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Abgtract: Inventories are the assets of a company and sréetevalue. In this paper, we will deal with thest

commonly used methods of inventory valuation (FIEBO, AC) and we will point out their impact onetltompany's
profit generation. Confirmed hypotheses preseats $hat Slovak production companies use the FIEDad for valuing
inventories and they have the most common typengéritories: finished products. Based on the resilisventory

valuation using FIFO, LIFO, AC methods, we canestaat the best results are shown by the FIFO tovgwvaluation

method, because it realistically shows the priceneéntories, which inventories are valued whenscomed for
consumption and corresponds to the price of inv@g®avhen acquiring € 8175. In the area of invent@lue, it would
be appropriate to introduce a simulation tool ia ithventory management in companies, which wouldehthe results
of inventory valuation by individual methods.

1 Introduction 2 Literature review

The decision on the method of valuing inventories Li, YC, Liu, ZK. (2014) commented that selectingth
should be based on economic efficiency, whichnledd to  inventory valuation method plays an important role
profit generation. The main goal of this paperwiledeal accounting in the firm. Different inventory valuati
with the most commonly used methods of inventorynethods will impact profit and inventory, accorditm
valuation and we will point out their impact on theaccounting standards there are several inventduoatian
company's profit generation. methods. The firm must be able to consider theahctu

Inventories are a type of current assets thatfgignitly  situation, choose the most suitable method of itorgn
affect the company's financial results and praditgration valuation [5]. Inventory processes are very diffica the
[1]. In practice, inventory valuation is linked the companies and exist some inventory problems in the
Accounting Act Law 431/2002. In many cases, comgmgmni companies, that are is needed to solve. Utanhi (2@i8)
do not address inventory valuation of individugbeg of have solved the problems exist in the leasing ofgtopy
inventories but follow the valuation method thatsthem machines which are recording incoming goods déia, t
best or is set out in the company within the frammbof data of goods being leased, and data about théyqa#l
the Internal inventory valuation directive. Inver#s goods in storage. The system of evidence of goadsht
represent the assets of an enterprise which, giken been managed properly and the absence of an itedgra
purpose for which they were acquired, are not wfng- system slows data sharing process the loss da@atar
term nature [2]. Their optimal size ensures thesss of redundancy. The method of inventory recording ajdso
production and business activities. When decidiog h used is FIFO. Design of new system of evidenc®les @
much and what supplies are needed for the efficieatse improve the implementation of performance to be enor
of business activity, the decisive factors are thg size of effective, faster, good, safe and meet the needthef
the company, the type and scope of its activiiesompany [6]. Behunova et al. (2020) presented timat
technological processes of production, the sitnatio the inventory valuation is a part of production codtattare
market of raw materials and other factors [3]. htegies important to optimize, because their influence ristbe
create raw material inventories - material, rawemats, selling price of product. In order to achieve a petfitive
components — WIP — work in progress, spare pardsf price of the product, it is necessary to know ndy dhe
MRO goods - service etc., inventories of own prdiduc-  market but mainly the production costs that infleeprofit
work in progress, semi-finished products of owrgeneration. Production costs form the largest pathe
production, finished products, animals, suppliesales price of the product, it is important for the
inventories — goods [4]. All these forms of invagtonust  manufacturing company to monitor costs so thafptiee
be valued in the company at their consumption. sses of the product is competitive in the domestic arefgn
decide which method of valuing inventories theyad®  market [7]. Cost of production create costs of comgtion

of inventory and using of relevant method of inwent
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valuation (FIFO, LIFO...) and new inventory evideris of first. For tax purposes, FIFO assumes that sssith
important [8]. Regularly control of the costs havaise a the oldest costs are included in the income staiésneost
suitably chosen implementation management logjsticsf goods sold (COGS) [17].

which is currently a progressive tool of business
development and competitiveness instrument in all
companies and mostly in SMEs [9]. Le, HE. et all@0
are describing using of inventory value methodseasy
important in various areas of industry. In cheminélstry
treatment methods and types differ depending oir the
physicochemical properties. In the paint manufactur
plant, storage, weighing, and mixing processes |dhioi
used emission model method to estimate. Those mietho
are connected with the inventory valuation methaad
they influence profit generation [10]. Lara (20i8)her LOFO
chapter of the book describe inventory valuatiorihogs

and their significance in area of income tax. Irieen

create a part of asset in the firm and inventodyevare LIFO
very important for taxes payment. The most usinghods
of inventory valuation is method FIFO and AC. |e tirea
of decreasing base of taxes, the firms are usinthode

LIFO. By this method, the firms presented not reldv  The FIFO method follows the logic that to avoid
information about state of assets. Methoc_j LIFO @ ngpsolescence, a company would sell the oldest toren
punctual for inventory valuation [11]. Very impantafor  jtems first and maintain the newest items in invent
evidence of inventory is reporting system that barpart  Athough the actual inventory valuation method does
of accounting system or management business systggkd to follow the actual flow of inventory an éntinust
[12,13]. The value of inventory affects the pricete e aple to support why it selected the use of ticodar
product to the customer and the price of the prodoche  jnyentory valuation method [18]. The inventory \ation
market. This reason is base for inventory managemen method opposite to FIFO is LIFO, where the lastite

s~

AC

r

Figure 1 Methods of inventory valuation

companies [14,15]. purchased or acquired is the first item out. Itaitidnary
economies, this results in deflated net incomesceastd
3 Methodology lower ending balances in inventory when compared to

Valuation of inventories at consumption is based oRIFO [2]. Method - (AC) The average cost inventory
methods (Figure 1) such as FIFO (firstin - fist)pLIFO  method assigns the same cost to each item. Thagever
(last in - first out), AC (average cost; averagestco cost method is calculated by dividing the cost @ddg in
weighted arithmetic average). In addition to théssic inventory by the total number of items available $ale.
methods of valuing inventories, we also know otheFhis results in net income and ending inventonaheags
methods that are less common in practice, e.g. HIF2tween FIFO and LIFO. This method is base forgisin
method - (Highest In - First Out) (the highest pris used stochastic optimalization models in praxis and ease
to assess the decrease in inventories, the valtre afiost  inventory that inventory bind money in companie8][1
expensive inventories), LOFO method - (Lowest First
Out) (the lowest price is used to assess the dezrea 4 Results of research
inventories, the value of the cheapest inventqriejO - As part of the project of inventory optimization in
(Next In - First Out) method. o _ _companies, we implemented a research questioniidiee.

Each of the methods of valuing inventories has itgample for the elaboration of the questionnairesisted of
advantages and disadvantages and companies have 1o companies from the field of industry with ate on
right to choose a specific method, which affecte thingustry: mining, engineering, automotive, metajiyr
company’s costs in valuing inventories and opp@&  construction, energy in Slovakia. From the impletadn
for customers [16]. Costs significantly contributethe  questionnaire, we used two questions that we reethé
creation of the company's profit. From this poifii@w,  area of inventory valuation in companies and thecsien
it is important to optimize the level of inventogpsts.  of a suitable method of inventory valuation andritpact
Inventory optimization is possible with a large henof on the company's profit generation. We establisesi

different types of inventory in the company andhwit hasic hypotheses that we needed to verify through
different inventory prices. The most frequently disegyestionnaire questions.

valuation methods of inventories within the operadi

management of inventories are the FIFO, LIFO, AC H1: The most commonly used method for valuing
methods. FIFO method is an valuation method in WhiGnyentories is the FIFO method.

assets produced or acquired first are sold, uselisposed
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H2: The most frequently valued type of inventories
is finished goods.

The results of a research questionnaire with a Eaafp
1560 companies from the various industries poituettie
most frequently used method of valuing inventoiies
companies.

Hypothesis H1 was confirmed. H1: The most
commonly used method for valuing inventories iskHeO
method (Figure 2). 660 companies are using methied F
of inventory valuation that means 42% of selected
companies. Method FIFO is very easy, effective End
accepted by Accounting Law 431/2002 in Slovakia.

Methods of inventory valuation
in companies
700 -+
600 - 660
500 - 462
400 - 359
300 -
200 -
100 - 56
12 11
0 A T T T - T T 1
FIFO LIFO AC LIFO HOFO NIFO
Methods of inventory valuation

Figure 2 Using of methods of inventory valuatiomampanies

The results of a research questionnaire with a Eaofip The most frequently type of inventory was finishygbds
1560 companies from the various industries poiteitie  for 621 companies that mean 40% of selected corapani
most frequently valued type of inventory is finidrgoods. (Figure 3). This conclusion points to direct usiog

Hypothesis H2 was confirmed. H2: The most finished goods for business and sale.
commonly valued type of inventory was finished gaod

Type of invetory in companies
700 - 621
600 -

485

500 -
400

280
300 -
200 - 120
N H .

0 T T T T -_\
Raw material Workin Finished Goods MRO goods
progress product

Figure 3 Most often type of inventory in companies
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On the base of two hypothesis we can confirm thamethod used on the amount of the company's phbft.
42% of selected companies use method FIFO of iovgnt calculated the value of inventory costs according t
valuation that is very easy, effective and is ategfy selected methods - FIFO, LIFO and AC. The sales pla
Accounting Law 431/2002 in Slovakia, and the moshssumes 750 pieces of finished products, so wendetd
frequently type of inventory were finished good8][210% the amount of costs for a given number of finishextiucts
of selected companies are using this type of irargrfor by individual methods.
business and sale and create profit in the companie FIFO method is an accounting method. FIFO assumes
Conclusions of the questionnaire survey we willueal that the remaining inventory consists of items pased
inventories using the FIFO method for the finishedast. An alternative to FIFO is LIFO method. LIF®an
product. We will also point out the use of the LIE@d AC accounting method in which assets purchased oriracqu
methods and significance of those methods for profiast are disposed of first. The calculation of giee of
generation in the companies. As part of the detisiofinished goods by method FIFO in the amount of 750
making process on the form of valuing inventorias ipieces is in table 1.
companies, it is important to monitor the impacttioé

Table 1 Valuation of inventory by method FIFO [11]

FIFO Increase Decrease Balance
ks €/ks € ks €/ks € ks €/ks €

Initial state 20C 10 200(
Increase (300) 30C 11 330( 20C 10 200(
30C 11 330(

Decrease (400) 20C 10 200(
20C 11 220( 10C 11 110
Increase (400) 40C 11,F 460( 10C 11 110¢
40C 11,5 460(

Decrease(350 100 11 1100
250 11,5 2875 150 11,5 1725
Final balance 750 8175 150 1725

LIFO method is an accounting method. This methoexpensed as cost of goods sold (COGS)—which méans t
used to account for inventory that records the mezsintly lower cost of older products will be reported &nits costs.
produced items as sold first. The cost of the mesent The calculation of the price of finished goods bgthod
products purchased (or produced) are the first éo hIFO in the amount of 750 pieces is in table 2.

Table 2 Valuation of inventory by method LIFO [11]

LIFO Increase Decrease Balance
ks €/ks € ks €/ks € ks €/ks €
Initial state 20C 10 200(
Increase (300) 300 11 3300 300 11 3300
20C 10 200(
Decrease (400) 300 11 3300

10C 10 100( 10C 10 100(
Increase (400) 400 11,5 4600 400 11,5 4600
10C 10 100(

Decrease (350) 350 11,5 4025 50 11,5 575
10C 10 100(
Final balance 750 8325 150 1575

Average cost method (AVCO) calculates the cost gferpetual inventory system. In periodic inventoygtem,
ending inventory and cost of goods sold for a pebased weighted average cost per unit is calculated ferethtire
on weighted average cost per unit of inventory. &/8 class of inventory. It is then multiplied with nuerbof
applied differently in periodic inventory system dan units sold and number of units in ending inventorgrrive
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at cost of goods sold and value of ending inventorgale transaction. The calculation of the priceinished
respectively in perpetual inventory system, we heve goods by method AC in the amount of 750 piecesiis i
calculate the weighted average cost per unit bedarh table 3.

Table 3 Valuation of inventory by method AC [11]

Increase Decrease Balance
ks €/ks € ks €/ks € ks €/ks €
Initial state 20C 10 200(
Increase (300) 30C 11 330( 50C 10,€ 530(
Decrease (400) 40C 10,€ 424( 10C 10,€ 106(
Increase (400) 40C 11,F 460( 50(C 11,32 566(
Decrease (350) 35(C 11,32 396: 15C 11,3: 169¢
Final balance 750 8202 150 1698

Based on the valuation methods used, we can htdte titem, which may be reflected in the reduction & thx
for the same amount of issued inventories, theat@mo in  base, which is prohibited for business in Slovakia.
the item of costs is different (Figure 4). The letvealue Businesses can use the FIFO and AC method, which
of inventories is in the FIFO method; on the comtréhe realistically measures inventories in consumptidhe
highest value of costs is reflected in the LIFOmet For highest value of inventories that remain in theehause
the values of the final balances of finished pregluthe is presented by the FIFO method, which is imporfant
cost value is highest for the FIFO method and loi@s the company because inventories are the propertiieof
the LIFO method. The LIFO method increases the cosbmpany that the company owns.

Value of inventories according to
inventory valuation methods

M 150 (number)

AC
8202€

750 (number)

LIFO
8325€
FIFO
8175€
0 1000 2000 3000 4000 5000 6000 7000 8000 9000
Figure 4 Results of valuation of finished goods
5 Discussion in table 4. Utami et al. have solved the problexisten

Al of authors in this article described to sigaifhce of the leasing of photocopy machines the method @fritory
inventory value methods. Their opinions were condéid recording of goods used is FIFO, where the gootes éne
with the results of research. Li, YC, Liu, zK, (Z)1 first then the goods are issued first [6]. This moeft was
commented that selecting the inventory valuatiotho@ Used in research. Behunova et al. presented tleat th
plays an important role in the firm [5]. Differeinventory ~ inventory valuation is a part of production costattare
valuation methods will impact profit. This factigesented important to optimize, because their influence stoe
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selling price of product. In order to achieve a petitive
price of the product, it is necessary to know ndt/ dhe
market but mainly the production costs of the comyhat
influence profit generation [7]. This fact is pratsl in
table 4 and in figure 4. Le, HE. et al. are dessghusing
of inventory value methods is very important inigas
areas of industry in industrial chemicals differ threir
treatment methods and types,
physicochemical properties [10]. We can use thithoe
FIFO in various industries. Lara in her chaptethef book
describes inventory valuation methods and the
significance in area of income tax. When the fimaate
high costs than have lower profit and pay loweesd 1].
We investigated the impact of inventory valuation o
the company's financial results (table 4) in debeimg the
consumption of inventories at 750 pieces, thersgltirice
of which was set at € 15. Revenues for all methveele
the same, only the item of inventory costs changdith
we determined on the basis of three methods faringl

products that are realizable on the market byrgglind
obtaining financial resources to purchase new itorés.
The result of the calculation of the inventory prghowed
the highest value of stocks in the warehouse ubm§lFO
method in the amount of € 1,725. Based on the teesiil
inventory valuation using FIFO, LIFO, AC methods w
can state that the best results are shown by th® FI

depending on thémventory valuation method, because it realisticaiows

the price of inventories, which inventories areuseal when
consumed and corresponds to the price of investarien
acquiring € 8175. The choice of the appropriateho@bf
inventory valuation is the responsibility of eacdmpany
and therefore it would be appropriate to introduce
simulation tool in the inventory management in camips,
which would model the results of inventory valuatioy
individual methods and the highest profit share e a
criterion for choosing the appropriate method. In
conclusion, we can confirm that the FIFO methodh is
method that in Slovakia realistically expresses the

inventories (FIFO, LIFO, AC). We determined theconsumption of stocks and the final state of stonkihie

operating costs fixed for all three methods. Wentbthat

warehouse as assets of the company. Using of ttisan

when valued using the FIFO method, the compar§iFO is possible in various types of industriess imethod

achieves the highest economic result in the foran mrfofit
of € 875. With this simplified calculation of prgfive can
see that the choice of the method of valuing invees can
ultimately affect the amount of the company's prafihen
setting the valuation method, companies must take i
account changes in the prices when acquiring v,
which  will
significantly and the more significant impact itliwiave
when using individual methods.

Table 4 Generation of profit in company

Indicator/Method FIFO LIFO AC
Revenue
(750 ks finished 11 250 11 250 11 250
goods x price 15€)
Costs / Decrease o'
inventory
(750 ks finished ~ o17° 8325 8202
goods)
Operating costs - ,555 2500 2200
fixed
PROFIT 875 725 848

6 Conclusions

Inventories create the assets of all companies a
therefore their value is important. Based on th&ioomed
hypotheses, we can state that Slovak companieshase
FIFO method for valuing inventories and at the séime
have the most common type of inventories of finishe

for profit influence that is important for business
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