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Abstract

The inventory valuation is a major
factor in the determination of the
financial performance of
manufacturing firms. Various
valuation methods like First-In-First-
Out (FIFO), Last-In-First-Out (LIFO)
and  Highest-In-First-Out  (HIFO)
affect goods sold cost, profit and tax
due. This paper reviews the impact of
inventory valuation techniques on the
profitability of the manufacturing
organizations especially the
automobile spares industry. In which
financial data over a number of years
were examined in a bid to compare the
different methods of calculating

inventory  values. The research
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concludes that FIFO increases the
profits and inventory value mostly
whereas LIFO reduces profits and
offers tax benefits. The study provides
the significance of the choice of an
appropriate  inventory  valuation
method to report financial figures and

make strategic decisions.

1. Introduction

One of the greatest current assets of
manufacturing companies is
inventory. This requires proper
inventory management and valuation
that is needed to ensure that the
operations remain stable and efficient.
The value of inventory is calculated
and establishes the financial worth of
the goods that have not been sold by
the end of a given accounting period.

Valuation of inventory is done using
different accounting methods which
include FIFO, LIFO and HIFO. The
methods have implications on the cost
of goods sold, gross profit, and net
profit. Valuation technique has also an
impact on financial ratios, tax
liabilities and  decision-making

processes in organizations.
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Inventory in terms of total assets is a
major portion in industries like
automobile spare parts production.
Thus, it is most important to use the
correct inventory valuation method
when reporting a true financial
position. The present study seeks to
determine how various methods of
valuation affect profitability using real

financial information.

II. Review Of Literature

Singh (2021) also investigated the
impact of inventory valuation
procedures on financial ratios and
profitability in manufacturing
companies. In the study, it was
discovered that variations in valuation
methods have a great impact on
financial statements.

Thomas (2022) examined the use of
valuation policies in the making of
financial decisions and came up with
the conclusion that transparent
valuation practices enhance
managerial planning and budgeting.

In a research conducted by Sharma and
Gupta (2020), the authors investigated
the effects of FIFO and LIFO on
profitability in the period of inflation.

Their results showed that FIFO has the

tendency of inflating reported profits
whereas LIFO gives tax advantages.
Reddy (2019) also highlighted that
inventory valuation methods have to
be applied uniformly across all
financial reporting in order to preserve
comparability. Based on these studies,
inventory valuation plays an important
role in financial management and

decision making.

II1. Statement Of Problem

Manufacturing  companies  carry
inventory that is bulk in nature and
how inventory is valued greatly
influences financial performances.
Nevertheless, most organizations have
problems in identifying the most
appropriate method of
valuation.Various valuation methods
can result in varying profit amounts,
tax, and financial ratios. Thus, when it
comes to financial management, it is
important to know the financial

implications of these techniques.

In this paper, the researcher aims at
examining the effect of FIFO, LIFO
and HIFO methods of valuation on the

ASET Journal of Management Science (E- ISSN: 2584-220X) 2 |Page
Copyright© 2026: Author(s) published by ASET College
https://doi.org/10.47059/AJMS/V5I3/10



ASET JOURNAL OF MANAGEMENT SCIENCE

Peer Reviewed & Open Access Journal
ISSN : 2584 - 220X (Online) | RNI : Applied | Frequency : Bi-Monthly

profitability of manufacturing affect such financial measures as the
companies. cost of goods sold, gross profit, and the

i t lue.
IV. Objectives Of The Study mventory value

The primary goals of the research are:
To examine the various inventory
valuation methods like FIFO, LIFO
and HIFO.

Vi. Framework

. Cost of Goods
To determine the effect of these Methods of Sold (COGS) & Company

inventory Financial
Gross Profit

and Net Profit

methods on profitability. Performance

Valuation
To compare the financial results of the

various inventory valuation
approaches.
To determine the most appropriate
valuation technique of manufacturing
companies.

To offi i i
o offer recommendations to practice VIL Research Methodology

effective inventory valuation.
The research has adopted descriptive

V. Scope Of The Study and analytical research design that will

study the impact of inventory

Inventory valuation techniques used in . o
y q valuation methods on profitability.

manufacturing firms where the

automobile spare parts industry The study utilized both primary and

belongs are under the study. secondary sources of data. Primary

data was gathered by talking to finance

The studies use Sarang Auto Parts Pvt.
managers and accountants. Secondary

Ltd. fi ial f 1 )
td. financial reports of a several years data was gathered in the form of

to test the impacts of the various .
company financial statements, annual

valuation methods. . .
report, journals and research articles.
The analysis primarily focuses on how

FIFO, LIFO, and HIFO approaches

The analysis of financial information

is conducted in a period of five years.
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The financial results acquired by the
application of FIFO, LIFO, and HIFO
valuation methods were compared
with the help of accounting tools and

ratio analysis.

Viii. Practical Implications

This study has a number of practical
implications to manufacturing

companies.

Financial Decision Making: The
selection of the right inventory
valuation technique assists companies

to show off the financial performance.

Tax Planning: Various valuation
techniques have an impact on the tax
liability, which means that firms can

organize their tax planning.

Cost Control: The methods of
inventory  valuation  assist the
management analyse the cost of
inventory and enhance the operational

efficiency.

Strategic Planning: Valuation of
inventory helps in budgeting, pricing

and planning in the long run.

IX.Data Discussion And Analysis

The analysis was based on financial
implications of FIFO, LIFO, and
HIFO.

FIFO Method:

The technique presupposes that the
first stock bought is sold. It tends to
create a decrease in cost of goods sold
and increase in profits at times when

prices are on the rise.
LIFO Method:

In this approach, the latest inventory
that is acquired is issued. This
increases the cost of goods sold and
decreases the reported profits, but it
has the potential to decrease tax
liabilities.

HIFO Method:

In this approach the most heavily
priced inventory is issued. It leads to
the maximum cost of goods sold and
the least liberal amount of profit

estimation.

The discussion indicates that all the
valuation techniques yield variable
financial results and have to be chosen

according to the business goals.
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estimating profit because the inventory

that is charged is the most ive.
X. Limitations Of The Study at1s charged 15 the mOSt expensive

) ) The process of inventory valuation is
This research paper deals with one P Yy

firm that is involved in the automobile the one that should be thought through

by organizations depending on the
spare parts market. y org P g

financial objectives, taxation policy,

The analysis is portrayed based on few and the organization needs. An

years of limited financial data. effective inventory valuation will lead

These findings might not be consistent to the accurate financial reporting and

in other industries and economic enhanced managerial decisions.

settings.

The accounting standards can be XII. Reference

altered, and this can influence the
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relevance of some methods. ) Singh, ( ) Hveriory
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XI. Conclusion 2) Thomas, J. (2022). Financial

Decision Making Policies of
The value of inventory is important in ) ) i
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