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The article is devoted to the features of recognition and assessment of current
assets in enterprises and the problems of maintaining their records in China. The
issues of accounting of current assets of enterprises with the aim of managing them
are highlighted. The accounting and stock accounting methods in accordance with
the International Accounting Standards are investigated below. In our opinion,
Improving the accounting of inventorys is important for their preservation and
rational use in the production process. Inventories are usually created in the
process of the main production of the company. Therefore, it is necessary to clarify
what expenses for their creation are considered direct and necessary so as not to
include unnecessary items in the estimation of reserves. The lack of management
will lead the company to undertaking not jointly agreed actions, which will result
in the occurrence of risky and undesirable situations. Therefore, companies need to
quickly solve their spontaneous problems arising in the economic activity, as this

will help to ensure the formation of reliable, sufficient, impartial information on



current assets for the management purposes.
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Cmamms npucesiuena ocoonueocmsam 6UHAHHA i OYIHKU 0OOPOMHUX AKMUBIE
Ha nionpuemcmeax i npooniem eedenus ix ooniky 6 Kumai. Bucsimieno numarmsi
Oyxeanmepcoko2o 00Ky 000POMHUX AKMUBIE NIONPUEMCINE 3 MEMOI0 YNPAGIiHHSL
Humu. Jlocniooxceno eedenusi oONIKy ma memoou OONIKY 3andacié ionosioHO 00
MINCHAPOOHUX cmanoapmie oOiKy. Yoockonanenus obniKy 3anacie mae 8axciuge
3HAWeHHs 8 30epediceHHi [ payioHANbHOMY BUKOPUCMAHHI iX 6 npoyeci
8upobHUymea. 3anacu 3a36uU4all  CMeEopPIOIOMbC 8 Npoyect OCHOBHO20
BUPOOHUYMBA KOMNAHIL, MOMY NOMPIOHO 4imKo 3’scysamu, sKi 3ampamu Ha ix
CMBOPEHHA 88AXHCAIOMb NPAMUMU [ HEOOXIOHUMU, W0D He BKIUAMU 8 OYIHKY
3aiieoeo. Buxopucmosyrouu pisHi popmynu OYiHKU 3anacie, Moxicemo ooepicamu
PI3HI 3HAYEHHs B8AN108020 NPUbYMKY, a ocobiuso 6 ymoseax inghaayii. Jluwe 3a
ymosu  euxopucmantns memooy FIFO cobieapmicmv 3anacie npu cucmemi
nepioouyHo20 ma NoCmitiHoeo 007Ky € 00Hakogow. lleii memoo € Halbinbule
HAOIIHUM Ol PeanvbH020 OYIHIOBAHHA 3ANUWIKY 3aNacié, OCKIIbKU 1020
3acmocy8anusa HaOIUNCYE eapmicms 3andacié Ha 0amy 0anaucy 00 PUHKOBUX UYiH,
momy Oinbut 0OCMOBIPHO BI0OOPANCAEMBbCA BAPMICb AKMUBIE NIONPUEMCMEA.
Oonax OCHOBHUIL 1020 HeOONIK NoNsA2AE y 6NIUBI 308HIWHIX axkmopie
EeKOHOMIYHO20 HCUMMISL 0ePAHCABU HA NOKAZHUK NPUOYMKY NiONPUEMCMEA.

Il nanexcnoeo 8i00bpadiceHHs NOMOKI@ 3andacieé Cclio0 KOpucmy8amucs
MAaKuMu Kpumepiamu Npu BUSHAYEHHI Memoody OYIHKU 3andacig: 6UXooayu 3
ICMOPUYHUX GUMpPam, OOMPUMYBAMUCS NPUHYUNY 00 EKMUBHOCMI, NPABOUBO
sidobpasicamu cobisapmicmo npooasxcia; 00OMpPUMYBAMUCSL NPUHYUNY
pOo3Ccyonusocmi, wob GIACHUKU Oi3Hecy ma NOMEHYIUHI IHeecmopu Nputimaiu
Ppilents, HACKIIbKU Ye MOJCIUBD, VHUKAIOHWU PU3UKY, Wob npubymox 0ys
MAKCUMATLHUM.

He3zanesicno 6i0 moeo, axuti memoo oyinku 3anacié euOUpac nionpueMcmaeo,

HEOOXIOHO NPUUHAMU HAUOLIbUL BUSIOHUL MemOoO Ol NIONPUEMCMBA BI0NO0BIOHO



00 11020 8NACHUX YMO8 MA PUHKOBO20 CepedosuLyd, sIK ye 003801eHO 8i0N0GIOHUMU
CMmanoapmamu.

Heoonix ynpasninnsa npuzeede 00 moeo, w0 KOMNAHIs 3p00UMb HEY3200HCeH]
0ii, AKi npusedymv 00 BUHUKHEHHS PUIUKOBAHUX | Hebaxcawux cumyayiu. Tomy
KOMNAHIAM HEOOXIOHO WBUOKO Gupiuysamu Cc80i CNOHMAHHI NpodemMu, wo
BUHUKAIOMb 6 eKOHOMIYHIU OISIbHOCMI, OCKLIbKU Ye 00nomodice 3abe3neyumu
Gopmysanus 00CmMoBIpHOi, 00CMamHubOi, HeynepeoXiceHol iHghopmayii npo NOMoyHi
akmueu 015 yineu YnpaeiiHHs.

KuawuoBi caoBa: ooopomni axmusu, MCBHO, ob6rix 3anacis, cnocobu

PO3PaxyHKy cobisapmocmi 3anacis, oyxeaimepcovKutl 0OJiK.

Cmambvs noceésawena 0COOEHHOCMAM NPUSHAHUA U OYEHKU O0OOPOMHbLX
aKmueo8 Ha npednpusmusix u npooaemam eedernus ux yuvema 6 Kumae. Ocgewenvl
BONPOCHL OYX2anmepcKoeo yyema 0OOPOMHBIX AKMUBO8 NPEeONpUsmull ¢ Yeivio
ynpaenenus umu. HMccredosanvl eedenue yuema u Memoovl yuema 3andcos
CO2NIACHO MeJHCOYHAPOOHbIM Cmanoapmam yuyemada. Yiyuuienue yyema 3anacoe
UMeem 6adicHoe 3HA4eHUue 8 COXPAHEHUU U PAYUOHANbHOM UCNONb308AHUU UX 8
npoyecce npouzeoocmed. 3anacvl 00bIYHO CO30AlOMC 8 Npoyecce OCHOBHO20
npouz800CmMea KOMNAHUU NOIMOMY  HEOOXOOUMO YemKO MNPOSACHUMb, KaKue
3ampamsl HA UX CO30aHue CuUumamov NPIAMbIMU U HEOOXOOUMbIMU, YMOObl He
BKIIOYAMb 8 OUEHKY 3anacos uwHee. Hedocmamok ynpasienus npusedem K
MoMy, Umo KOMNAHUSL NPEeOnpuMem Heco21aco8anHble Oelcmaus, Komopule
npusedym K B03HUKHOBEHUN) PUCKOBAHHBIX U HENCeNAMenbHblX CUMyayuil.
Ilosmomy Komnanusm HeoOXO0UMO ObLICMPO pewams C80U CHOHMAHHbIE
npooneMvl, B03HUKAOWUE 6 IKOHOMUYECKOU OesimelbHOCMU, HOCKOIbKY 5MOo
nomoodicem  obecneuums — opmupogarue - 00CMOBEPHOU,  OOCMAMOYHOU,
becnpucmpacmuotl uHgopmayuu 0 meKyuux axkmueax 0Jis yeiei ynpasieHus.

KuarwueBble caoBa: obopommuvie akmuevi, MCBY, yuem 3anacos, cnocobul
pacuema cebecmoumMocmu 3anacos, OyXeaimepcKuil yuem.

Setting a problem. Inventory is an indispensable and important part of an



enterprise’s current assets, and the inventory of the enterprise is also an important
economic component of itself, including the actual inventory of the enterprise, the
guantity of raw materials, the quantity of products under production etc. The
inventory management is an important part of the internal control system of
enterprise. The reasonable selection of inventory accounting method is one of the
ways to strengthen the effective inventory management of enterprise. The
inventory is an important part of current assets and directly affects the level of the
enterprise liquidity. The inventory accounting is related to the book value of assets
in the balance sheet and inseparable from the cost of sales calculation in the
income statement. Inventory measurement is an important part of the inventory
accounting, and of vital importance.

The recent research analysis and publications. In practice, the inventory of
the firm is constantly changing, is in a state of flow, and there is a difference
between the actual inventory and the order of the original cost. Different authors
also have different interpretations and understanding of the valuation method of the
inventory accounting.

Guo Xuexin analyzed the changes of the new accounting standards in the four
aspects of inventory entry value, issuing an accounting method, ending accounting
and accounting items related to the inventory accounting, and believed that the new
accounting standards require more standardized accounting requirements for
enterprise’s inventory and ensure that financial accountants of enterprises can
provide more valuable information [1].

Bao Na emphasizes influence of selection of an inventory valuation method
on corporate accounting [2].

Zhang Ailing believes that different inventory accounting methods will
produce different profits and inventory valuation. The financial situation of
enterprises, operating results, financial indicators, financing plans, investment
decisions, etc. will be affected to a certain extent. The selection of inventory
valuation method should be compared and analyzed from multiple perspectives

and in an all-around way. It should be taken into full consideration to maximize the



advantages and avoid the disadvantages, and maximize the benefits for enterprises
within the scope of accounting standards and income tax laws. Each company
should select the inventory accounting method which is most suitable for them [3].

Setting a task. To summarize and analyze the methods for estimating
reserves permitted by the International Accounting Standards, comparing them,
which will help in the future research and may become the basis for practical
optimization by enterprises of their previously chosen methods for assessing
reserves.

Presentation of the main research material. Inventory is the current assets
of an enterprise. It occupies a large proportion in the assets of an industrial
enterprise and a commaodity circulation enterprise, and the accounting of inventory
directly affects the data of financial statements and the judgment of the company’s
financial status and operating results [4]. In order to regulate the accounting of
inventories, the International Accounting Association approved IAS 2 in the
October 1975 «the Valuation and List of Inventory under the Historical Cost
System» which specified the purpose and scope of inventory accounting, the
definition, measurement and cost determination of inventory and revised it in the
November 1993. The inventory standards approved in 1975 have been replaced by
the 1AS 2[5].

The 1AS 2 «Inventory» contains the requirements on how to interpret most
types of the inventory. The standard calls for measuring inventories at the lower of
cost and net realizable (NRV) and outlines the acceptable methods of determining
costs, including specific identification (in some cases), FIFO, and the weighted
average method.

China also promulgates «the Accounting Standards for Enterprises —
Inventory» in November 9, 2001, which has been in effect for joint-stock
companies since January 1, 2002. On the one hand, the standards promulgated
retain most of the inventory content of «the Enterprise Accounting Standards» and
«the General Principles of Corporate Finance», promulgated in 1992. On the other

hand, it also actively absorbs the contents of the international accounting standards



to adapt to the actual development of our country, which stipulates that enterprises
should determine the actual cost of issuing inventory according to the actual
situation of various types of inventory. The methods that can be used are individual
identification method, first-in-first-out method, weighted average method, moving
average method and last-in-first-out method, etc. For inventories that are not
fungible and those purchased or manufactured specifically for a particular item, it
is generally appropriate to determine the cost of the inventory issued by an
individual identification method. In 2006, the accounting standards for business
enterprise had some new provisions on the inventory that is the enterprise should
use the first-in-first-out, weighted average or individual identification method to
determine the actual cost of inventory for inventory of a similar nature and purpose
of inventory. The same cost calculation method should be used to determine the
date of the cost balance sheet for the issuance of inventory. The inventory should
also be measured in accordance with the cost and the net realizable value, and if
the inventory cost is higher than the net realizable value, the provision for the
inventory decline should be taken into account and included in the current profit
and loss [5].

Individual identification method is also known as individual valuation
method. The individual identification method takes the actual purchase price of
each batch of goods as a method to calculate the cost of sales. This method
assumes that the cost flow of inventory is consistent with the physical flow.
Identify, one by one, the purchase or production batches to which each lot is
shipped and to which each ending inventory belongs, and calculate the cost of each
lot according to the unit cost determined at the time of purchase or production.

First-in, first-out method. The FIFO method is a method of amortizing costs
between the inventory and the cost of goods sold on the assumption that goods
purchased first are sold first. When sales occur, the cost of goods purchased earlier
Is classified as the cost of goods sold, so the closing inventory balance reflects the
cost of goods recently purchased.

The last-in, first-out method is relative to the first-in, first-out method — the



goods or products purchased later will be issued first.

The moving weighted average method of inventory valuation, refers to the
cost of each purchase with the original stock inventory costs, divided by the
quantity in each time and the sum of the number of original inventory stock. It
calculates the inventory of the weighted average unit cost, based on cost formulas
[7].

Combined with the above calculation analysis, we can see the impact of
various inventory cost accounting methods on the financial statements. If the
commaodity purchasing price remains unchanged, the resulting inventory cost and
the cost of goods sold will be the same regardless of which inventory cost
accounting method is used. However, if the commodity price changes, the
inventory cost and the cost of goods sold using different inventory cost accounting
methods are not the same.

The cost apportioned to the cost of goods sold by the FIFO method is the
least, so the gross profit and the net profit are the highest. "Since the sales revenue
of the current inventory corresponds to the cost of the inventory in the previous
period, the cost of the product being issued is underestimated, resulting in an
inflated profit realized in the current period and an overestimation of the value of
the inventory at the end of the period”. Because of the inflated profits, it increases
the corporate income tax burden, as well as increased dividends to investors,
resulting in an increase in the amount of cash outflows. From the perspective of
financing, more profits, higher inventory value, higher liquidity ratio means that
the financial situation of an enterprise is good, can win the public's trust in
enterprises, and enhance investors' investment confidence [8]. In order to get more
bonuses, keep their jobs, or maintain their reputations, managers often want to
have the higher corporate profit levels. "In this case, if the cost of buying is rising,
they will be more willing to use the FIFO method to calculate the cost of
inventory."

"The use of the last-in, first-out method is the most cost-sharing of the cost of

goods sold, so gross profit and net profit is minimal, and this method can defer



partial income tax payments and temporarily reduce the income tax burden on
enterprises.” However, IAS 2 has eliminated the last-in, first-out method. At
present, the European Union, Hong Kong, Russia and other countries or regions
have completely used the international accounting standards or substantive
convergence, the United States accounting standards are also constantly towards
the direction of convergence with the international accounting standards to revise.
The trend of convergence between accounting standards of different countries and
international accounting standards is also consistent in the provisions of inventory
valuation methods.

The proportion of the cost of goods sold by the weighted average cost formula
is between that by the FIFO method and the LIFO method. It is more convenient to
use this method to calculate the cost of sending out the inventory. Moreover, when
the price continues to rise or fall, the weighted average unit price can average out
the measurement results and share the cost of sending out the inventory and
carrying out the inventory more evenly. However, since this method can only be
carried out at the end of the month, only the unit price, quantity, amount of income
materials and quantity of goods sent and stored in the ending inventory can be
recorded in daily life, which is not conducive to the daily inventory management
and control of enterprise [9]. The weighted average method is only suitable for
enterprises when the price fluctuation is small. When the price fluctuation is large,
there is a large difference between the weighted average unit price calculated by
using the weighted average method and the unit price of the end of the inventory. It
makes the end-period inventory not accurate and reflected improperly.

The cost-sharing of individual identification method often depends on which
goods are sold. The individual identification method is the most accurate and
reasonable inventory pricing method, the physical circulation cost and the cost of
inventory calculated by individual calculation method are consistent, and have real
validity. However, this calculation method requires a large amount of work, the
operation is complex, can only be applied to some enterprises with low inventory

quantity, high cost, and irreplaceable products, if only for other large and medium-



sized enterprises, this and the same calculation of the same pricing method in the
balance of accuracy, lost a certain degree of feasibility [10]. Different accounting
methods have different characteristics and have different effects on financial
situation. When the first-in, first-out method is used, the cost of inventory is close
to market value when the price change is relatively large. However, the relevant
financial ratios are not accurate enough. The weighted average method accounts
for the relative average of the unit cost of inventory, the inventory cost is not easy
to be manipulated, and when the price is unstable, there are some differences
between the book value of inventory and the fair value, and the financial ratio
calculated from it is also different from the actual value [11]. An enterprise may
use any of the above four methods of accounting for inventory cost, provided that
it must state the method of accounting for inventory cost in its financial statements
or in the notes to the financial statements.

The financial information of an enterprise is of great significance to the
enterprise's relevant business decision-making and the relevant personnel. In the
production and operation activities of enterprises, financial information is one of
the most important contents of enterprises, and inventory pricing methods are more
important in accounting policies, and different choices have an important impact
on the financial affairs of enterprises. Under the condition of inflation, the
enterprise chooses the first-in-first-out pricing method, which will make the
reflected financial information exaggerate the enterprise's operating profit, and lead
to the enterprise's economic situation reflected by the financial information of the
enterprise to deviate from the real situation. It causes the economic value expressed
by it to be greatly reduced, thereby causing the loss of the economic interests of the
stakeholders. In addition, this approach can be used by the managers concerned as
a means of manipulating performance and artificially adjusting sales performance
in order to achieve their intended objectives, which can seriously damage the
quality of financial information [12].

When using the First-in-first-out method for inventory valuation, the

inventory at the end of the period must be calculated in accordance with the later



method, very close to the cost amount of the working day, so that the enterprise's
asset calculation becomes more reasonable. Moreover, if the problem of inflation
occurs in the market, this method can be used to accurately match the amount of
the previous inventory with the actual operating income, and then calculate the size
of the gross profit. Finally, the gross profit value should pay income tax and
dividend amount after the elimination, the actual recovery cost of the enterprise
will be reduced to a certain extent, but in the actual price level, the enterprise can’t
reset the same amount of inventory, so that the operation of the enterprise will be a
problem, the size of the enterprise will be reduced - can’t be expanded [13].
Different inventory pricing methods will directly affect the determination of
inventory value at the end of the period and the calculation of sales cost, which
will have an impact on the enterprise's profit, tax burden, cash flow, financial ratio,
etc. The purpose of the enterprise’s inventory is: in addition to the profit from the
external sales, to maintain operations and reproduction. In this process, the cost of
the inventory is converted into production costs or sales costs, management costs,
etc. In contrast, the main purpose of an enterprise’s inventory is to achieve external
sales, in which the cost of the inventory is converted into the cost of sales, the
choice of pricing method directly affects the cost of sales, operating results and
taxable income, thus having a vital impact on the income tax due on the enterprise.
The choice of pricing method has the function of regulating financial leverage in
enterprise tax payment, which can be called "tax regulator"”, which achieves the
purpose of deferring tax payment by adjusting the total profit of different fiscal
years. If the first-in-first-out method is used, the cost of sales is carried forward by
the opening inventory cost and the early purchase cost, when the price level
continues to rise, its book value is lower than the market value, the cost of sales is
relatively low, and the sales price of the product is determined by the market price,
relatively high, sales revenue will increase, because the current sales gross profit is.
Current sales revenue subtracts early cost of sales, which inflates the total profit,
known as "inventory profit", increases taxable income and increases income tax

expenses. This valuation method cannot match the current income with the current



cost, which violates the principle of prudence in the accounting standards. On the
contrary, in the case of continuously low prices, it will make the taxable income
amount low and have the effect of deferred tax payment [14].

The difference of inventory valuation method is caused by the inconsistency
between inventory cost flows and physical object flow and the difference of actual
cost of homogeneous inventory. The inventory circulation includes both the
physical and the cost transfer. "In general, the cost of outsourcing or home-made
inventory is inconsistent with the cost of the goods sold, thus creating a problem of
the distribution of the inventory costs between the inventory and the sales.” In
order to properly reflect inventory flows, the following criteria should be adhered
to in determining the method of inventory valuation:

- based on historical costs;

- adhere to the principle of objectivity, truthfully reflect the cost of sales and
ending inventory value;

- adhere to the principle of prudence, to ensure that business owners and
potential investors make decisions, as far as possible to avoid risk, so that the
return maximizes.

The choice of inventory accounting method mainly considers two factors, first
of all, the characteristics of inventory and its management requirements, and the
second is tax planning. No matter which method of inventory valuation an
enterprise chooses, it is necessary to adopt the most advantageous method for the
enterprise’s operation according to its own conditions and the market environment,
as permitted by the relevant standards.

Conclusions based on the conducted researches. The accounting method of
inventory plays a vital role in the development of enterprises, and the choice of
enterprise inventory accounting method has a great impact on the financial
information, business results and taxation of enterprises. Because the accounting
method of inventory can’t be changed at will, its choice affects the long-term
survival and development of the enterprise. Therefore, the enterprise should choose

the suitable inventory accounting method according to the characteristics of



different inventory accounting methods and the development of the enterprise itself
and the change of external market price. Only the optimal inventory valuation
method that conforms to the enterprise’s own situation will promote the
development of the enterprise, while the inventory valuation method that is
inconsistent with the enterprise’s own development may lag behind the
development. Therefore, companies should be encouraged to improve inventory
accounting methods to maximize the economic benefits, to ensure that the
management decisions can avoid risks as much as possible, so as to maximize the

interests of enterprises.
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