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Abstract 
Master Thesis, School of Management and Economics, Växjö University, 
Advanced Concepts in Logistics Management, FED370, Spring 2006 
 
Authors: Lina Friberg, Sofia Nilsson and Sofia Wärnbring 
Tutor: Petra Andersson 
Examiner: Lars-Olof Rask 
 
Title: Inventory Valuation - difficulties; what & why? 
 
Background: It is important to value inventories accurately in order to meet 
shareholder needs and demands for financial information. For manufacturing 
companies, inventories usually represent approximately 20 to 60 percent of their assets; 
hence it affects companies’ profits. It is essential in which way assets are valued, 
however, it will be a waste of time if the record accuracy level is poor.  
 
Research Questions: Why do companies experience problems when valuing 
inventories? In order to answer this research question, the following question also has to 
be answered: What problems can be identified?  
 
Purpose: The purpose of this master thesis is to describe and explain difficulties when 
valuing inventories. 
 
Limitations: We are not considering work-in-process and finished goods inventories, 
only raw material inventory. Neither are we looking at the companies’ internal 
calculation system, as we believe this will not be relevant for raw material. 
 
Method: We chose a positivistic view since we were studying our problem from a 
process perspective. A case study approach was suitable for us as our thesis was written 
in the form of a project, and we combined our empirical and theoretical data through the 
deductive approach.  
 
Conclusions: The problem of inventory valuation does not exist in the pricing aspect. 
Most problems are connected to quantity. Especially the daily routines were found to be 
insufficient, thus creating inaccuracies between the physical quantity in inventory and 
the quantity displayed in the system. Company B, the larger company, was found not to 
have as many problems as the smaller Company A has.  
 
Continued research: We believe an overall picture regarding valuation is needed, 
including the work-in-process and the finished goods inventories. Moreover, 
deficiencies are often not just found in the processes, but also the humans involved, and 
how they are motivated to secure accuracy. In addition, an implementation of cycle 
counting could be interesting to investigate. 
 
Keywords: Inventory valuation, inventory accuracy
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1. Introduction 
 

n this chapter, we want to introduce the reader to 

the concept of inventory valuation. After a short 

background, a discussion of the problem will follow. 

Our discussion will generate research questions and a 

purpose for this thesis. The limitations will also be 

stated, as well as a time plan together with our 

continued disposition, which will end the first chapter. 
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1.1 Background 

 
The motives for keeping inventories differ between companies, depending on if the 

inventory is designed for a process, a flow of materials, or for a function it has for a 

company. Consequently, keeping inventories is for most companies a natural activity.1 

The definition of inventories according to Falkman is: “the tangible assets in 

production that are to be sold as part of regular business or be used as material in 

production”2. Two basic types of inventories can be identified; raw materials, 

components and parts, and finished goods. There may also be inventories of goods-in-

process and materials to be disposed or recycled, but these inventories are usually only a 

small part of the total inventories.3   

 

There is a lot of literature written on how to manage and control inventories, however, 

the existence of written literature on monitoring and measuring inventories is another 

matter4. If monitoring and measurement of inventories is not given proper 

consideration, the feedback given to managers to help them make decisions regarding 

inventory issues is running the risk of being unreliable5. 

 

For manufacturing companies, inventories usually represent approximately 20 to 60 

percent of their assets6, hence it affects companies’ profits7. Accounting is a continuous 

process expected to give information about the economical state of companies8. 

According to Borland, it is essential in which way assets are valued. The valuation 

needs to be objective, confirmed and represent a true and fair view.9 There is legislation 

regarding inventory valuation in order to achieve this true and fair view. The Swedish 

Annual Accounts Act states how companies should value their inventories.10 

 

                                                 
1 Lumsden K., 1998, p. 251 
2 Falkman P., 2004, pp. 47 
3 Grant D.B. et al., 2006, p. 230 
4 Ballard R.L., 1996, p. 11 
5 Srikanth M.L., 1996, pp. 19 
6 Arnold T.J.R., Chapman S.N., 2001, p. 228 
7 Falkman P., 2004, p. 48 
8 Nilsson S., 2005, p. 31 
9 Borland J., 2000, p. 28 
10 FAR, 2006, pp. 344 
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It is important to value inventories accurately in order to meet shareholder needs and 

demands for financial information11. Even if companies use an accurate costing method, 

it will be a waste of time if the record accuracy level is poor12. Today, it is important to 

have accurate records, as companies are striving for leaner production and processes, 

and inaccuracy no longer can be hidden by extra inventory holding. Continuous 

improvements must be made in this area.13 An accurate inventory record is the base for 

managers’ decisions regarding, for example, net requirements for an item, release orders 

in production, and for performing inventory analysis14.  

 

1.2 Problem discussion 

 
According to Wells, there are two distinct elements to consider when valuing 

inventories; quantity and price15. We agree with this because the product of multiplying 

quantity and price will give us a total value of inventories. If one of those, quantity or 

price, is incorrect the total value will also be incorrect. However, valuation of 

inventories is as much a theoretical problem as a practical problem16. Theoretically, 

there are several theories regarding how inventories could be valued. Considering the 

legal aspects, it is difficult to assess which theories are allowed and which are not. Also, 

concerning inventory valuation, it is important to open up a discussion about the issues 

companies face today. From a practical point of view, companies have to consider 

which costs need to be included in the pricing of materials when valuing inventories. It 

is important that companies, for financial reasons, are aware of all the rules and 

regulations surrounding this issue. However, the other aspect, quantity, is as essential as 

the pricing of material. In order for a valuation to be correct, the quantity on hand needs 

to be accurate.  

 

When discussing the issue of price, there are two fundamental questions regarding 

inventory reports. The first one is whether inventories should be valued according to 

acquisition value or real value, where acquisition value includes costs a product have 

                                                 
11 Srikanth M.L., 1996, p. 19 
12 Bragg S.M., 2005, p. 175 
13 Wild T., 2004, p. 4 
14 Arnold T.J.R., Chapman S.N., 2001, p. 316 
15 Wells J.T., 2001, p. 33 
16 Falkman P., 2001, p. 91 



- Introduction - 
 

4 

caused to obtain its present shape, and real value is the net realizable value. The second 

question regards how these values should be calculated.17 As mentioned in the 

background, there is legislation concerning how to value inventories correctly. We 

believe it is important to handle valuation of inventories according to existing rules and 

regulations already from the beginning, in order to ensure there is no regulatory 

incorrectness.  

 

Bragg mentions that the accuracy level of inventories is important18. For many 

businesses, there have been increased competitive pressures, which have led to a 

reduction in inventory levels, hence creating a need for accurate records19. The 

foundation for a correct inventory balance is an effective governing of the material 

flow20. We consider the handling of materials and the processes around inventories to 

affect quantity, as the movement and handling of items may make it difficult to have 

accurate control. The valuation will not be accurate unless the physical quantity 

corresponds to the amount in the system. 

 

“It is not possible to run an effective organization without accurate records”21. 

 

Companies keeping inventories must have appropriate control functions to secure its 

accuracy. They need a system that makes it difficult for people to do mistakes or be 

dishonest. As Arnold and Chapman states; “because inventory consists of tangible 

things, items have a nasty habit of becoming lost, strayed, or stolen”.22 Determining the 

inventories on hand has often proven to be a difficult task. Goods are on constant move, 

bought and sold, and transferred among different locations.23 If companies have proper 

routines when it comes to their inventories, we believe right quantity in inventory will 

be achieved.  

 

According to Wild, most companies believe it is not worth improving accuracy until it 

becomes an issue. He mentions inventory counting discrepancies to be a common way 

                                                 
17 FAR, 2006, p. 644 
18 Bragg S.M., 2005, p. 179 
19 Wild T., 2004, p. 7 
20 Alnestig P., Segerstedt A., 2002, p. 228  
21 Wild T., 2004, p. 5 
22 Arnold T.J.R., Chapman S.N., 2001, p. 316 
23 Wells J.T., 2001, p. 33 
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for inaccuracy to manifest itself.24 Inventory counting is an essential first step, and is 

important to be properly organized. There are two main ways to perform this. Either an 

annual physical count is performed, or a cycle counting approach spread over the year 

may be used.25  

 

We believe one of the problems of inventory valuation to a large extent stems from 

faulty inventory routines and the differences between actual inventory balance and the 

one stated in the system. With support from our discussion above, we believe this is a 

consequence of improper physical count as well as inadequate monitoring of activities 

impacting valuation.  

 

1.3 Research Questions 

 
The discussion above concerning the problem of inventory valuation results in the 

following research questions: 

 

Why do companies experience problems when valuing inventories? 

 

In order to answer this research question, the following question also needs to be 

examined:  

 

• What problems can be identified? 

 

1.4 Purpose 

 
The purpose of this master thesis is to describe and explain difficulties when valuing 

inventories. 

 

 

                                                 
24 Wild T., 2004, p. 5 
25 Wild T., 2004, p. 93 
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1.5 Limitations 

 
We are not considering work-in-process and finished goods inventories, only raw 

material inventory. We agree with Mattson’s definition of raw material, which is: “Raw 

material is the type of good that are used primarily for further work, and constitutes the 

foundation for a product, rather than for assembling”26. This excludes components 

included in the raw material inventory. For Company B, we do not discuss the handling 

of material not connected to the paternoster storage. Neither do we study the companies’ 

internal calculation system, as we believe this will not be relevant for raw material.  

 

1.6 Time Plan 

 
Below is our determined time plan for conducting this thesis. 
 

Chapter               Weeks 8 9 10 11 12 13 14 15 16 17 18 19 

1. Introduction             
2. Methodology             
3. Theoretical Framework             
4. Empirical Findings             
5. Analysis             
6. Conclusions             

 

Table 1. Our Time Plan 

 

1.7 Disposition 

 
Figure 1 visualizes the continued disposition of our thesis. Chapter 2 describes our 

chosen methodology, which will help us find the answers to our stated questions. 

Chapter 3 contains our theoretical framework that will constitute the foundation for our 

thesis and for the solution to our problem. At the end of the chapter, a conceptual model 

are presented, which will govern our analysis. Further on, in chapter 4, our empirical 

findings collected from the objects of this study will be publicized. We will compare 

and analyze our theoretical framework and the empirical findings in chapter 5, which 

will be guided by our conceptual model. Conclusions will in chapter 6 be drawn from 
                                                 
26 Mattsson S-A., PLAN, 2004, p. 155 
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the discussion in the previous chapter and our research questions will be answered, 

along with recommendations for future research.  

 

 
 

Figure 1. The Continuing Thesis Disposition 

 
         3. 

        Theoretical 
       Framework 

 
                4.  
             Empirical 
             Findings 

 
                5. 
             Analysis 

 
         2. 

         Methodology 
 

       
                6.   
           Conclusions 
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2. Methodology 
 

he purpose of this chapter is to give the reader 

an overview of the methodology and how we 

proceeded in order to answer our research questions 

and fulfill the objectives of our thesis. We begin with 

stating our scientific perspective along with our 

scientific approach. We motivate and explain our 

chosen study method, research method, and data 

collection, and have also discussed the validity and 

reliability of this study. Finally, the generalization 

possibilities of this thesis will be discussed. The chapter 

will end with a model visualizing and summarizing our 

methodological approach. 

 

T 



- Methodology - 
 

9 

2.1 Scientific Perspective – Positivistic 

 
The positivistic approach is building its observations on causal relations, which mean 

that all effects have a cause. When the research is free from preconceived opinions, and 

is objective, it is a positivistic approach. The problem is not analysed from a holistic 

perspective, but is divided into smaller elements analyzed piece by piece.27 The research 

is concentrated on description and explanation in well-defined and narrowed studies28.  

 

We chose the positivistic approach because we considered it consistent with our 

research questions. We studied inventory valuation from a process perspective, and 

since this can be considered as not dependent on subjective values, the positivistic 

approach was suitable for us. Prior knowledge in the field of study is limited, however, 

the aspect regarding the physical quantity and materials handling, obviously have been 

covered to a certain extent in earlier courses and projects.  

 

2.2 Scientific Approach – Deductive 

 
When conclusions are drawn in a deductive manner it is characterized by general 

principles and existing theory and concepts29. The deductive approach were chosen 

because conclusions were drawn from general principles and existing theories. We 

found it natural to create our foundation in this thesis from already existing theories due 

to the fact that there are substantial legal aspects needed to be considered during the 

process of finding a solution for this problem.  

 

2.3 Study Method – Case Study 

 
The foundation of a case study is the focus of a particular unit. The ambition is to 

investigate the interaction between important aspects that characterizes a case.30 Yin 

defines a case study as: 

                                                 
27 Andersen I., 1998, p. 179 
28 Gummesson E., 2000, p. 178 
29 Patel R., Davidson B., 2003, pp. 20 
30 Merriam S.B., 1994, pp. 24 
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"A case study is the preferred strategy when how or why questions are being posed, 

when the investigator has little control over events, and when the focus is on a 

contemporary phenomenon within some real-life context”31. 

 

A case study approach was suitable for us since our thesis is written in the form of a 

project, and also because of the nature of our research questions. We collected our 

empirical data from two companies which experience a problem with inventory 

valuation. A case study can be used both to test as well as to create a new theory. We 

wanted to examine how existing theories agreed with the empirical findings, in order to 

see whether there are any similarities or deviations. Hence, we combined our empirical 

and theoretical data through the deductive approach, and the reality of the companies 

was compared and analyzed against our theoretical framework.  

 

2.4 Research Method – Qualitative 

 
The information gathered for our problem was of a qualitative nature, and was 

considered the most suitable type for our research questions. The purpose was to gain a 

deeper form of understanding of the chosen subject32. We wished to obtain an increased 

knowledge and understanding of inventory valuation and problems associated with this 

issue. In order to create a better understanding, we formed a theoretical framework 

which we, after collecting empirical information, discussed and analyzed verbally. This 

is consistent with a qualitative research question.  

 

2.5 Data Collection  

 
There are two different ways to collect data, primary and secondary33. We have 

gathered our data through three of the six sources of information mentioned by Yin. The 

six sources are documentation, archival records, interviews, direct observations, 

                                                 
31 Yin R.K., 2003, p. 1 
32 Patel R., Davidson B., 2003, pp. 99 
33 Patel R., Davidson B., 2003, p. 54 
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participant observations, and physical artifacts34. We have used all sources but physical 

artifacts and observations.  

 

Primary data is new information collected by a researcher through interviews and 

observations35. Our empirical data has been collected through interviews and 

documents; it felt important for us to come close to the companies in order to fully 

investigate and document their reality. We have visited each company four to five 

times, as well as keeping close contact via email and phone. At Company A, we chose 

to interview a financial manager, an inventory employee, along with a logistics 

manager. At Company B, a financial manager, an inventory employee, and a purchaser 

were interviewed. The interviews have been semi-structured, as we wished to receive 

exhaustive answers. We also wanted to give the respondents the possibility to answer 

beyond the questions, in order for us to get a deeper knowledge of our problem. We also 

believed it to be easier to understand the findings if we gave ourselves the opportunity 

to ask further questions. 

 

Secondary data is collected for other purposes than the actual problem and consists of 

documentary data such as books, articles and reports36. The disadvantage with 

secondary data is the difficulty to collect relevant and up-to-date material37. We have 

used books, reports, and articles found in databases such as Academic Search Elite and 

Business Source Premier. All articles used are scientific and peer-reviewed which gave 

us the certainty of correct information. We were surprised how little there is written on 

inventory valuation during recent years. Therefore, different parts of our theoretical 

framework were selected from different branches of business economics. Awareness 

has been given to the age of the sources used. When we searched databases we used 

keywords such as: inventory valuation, inventory control and inventory accuracy. These 

keywords have been used both in combination and with other phrases.  

 

 

 

                                                 
34 Yin R.K., 2003, p. 85 
35 Holme I.M., Solvang B.K., 1997, p. 133 
36 Lundahl U., Skärvad P.H., 1999, p. 131 
37 Holme I.M,, Solvang B.K., 1997, p. 133 
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2.6 Selection Process 

 
Our thesis is based on an actual problem and is therefore, as mentioned, conducted as a 

case study. Because of this, we decided upon a few criteria’s when conducting our 

selection process. Among these criteria’s, the most important one is that the study 

objects actually experience problems with inventory valuation, in order for us to 

investigate it.  It is also essential that the companies have an interest in, and wish to 

contribute to, a discussion about the subject of study. After deciding criteria’s, SYSteam 

helped us gain access to two companies fulfilling these. Because of potential sensitive 

information, both companies requested to remain anonymous, and are referred to as 

Company A and Company B.  Company A is a family owned manufacturer of small 

details within metal processing, with sales to industries where quality and safety is 

critical, and failures would give extensive consequences. Company B is a manufacturer 

of household appliances for professional use, and is the leading supplier in Scandinavia 

in their area of business. Because of the nature of the problem, we needed employees 

with insight and knowledge concerning the issues of price and quantity; consequently, 

our interviewees have had deep insight and knowledge about the work with inventories.  

 

2.7 Scientific Credibility 

 
A study should be tested according to four tests which will judge the quality of a 

study38. Below is our discussion of how our thesis relates to the four tests.  

2.7.1 Construct Validity 

Construct validity concerns the operational measures of the concept being studied. This 

means how to translate the theoretical framework into operational and measurable 

questions and variables.39 In order to ensure construct validity, an operational discussion 

regarding our questions can be seen in Appendix 1 and 2. Construct validity is also 

verified by having key informants review drafts of the study40, which has been done by 

sending our empirical findings to the respondents for review. Regarding this, we 

experienced problems with receiving feedback from the companies. According to Yin, 

                                                 
38 Yin R.K., 2003, p. 33 
39 Yin R.K., 2003, p. 37 
40 Yin R.K., 2003, p. 34 
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multiple sources of evidence should be used to ensure validity41. Since we have not 

been able to perform direct observations, we are aware that the companies have had the 

possibility to withhold information from us, as well as say they perform something not 

actually performed, for the reason of sounding good. This could affect our empirically 

gathered findings.  

2.7.2 Internal Validity 

Internal validity is concerned with the inferences drawn from the causal or explanatory 

case studies42. We have during our analysis tried to pattern-match whether the 

companies act as theory stated. Also, we tried to find explanations why there are 

differences between the theory and the empirical findings, along with a comparative 

analysis between the companies. It is important to be able to argue that the collected 

information is not based on prejudices43. As previously mentioned, the pre-

understanding of the chosen subject is limited; hence prejudices have been avoided. Due 

to the limited time frame, certain aspects affecting the inferences drawn may have been 

overlooked. However, specific variables have been defined in the theoretical framework 

prior to empirical data collection, in order to establish internal validity.  

2.7.3 External Validity 

The external validity is based on whether the findings of a study can be generalized 

beyond the immediate case study44. The legal aspect applies to all companies regardless 

of industry, and routines around inventory control can also be seen as critical for all 

companies holding inventories. Daily routines and inventory counting are to a certain 

extent universal, and this case study can therefore be generalized to theory.  

2.7.4 Reliability 

Reliability is achieved when the same study can be conducted at a different point in 

time and receives similar results45. For the theoretical framework, scientific literature 

has been used to ensure reliability and up-to-date information. We have also secured 

reliability by taping our interviews when allowed, which ensured correct data.   

 

                                                 
41 Yin R.K., 2003, pp. 33 
42 Yin R.K., 2003, p. 37 
43 Patel R., Tebelius U., 1987, p. 80 
44 Yin R.K., 2003, p. 37 
45 Andersen I., 1998, p. 85 
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2.8 Generalization  

 
In a case study, not all individuals in a population can be examined. The researchers 

must therefore choose the companies that should be examined.46 We considered the 

problem of inventory valuation to be a contemporary issue present in many 

organizations. However, our intention with this study is not to generalize our findings, 

but to bring light to problems companies face today. We only studied raw materials, 

which is why the inferences drawn probably can not be generalized to other types of 

inventories. Also, the study was conducted with companies in the manufacturing 

industry, which also is considered to hinder the generalization across industry borders. 

We chose to study one smaller, and one larger company. Because of this, we believe our 

findings to a certain extent may be generalized to companies of similar sizes. On the 

other hand, we are aware of the difficulties of drawing generalized inferences based on 

a study with only two objects.  

 

 

                                                 
46 Patel R., Davidson B., 1994, p. 43 
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2.9 Summary of methodology 

 
The following figure visualizes our methodological approach. 
 

 
 

Figure 2. Summary of Methodology 

We considered this the best method for 
investigating our posed problem. 

Was collected through interviews and 
observations. 

We used literature, reports and articles 
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theory. 

The theoretical framework is based in 
scientific literature. 
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3. Theoretical Framework 
 

his chapter describes different theories within 

the subject of inventory valuation, and is divided 

according to the two aspects mentioned in Chapter 1; 

price and quantity. We will begin by visualizing the 

connections between the different aspects of inventory 

valuation in a model, which also illustrates the 

structure of the chapter. Following the model, the 

aspect of price respectively quantity is presented. The 

chapter ends with a conceptual model which will guide 

our analysis.  

 

T 
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In order to create a clear path and make it easier for the reader to understand our 

theoretical framework, the following model is presented and will visualize the 

connection between the different parts of the framework.  

 
Figure 3. The connection between the different aspects of inventory valuation 
 

3.1 Price 

 
Price is one of the two aspects to consider when valuing inventories47. It is regulated by 

law; and recommendations are collected in a publication from FAR, an institution for 

approved and authorized accountants48.  

3.1.1 Rules and Regulations 

Laws 

According to the Swedish Annual Accounts Act, current assets should be valued to the 

lowest of acquisition value* and net realizable value* on closing day*. The acquisition 

value may by law be calculated according to the First-In-First-Out (FIFO) method, the 

weighted average value method, or according to a method similar to these two. The law 

also state that the Last-In-First-Out (LIFO) method is not allowed. The acquisition value 

is the expenses for purchasing assets or manufacturing assets. Net realizable value is the 

sales price after deduction for calculated sales costs. If there are particular reasons, 

reacquisition value* can be used, deduction for obsolescence be made, or another value 

                                                 
47 Wells J.T., 2001, p. 33 
48 FAR, 2006, p. 3 
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can be used instead of net realizable value, as long as it is in accordance with generally 

accepted accounting principles, and gives a true and fair view.49  

 

Recommendations 

Recommendations have been published for determining what the concept of generally 

accepted accounting principles really means50. There is an accounting recommendation 

for inventories, RR 2:02*, which states how goods in inventories should be treated in 

accounting51. For those companies not applying RR 2:02, there is also a general advice, 

which is named BFNAR 2000:3*52. Both RR 2:02 and BFNAR 2000:3 states that 

inventories should be valued according to the lowest of acquisition value and real 

value*53,54. This valuation principle is visualized in Figure 4, and is named the Lower 

Cost or Market (LCM), which will be further explained later in the chapter. One 

difference between the two recommendations is that while RR 2:02 recommends both 

methods, BFNAR 2000:3 recommends the FIFO method to be applied first hand. Only 

when there are difficulties using the FIFO method, the weighted average value method 

should be applied.55 

 
Figure 4. A Lower Cost or Market model 
 

Companies can use both the FIFO method and the weighted average value method for 

calculating the acquisition value for products with different characteristics. However, 

companies must use the same method for all goods with similar characteristics and are 

of similar use. Consequently, a group of products with similar characteristics can be 

valued by the FIFO method and another group with similar characteristics but dissimilar 

                                                 
49 FAR, 2006, pp. 344 
50 Nilsson S., 2005, p. 10 
51 FAR, 2006, p. 880 
52 FAR, 2006, p. 644 
53 FAR, 2006, p. 881 
54 FAR, 2006, p. 646 
55 FAR, 2006, pp. 646 
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from the previous group by the weighted average value method. The chosen method 

must be applied in a consequent way.56   

3.1.2 Lower Cost or Market 

The principle of LCM means that inventories should be valued according to the lowest 

value, either the acquisition value or the real value. This means that companies have to 

calculate both values at closing day. Valuing should be made item by item, but 

collective judgment is allowed for homogeneous types of goods or when it is, because 

of the expenses, difficult to motivate valuing item by item.57 

 

Acquisition value 

Acquisition value consists of expenditures for 

purchasing or manufacturing. The acquisition value 

therefore includes all expenses companies have had 

in their business to bring a product to its existing 

shape and place on closing day. For raw material, 

the acquisition value includes all costs for 

purchase*. Costs for purchase consist of the 

purchase price, customs duty, transport- and 

handling costs, and other costs directly traceable to 

the products. Deduction should be made for refund 

of taxes, discounts, and bonuses. These costs are 

illustrated in Figure 5. If the purchase was made in 

foreign currency the purchase price should be 

translated to the exchange rate at the day of 

transaction.58  

 

Previously mentioned, under rules and regulations, two different methods can be 

applied for calculation of acquisition value. These two methods are the FIFO and the 

weighted average value methods, which is illustrated in the figure below.59  

                                                 
56 FAR, 2006, pp. 1331 
57 FAR, 2006, p. 646 
58 FAR, 2006, pp. 644 
59 FAR, 2006, p. 883 
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Figure 6. Methods for calculating acquisition value 
 

The FIFO method assumes that products bought or manufactured first also are sold 

first60. It also seems to coincide with the physical flow within many organizations, and 

the ending inventories are valued to the most recent costs61.  

 

The method of weighted average value is built on the premise that the cost for each unit 

is a weighted cost for similar products at the beginning of a period. Weighted average 

value can be calculated periodically or at each delivery, depending on circumstances in 

each company.62 Materials may be bought at several different times during a period and 

with different prices each time. Weighted average value is calculated by multiplying 

quantity and price for each purchase time, and then adding all values and dividing the 

sum with the total amount of items bought.63 

 

Real value 

Real value should, as a principal rule, be considered 

as the net realizable value. However, reacquisition 

value is used as real value when inventories consist 

of raw materials or semi-manufactured goods. 

Reacquisition value is the value companies have to 

pay for acquiring new inventories on closing day.64 

The figure to the right shows the included values. 

 

Obsolescence 

Obsolescence has to be taken into consideration when applying LCM. There are three 

ways of doing this. The most common way is for companies to reduce the inventory 

                                                 
60 FAR, 2006, p. 883 
61 Tersine R.J., 1994, p. 482 
62 FAR, 2006, p. 883 
63 Tersine R.J., 1994, pp. 486 
64 FAR, 2006, pp. 645 
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value with a fiscal allowed deduction for obsolescence.65 This deduction is allowed with 

three percent when calculating acquisition value, which means inventories are valued to 

97 percent. Companies may also apply a principle comparable to a stair, which means 

that redundant inventory is written down using conventional judgement. This stair is 

consistent with generally accepted accounting principles if it is applied in a consequent 

way, there is reliable basic data, and it give approximately the same value as if the third 

option of individual judgement of obsolescence is applied.66  
 

3.2 Quantity 

 
Quantity is the second aspect when valuing inventories67, and according to Swedish law, 

companies have to perform an annual physical count to establish the quantity on hand68. 

However, inaccuracies are often detected during these annual counts. The basic 

requirement for record accuracy is for companies to be able to operate activities with a 

negligible amount of disruption from inaccurate records.69 A preferable method would 

be to maintain accurate inventory records all the time and a cycle count may be a 

solution for this70.  

3.2.1 Rules and Regulations 

According to the Law of Physical Count of Inventory for Income Taxation, companies 

required to maintain accounting records should value each item of assets indented for 

use of sale or consumption. A list should be established when doing a physical 

inventory count, where each item and its value are specified. If the physical inventory 

count takes place before actual closing day, the value of assets between the day of 

counting and closing day must have the ability to be corrected with consideration to the 

development of inventories.71 

                                                 
65 FAR, 2006, p. 649 
66 FAR, 2006, pp. 657 
67 Wells J.T., 2001, p. 33 
68 FAR, 2006, p. 420 
69 Wild T., 2004, pp. 7 
70 Wild T., 2004, p. 96 
71 FAR, 2006, p. 420 
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3.2.2 Accurate Records 

An accurate inventory record is crucial for the usefulness of it. Errors in the record can 

have many causes; the most important ones are unauthorized withdrawal of material, 

unsecured stockroom, and inaccurate recording of transactions.72 Wild presents a 

definition of accurate records:  

 

“The amount of inventory in the inventory locations is the same as that shown on the 

records at all times”73. 

3.2.3 Routines 

Movement of inventory is often a source for inaccuracies, which is why companies 

should look at each activity involving inventory movement and recording, and review 

the risk at each stage74. Managing inventories entails several activities, and the 

efficiency of inventories depends on how well these activities are performed. Activities 

in a warehouse include receive goods, identify and dispatch goods to storage, hold 

goods, pick goods, collect and dispatch shipments.75 

 

Receive goods 

When a delivery shipment arrives, a receiving employee should compare the purchase 

order with the suppliers’ freight bill, to verify that the goods are ordered. This is 

important because it can result in costs associated with unloading, storing and returning 

items. Therefore, access to the purchase order to check that the delivery is ordered is 

important. The quantity should then be counted for maintaining an accurate inventory 

record and to ensure that companies only pay for goods actually received. To ensure 

that the received goods are accurately counted, companies can design their system so it 

does not show the ordered quantity. If a company has both a receiving department and 

an inventory department, the transfer of goods between those should be acknowledged 

by a document.76  

 

                                                 
72 Arnold T.J.R., Chapman S.N., 2001, pp. 316 
73 Wild T., 2004, p. 71 
74 Wild T., 2004, p. 28 
75 Arnold T.J.R., Chapman S.N., 2001, p. 309 
76 Romney M.B., Steinbart P.J., 2006, pp. 417 
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The received goods should also be examined for obvious damages77. Checking the 

quality of a delivery can be done in several ways. The goods can be checked at the 

producers’ plant, on a random sample at delivery, or on the whole delivery. The method 

of inspection is decided of how quality is ensured.78 

 

Identify and Dispatch goods to storage 

The items should be identified with an appropriate inventory-keeping unit number79. A 

number should be describing the item; also, an item should be physically recognizable 

by employees by their code. Moreover, record numbers should be easy to record, which 

means less can go wrong.80 The goods are also sorted and put away in storage81. When 

this is done, the balance in the system should be updated. Independent on where the 

goods are going, information about the goods should be addressed to all concerned 

employees.82   

 

Hold goods 

The inventory must be safeguarded for loss, and be stored in secure locations with 

restricted access where risk for theft can be minimized. Employees responsible for 

controlling the inventory, and also the ones controlling access to it, should not be able to 

adjust inventory records without review and approval. Neither should they be 

responsible for the receiving or shipping functions.83 It is of great importance for 

companies to know where their products are located, consequently; the material should 

be labeled with a location code in the system to prevent problems84. 

 

Pick goods 

Items required from inventory must be selected from storage and brought to collecting 

area85. A solution to problems related to picking goods is to clearly tag each of the 

products in inventory. In this way, anyone can see which product to pick first. The most 

significant aspect is for the receiving and picking employees to follow the method of 

                                                 
77 Romney M.B., Steinbart P.J., 2006, pp. 417 
78 Lumsden K., 1998, p. 415 
79 Arnold T.J.R., Chapman S.N., 2001, p. 309 
80 Wild T., 2004, p. 58  
81 Arnold T.J.R., Chapman S.N., 2001, p. 309 
82 Lumsden K., 1998, p. 416 
83 Romney M.B., Steinbart P.J., 2006, p. 431 
84 Bragg S.M., 2005, p. 155 
85 Arnold T.J.R., Chapman S.N., 2001, p. 309 
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picking goods.86 This refers to the inventory flow methods, which is the way items are 

added and taken from inventory. There are two methods most commonly mentioned 

regarding inventory flow methods, which are the FIFO method87, and the LIFO 

method88.  

 

Collect and Dispatch shipment 

Goods making up a single order are brought together and checked for omissions or 

errors. Order records are updated, orders are packaged and shipping documents 

prepared.89 Material requisitions* should be used to authorize the release of raw 

material to production. Both the inventory employee dispatching and the production 

employee receiving the raw materials should sign the requisition to acknowledge release 

of goods to production. Requests for additional materials not specified on the bill of 

materials should be documented and authorized by supervisory personnel. The return of 

any material not used in production should also be documented.90 This documentation 

provides the necessary information for establishing responsibility for any shortages, 

thereby encouraging employees to take special care to record all inventory movements 

accurately91. 

3.2.4 Counting Inventory 

Bragg argues for three policies regarding materials management in order to avoid 

problems. The first is to conduct a complete physical inventory count at the end of each 

reporting period. This ensures the costs of goods sold* are based on accurate inventory 

levels. Secondly, the materials manager is responsible for inventory accuracy. Central 

responsibility increases the probability of a high level of accuracy of inventories. The 

third aspect involves cycle counters, and a continuous review of inventory accuracy and 

identification of related problems. Attention need to be given to the underlying causes 

for possible problems with inaccuracies.92 

 

                                                 
86 Bragg S.M., 2005, p. 156 
87 Tersine R.J., 1994, pp. 481 
88 Lambert D.M. et al., 1998, p. 156 
89 Arnold T.J.R., Chapman S.N., 2001, p. 309 
90 Romney M.B., Steinbart P.J., 2006, p. 473 
91 Romney M.B., Steinbart P.J., 2006, p. 430 
92 Bragg S.M., 2005, p. 175 
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In order to avoid inaccuracies when performing a count, it should be made simple so it 

can not fail. There are a variety of methods to use, and these are explained below:93 

• A straight count of all items – this method is time consuming. Companies should 

avoid counting quantities greater than twelve. If this is not possible, the best 

results are achieved by counting the goods during transfer between two 

containers or piles. 

• Weigh counting – gives an accurate record if the scales used are adjusted 

correctly. This is a common method, but not the most effective one. Items need 

to be transferred to a recording device. 

• A quantity count using a counting device – a quantity counting device require 

setting up, and have to be maintained so it counts all items regardless of how 

they are presented to the sensor.  

• Batching in standard quantities – allows the number of batches to be counted 

instead of number of items. Fixed batch sizes are good for inventory accuracy 

because it simplifies the counting. 

•  Arrays – all items are laid out in a pattern. This is the most effective and 

accurate way of counting. It is recommended to use wherever possible by Wild, 

as it gives an opportunity for accurate quantity control by a visual inspection. An 

item missing will be easy to spot in an array different from another. An 

immediate way of achieving inventory accuracy is to put items in a pre-formed 

tray.  

• Consistent stacking – the same number of boxes or items in each pile. Assuming 

that the items or boxes all have the same dimensions, this is a cheap and 

effective accuracy method. By stacking items to a certain height (one item wide 

and one item deep) a certain amount of items are established for one stack. The 

remaining items can then be stacked the same way. To ease this procedure, make 

sure the racking is organized to make this possible.  

 

Annual physical count 

A physical count means that every article should be counted, valued and noted on an 

inventory list94. In order for a physical count to ensure accuracy, controllers need to 

have a reliable approach for organizing inventories, manage the teams and a proper use 
                                                 
93 Wild T., 2004, pp. 93 
94 Andersson J-O. et al., 2003, p. 74 
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of forms95. One annual physical inventory count will generally not be sufficient to 

maintain accurate inventory records96.  

 

A number of things need to be considered ahead of counting day. A team needs to be 

appointed responsible, including a supervisor, a tag coordinator, and a data entry clerk. 

Sequentially numbered tags need to be ordered, including a field for part number, 

description, quantity count, location, and the signature of the counter. All inventories 

should be reviewed and all items lacking a part number should be marked. Also, all 

sealed packages should be marked with the quantity of items contained. Count all partial 

packages, seal them, and mark with the quantity inside. Same type of material stored at 

different locations should be combined into one location, and all items not subject for 

counting tagged. Finally, instructions for everyone participating need to be prepared, 

along with a schedule of whom to count when, where and what.97  

 

One day before the counting day, the participants need to be reminded of the counting 

taking place the following day. The warehouse manager must be informed of 

procedures of incoming goods during counting day; it should be tagged and not 

included in the count. Also, shipments are not allowed during the counting day. If there 

are outside storage locations, they should be reminded to fax in their inventory counts.98 

 

On the morning of a count, there are also a number of things to consider in order of 

being accurate:99 

1. All transactions from the previous day should be entered.  

2. Gather the count teams. Give them instructions about the count, what to count 

and not, as well as blocks of tags for which they must sign a receipt. 

3. All outside storage locations are asked to fax in their counts. 

4. The supervisor assigns new areas to count for those teams finishing fast.  

5. A review team should be gathered to randomly check for counting errors in each 

area, in order to spot mislabeled boxes, obvious counting errors, or simply false 

counts. 

                                                 
95 Bragg S.M., 2005, pp. 179 
96 Romney M.B., Steinbart P.J., 2006, p. 431 
97 Bragg S.M., 2005, pp. 179 
98 Bragg S.M., 2004, p. 228 
99 Bragg S.M., 2004, p. 228 
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6. The tag coordinator makes sure all teams have sufficient amount of tags, keeps 

track of all the receipts, and do a follow up on missing tags. Any errors on a 

receipt such as missing part numbers, quantities or units of measure, should be 

fixed by the responsible team.  

7. To reduce companies hourly payrolls, the teams finished first should be signed 

off and sent home. 

8. The data entry person enters all information into a spreadsheet, and summarizes 

the quantities for each item and the totals.  

9. An auditor reviews the spreadsheet, and goes over all variances. 

 

If companies use a more advanced information system, and enter transactions directly 

into the inventory database, they can be entered until just a few moments before the 

physical count takes place. Advanced systems allow companies to minimize the time 

when inventories can not be moved during a physical inventory count.100 

 

Cycle count 

Another way to ensure accurate inventory records is counting items regularly during a 

year. It involves carrying out a routine assessment throughout the year instead of one 

annual physical count.101 According to Bragg, there are two main reasons for using 

cycle counting. The most important one is to locate causes for problems for inventory 

record inaccuracy, while the other reason is to provide updated inventory balance 

information.102 Other advantages are an improvement of the quality of information, a 

decrease of costs if integrated in the weekly routines, less disruption of work, and 

finally, providing more time for investigating the underlying causes for inaccuracies.103 

 

Conditions for performing cycle counts are differentiation among items in inventory. An 

ABC classification is suggested for classifying items according to their importance. The 

most important items should be counted more frequently and the least important items 

less often.104 High-risk, high-value items are preferably checked more frequently than 

low-value items. A selection from the different groupings is counted each week 

                                                 
100 Bragg S.M., 2005, p. 184 
101 Wild T., 2004, pp. 100 
102 Bragg S.M., 2005, p. 186 
103 Wild T., 2004, p. 104 
104 Romney M.B., Steinbart P.J., 2006, p. 431 
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according to a pattern ensuring all items will have been counted at the end of the period. 

Therefore, the record system should also identify which locations have been counted. 

For best effectiveness, a cycle count should be performed each week.105 

 

3.3 Conceptual model 

 
Our conceptual model is based on the fishbone diagram presented by Ischikawa. We 

will use a pattern-matching analysis, where the empirical findings are analyzed against 

each block in the theoretical framework, which is represented by a bone. Also, a 

comparative analysis will be performed in a smaller scale. We aim to find causes for 

potential problems, which is why we need to identify them in order to answer our 

research question. This model will be modified in the analysis chapter, where we will 

show potential problems on the bones.  

 

 
 
Figure 8. Our conceptual model  
Source: adjusted from Chase R. et al, 2006, p. 327 

                                                 
105 Wild T., 2004, pp. 104 
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4. Empirical Findings 
 

he fourth chapter contains all of our empirically 

gathered information from Company A and 

Company B, separately. The questions can be seen in 

Appendix 1 & 2. We will begin with a short 

introduction of the presented company, followed by 

information about their inventory valuation regarding 

price and quantity. At the end of the chapter, an 

interview with an approved accountant is presented, in 

order to complement the legal aspects of this thesis. 

 

 
 

T 
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4.1 Company A 

 
Company A is a leading company within metal processing. They are engaged by 

industries where precision, quality, and safety is critical, and failures would give 

extensive consequences. They apply customer-driven manufacturing, and specialize in 

producing small, difficult and critical components to leading industries across the world. 

Their turnover is approximately 50 MSEK a year, with 80 percent of their sales in 

Sweden. Currently, they are employing roughly 65 employees in their location in 

Sweden.   

 

Their raw material mainly consists of stainless/acid-resistant steel, brass, aluminium, 

titanium, and zirconium, and is in the shape of solid bars. All together, there are roughly 

10-15 different types of metal, each in different sizes and quality characteristics. They 

buy raw material for approximately 3 MSEK a year, and at the latest annual closure the 

inventory was valued to 1,5 MSEK. The lead time of the different metals is around 10-

16 weeks. Certain customers supply material themselves, which is not included in 

Company A’s inventory valuation. Those are stored in separate racks, to avoid the risk 

of mixing them with their own material. As soon as the material is processed in 

production, it is transferred from raw material inventory to work-in-process inventory. 

4.1.1 Price 

Company A use split financial year, from September 1st to August 31st. They apply 

recommendation BFNAR 2000:3 from the Swedish Accounting Standards Board. They 

say they follow the principle of LCM, but do not calculate real value. Their acquisition 

value includes purchase price and costs for freight and packaging, along with different 

certificates. The costs for certificates are expressed as a fixed cost on deliveries of the 

materials for which the certificates are required. These costs are all external costs for 

bringing the material into the warehouse. Acquisition value is calculated according to 

the FIFO method. 

 

The price of material, when purchasing, does not fluctuate much. However, the 

additional charges of alloy and scrap differ from time to time and affect the value. They 

buy small quantities and consequently rarely attain any discounts or bonuses. If they do, 
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they enter this into their internal calculation system in order to update the price. 

Company A consumes a minor quantity of materials each year since they manufacture 

small articles, therefore materials are ordered on average twice a year. The suppliers 

sometimes have requests regarding the minimal quantities bought, resulting in 

purchases only once a year. They have some foreign suppliers, and often attain invoices 

in Euro. The purchase price is valued to the exchange rate at transaction day. 

 

They also take obsolescence in consideration, when valuing their inventories. Normally 

the materials are consumed within one to twelve months. In these cases, the material is 

valued to the latest acquisition value, which is deducted with three percent, for a general 

obsolescence. For material older than one year, they have policies for how much the 

value is written down. Material older than one year, are depreciated with 50 percent of 

their original acquisition value. Material older than two years are depreciated with 90 

percent, and material older than three years are depreciated with 95 percent. Material is 

also individually judged for their usefulness within one year of storage, if it is useless, it 

is depreciated with 100 percent at once, and scrapped.  

4.1.2 Quantity 

Routines 

Goods are received every day. The material is unloaded into inventory; but is not placed 

on racks immediately. The pallets are checked against the freight bill. On the freight bill 

the quantity is stated in kilogram, and Company A has a weighing device, however, as it 

is not sufficient they do not use it. The material is also checked for damages, the bars 

may for example be curved. Also, a test is made on each delivery to make sure that the 

material is of right quality. If the material does not meet standards, it is sent back to the 

supplier. The freight bill is checked against the order in the system and then the quantity 

on the freight bill is registered together with the location of the material into the system. 

When received materials are put into storage, it is often put on top of existing materials 

on the racks. 

 

Company A has documented routines for how received goods should be handled. 

Before the materials are unloaded, the address on the packages should be checked 

against the address on the freight bill, to ensure right amount of packages are delivered 
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to the right address. The packaging should also be investigated to examine if there are 

any damages; if there is, it should be noted on the freight bill. 

 

To identify goods, they do not use any internal article numbers; instead they use the 

name of the material. The material can be located in different places, because Company 

A is currently experiencing problems with space or that because traceability must be 

ensured. To know the storage place, the record in the system must be checked. A 

number of materials purchased must be traceable from original source to final product; 

this also includes the waste product. Therefore, in theory, material put in inventories can 

not be laid upon any old material. The traceability is achieved by codes following the 

output command on its way through production.  

 

Today, the racks Company A use for holding the goods are around 4 meters deep, to 

meet the length of the bars, with square compartments facing the front, approximately 

70 x 60 centimeters. Since a number of materials have to be traceable, it is deliberately 

put in empty racks in order to better control when these are used. However, if a 

compartment is available, they do this on other material as well, to avoid that the bottom 

bars, already stored, become obsolete.  

 

Company A has made it clear they wish to use the FIFO method when picking goods. 

Because received materials are put on top of each other in the racks, the newest material 

is often picked first for production. The material on the bottom may therefore have been 

there a long time. Furthermore, the materials have no expiration date. Although, it can 

become rusty, which make it useless. During the nightshifts, there is no responsible 

employee present. This poses problems for controlling the use of raw material, as 

nightshift employees can pick goods without supervision. Also, employees may take a 

small bar of material for private use without reporting it. As one interviewee said; “they 

take it to use it as a flower stick”. 

 

Company A calculates the expected consumption of material for producing a product; 

however, they admit the calculation to be a stereotype. If one piece requires two 

centimeters of material, and each bar is four meters long, it should give them 200 pieces 

if the calculation is correct. When cutting each piece from a bar, a few millimeters of 

material may be cut off in excess. If some additional material is cut off for each piece, 
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and not included in the calculated demand, there will not be 200 pieces per bar. 

Deduction of material from raw material inventory is not done until after production, 

therefore, they stress the importance of including scrapped material in the report.  

 

Raw material, collected and dispatched from inventory to production, is not recorded 

off the system until the finished pieces are reported into the system. However, an up-

date is performed daily, when the employees are reporting what they have produced. On 

the production order, the material consumption is calculated. When material is needed 

for production, the quantity demanded is written on a list, a piece of paper. This list of 

needed material is not compared against the quantity drawn from the system after 

production is finished. The inventory employee enters the article number from the list 

into the system in order to look for the storage place. The quantity is removed from 

storage and moved to production. Nobody but the inventory employee may take 

material from inventory. Before the nightshift, the responsible employee gathers the 

calculated materials for production; however, every now and then the employees on the 

nightshift pick materials by themselves.  

 

Sometimes, personnel do not report mistakes during production, and defective pieces 

are not included in the withdrawal of material after production is finished for the day. 

Management have discussed this issue with the employees so they understand that it is 

okay to do mistakes and it is better to report it, to achieve accuracy. Also, employees 

from production put materials back into raw material inventory without registering it 

properly or putting it in the right places. There are different dimensions and quality 

characteristics of each type of metal. Because of similarities among many materials, 

confusion can happen, and is often not detected until after production, which means 

they have to scrap finished pieces.  

 

Counting Inventory 

Company A performs a physical inventory count once a year before the annual financial 

statement. It is carried out during a short period of time, which means short interruption 

of production. It is usually completed on a weekend, and production is shut down on 

Friday afternoon. No routines are documented about the physical inventory count. They 

have a few measures for maintaining a correct counting. Ahead of counting day, they 

print the lists used for the counting, and remind all participants it. The inventory lists are 
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distributed to the counters, where the storage locations of the material are declared. 

They perform an extra control of materials arrived the day before and after the physical 

inventory count. 

 

Since they close production the day before, all transactions necessary for counting are 

entered before the count begins. They also hand out information to those employees 

doing the physical inventory count. Approximately three employees perform the 

physical count of raw material. These employees have the best knowledge about the raw 

material inventory; therefore they do not need any training or review on how it is 

executed. 

 

When counting inventories they count each bar on the rack, and mark them on the edge 

to know which bars have been counted. This is done on all bars except for the thin bars 

which are measured by a folding rule. They count a number of bars in a specific area, 

and then count the areas; hence they can establish the total amount of inventory without 

having to count each item. They work with two different lengths on the material; 

however, the length is the same for the same type of material. The quantity counted is 

noted on the list previously distributed. It does not display the quantity in the system, 

since management wish to avoid counters to transcribe the figures rather than to count 

the items. When counting is finished, the lists are given to the financial manager. The 

counted amount of all bars is, with the help of an excel-sheet in the computer, translated 

to kilogram. The quantities are entered, and compared with the balance in the system. If 

there are discrepancies, they are rechecked together with the inventory employee.  

 

Usually, there are not many discrepancies, around four to five each year. When 

discovering discrepancies in addition to the ones found during a physical count, they are 

corrected directly in the system by the responsible employee. If the material is run out, 

the purchasing manager is contacted in order to purchase more material, and reschedule 

production. Some materials have a 16 weeks lead time, which makes it difficult when 

these situations occur.  
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4.2 Company B 

 
Company B manufactures household appliances, for professional use. For their smaller 

machines, that are standardized are produced to inventory. The bigger and more 

expensive machines are produced to customer order, as they are too costly to hold in 

inventory. In 2004, the company was acquired by a large private owned, European 

group with companies spread over the globe. Company B’s turnover is approximately 

230 MSEK a year, with 165 employees at the location in Sweden. 

 

Company B’s raw material inventory consists of stainless steel sheets. They have 

around 15 different types of dimensions on the sheets of metal, and several different 

pipes and bars. They buy material for around 16-20 MSEK a month, which is roughly 

600 tonnes of stainless steel a year. The inventory had a value of approximately 2,5 

MSEK at the latest closing day, and have a turnover rate of 7-8 times a year. The 

material is worked at before production, and is then moved to work-in-process 

inventory.  

4.2.1 Price 

Similar to Company A, Company B also apply split financial year from September 1st to 

August 31st. According to the Financial Manager, they follow one of the regulated 

methods when valuing their inventory. In 2007/2008 they will be transferring to 

recommendations stated in IFRS, which is an international recommendation. They are 

also required to follow the recommendations of the owner group’s country. Company B 

does not follow the LCM principle. They only calculate acquisition value and include 

all costs for getting the material into inventory, and depreciate it with individually 

assessed obsolescence.  

 

Today they use standard cost as a method for calculating acquisition value for their 

financial statements. However, they should implement the weighted average value 

method, because it is the method used by the owner group. Random samples have been 

carried out concluding that the total value of inventories does not differ much between 

the two methods. For raw material, the standard cost includes a forecasted purchase 

price based on the budget for the following year, packaging, freight, and costs directly 
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affecting handling the material. The price on material does not fluctuate much during a 

year, but is still renegotiated every quarter. However, they admitted a rise of the latest 

purchase price of approximately 20 percent. It is unusual with discounts and bonuses. 

This facilitates their knowledge about how much the material is going to cost, and they 

can make a more reliable estimation when deciding upon the budget price. The price 

also includes different types of charges for alloy and scrap. When an invoice in foreign 

currency arrives, it is valued from a budgeted exchange rate. At the annual physical 

count, the materials are valued to closing day’s rate.  

 

Standard costs are calculated when deciding upon the budget for the following year, 

however, for raw material the standard cost is recalculated at least three times a year. In 

the purchasing department, the system is experienced as a problem. The employees 

count on each other to supply the system with updated purchase prices, however, there 

is no internal control of this. 

 

Company B has two methods when handling obsolescence. If the material is defective 

or is of no use to the company, they scrap it immediately and the value is removed from 

the system. For other materials, they use a principle comparable to a stair, where the 

value is written down gradually. When materials have been in storage 12 months, it is 

depreciated with 50 percent. After 24 months in storage, the value is written down with 

100 percent.   

4.2.2 Quantity 

Routines 

Company B receives goods of 50-60 tonnes each month, on a daily basis. All deliveries 

are made by truck and have a lead time of 8-12 weeks. When the material arrives at the 

plant, it is received at the receiving department. In the receiving department, the number 

of packages on the pallets are counted and checked against the freight bill. The freight 

bill is copied and pinned to the pallets, before they leave the receiving department. 

Next, they are brought into the storage department, where a thorough review of the 

delivery is done. The quality is checked on all packages; however, it is a visual 

inspection, where only the top sheet metal is seen. Also, weight and quantity is checked, 

and then it is dispatched into the paternoster storage*. The quantity and the storage 

place are entered in the system connected to the paternoster storage. This system is not 
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connected to the main information system. The freight bill is checked against the order, 

and the amount received entered into the inventory record. The entering clerk can see 

the ordered amount in the system.  

 

Because only certain employees are handling inventories, it also means they have the 

responsibility to adjust the quantity in the system. If there is too much or too little 

material received, the system notifies if the wrong quantity is entered. Often, the 

received quantity of metal sheets is not correct. To exemplify this, if 1000 kilogram of 

metal is ordered, the received quantity may often be 980 or 1050 kilogram.  

 

All raw materials are stored in one location, but since paternoster storage involves a 

mobile storage system, same type of material can be stored on different shelves in the 

paternoster. The numbers of the shelves are entered into a system, connected to the 

paternoster, keeping track on which shelves the material is stored. Company B uses 

their own internal article numbers to identify goods. An example is 900,S0100A1. 900 

means it is metal, S stands for grounded. 0100 refers to the thickness and A1 relates to 

the measure of the metal. Because of the paternoster storage, the location of the material 

can only be found in the connected computer system.  

 

As mentioned, Company B holds goods in paternoster storage, except for the rare 

metals which are stored in a system of racks. If there are no shelves available in 

paternoster storage buffer storage is used. The purchasing manager is responsible for the 

quantity of materials in inventory and the production manager is responsible for the way 

material is handled. Also, theft is not an issue since the material is heavy and large and 

people just do not walk away with these. All departments in the factory are open 

between 7am and 4pm, the remaining time it is locked, as no shipments arrive. 

 

There are around five to six employees authorized to handle and pick material from 

inventory. During the nightshift, the employees are educated in handling the paternoster 

storage. In order to withdraw material from inventory, a production order needs to be 

issued. Hereby, the material is already drawn from the system, but in order to collect the 

material, the amount needed is entered into the computer connected to the paternoster 

storage. When material is withdrawn from the paternoster storage, the connected 
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computer recognizes which material is the oldest. Because of this, material bought first 

are also picked first, thus the FIFO method is applied. 

  

If production needs more material than noted on the production order, the reason is 

checked and recorded. Production employees may make mistakes; resulting in scrapped 

material which have to be registered along with the reason for throwing it. When a 

production order is finished, material consumption is registered. If production has 

redundant material left, it is either put back into paternoster storage and its connected 

system, or, if it is to be used soon, they keep it in production. When the next similar 

product is produced, they simply withdraw less material from the paternoster storage, 

but not from the system. If materials are useless, or defective, it is scrapped.  

 

Counting Inventory 

Company B performs a physical inventory count twice a year, taking place before the 

semi-annual and the annual financial statements. Although, there is an expressed wish to 

use cycle counting at Company B.  

 

On the day before counting, a list of all inventories is printed, with locations of all the 

material to be counted. The existing quantity in the system is also stated on the list. 

Also, a checklist is prepared for the counters. On the morning of a count, the employees 

are instructed on how to proceed with the counting and receive a checklist on how to 

conduct the same. The material is counted from their place in inventory, but a problem 

with paternoster storage is the fact that material has to be counted shelf by shelf. The 

same type of material can be placed on several different shelves, resulting in more work. 

Item by item is counted, but counted items are not marked, which means that if counters 

lose track of counting, they have to start all over again. The shelves have a maximum 

limit, and are emptied one by one, so a full shelf does not require an item by item 

counting. The material is delivered in bundles, and stored like this on the shelves, also, 

Company B have a routine of only opening one bundle at a time.  

 

The whole company is exposed to counting at the same time, and all employees in 

production and inventory are doing the count on their respective parts, as they have the 

best knowledge regarding their areas. When an area is finished, the counters help 
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counting the areas where there is a lot of material to count. The production is closed 

until the annual physical count is done.  

 

When counting is finished, the lists with all the quantities are sent to the office 

department, where it is entered into the system. When discrepancies are discovered, and 

if the deviation has a high value, they always count again. For most of the times, the 

material is found.  
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4.3 Interview with a public accountant 

 
We have conducted an interview with an approved accountant in order to verify and 

complement the theoretical framework concerning rules and regulations. The 

interviewee was Martin Svensson, approved public accountant, at Öhrlings 

PricewaterhouseCoopers. The specific questions can be seen in Appendix 3.  

4.3.1 Price 

Rules and Regulations 

Mr Svensson considers especially manufacturing companies to have problems with 

inventory valuation. The difficulties are related to the FIFO method, where companies 

need supporting MPS-systems to help them update inventory information. Without this 

it is difficult to know which materials came in last. It is also related to how calculate for 

obsolescence should be calculated.  

 

Regarding which companies should apply what recommendations, Mr Svensson said 

that companies and groups can use RR 2:02 if they are not noted on the stock exchange. 

Within a group, all companies; subsidiary companies and parent company, should apply 

the same principles. If they do not use the same principle, this should be stated in the 

consolidated financial statement. Companies within a Swedish group should not apply 

BFNAR 2000:3, only for the reason of being a member of a group. The difference 

between BFNAR 2000:3 and RR 2:02 is that RR 2:02 contain more recommendations, 

but the two of them are more or less similar.  

 

Companies quoted on the stock exchange, and are a part of a foreign group, should use 

IFRS/IAS. The parent company decides which methods to use; all companies within the 

group must use the same method. However, companies do not often apply IFRS in their 

regular course of business; instead translation is made when establishing the 

consolidated financial statement. All Swedish companies must comply with Swedish 

Law, but Swedish Law is similar to the recommendations stated in IFRS, hence causing 

no problems.  
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Lower Cost or Market 

Companies must calculate both acquisition value and real value to establish which one 

constitutes the lowest value. The lowest value should be used. This means that if the 

real value is lower than the acquisition value on closing day, the acquisition value is 

written down, because this is most often the stated value in a system. In FAR’s 

publication 2006, it is stated that obsolescence should be taken into consideration when 

applying LCM. This means that the difference between acquisition value and real value, 

that is, the value the acquisition value is depreciated with if real value is lower, is seen 

as obsolescence. 

 

The acquisition cost includes costs for freight, purchase cost and costs that are directly 

related to a product. If there are any direct overhead costs, for example salary for an 

inventory employee, salary for a truck-driver, or costs for trucks specifically bought for 

the material handled in inventories, they should also be included. The overheads are 

often calculated and added in the products with a percentage. However, the total added 

overheads may not exceed the actual costs. Indirect overheads, which can not be 

traceable to any specific products, should not be included.  

 

Regarding which method to use when calculating acquisition value, the weighted 

average value method should only be seen as an alternative for those companies with 

problems applying the FIFO method. FIFO is the recommended method, but companies 

are allowed to use either of the methods. It is important that the method is stated in the 

annual report, because it may affect the comparability between companies if they do not 

apply the same value. A person reading the annual financial statement of a company 

must be able to draw conclusions about the economical information in the statement, in 

order to judge the value of a company’s inventory.  

 

Smaller companies often value all the same material and products to latest acquisition 

values. This is not allowed because material, valued to one single price, are most 

probably not bought at the same time, and does not have the same purchase price. The 

only reason for an auditor to accept this method is if companies have a high turnover 

rate in their inventories, or if the difference between latest acquisition value and 

acquisition value of the material not purchased last, is not essential. If the price has 
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changed much during the year, the value of inventories can have differences depending 

on which method is used.  

 

Companies should use the same principle for flow of cost as for flow of inventories. 

When using an accounting principle such as the FIFO method, it is assumed that the 

same principle is used as inventory flow method. We asked why the LIFO method is not 

allowed, and the answer was that it does not give a fair picture of the inventory value. 

The products last entered into inventory is also picked first. Products could be held in 

inventory for several years and their values will therefore not give a fair value today, 

considering inflation and similar affecting aspects.  

 

An alternative method for calculating acquisition value is standard cost. The price on 

the products is calculated from a budget, and is not changed during a year. This method 

is similar to the weighted average value method, because companies get fixed prices for 

the items in inventory. When a fiscal year is ending, the value of inventories is 

increased or decreased depending on price fluctuations. The value is not changed 

product by product but by looking holistically on it. This method demand proper 

routines and internal control to be able to measure, for example, inefficiency. Costs for 

inefficiency, for instance, costs when the personnel take extra breaks, should not be 

included in the value of inventories. By valuing inventories with standard cost, 

companies’ uses a form of average since the value is either increased or decreased at the 

end of a year.  

 

Companies are able to use the two different methods for valuing inventories at the same 

time, since different materials have different characteristics. For example, it is hard to 

value oil held in a tank. Which oil is bought first is impossible to say, and because of a 

situation like this, companies are allowed to use different methods. It is however 

unusual for companies to use different methods for different groups of products. 

 

There is no recommendation companies should follow regarding writing down the value 

of obsolete inventories. Swedish Law state the values of inventories should be written 

down as soon as the necessity is discovered. Today, companies often uses conventional 

down writing, but the proper way to do it is to evaluate the amount of items in inventory 

and compare it with future demand, and then write down to net sales value or possible 
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scrap value. Raw material consisting of steel, metal and similar material should be 

written down to a minimum of five percent of its original value, in other words, writing 

down the value with 95 percent. The reason for this is because raw material is assumed 

to have a scrap value of five percent. 

 

When companies buy material from foreign countries, the invoice should often be paid 

before the material has reached the plant. This material is handled in accounting as 

“material on the way”. It is important for companies to know when the ownership and 

risk is transferred from supplier to customer. This information is stated in the condition 

of freight agreed upon. It is not until the ownership and risk have been transferred to the 

customer, that the material should be included in the balance sheet. The materials 

should be valued to the price on the invoice and translated to the exchange rate on 

transaction day.  

4.3.2 Quantity 

Routines 

Good routines and a good system are of great importance for inventory accuracy. This 

entails internal controls in companies. No employees should have access to inventories 

or the MPS-system; there should be a responsible employee handling those. Education 

regarding inventory flow methods is also important. 

 

Counting Inventory 

According to Swedish Law, a physical count should be carried out once a year and 

companies have a choice to do it annually or to implement cycle counting. A cycle 

counting is allowed if all items in the inventory are counted at least one time during a 

fiscal year. 
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5. Analysis 
 

hapter five will present our analysis, guided by 

the conceptual model presented in our 

theoretical framework. As we are performing a pattern-

matching analysis, the study objects will be analyzed 

separately. At the end of each company analysis, we 

present a revised conceptual model. Following the 

separate analyses, a comparative analysis will be 

conducted in order to discuss different dimensions of 

the potential problems experienced by the study objects.  

 

C 
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5.1 Company A 

 

5.1.1 Price 

According to the Swedish Annual Accounts Act, current assets should be valued to the 

principle of LCM. Company A does in reality not follow this principle, since they only 

calculate acquisition value as a foundation for their inventory valuation. For calculating 

acquisition value they use the FIFO method. The use of this method is in accordance 

with law and recommendations. We consider both the FIFO method and the weighted 

average value method to be quite simple for Company A to use, as they do not purchase 

material often. We mean that they do not have many costs to take into account when 

calculating the value. A transfer to the weighted average value method would not affect 

the valuation since Company A only purchase a few times a year. However, BFNAR 

2000:3 recommends the use of the FIFO method first hand; hence they are following 

what is stated in the recommendation.  

 

Included in Company A’s acquisition value is purchase price, costs for freight, 

packaging, and costs for different certificates. The recommendation for included costs 

are purchase price, customs duty and other related taxes not subject for tax deduction, 

transport and handling costs, and other costs directly traceable to the products. 

Company A’s calculation are comparable to the recommendation, as long as they can 

directly trace the certificates to the products. The valuation is increased by adding cost 

for certificates. We can see that Company A does include costs according to 

recommendations.  

 

Mr Svensson, approved public accountant, said costs directly traceable to the material 

can include wages, and we believe Company A should include the wage of the 

employee responsible for the raw material inventory, working only and directly with 

raw material. This would affect the valuation by increasing the value of the material. 

Today, this cost is not included in the valuation, and the valuation can therefore be 

considered too low.  
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Company A use two of the three mentioned alternatives for writing down the value on 

obsolete items. They use a type of stair, where the value of material is written down 

gradually. Also, they apply individual judgement on material obviously useless. We 

believe that writing down raw material affects the company’s profit by increasing costs 

of goods sold. According to Mr Svensson, raw material can not be written down with 

more than 95 percent, as it is considered to always have a scrap value of five percent of 

the LCM value. If Company A writes down the value of raw material to zero, it affects 

the inventory valuation and profit negatively. The value will decrease, and the total 

costs for the company will increase.  

 

Problems with price – Company A 
Rules & Regulations 

Do not comply with LCM 
LCM 

Do not include wages in acquisition value 
Do not handle obsolescence properly 

 
 

Table 2. Summary of problems with price in Company A 

5.1.2 Quantity 

Routines 

When Company A receives goods, and after the material has been unloaded, it is 

checked against the freight bill to verify the right amount of pallets with packaging are 

received. A quality control is performed, to ensure there is no damage to the bars, and 

also to ensure the bars meet the agreed requirements. This is not done on all bars, only a 

random sample. When goods are received and put away the quantity, stated on the 

freight bill, and the location of the material is registered in the system. When receiving 

goods the freight bill is not checked against the purchase order to verify the goods are 

ordered, as theory mentions. Neither do Company A count all the items as suggested in 

the theoretical framework. Because of this, we conclude this as a source for 

inaccuracies. The freight bill states the amount of material received by weight, however, 

as not all material is counted at delivery; it can not be ensured all material is received, 

even though the freight bill might state the right amount ordered. These activities do not 

correspond to the documented routines at Company A. An implementation we consider 

to be a foundation for an accurate inventory record, and a first step of inventory control.  

 



- Analysis - 
 

47 

According to theory, in order to identify goods, items should be marked with an 

appropriate inventory-keeping unit number, which makes it easier to identify an item. 

Company A does not use any internal article numbers in order to identify different types 

of material. Instead they use the name of the material. We do not consider this a source 

for inaccuracies, since they use the names of the material. This means the items are 

described and can be physically recognizable by only looking at the name of it.  

 

When goods are received, the responsible employee sort and dispatches them to storage. 

We believe inaccuracies are avoided by only having one person do this, as it guarantees 

all material to be handled and put away to the right locations. It eliminates the risk of 

two or more persons putting away the same type of material in different locations. On 

the other hand, having only one employee do this means no control whether it is done 

properly or not, resulting in a long time before an inaccuracy is cleared up.  

 

When placing new material in inventory, it is often put on top of the existing material. 

This does not affect the balance between the quantity stated in the system, and the 

existing quantity in inventory. Yet, it affects the pricing aspect of valuation because it 

increases the risk for obsolescence as material at the bottom is at risk of not being used 

for a long time.  

 

Theory states that goods held in inventory should be kept under protection, not only 

from outsiders, but also from employees by limiting the access to the inventory. 

Romney and Steinbart continue to discuss the importance of dividing the activities 

between different employees. At Company A, they have one responsible employee 

performing all activities within the raw material inventory. The registering of material 

in the system is also done by this person. This should be avoided according to theory, as 

it can give both intentional and unintentional discrepancies. According to us, the lack of 

another employee guaranteeing accurate handling of raw material means the responsible 

employee have the opportunity to adjust the numbers in a way believed appropriate.   

 

Theory does not mention anything whether the chosen method for calculating 

acquisition value and the inventory flow methods have to be the same, however, Mr 

Svensson said they should. In practice, the picking method used at Company A is the 

LIFO method, as the material on top is picked first. We believe the picking of material 
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can be affected by the lack of an expiration date, creating a belief that it does not matter 

which material is used first. This enhances the risk for obsolete items, because it 

increases the risk for metal to become rusty. The inventory flow method wished for at 

Company A is the FIFO method, in order to avoid obsolescence, as it is stated as a cost 

for the company on closing day. However, the way received material is put away is not 

consistent with this method. Because of the nature of the bars, that is their weight and 

shape, they do not have a good storing solution because of space problems, for using the 

FIFO method.  

 

During the nightshifts, Company A has no responsible employee present. They solve 

this issue by having the dayshift employee gather the calculated material for production 

before ending the working day. We do not consider this an optimal solution. The reason 

for this is the lack of supervision during the nightshift; consequently, extra withdrawals 

can be made without registering it on the piece of paper. If the extra material taken is to 

compensate for defective pieces in production, if it is not registered, or if it is taken for 

another reason, it will according to us create inaccuracies. A solution we believe can 

improve this situation is to have an employee responsible for inventories also during the 

nightshift. We are aware that an inventory employee should in theory not be needed 

during the nightshift, as the material is gathered during the day. However, a promotion 

of a nightshift supervisor to also handle the inventory could increase internal control 

and be a step towards inventory accuracy. 

 

According to Arnold and Chapman, when collecting and dispatching shipments, the 

record should be updated. Company A have another approach for registering withdrawal 

of material to production into the system. They register materials taken from inventory 

on a piece of paper and only when production is finished, and they count the finished 

pieces at the end of each day, the material is withdrawn from the quantity in the system. 

We regard this as a big source for inaccuracies, as the problem of extra material being 

cut off in excess of the calculated consumption is not included. They also experience a 

problem with employees not reporting defective pieces in production, which also result 

in the wrong quantities being withdrawn from the system in the end. We can relate this 

problem with discrepancies found during counting. Romney and Steinbart discuss the 

use of material requisitions between the inventory and production departments for 

release of material as important to avoid inaccuracies. According to us the piece of 
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paper, where material needed for production is written, can be seen as a material 

requisition. But it is not controlled against the actual consumption after finished 

production, which makes the use of this paper unnecessary. We believe a control 

between these is an easy internal control for preventing inaccuracies, as Company A 

have the means to directly detect inaccuracies, but not using it.  

 

Redundant material in production is often put back by production employees themselves 

which results in material put in wrong locations, but also entails putting back pieces not 

in full length. The use of documenting material movement is discussed by Romney and 

Steinbart. This is clearly a routine not used in Company A and we believe this is one of 

the sources for inaccuracies.      

 

Routines – Company A Source for inaccuracy 

Receive goods Yes 

Identify goods No 

Dispatch goods to storage Yes & No 

Hold goods Yes 

Pick goods Yes 

Collect & Dispatch Yes 

 

Table 3. Summary of problems with  routines in Company A 
 

Counting Inventory 

An annual physical count is demanded by law. Company A complies with this, and has 

chosen not to perform any counts in addition to the annual count. They comply with two 

out of three policies mentioned by Bragg. It is the annual physical count, and the fact 

that they have one employee responsible for raw material inventory. These two ensures 

accuracy, however the third aspect of using cycle counters that continually review the 

quantity in inventory could be an improvement for Company A.  

 

Romney and Steinbart discuss the insufficiency of only performing an annual physical 

count. Cycle counting involves carrying out a routine assessment throughout the year. 

There are two main reasons for performing cycle counting; improving record accuracy 

and providing updated inventory balance information. The easiest way of conducting a 
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cycle count is, according to Wild, to group different items after value and frequency of 

use, in order to count more critical items more often. We believe that inaccuracies will 

be detected earlier; thus avoiding stock-outs. This will lead to less disruption of 

production, as the disturbance from long lead times can be avoided. Mr Svensson said 

cycle counting can replace annual physical count if all items in inventory are counted at 

least once during a fiscal year. Nonetheless, we consider the annual physical count as 

important even though a cycle count is performed. At closing day, certain items might 

not have been counted since as long as eleven months back, which to us provides 

difficulties arguing for their accuracy at closing day. Therefore, we suggest the use of 

cycle counting as a supplement to the annual physical count. We also believe cycle 

counting should be applied to find inaccuracies and enhance the ability to examine 

reasons for them.  

 

Wild discusses six different methods to avoid inaccuracies when carrying out a count.  

Company A can be said to use two of them; they perform a straight count of all items, 

but also batching in standard quantities. When counting raw material inventory, the bars 

are counted one by one, and the end of each bar is marked to know which ones have 

been counted. On the thinner bars, they perform a sort of batching. Batching is 

mentioned in theory as a preferred method, as counting too many items is a great source 

for inaccuracies. However, we believe their form of batching to be a source for 

inaccuracies, as the method they use seems as a rough estimation. Thin bars are 

measured by a folding rule. In advance, they measure the amount of bars in a certain 

area, and then count the amount of areas. However, because they only roughly estimate 

the number of bars in a specific area, we consider this to create discrepancies with plus 

or minus a few bars, at each count. Also, the fact that production employees put back 

redundant material in inventory, means there may be a few bars not in full length, as is 

assumed when counting. As a result of these issues, the system will be updated with the 

wrong quantities; hence creating inaccuracies. If it is an expensive material, this will 

substantially affect inventory valuation, resulting in a recheck of the material.  

 

Of the other four mentioned methods, consistent stacking and arrays can be considered 

as similar methods, and are the ones that can also be applied at Company A. These 

demand a modifying of the existing rack layout. By only putting a certain amount of 

bars in each compartment, it will be easier to count them, if there also is a predefined 
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system in place of emptying one compartment at a time. We do not consider weigh 

counting to be effective, only the thin bars too many to count need this method, as the 

thicker bars are easier to count one by one. However, even though thinner bars are 

considered small; they are long, which makes them ungainly and heavy to lift to a 

recording device. Also, investment in a counting device we do not believe to be 

defendable, since the raw material inventory is not large enough.  

 

For the thinner bars, we suggest the use of bundles. When arriving to inventory, tie them 

into bundles, with the same amount of bars in one bundle. Together with the principle of 

only picking bars from one bundle at a time, it facilitates the counting of inventories, 

thus agreeing with theory that says to avoid counting more than twelve items. For all 

bars, the use of two compartments next to each other could be an improvement to 

facilitate counting, and also enhance the use of the FIFO method when picking material. 

This way, the bars at the bottom of each compartment are reached earlier, by emptying 

one compartment at a time; thus avoiding obsolete material. 

 

We regard the execution of only one physical count a year to contribute to additional 

inaccuracies. Several months without control are doomed to create problems. Company 

A does not have any documented routines concerning the physical inventory count, 

which we consider to be a fundamental source for inaccuracies. Although, they have a 

few measures for maintaining a correct counting. Storage locations are named and 

mentioned on the inventory list distributed to the counters. They also perform an extra 

control of material delivered the day before and after the physical count take place. 

Their physical inventory count is performed in the whole company at the same time, 

thus it does not affect production. Even though many of the employees probably have 

been present during previous counts, we believe it is important to review and refresh 

their memory, as theory mentions. Not only for the sake of the counters, but also for the 

managers, in order for them to know what needs to be prepared ahead of counting day.  

 

Ahead of counting day, Company A print inventory lists, including the location of the 

materials to be counted. They believe there is no need for reviewing routines regarding 

the counting, as the team responsible for counting the raw material consists of the 

responsible employee plus two other members of the staff with knowledge about the 

raw material. However, we believe a review should be performed each year to ensure no 
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faulty activities from previous years return. The theory discusses the use of reviewing 

and marking packages ahead of counting in order to establish which material is to be 

counted and also to ease the counting by marking open boxes with the quantity inside. 

Regarding the separation of materials to be counted or not, the materials not subject for 

counting are stored in boxes, and not in racks. However, a review is needed on the 

materials stored on the racks, because the same type of materials are stored in different 

locations, and needs to be combined ahead of counting. This is also an activity not done 

properly in Company A; hence is a source for inaccuracy.  

 

The counting takes place during a weekend, when no material is received. Also, 

production is closed for counting as well, so no movement of inventory is made. 

Company A has no outside storage locations to remember, and all employees activated 

in the counting are reminded of it a few days before. This is consistent with theory, 

which states that these issues have to be thought of and informed of ahead of counting.  

 

On the morning of a count, Bragg discusses a number of things to consider in order of 

being accurate. On the morning of a count, all counters are informed and provided with 

a list of all material in inventory. Company A do not use blocks of tags, where one is 

left with the counted material, and one is signed and turned in to management. They 

only use a list for noting the quantity counted for each material. However, they mark 

counted bars with a marker to know which ones have been counted. We believe this is a 

practical way of tagging items. The thin bars, where only areas are counted, are not 

properly marked. This can result in the same material being counted twice.  

 

Problems with counting – Company A 

Counting thinner bars 

Assuming all bars are in full length 

Only one count a year 

Wrong counting 

 

Table 4. Summary of problems with counting in Company A 
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A revised conceptual model is presented below to summarize the discussion of 

Company A. The problems we came across of the analyzed aspects of price and 

quantity are stated on the bones.   

 

 
Figure 9. Revised conceptual model for Company A 
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5.2 Company B 

 

5.2.1 Price 

Similar to Company A, Company B does not calculate both values required by the LCM 

principle. The turnover on their inventories is high, which implies to us that the 

calculation of both values would be no more than a formality. We believe real value and 

acquisition value will be the same, because the purchase price is fixed during one 

quarter of a year. At the end of a quarter, when valuing inventories, calculating the real 

value means it will be the same as the acquisition value, because real value is seen as 

reacquisition value when valuing raw material. These two values include the same 

prices and costs according to theory. If, as in Company B, a fixed purchase price is used 

for one quarter, it means that at the end of a quarter, the real value will be calculated 

from a fixed price, which also the acquisition value is based from. Thus, the two values 

will be the same. This assumes that all materials are acquired during the last quarter. 

Company B has a turnover rate of 7-8 times a year; this means the inventory, in average, 

is consumed and refilled twice every quarter. Therefore we can assume all material is 

acquired during the last quarter. 

 

They only calculate acquisition value, and should calculate it using the weighted 

average value method according to a policy stated by the owner group. Although, they 

use standard cost as their method. They have historically used standard cost and 

continue to use it as the system poses problems transferring to the weighted average 

value method. According to Mr Svensson, all companies within a group have to use the 

same method for calculating the values for LCM. However, this will not affect the 

valuation as Company B have conducted samples and found no larger differences in the 

total value. On the other hand, it is likely to affect the routines around entering of 

transactional data and calculating costs, which can potentially pose problems as errors 

are more likely to occur in the beginning. The transfer between the two methods should 

not involve any difficulties, because they already gather the values used for calculating 

the weighted average value.  
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Values Company B use when calculating their acquisition value is a forecasted purchase 

price, packaging, freight costs and costs directly affecting the handling of the material. 

According to FAR, included values should be the purchase price, customs duty, costs 

for transport and other handling costs, and other costs directly traceable to the goods. 

Deduction should be made for refund of taxes, discounts and bonuses. All costs used in 

their calculation matches what theory says should be included. However, they buy their 

raw material from other members of the European Union, and are not subject for 

customs duty.  

 

Another important aspect to discuss is the fact that they use a forecasted purchase price. 

They reconsider the purchase price every quarter, which is based on the calculated 

budget for the year. They have a price negotiated with the suppliers, which is the 

foundation for adjusting the standard cost each quarter. All inventories are valued to the 

latest standard cost. For this to be accurate, it assumes that all materials have been 

consumed and refilled during the quarter. Otherwise, materials older than a quarter will 

be valued to a price they were not acquired to. According to Mr Svensson, using 

standard cost is allowed by accountants because it is considered similar to the weighted 

average value method.  

 

Company B writes down their materials with 100 percent if it has been stored more than 

two years. According to Mr Svensson, raw materials consisting of metals and similar 

items should not be written down with 100 percent, since it is assumed to always have a 

scrap or a sales value. The result of writing down the value with 100 percent is a lower 

valuation of inventories, and according to us, it does not give a correct valuation. Their 

method does not comply with recommendations, and we believe raw materials have a 

value since most manufacturing companies need this kind of materials.   

 

Problems with price – Company B 
Rules & Regulations 

Do not comply with LCM 
Do not follow Group policy 

LCM 
Do not handle obsolescence properly 

 
 
Table 5. Summary of problems with price in Company B 
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5.2.2 Quantity 

Routines 

Company B has a receiving department, where they control the quantity on the received 

pallets against the quantity stated on the freight bill to make sure they agree. Romney 

and Steinbart states that transfer of goods between departments should be documented, 

and this is done in Company B, by copying the freight bill in the receiving department 

and pinning it onto the pallets, hence it follows the material. When delivered to 

inventory, a more thorough inspection is carried out, where quality is checked on all 

packages, but only visually. This means only the top sheets are inspected. They also 

check weight and quantity before putting it into the paternoster storage. According to 

us, this is a school example. All routines performed by Company B are mentioned in 

theory, thus we conclude this should not lead to any inaccuracies. 

 

The receiving department performs a first check on the received material. But since 

Company B performs a control also in the inventory department, it means they have two 

internal controls before it is put into the paternoster storage. When the material has been 

put into the paternoster storage, they have not yet checked whether they have ordered 

the material. According to Romney and Steinbart, when receiving a shipment, the 

freight bill should be compared with the order, to verify that the goods are actually 

ordered. Company B checks the order when they are entering the quantity received into 

the system, which is after the material has been put into the paternoster storage. 

However, the quantity on the pallet is counted and compared with the quantity on the 

freight bill, so the only risk Company B is exposed to is if the delivery was not actually 

ordered.  

 

To identify goods, Company B use internal article numbers. Theory says a number 

should be describing an item and be easy to record. From the article numbers used at 

Company B, the different characteristics of the material can be read. However, it 

consists of eleven characters, which we do not consider as easy to record. Because they 

use paternoster storage, they have to enter the article number for the desired material 

into the connected computer system, in order for the storage to supply the material. If 

entering the wrong article number it will affect the paternoster storage, which will not 

supply the right material.  
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When dispatching goods to storage, the material is put on an empty shelf in the 

paternoster storage. If there is no available shelf it is put in buffer storage. According to 

Arnold and Chapman, the system should be updated and information about the goods 

addressed to all concerned employees. At Company B, storage location and quantity is 

registered in the system connected to the paternoster storage. We do not believe this to 

be a source for inaccuracies, if it is done properly. Inaccuracies can however occur if 

employees pick material from the buffer storage first and without registering the 

withdrawal.   

 

There are only five to six employees authorized to handle and pick materials. They are 

the ones educated in how to manage the goods held in paternoster storage. In other 

words, the knowledgeable employees are responsible for retrieving the material from 

storage, when it is needed for production. This entails that not just anyone can pick 

goods when needed, hence the risk of withdrawing material without registering it is 

avoided. However, as we discussed before, material stored outside the paternoster 

storage can be picked by anyone. During the nightshift, Company B also has educated 

employees with knowledge of how to use paternoster storage. An advantage with the 

use of a paternoster, according to us, is that Company B avoids the risk of having 

different employees pick material from inventory as they wish. The use of only a few 

educated employees eliminates the risk of inaccuracies when withdrawing material. 

Also, the fact that they have around five to six employees educated to manage the 

inventory limits the risk of not having any employee present with knowledge. 

 

The goods should be safely stored and held under protection until needed, as said by 

Arnold and Chapman. Paternoster storage is good for avoiding losses, and the inventory 

is only open during office hours, to keep it safe. The material is “locked” into storage, 

and is not available for everyone. Considering the size of the material, it is 

automatically preventing itself from theft. This entails that inaccuracies is avoided as far 

as possible.  

 

Article numbers are stated on the production order. This ensures that the right material 

is withdrawn, as it is the system that identifies it. However, if the wrong number is 

entered into the computer, the wrong material is supplied. This can be enhanced because 

paternoster storage can be considered to decrease the employees’ knowledge of the 
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material, which means that possibilities to detect wrong material disappear. Often, the 

system is trusted to supply the right material. 

 

The paternoster storage recognizes material put in storage first, which ensure picking 

according to the FIFO method. We believe there is no need for tagging the materials, as 

Bragg mentions, to see which material to pick first. We consider the storage is a 

facilitator in this point of view, because employees do not need to think of which 

material to pick first. On the other hand, we also believe this can be seen as a 

disadvantage since employees do not need the knowledge about how to pick materials. 

Without the knowledge of how to pick goods, there is no one to check if there are any 

obsolete items. The system ensures that the right material is picked first. At the same 

time, the system can create inaccuracies because employees believe they always can 

depend on it.          

 

As previously mentioned, Company B issues a production order which serve as a 

material order when collecting and dispatching raw material from inventory to 

production. Romney and Steinbart discuss the use of material requisitions as important 

for documenting movement of material. The production order can be seen as the 

material requisition, thus Company B follows theory, and we do not consider this to be 

a source for inaccuracy. The reason is because the quantity of material is well 

documented.  

 

Finished products and consumed materials are registered in the system after production. 

The balance of the inventory record is also updated after production. Redundant 

material is either put back in inventory, by the responsible employees, which also 

updates the system connected to paternoster storage. Or, it is kept at production, and 

used the next time a similar product is manufactured. The amount of withdrawn 

material, from paternoster storage, for the next product is decreased because they 

already have some material available for use. We mean that if this material is not 

documented, it is easy for it to be lost because it is only registered in the head of an 

employee. We consider the system of keeping material in production to increase the risk 

for that material to be lost, and also, if not marked properly, may have to be scrapped if 

not known where it belongs and what it is.  
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The above discussion is summarized in the following table: 

 

Routines - Company B Source for inaccuracy 

Receive goods No 

Identify goods Yes & No 

Dispatch goods to storage Yes & No 

Hold goods No 

Pick goods Yes & No 

Collect & Dispatch Yes & No 

 

Table 6. Summary of problems with routines in Company B 

 

Counting Inventory 

Bragg argues for three policies regarding materials management. One out of three 

policies is used at Company B; this is a complete physical count. They have no 

materials manager who is responsible for inventory accuracy. They have the 

responsibility divided on the purchase manager and the production manager. According 

to Bragg, a central responsibility increases the probability of accurate inventories. We 

believe an inventory manager is needed to secure accuracy and to decrease the 

possibility to blame others for inaccuracies and problems. They do not use cycle count 

as a method to avoid inaccuracies. Company B performs a physical count twice a year, 

in relation with the semi-annual and annual financial statements. This is in accordance 

with law. They have chosen to perform an extra count which is good, since Romney and 

Steinbart states that one physical count a year is not enough to ensure inventory 

accuracy. We agree with this view, and believe an additional count to be a good extra 

control to ensure accuracy.  

 

Today, Company B does not perform cycle counts, but have a wish to. We believe this 

wish should be acknowledged, as a continuous review of inventories is stated to 

improve record accuracy. We also believe that, for example, counting one shelf in the 

storage a week must limit the time consumed performing the total time of counting. It is 

important that material critical for production is counted more frequently than material 

not critical and a differentiation should be made. Although, according to Mr Svensson, 

all materials must have been counted at least one time during a fiscal year, for a cycle 
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count to be allowed instead of one annual count by law. Nevertheless, as we discussed 

under Company A, we believe a cycle count should not replace the annual physical 

count, only supplement it.  

 

Of the six mentioned methods of counting by Wild, Company B uses a straight count of 

all items, together with batching in standard quantities. Also, we believe consistent 

stacking can be said to apply to Company B’s form of storage, as they only store items 

of the same dimensions on one shelf. When material is received at Company B, they are 

delivered in batches, which is also how they are placed in storage. The sheets of metal 

are tied together in bundles only opened one at a time. This entails that Company B only 

need to count item by item on the open bundles. However, they do not mark the counted 

sheets when doing this; and have to start over if losing count. To us, this can potentially 

create an inaccurate counting of the open bundles. Theory suggest to avoid counting 

more than twelve items at a time, and we believe counting batches, along with the 

routine of only opening one bundle at a time, to simplify counting; thus enhancing 

accuracy.  

 

We do not believe weigh counting to be suitable for Company B, because the 

characteristics of their raw material make it difficult to handle. The use of a counting 

device we believe could work if the investment is defendable. Such a machine only 

needs to be able to recognize one type of shape, hence does not require time to change 

preinstalled settings. The method of arrays we do not consider to be a solution for 

Company B, for the reason that it is difficult to create arrays with sheets of metal.  

 

According to Bragg, there are several things needed to be considered ahead of counting 

day. Lists should be printed with all inventories to be counted, same types of materials 

stored in different locations should be combined, and all items not subject for counting 

should be tagged. Also, instructions for all participants should be prepared, together 

with whom to count where and what. Company B prints a list of all inventories, with 

locations and the quantity in the system of all material to be counted. According to us, 

there are both advantages and disadvantages with stating the quantity on the list. One 

advantage is if there are any discrepancies, a recheck can be done immediately. A 

disadvantage on the other hand, as theory states, there may be a problem with 

transcription.  
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The disadvantage with paternoster storage is the fact that it is practically impossible to 

combine all the same type of materials into one location ahead of counting. Instead, we 

suggest the shelves containing the same type of materials to be clearly marked on the 

counting list, to make sure they are added into a total quantity in the end. Bragg also 

mentions that no shipments, both incoming and to production, should be allowed during 

counting day. Company B performs their counting any given day in connection with 

closing day. This involves shutting down all activities in order to carry out the count. 

Since they are closing all activities until the counting is finished, there is no movement 

of material and if there are discrepancies they are easier to trace. 

 

We stress the importance to have entered all necessary transactions before the printing 

of lists. The reason behind this is that if material has been put into storage, but the 

system have not been updated with the new information, it will create a difference 

between the quantity in storage and the quantity in the system after a counting has been 

performed. It is therefore important to keep track of freight bills. Theory also states 

responsible teams’ needs to be appointed. Everyone in Company B assists during the 

counting, but to ensure accuracy, everyone counts their area where they work, since 

they have the best knowledge. We believe this is an important detail to ensure accuracy, 

because it is easier to count things known.  

 

On the morning of the count, Company B distributes instructions to the counters, 

together with the lists of materials to be counted. They do not have review teams to spot 

mislabeled boxes or counting errors, but relies on the counters to count correctly. Any 

discrepancies found are recounted, if it constitutes a substantial value. We believe a 

review team is not necessary, and a cost that can be avoided, as they do check all 

discrepancies financially affecting the valuation. Bragg suggests sending home the 

teams finishing fast if there is no use for them, but Company B has chosen to have them 

help to count material not yet counted. This is good as the time consumed for counting 

is minimized, although we believe having employees not familiar with raw material to 

be a potential risk for incorrect counting.  

 

Theory states that the lists with the counted quantities should be reviewed. The counting 

lists in Company B are given to the administration, and are checked whether the 

counted quantities corresponds to the quantities in the system. We consider this as good, 
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because it eliminates the risk of counting employees to adjust the quantities without 

supervision.  

 

In table 7, the problems causing inaccuracies at Company B is recapped. 

 
Problems with counting – Company B 

No central responsibility for inventory 

Wrong counting 

 

Table 7. Summary of problems with counting in Company B 

 
To summarize and visualize the discussion of Company B, we present a revised 

conceptual model. From the discussion above, the problems we came across of the 

analyzed aspects of price and quantity are stated on the bones.   

   

 
 

Figure 10. Revised conceptual model for Company B 
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5.3 Comparative analysis 

 
A comparative analysis is performed in order to see whether the found problems at the 

two companies can be derived from a characteristic exclusively to one company. Table 

8 gives the differences between Company A and Company B, which will be the 

characteristics the problems are compared against.  

 
Company A Company B 

 
Employees: 65  

Turnover: 50 MSEK 
Purchase: 3 MSEK a year 

Raw material inventory value: 1,5 MSEK 
Type of material: Metal 

 

 
Employees: 165  

Turnover: 230 MSEK 
Purchase: app. 200 MSEK a year 

Raw material inventory value: 2,5 MSEK 
Type of material: Metal  

 

Table 8. Characteristics of Company A & B 

5.3.1 Price 

None of the two study objects calculate both acquisition value and real value on closing 

day, only acquisition value. Company A base their acquisition value on the FIFO 

method while Company B bases it on standard cost. We believe this depends on the 

time consuming issues of recalculating all purchase prices for all materials in inventory 

to reacquisition value. Since Company B purchases material often, the difference 

between acquisition value and reacquisition value are not essential. The difference does 

not affect valuation and does therefore not motivate calculation of both values. 

However, for Company A who purchases material less often, the difference between the 

two values are significant, and affects the valuation more. 

 

According to us, a problem with calculating acquisition value is the importance of the 

purchase price to be updated in the system, but this potential problem affects both 

methods and is not exclusive to one of them. The result of not updating the prices 

affects the valuation by making it unreliable. It will either be too low or too high, but 

will not give the correct value; consequently it affects the whole balance sheet. 

Furthermore, we also believe an issue like this not to depend on any of the above 

characteristics.  
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5.3.2 Quantity 

Routines 

 

Routines Source for inaccuracy – A Source for inaccuracy – B 

Receive goods Yes No 

Identify goods No Yes & No 

Dispatch to storage Yes & No Yes & No 

Hold goods Yes No 

Pick goods Yes Yes & No 

Collect & Dispatch Yes Yes & No 

 

Table 9. Comparison between Company A & B’s problems with routines 
 

Receiving goods at Company A is an insufficient activity, but not at Company B. 

According to us, the problem at Company A is not dependent on either of the specific 

dimensions of the company, but depends on not properly implemented routines. 

However, we believe a connection can be drawn to the size of Company A, as they have 

grown, and therefore needs to better control their flow of material. The reason why we 

believe it to be adequate in Company B is that they both weigh and count their 

deliveries. Company A has the possibility to weigh their deliveries, but the existing 

scale is not sufficient. According to us, it would not be economically defendable to 

invest in a new scale because of their size and turnover.  

 

Company A has problems with dispatching goods to storage since they put new 

materials upon old when placing them in storage. This enhances the risk of obsolete 

items in the bottom. Company B has another problem with dispatching goods to storage, 

which are not enough places in the paternoster storage. If the storage is full, materials is 

put in buffer storage. This material can be seen as easier to pick and preferred to pick 

when withdrawing material from storage. These problems are related to lack of storage 

space, which both companies experience.   

 

The routine of holding goods in inventory is a problem for Company A but not for 

Company B. Company A has one employee who is responsible for all activities around 

raw material inventory and no other employee who control and guarantee accuracy. 
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Regarding this issue, we believe it depends on their size and the additional cost if there 

were one more employee. For a larger company like Company B, this is not an issue 

since they have more employees working in raw material inventory and division of 

responsibility becomes easier.  

 

Company A has no responsible employee present during the nightshifts, which results in 

no supervision. Extra withdrawals can be made without registering it on the piece of 

paper. This problem is not experienced at Company B. We believe this depends on 

Company A’s size. It is not defendable to hire an employee with this responsibility 

during nightshifts. Furthermore, Company A can not always pick after the FIFO 

method, since materials are put upon old material.  Company B, on the other hand, 

trusts a computerized storage system and we believe that such an issue will decrease 

employees knowledge about the materials. According to us, since Company A and B 

have two different layouts of their inventories, it is hard to compare them and the 

insufficient performed routines are connected to their respective layout.  

 

Collect and dispatch shipment is a problem for both companies. When material is 

redundant from production, Company A puts it back in inventory, while Company B 

either puts it back or keeps it in production. None of the companies use documentation 

for returning material and we believe this is a big source for inaccuracies. The problem 

are occurring when material are counted and not registered properly in the system. 

According to us, this problem is not connected to the characteristics of the companies, 

but to insufficiently implemented routines. We mean that it is important for both 

companies to register every movement of material, whether it is withdrawal or insertion, 

for the accuracy of inventory records.   

 

The difficulties with routines are more visible in Company A than Company B. We 

believe this is a consequence of the company’s size. Further we consider difficulties to 

depend on the quantity of material to be handled during a year. The more material there 

is to handle the more important the routines around it become. We believe bigger 

companies are implementing routines in different ways than smaller companies, because 

bigger companies need better routines and more internal controls. It is important that 

also smaller companies have internal controls and routines, but they need to assess the 

question whether the costs for sufficient routines and internal controls are defendable 
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for the amount of quantities they handle. Usually, bigger companies already have 

resources to be able to divide responsibilities on existing employees. In smaller 

companies, one employee often have to manage several tasks while in bigger companies 

one employee is required to carry out one task.   

 

Counting Inventory 

 

Problems with counting – Company A Problems with counting – Company B 

Counting thinner bars No central responsibility for inventory 

Assuming all bars are in full length Wrong counting 

Only one count a year  

Wrong counting  
 

Table 10. Comparison between Company A & B’s problems with counting 

 

Both companies perform an annual physical count, but company B has chosen to carry 

out an additional count, related to the semi-annual statement. We believe this can be 

connected to the fact that Company B handles a larger amount of material which also 

affects valuation if inaccuracies are not controlled. We suggest for Company A, that 

because they handle smaller amounts, to consider the costs for an additional count 

against the costs for inaccuracies.  

 

The above table illustrates wrong counting to be a problem in both companies. None of 

them combines same type of material before counting, and we believe inaccuracies are 

easier to occur if several different locations have to be counted to sum total quantity. 

According to us, this is an issue of storage place and characteristics of material. Metal 

sheets and bars are not easy materials to combine, and certain materials within 

Company A have to be traceable. Even if material can not be put in the same racks, we 

believe same type of material should be stored within the same area of inventory. 

Another aspect of wrong counting is the fact that employees outside the raw material 

inventory in Company B helps to count it when they are finished with their own areas. 

In Company A, only knowledgeable employees count the raw material. We refer 

Company B’s solution to their size, because they have a larger inventory than Company 

A has. On the other hand, Company B has more employees with knowledge of the raw 



- Analysis - 
 

67 

material than Company A, however, we believe it is not in proportion to the amount 

stored in inventory.  

 

Another difference between Company A and B is preparations before counting. 

Company A prepares the counters ahead of counting day while Company B does not 

have any preparations to talk about. According to us, Company B’s lack of preparation 

is a consequence of implemented routines and believed experience of performing 

physical counts. Another difference is that Company A marks all counted items while 

Company B do not. We believe all items should be marked after counting even if raw 

material inventory is large. Marking will also facilitate discovering obsolete items, as 

items counted the last time are already marked, thus it shows they have been in storage 

a long time.  
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6. Conclusions 
 

he last chapter will conclude our findings in this 

thesis, and answer our research questions. We 

will continue with giving recommendations to both 

companies. Also, suggestions for continued research 

will be presented. Finally, our own reflections 

concerning the writing of this thesis are discussed.  

 

T 
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6.1 Implications 

 
To remind the reader of the research questions posed at the beginning of this thesis that 

will be answered in this chapter, they are stated below: 

 

Why do companies experience problems when valuing inventories? 

 

In order to answer this research question, the following question also needs to be 

examined:  

 

• What problems can be identified? 

 

According to us, the problems with inventory valuation do not exist in the pricing part 

of valuing raw material inventory. Valuation of inventories is regulated by law, and 

interpreted by recommendations, and the companies have the knowledge how to 

perform this issue. None of our two study objects followed the principle of LCM, but 

the accountants still approve. We believe it depends on the fact that it is time-

consuming to calculate both values, or, as in the case of Company B, the difference 

between the values is proven small. Also, the issue of obsolescence and how it is 

applied needs to be considered.   

 

The aspect of quantity can be concluded as a source for inaccurate inventory valuation. 

For accurate inventory records, effective routines are required. For Company A, we 

found their routines to be a source for inaccuracies, except for how they identify their 

goods, and partly how their goods are dispatched to storage. When receiving goods, 

they do not count the amount of materials received. Having only one employee, when 

dispatching goods to storage, can create discrepancies as there is no one controlling if it 

is done accurately. This problem can also be related to no control when picking goods, 

as it is only one employee performing this as well. Also, the routines during nightshifts 

are not sufficient to create an accurate record. Moreover, the inventory flow method at 

Company A is not handled properly. Material required for production, and redundant 

material after production is not managed according to theory, and we can draw 
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implications to inaccuracies. Additionally, calculations regarding expected consumption 

during production are recommended to be reviewed.  

 

When analyzing the counting aspect of keeping accurate inventories, we conclude that 

Company A follows the law. However, when performing a count, a few things can be 

noted to cause inaccuracies. Preparation ahead of counting is not sufficient, moreover, 

they assume all bars to be in full length, and also, the counting of thinner bars is only a 

rough estimation. To conclude our findings concerning Company A, we believe they 

have grown a lot the last couple of years, but the routines have not been revised to keep 

pace. 

  

For Company B, they do not have a problem with a specific routine performed, but a 

few details concerning how they manage their inventories have been discovered. It 

regards dispatch to storage, pick goods, as well as collect and dispatch shipments. 

Inferences can be drawn to the fact that Company B has a problem with storage space, 

resulting in that when the paternoster storage is full, excess material is placed in buffer 

storage. This can also be related to the picking of material, as it is easier to pick material 

from storage outside the paternoster. Another aspect regarding the inventory flow 

method is the fact that it is trusted to the paternoster storage. Redundant material can 

also be concluded to be a source for discrepancies. Returning material is not 

documented, and not always put back in inventory, but kept at production.  

 

Overall, Company B performs their two counts a year well. The only causes for 

discrepancies we found were not marking the counted items, and also the fact that the 

same type of material is not combined ahead of count. Moreover, they use employees 

from other areas to count raw material, which we believe can potentially affect 

counting. In addition, they have no central responsibility for counting at Company B. 

Taken as a whole; Company B performs their routines and counting well, with only 

minor details to consider.  

 

To summarize our conclusions, Company B does not have as many problems with the 

quantity aspect as Company A has.  The main reason for these findings is the size of the 

two companies. The smaller Company A does not have the financial means for 

defending larger investments, as Company B has. Also, the number of employees and 
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the amount of material handled affects. Company B handles larger amounts of material 

worth more, which requires effective routines. But as can be seen, there is a necessity to 

have proper routines and counting also in small companies.   

 

6.2 Reflections 

 
By writing this thesis, we have come to realize that inventory valuation is a question for 

all lines of businesses and not for one specifically. It is important for all companies to 

know what and how much is stored in inventory. Also, inventories often ties up a lot of 

capital, which make the valuation significant. Our conclusions from this study do not 

exclude the possibility of problems in work-in-process and finished goods inventories. 

 

From our previous work experiences, we knew routines to be important, but have now 

learned more about the consequences of insufficient routines. We have looked upon this 

problem from a process perspective. Although, even if the companies have good 

routines, discrepancies can depend on human errors. Through this thesis, we also got an 

insight in financial and business control, giving us a broader view of not just logistics.   

 

During recent years, the aspect of quality and enhanced supplier relationships has been a 

discussed topic. It occurred to us that perhaps the aspect of quantity should be included 

in the discussion more than it has been, because it will affect the routines when 

receiving goods in a similar way. Internal controls can be differentiated depending on 

the supplier.  

 

6.3 Continued research 

 
We believe an overall picture of problems regarding inventory valuation is needed, 

including both work-in-process and finished goods inventories. It would be interesting 

to examine whether the possible problems have similar characteristics and significance, 

or varies in different inventories. 

 

Problems are always occurring when implementing new routines and it would, 

according to us, be exciting to study how companies would be affected by such an 
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implementation. In addition to this, it would also be interesting to see how cycle 

counting can be executed in a successful way. 

 

It is also important that employees understand the significance of accurate inventory 

records. During the research writing our theoretical framework, we came across 

questions regarding how to motivate employees to secure accurate records. This we 

consider an interesting subject to further investigate.  

 

 

 

 

 

 

 

 
 
 
 



 

 

References 
 
Books 
 
Alnestig Peter, Segerstedt Anders, Produktkalkyler, Industrilitteratur AB, Stockholm, 
2002 
 
Andersen Ib, Den uppenbara verkligheten – Val av samhällsvetenskaplig metod, 
Studentlitteratur, Lund, 1998 
 
Andersson Jan-Olof, Ekström Cege, Gabrielsson Anders, Jansson Eva, Tengling 
Monica, Redovisning och beskattning, Liber Ekonomi, Malmö, 2003 
 
Arnold Tony J.R., Chapman Stephen N., Introduction to Materials Management, 
Prentice Hall, New Jersey, 2001 
 
Borland Jim, Financial Performance, Scitech Educational, Broadstairs, Kent, United 
Kingdom, 2000 
 
Bragg Steven M., Inventory Best Practices, John Wiley & Sons, Inc., Hoboken, New 
Jersey, 2004 
 
Bragg Steven M., Inventory Accounting: A Comprehensive Guide, John Wiley & Sons, 
Inc., Hoboken, New Jersey, 2005 
 
Chase Richard B., Jacobs Robert F., Aquilano Nicholas J., Operations Management for 
Competitive Advantage, The McGraw-Hill/Irwin, 2006 
 
Falkman Pär, Redovisningens reglering, Studentlitteratur, Lund, 2001 
 
Falkman Pär, Redovisningen och skatt, Liber Ekonomi, Malmö, 2004 
 
FARs Samlingsvolym 2006 Del 1, FAR Förlag, Stockholm, 2006 
 
Grant David B, Lambert Douglas M., Stock James R, Ellram Lisa M., Fundamentals of 
Logistics Management, The McGraw-Hill Companies Inc., USA, 2006 
 
Gummesson Evert, Qualitative Methods in Management Research, 2nd Edition, Sage 
Publications, 2000 
 
Holme Idar Magne, Solvang Bernt Krohn, Forskningsmetodik: om kvalitativa och 
kvantitativa metoder, Studentlitteratur, Lund, 1997 
 
Lambert Douglas M., Stock James R., Ellram Lisa M., Fundamentals of Logistics 
Management, McGraw-Hill Companies Inc., USA, 1998 
 
Lumsden Kenth, Logistikens grunder, Studentlitteratur, Lund, 1998 
 
Lundahl Ulf, Skärvad Per-Hugo, Utredningsmetodik för samhällsvetare och ekonomer, 
Studentlitteratur, Lund, 1999 



 

 

 
Mattsson Stig-Arne och PLAN Föreningen för Produktionslogistik, Logistikens Termer 
och Begrepp, Brolins Offset AB, Stockholm, 2004 
 
Merriam Sharan B., Fallstudien som forskningsmetod, Studentlitteratur, Lund, 1994 
 
Nilsson Stellan, Redovisningen normer och normbildande, Studentlitteratur, Lund, 2005 
 
Patel Runa, Davidson Bo, Forskningsmetodikens grunder: att planera, genomföra och 
rapportera en undersökning, Studentlitteratur, Lund, 1994 & 2003 
 
Patel Runa, Tebelius Ulla, Grundbok i Forskningsmetodik, Studentlitteratur, Lund, 1987 
 
Romney Marshall B., Steinbart Paul John, Accounting Information Systems, Pearson 
Prentice Hall, New Jersey, 2006 
 
Tersine Richard J., Principles of Inventory and Materials Management, 4th edition, 
Prentice Hall, New Jersey, 1994 
 
Wild Tony, Improving Inventory Record Accuracy – Getting your Stock Information 
Right, Elsevier Ltd, 2004 
 
Yin Robert K., Case study research: design and methods, 3rd edition, Sage Publications, 
Thousand Oaks, California, 2003 
 
 
Articles 
 
Ballard R.L., 1996, Methods of Inventory Monitoring and Measurement, Logistics 
Information Management, Volume 9, Issue 3, Pages 11-18 
 
Srikanth M.L., 1996, Inventory Valuations, CMA Magazine, Volume 70, Issue 6, Pages 
19-22 
 
Wells J.T., 2001, Ghost Goods: How to Spot Phantom Inventory, Journal of 
Accountancy, Volume 191, Issue 6, Pages 33-37 
 
 
Publications 
 
Annual Report 2004/2005 – Company A 
 
Annual Report 2004/2005 – Company B 
 
 
 
Internet 
 
Company A’s website, 2006-03-22, 15.30 
 



 

 

Company B’s website, 2006-03-22, 16.10 
 
 
Interviews 
 
Martin Svensson, approved public accountant, Öhrlings PricewaterhouseCoopers 
2006-04-04 
 
Company A:  Logistics Manager 2006-04-11 
 Inventory Employee 2006-04-11, 2006-04-27 
 Financial Manager 2006-03-28, 2006-04-27 
 
Company B:  Purchaser 2006-04-10 
 Financial Manager 2006-03-27, 2006-04-11 
 Inventory Employee 2006-04-27 
 
  
 
 
 
 
 
 
 
 
 
 



 

 

 
 
 
 
 
 
 
 
 
 
 
 

Appendix 
 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

Appendix 1 
 

Questions for Interview Company A and Company B 
 
Purchasing manager 

1. How often do You order materials? Quantities?  
2. What does Your raw materials inventory consists of? 
3. Does price fluctuate much between purchases? Why?  
4. If receiving discounts and bonuses how do You handle them?  
5. How do You use the information system? 

 
Questions 1-2 are general information. 
Questions 3-5 are drawn from 3.1.2, we want to see how they handle valuation. 
 
Inventory employees 

1. How do You guarantee accurate inventory balance?  
2. Why do You do it the way You do it? 
3. What are Your procedures when discovering discrepancy? 
4. How do You act when receiving goods? Explain how You do it and why You do 

it. 
5. How do You ensure quality? Procedures? Why?  
6. How do You identify Your materials? 
7. How do You hold materials? 
8. When picking goods from inventory, what are Your routines for this? Why? 
9. How are entries and exits of materials registered in the system? Why? 
10. How do You count inventory? What methods do You use? Why? 

 
Inventory manager 

11. Do You do a physical inventory count? How? 
12. What are Your routines concerning physical inventory count?  
13. Explain in detail every procedure performed concerned with the physical count? 
14. What are Your procedures when discovering discrepancy? Why? 

 
Questions 1-2 are drawn from 3.2.2, with the aim to get knowledge if the companies 
have any routines regarding these issues and if they do how this compares to theory. 
 
Question 3 is drawn from 3.2.4, to know how they handle discrepancies. 
 
Questions 4-9 are drawn from 3.2.3, in order to find out how their daily routines are and 
how these correspond to theory. 
 
Questions 10-14 are drawn from 3.2.4, in order to find out what counting method they 
use. Also, we want to find out their routines regarding their physical inventory counts. 
 
Financial manager 

1. Which rules and regulations do You consider when valuing inventory?  
2. Which valuing method do You use in financial statements? Why?  
3. How do You proceed when doing the monthly financial statements? 
4. How do You calculate Lower Cost or Market?  
5. Which entries do You include in your LCM? Why?  



 

 

6. When is ownership and risk transferred to You? Both Swedish and foreign 
suppliers. 

7. Which method for calculate acquisition value?  
8. How do You calculate this? 
9. How do You handle obsolescence, when valuing? 
10. Which methods for obsolescence do you use? 
 
  

Questions 1-3 are drawn from 3.1.1, since we want to examine which rules and 
regulations the company consider when valuing inventory.  
 
Questions 4-10 are drawn from 3.1.2, since we want to know how they perform 
calculations for valuing raw materials inventory. 



 

 

Appendix 2 
 

Additional Questions for Company A and Company B 
 
Inventory Manager both companies: 

1. Before the material is unloaded, do You perform any activities? 
2. Do You have the same type of material stored at different locations in 

inventory? Why? 
3. How do You prepare ahead of a physical inventory count? What do You do? 
4. Who controls potential inaccuracies detected during the count? 
5. Who enters the counted quantities into the system after counting? 
6. Do You have any internal controls to guarantee accurate inventory balance? 

How? 
7. Can You see the ordered amount of a delivery in the system? 
8. Do You count all the received goods? How? 
9. How do You document deliveries between receiving department and storage 

location?  
10. To what extent is there access to inventory? 
11. Can the responsible employee adjust the quantity in the system without 

permission from other departments, for example purchasing?  
12. Who is allowed to pick goods from inventory?  
13. Are withdrawals from inventory documented? How? 
14. If more material than calculated is needed, how is this documented? 
15. How is redundant material from production documented? 
16. How is actual material consumption registered? 
 

Inventory Manager, Company A 
17. How does the raw material inventory differ from the inventory of substances 

(ämneslager)? 
18. The piece of paper where withdrawals from inventory is registered, is it 

controlled against the material withdrawn from the system after production? If 
not, why? 

19. What is the average lead time on the material? 
 
Financial Manager both companies: 

20. What are Your procedures regarding obsolescence? 
Financial Manager, Company B 

21. Do You recalculate standard cost during the year, or is the same value used 
during the entire year? How? 

Financial Manager, Company A 
22. What different certificates are included in acquisition value? 
23. Do You include wages in acquisition value? 
24. When material is bought from foreign suppliers, is there any specific cost 

included in the value of the material? 
25. When receiving invoices in foreign currency, what exchange rate to You use? 

Acquisition value and reacquisition value respectively? 
 
Questions 1-2, 6-16, are drawn from 3.2.3 Routines in theory. We wish to know, in 
detail, what their routines are concerning raw material inventory.  
 



 

 

Questions 3.5 are drawn from 3.2.4 Counting Inventory, in order to know how they 
perform their inventory counts.  
 
Questions 17- 19 are follow-up questions from previous interviews, and are drawn from 
3.2.3 Routines. These are asked as supplementary questions concerning their routines.  
 
Question 20 is drawn from 3.1.2 Lower Cost or Market, as we want to know how they 
treat obsolete items.  
 
Question 21 is a follow-up question from a previous interview.  
 
Questions 22-25 are follow-up questions from previous interviews, and are drawn from 
3.1.2 Lower Cost or Market, in order to analyze this issue.  



 

 

Appendix 3 
 

Questions for Interview with Martin Svensson, approved public accountant. 
Öhrlings PriceWaterHouseCoopers 

 
1. What do You, as an auditor, consider the biggest problem with valuation of 

inventories? 
2. Which are the recommendations when a company establishes a group account? 

• Is the recommendation BFNAR 2000:3 valid?  
• Should this recommendation be used instead of RR2:02?  
• Should a company use IASB?  
• Are all Swedish companies subject to Swedish Law?  

3. Which handling costs should be included in the acquisition cost? 
4. Which are the recommendations about write-down inventories?  
5. RR2:02 states that raw material used in production not should be written-down 

more than to acquisition value, if it does not exceed the value of sales. Is this 
true?   

6. How should cassations and obsolescence be managed? 
7. Why is the method of LIFO prohibited? 
8. Is it a free choice whether to use FIFO or weighted average in inventory 

valuation? BFNAR 2000:3 states that FIFO is the recommended method. 
9. Which are the consequences, when doing the annual report, if the balance in 

inventory differs too much? 
10.  When a company purchases material abroad and the invoice must be paid 

before arrival of the material, how is this handled? 
11. According to URA 14, different methods for calculating acquisition value may 

be used on goods with different characteristics or different use. How can this be 
applied to a raw material inventory?  

12. What is seen as different characteristics and different use by law? 
13. Is there a definition on weighted average value? 

 
 
 
 
 
 

 
  
 
 


