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Stocktaking - Financial inventory revaluation

Financial stock revaluation is a process that involves adjusting the recorded value of a company's
inventory or stock to reflect its current market value. This adjustment is typically made when there
are significant changes in the market conditions, such as fluctuations in currency exchange rates,
changes in commodity prices, or other factors that affect the value of the inventory.

Reasons for Revaluation

e Currency fluctuations: If a company deals with international transactions and holds
inventory in foreign currencies, changes in exchange rates can impact the value of the
inventory when converted to the reporting currency.

e Commodity price changes: For businesses dealing with commodities, the prices of raw
materials can vary significantly. Revaluation helps reflect the current market value of these
commodities.

e Market value Changes: Changes in market conditions, demand, or supply that affect the
market value of inventory may necessitate a revaluation.

e Internal value changes: Some companies value bad selling products lower.

Frequency of Revaluation

e Revaluation can be a periodic process or may be triggered by specific events. Some companies
revalue their inventory at the end of each accounting period, while others may do it more
frequently based on significant market changes.

Methods of Revaluation

¢ Cost price to market price: In this method, the inventory is revalued based on its current
market price. The new valuation is determined by comparing the original cost price with the
current market price.

* Weighted average cost: Some companies use a weighted average cost method, where the
inventory is revalued based on the average cost of items on hand, adjusted for any new
purchases.

Impact on bookkeeping and financial statements

Financial stock revaluation is a critical aspect of financial reporting, ensuring that a company's
financial statements accurately reflect the economic realities of its inventory in the current market
conditions. It also helps management make informed decisions based on the most up-to-date
valuation of their assets.

Accounting Entries

e When a financial stock revaluation is performed, accounting entries are made to reflect the
changes in the value of the inventory.

e The general journal entries will typically involve debiting or crediting inventory accounts,
recognizing gains or losses, and adjusting the value of the inventory on the balance sheet.



Impact on Financial Statements

e The revaluation of stock has a direct impact on the financial statements of a company. It
affects the balance sheet by adjusting the value of the inventory asset.

e If the revaluation results in an increase in the value of the inventory, this may lead to a gain on
the income statement. Conversely, if the revaluation results in a decrease in value, it may lead
to a loss on the income statement.
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