Inventory Valuation Approach Summary

Date: [Insert Date]

To: [Recipient Name]

From: [Your Name]

Subject: Summary of Inventory Valuation Approaches

Dear [Recipient Name],

| am writing to provide a summary of the inventory valuation approaches we have considered for

[specific period or context]. This document outlines the key methodologies along with their
advantages and disadvantages.

1. First-In, First-Out (FIFO)

Under FIFO, the oldest inventory items are sold first. This approach is beneficial in times of
rising prices as it often results in lower cost of goods sold and higher ending inventory value.

2. Last-In, First-Out (LIFO)

LIFO assumes that the most recently acquired items are sold first. This method can reduce tax
liability in inflationary economies but may not reflect the actual flow of inventory.

3. Weighted Average Cost

This method averages the cost of goods available for sale during the period and applies that
average to the cost of goods sold. It provides a middle ground in terms of cost fluctuation and is
easier to apply when inventory items are indistinguishable.

Each approach has its pros and cons based on market conditions, tax implications, and reporting
objectives. We recommend carefully evaluating these methods to align with our financial
strategy.

Please feel free to reach out if you have any further questions or require additional details.
Sincerely,

[Your Name]

[Your Position]
[Your Company]



