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Feature overview 

With Microsoft Dynamics AX 2012 Feature Pack, a new inventory model was introduced that is based 
on moving average. Moving average is an inventory evaluation method that revaluates inventory 
value in the chronological order of posting transactions, and it can be used to compute the average 
cost of the current ending inventory.  

Highlights of the moving average method 

 Receipt transactions are included chronologically in the moving average calculation, according to 
the order in which the transactions are recorded in the system. 

 Issue transactions are assigned the current active moving average cost at the time of recording, 
and the costs on inventory issues do not change even if the purchase costs change.  

 The main accounts in General ledger are updated immediately when a transaction is recorded. 

What environments are suited to moving average? 

Moving average is an accepted inventory evaluation method within the International Financial 
Reporting Standards (IFRS). Companies with the following characteristics might consider using moving 
average: 

 A high volume of transactions 

 Little deviation in cost as determined by purchase agreements, so that there is an insignificant 
difference between the estimated purchase price and the invoice price.  

Target companies are within the retail and distribution industries. Depending on the production flow 
and customer requirements, moving average may also apply for companies within the manufacturing 
industry. 

Applying moving average in Microsoft Dynamics AX 

The benefit of the moving average inventory evaluation method is the fact that information about 
inventory values and quantities is transparent at all times. When using the moving average method in 
Microsoft Dynamics AX, you should also be aware of the following details:  

 When an invoice is posted to a receipt, and there is a difference in price between the product 
receipt and the invoice, the price difference is handled as follows: 

 If the invoiced quantity is still on hand, the full difference between the invoiced amount and 
the receipt is recognized as an inventory cost. 

 If only part of the quantity is still on hand, the system performs a proportional calculation at 
the time of invoicing. The cost that relates to the items that are no longer on hand is 
proportionally expensed. For more information, see Assign main accounts in General ledger to 
posting types for moving average and Example: Proportionally expense a difference in price.  

 Negative inventory is supported. Negative inventory is evaluated at the current moving average 
cost. 

 Backdating of transactions is supported. If a transaction cost deviates from the current moving 
average cost, it is adjusted to the current moving average. For more information, see Backdating 
and moving average. 

 The value of inventory is not recalculated when a period is closed by Inventory closing. However, 
you can reevaluate the inventory value as of the current date. For more information, see 
Revaluation for moving average. 

 Within production costing, manufacturing items and raw materials can be evaluated by moving 

average. For more information, see Production costing and moving average. 



 

 

4 
 
MOVING AVERAGE 

 The Inventory value report supports two options for reporting on products that are evaluated by 
moving average. For more information, see Reporting: View how moving average was calculated. 

 Settlements and markings are not generated between receipt and issue transactions. Any system-
generated markings that are created if, for example, you create a purchase order directly from a 

sales order can only be used for physical tracking or for reservation. 

Setup prerequisites for moving average  

Item model group 

Products are configured for evaluation by moving average through the item model group. An item 
model group with moving average as the inventory model can only be applied to products of the Item 
type. You cannot evaluate inventory by moving average for items of the Service type. 

Set up an item model group  

1. Click Inventory and warehouse management > Setup > Inventory > Item model 
groups. 

2. Click New to create a new item model group. 

3. On the Setup FastTab, these check boxes are selected by default: 

 Stocked product 

 Post physical inventory  

 Post financial inventory 

4. On the Inventory model FastTab, in the Inventory model field, select Moving average. 
The Include physical value check box is not available. However, when you apply moving 
average, physical transactions are always included in a cost calculation.  

Posting types 

Proportionally expensed amounts and adjustments must be posted to General ledger. To distinguish 
the proportionally expensed amounts from other transactions in General ledger, two unique posting 

types have been introduced:  

 Price difference for moving average  

 Cost revaluation for moving average 

Assign main accounts in General ledger to posting types for moving average 

1. Click Inventory and warehouse management > Setup > Posting > Posting. 

2. On the Inventory tab, click Price difference for moving average, and then click Add. 

3. In the Main account field, select the main account to use. 

4. Click Cost revaluation for moving average, and then repeat step 3 for this account type. 
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Production control parameters 

Set up Production control parameters 

1. Click Production control > Setup > Production control parameters. 

2. On the General tab, under Report as finished, select the Use estimated cost price check 
box. When this check box is selected, the estimated cost price is used rather than the cost 
that is registered on the product master. 

3. Under Posting, select Post picking list in ledger and Post report as finished in ledger. 

4. Under Estimation, select Price calculation. 

Working with moving average 

Conversion to and from moving average 

You can convert to moving average from one of the actual cost models (First in, first out [FIFO], Last 
in, first out [LIFO], or Weighted average) or from standard cost.  

If you want to convert from moving average, the conversion can only be to standard cost.  

Convert to moving average  

To convert the inventory evaluation method of a product to moving average, you must change the 
item model group of the product to an item model group that uses moving average. This would 
normally happen by the end of a fiscal year. 

Before you change the item model group of a product, consider the following information:  

 The conversion should normally happen by the end of a fiscal year. 

 Before costs are converted, the last month before the conversion must be closed by using the 

current method.  

 The change will be effective for open orders that use the product. 

 Inventory value is not affected by the change. 

Convert from standard cost to moving average 

To convert the inventory evaluation method of a product from standard cost to moving average, 
follow these steps:  

1. Bring the products that you want to convert to moving average down to a quantity of 0 (zero) 

and a value of 0.  

2. Change the item model group of the product to an item model group that uses standard cost.  

3. Enter the actual on-hand value and quantity of products again.  

Tip:  A product that uses standard cost must be brought down to a value of 0 (zero) and a 

quantity of 0 before conversion because of the existence of the InventCostTrans and 
InventCostTransVariance tables. If these tables have values, some cost calculations for the 
products will continue to be completed by using the standard cost method. 

Convert from moving average 

You cannot convert from moving average to LIFO, FIFO, or Weighted average, because these 
inventory models are settlement based.  
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Convert from moving average to standard cost 

For more information about how to convert from moving average to standard cost, see Standard 
Cost Conversion Guide. 

Handling of price differences between a product receipt and the 
invoice 

If some of the items on a purchase order have been sold, and there is a difference between the 
estimated cost of the purchase and the invoice, the full difference between the invoiced amount and 
the receipt cannot be recognized as inventory cost. In this case, you need to expense the difference 
proportionally.  

Tip:  A proportional expense calculation can also be created for produced items. For more information 
about produced items that are evaluated by moving average, see Production costing and moving 

average. 

Example: Proportionally expense a difference in price 

In this example, you post an invoice to a receipt, and there is a difference in price between the 
estimated price and the price that is actually charged for the product.  

After some of the units of the purchase are sold and thus taken out of inventory again, the value of 
the inventory cannot be based on the full quantity of the purchase.  

In this case, the difference between the estimated price and the actual price of the items that were 
taken out of inventory must be expensed.  

Follow these steps to identify some of the details of the example 

1. You purchase five pieces of an item and enter an estimated price of 10.00 per unit. 

2. You receive the items, and immediately afterward a sales order is created for two of the items. 
So two items are taken out of inventory again at the cost of 10.00 each. 

3. You receive the invoice for the purchase order and discover that you are actually charged 
12.00 per unit for the items, not 10.00 as was originally estimated.  

4. You open the invoice for the purchase order, change the cost per unit from 10.00 to 12.00, 
and then post the invoice. 

5. The additional cost of 2.00 per unit cannot be related to the sales order, because the sales 
order is already costed when you receive the invoice for the purchased items. Therefore, the 
system performs a proportional calculation, and the expense of 4.00 ([12.00 – 10.00] × 2 

units) is expensed on the Price difference for moving average account.  

View the amount posted from a proportional calculation 

To view amounts that are posted on the Price difference for moving average account based on 
a proportional calculation, follow these steps: 

1. Click Accounts payable > All purchase orders, and then select a purchase order. 

2. Double-click the purchase order to open the Purchase order form, and then select the line. 

3. On the Invoice tab, click Invoice.  

4. In the Invoice journal form, click Voucher. 

5. In the Voucher transactions form, in the Amount field, view the amount that is posted to 
the Price difference for moving average account.  

For information about account setup, see Assign main accounts in General ledger to posting types 
for moving average. 

http://www.microsoft.com/en-us/download/details.aspx?id=4306
http://www.microsoft.com/en-us/download/details.aspx?id=4306
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Revaluation for moving average 

If your moving average value is inaccurate because of, for example, a posting mistake, you can adjust 
the unit price of the on-hand inventory at any time.  

The moving average cost can only be adjusted as of the current date, so when you adjust the unit 
price of an item by using the following procedure, the adjustment date is always set to the current 
date. You cannot change the date when you post the adjustment. 

When you adjust the moving average cost, the adjustment is posted to the Cost revaluation for 
moving average account. For information about how to set up this account type, see Assign main 

accounts in General ledger to posting types for moving average. 

Adjust on-hand inventory value with moving average 

1. Click Inventory and warehouse management > Periodic > Closing and adjustment. 

2. Click Adjustment, and then click Revaluation for moving average.  

3. Click Select to select the item to adjust, and then click OK. The query only applies to the 
Product and Site financial inventory dimensions. 

4. In the Unit cost field, enter the new unit price of the inventory item, and then click Post. 

Backdating and moving average 

When you backdate a product receipt or an invoice, it is revalued to the current moving average cost. 
Also, a backdated issue is posted at the current moving average cost. With backdating, you cannot 

change the moving average going forward. 

Example: Backdate a transaction 

In this example, you want to backdate a transaction by adding a quantity of 1, because of a receipt 
that happened before the current date. The current moving average cost is 16.00, and you set the 

price of the backdated transaction to 20.00. When you backdate the receipt, the following cost 
calculations occur: 

 Your inventory is updated by the quantity of 1 as of the date of the backdate, but the moving 
average cost remains 16.00.  

 The additional 4.00 out of the 20.00 is expensed as of the date of the backdate. 

Production costing and moving average 

If you use moving average in production costing, costs can be based on the current costs of raw 
materials rather than on the cost price that was originally registered for the item master. When the 
finished good is reported as finished, the cost reflects the estimated product cost calculation that is 
executed by a release of production orders.  

The original cost calculation of the finished good might have happened months ago, and thus it might 
be outdated. With moving average, the result of a product cost calculation that is executed during the 

estimation process can be adopted rather than the cost from the original cost calculation of the 
finished good.  

Example: Use current costs in a BOM calculation 

In this example, you have a finished product, BM1, and a raw material product, RW1. Furthermore, 
the following details apply: 

 Both products are calculated by moving average. 

 The BM1 consumes two pieces of the raw material.  
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 A bill of materials (BOM) calculation has been activated with a unit cost of 10.00 for each piece of 
raw material. 

You create a production order for product BM1, and you buy two new pieces of raw material RW1 for 
the production order at a price of 12.00, which is slightly higher than the cost that is activated in the 

product master. During the estimation process of the production order, the cost price of 12.00 is 
applied, and this is the cost price that is included when you report the product as finished.  

Follow these steps to identify some of the details of the example 

1. Click Inventory and warehouse management > Journals > Inventory adjustment, and 
then create a new line. 

2. Select product RW1, enter 2 in the Quantity field and 12.00 in the Cost price field, and 

then post the journal.  

3. Click Production control > Production orders > All production orders. Select an 

instance of BM1 at the Reported as finished stage, and then create a production order. 

4. From the All production orders form, start a production of BM1, click Estimate to run an 
estimation of the BOM, and then click OK. 

5. In the Start form, on the General tab, select Always in both the Automatic route 

consumption and the Automatic BOM consumption fields, and then click OK. 

6. In the All production orders form, click Report as finished, and then click OK. 

7. On the View tab, click Reported as finished, and then, in the Production journal form, 
click Lines > Inventory > Transactions. Then, in the Inventory transactions form, on the 
Update tab, in the Physical cost amount field, notice that the value is now 24.00. The 
adjusted cost of 12.00 per unit has been applied for consumption of each of the two pieces of 
raw material. 

Reporting: View how moving average was calculated 

If you sort transactions on the inventory value report according to transaction time, transactions are 
listed chronologically, and you can view the costs from a moving average perspective. This way, you 
can verify that the cost of a moving average product has not been changed retroactively, even though 

the product has, for example, been adjusted by using backdating.  

In the following example, you’ll see how the cost of a product changes with the flow of business 
events. The two tables that follow are based on the same business events, but they are sorted 
differently.  

 The first table is sorted by transaction time. With this sorting order, the business events are 
aligned with the moving average perspective, where transactions are listed in chronological order. 

 The second table is sorted by posting date. This sorting order shows the financial impact of the 

business events; however, for a product that is calculated by moving average, the calculation of 
the average unit cost is not reflected the way you would assume for a moving average product. 

Example: View data differently for a product cost that is adjusted retroactively  

You have a product that is calculated with moving average, and the following business events are 
reflected in the tables that follow: 

 On October 3, you get a receipt for the purchase of two items of the product at 10.00 each.  

 On October 5, your company sells one item, also at the price of 10.00.  

 The product turned out to be a bit more expensive than originally estimated. Therefore, on 
October 7, you post an invoice with the unit cost of 12.00, so the average unit cost of the one 
remaining item is now 12.00.  
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 On October 8, the unit cost is adjusted to 16.00. The amount of 4.00 is posted to the Moving 
average revaluation account in General ledger. 

 On October 8, a product receipt that has been neglected by mistake is backdated to September 
28. The estimated price is 12.00. The difference of 4.00 between the current moving average unit 

cost and estimated price is recognized as inventory cost, and the amount is offset on the Price 
difference for moving average account. 

As you can see in the first table, when you sort the report according to transaction time, the beginning 
balance is 0.00, because the cost of 16.00 is recorded on October 8 as a backdated receipt.  

In the second table, transactions are not listed chronologically, so the cost of 16.00 is listed on 
October 1 as a transfer from the previous month.  

Reporting from a moving average perspective  

This report is sorted by the transaction time, and you view transactions chronologically. 

Transaction 
time 

Posting date Transaction 
type 

Quantity Amount Average unit 
cost 

 October 1 Beginning 
balance 

0 0.00 0.00 

October 3 October 3 Purchase 
receipt 

2 20.00 10.00 

October 5 October 5 Sales order -1 -10.00 10.00 

October 7 October 7 Purchase 
invoice 

 2.00 12.00 

October 8 October 8 Moving average 
revaluation 

 4.00 16.00 

October 8 September 28 Backdated 
receipt 

1 16.00 16.00 

 October 31 Total 2 32.00 16.00 

 

Reporting from a financial perspective 

This report is sorted by posting date, and you view postings to main accounts. 

Posting date  Transaction 
time 

Transaction 
type 

Quantity Amount Average unit 
cost 

October 1  Beginning 

balance 

1 16.00 16.00 

October 3 October 3 Purchase 
receipt 

2 20.00 12.00 

October 5 October 5 Sales order -1 -10.00 13.00 

October 7 October 7 Purchase 
invoice 

 2.00 14.00 

October 8 October 8 Moving average 
revaluation 

 4.00 16.00 

 October 31 Total 2 32.00 16.00 
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Create an inventory value report based on transaction time 

1. Click Inventory and warehouse management > Setup > Inventory > Inventory value 
reports to create an inventory value report setup. 

2. In the Inventory value reports form, click New, enter an ID and a name for the report, and 
then, in the Range field, select Transaction time. The transaction time is the actual date 
that the transaction is reported and the moving average cost for the product is updated.  

3. Click Inventory and warehouse management > Reports > Status > Inventory value > 
Inventory value. 

4. In the ID field, select the ID of the report that you created. 

5. Under Date interval, enter your date interval information. 

6. In the From date and To date fields, enter a date interval, and then click OK to run the 
report. 

Create an inventory value report based on posting date 

Follow the procedure for creating an inventory value report based on transaction time. However, 
in step 2, select Posting date in the Range field. The posting date is date where the transaction 

has a financial impact. 

Known issues 

When you use items that are associated with the moving average model, the following details apply to 
the assignment of costs: 

 Issues are always assigned a moving average cost. 

 You cannot associate costs with specific receipt transactions. 

Therefore, for items that are associated with the moving average model, you should be aware of the 
following limitations:  

Marking 

The concept of marking does not apply.  

Items purchased as fixed assets or consumed on projects 

A product that is purchased as a fixed asset or consumed on a project would normally be 
registered with the cost of the specific purchase order or the cost of the item consumption. 
However, if the product is also applied as an inventory item that is associated with the moving 
average model, it always gets the cost of the current moving average.  

Project transfers 

If you transfer an item from one project to another, the item is transferred from the project and 
into inventory, and it is then taken out of inventory again. Normally, you would use marking in 
such transfers to make sure that the correct cost is transferred with the item. However, because 

marking does not apply, this is not a valid approach. 
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Appendix 

The following illustrations provide an overview of the transaction flow that takes place when produced 
items are evaluated by moving average. 

The latest BOM calculation was run when the finished good was created in the system. At that time, 
the raw material had an estimated cost of 10.00. 

 

Raw materials and finished goods evaluated by moving average  

This section shows the relationship between the cost calculation and the business events when the raw 
material and the finished good are evaluated by moving average.  

Business events  

1. Create a purchase order. 

2. Post a product receipt (1). 

3. Post the production consumption (2). 

4. Post the production report as finished (3).  

Cost calculation 
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The correct moving average cost is used even if a receipt is posted for the raw materials before 
the production order calculation, as in the following sequence of events. 

Business events 

1. Create a sales order. 

2. Post a packing slip (4). 

3. Post the production with the status End (3). 

4. Invoice update the purchase order (1). 

Cost calculation 
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