversion refers to the direct expenses involved in the entire manufacturing process such as direct labor and direct material. Additionally, any other related costs that can bring the inventory to its current state will be comprised of the conversion cost. However, selling costs, abnormal losses, distribution cost, and storage are avoided. Shardeo, (2015) defined net achievable value as the estimated value of a finished product after subtracting the costs used in making the sales. If it is the raw materials, it will imply replacing the cost of acquiring the raw materials according to their market price. In the case of WIP, it will mean we deduct the cost of conversion from the selling price. 
[bookmark: _GoBack]In conclusion, having looked at the key elements involved in inventory valuation, the paper highlights common valuation methods. We have seen that inventory valuation is a critical element of a firm’s inventory management toolkit since it permits the evaluation of the cost of goods sold and profitability of the firm (McNichols & Stubben, 2015). Various inventory valuation methods like WAC, FIFO, and LIFO can easily impact the bottom line of the inventory, therefore is advisable to select the right method to use for a business entity. First, in first out (FIFO) inventory valuation technique, works on the assumption that the oldest inventory goods are sold first. It is the most common method because most companies sell goods in order of their manufacture, and it also reflects the real flow of commodities in a firm. For the case of Last in first out (LIFO) valuation approach, the most recently manufactured or purchased goods are sold first. According to Trotman & Carson (2018), when the value of goods increase, COGs in the LIFO is comparatively higher and ending inventory balance is comparatively lower. Lastly, for weighted average cost (WAC) valuation method COGs and inventory are handled on the basis of average cost of goods manufactured or purchased over a specific period. The WAC method is typically applied in businesses that have limited variations in their inventories.  
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