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This statement should be applied in accounting for inventories other than:
· Work in progress arising under Construction Contracts (AS 7)

· Work in progress arising in the ordinary course of service providers

· Shares, debentures and other financial instruments held as stock-in-trade

· Producers’ inventory of livestock, agricultural and forest products and mineral oils, ores and gases


DEFINITION OF INVENTORY
Inventories are assets:
· Held for sale in the ordinary course of business,

· In the process of production for such sale or

· In the form of materials or supplies to be consumed in the production process or in the rendering of services.





Inventories are measured at


COST
NET REALISABLE VALUE (NRV)




Ascertaining NRV
· Estimated Selling Price

Less
· Estimated costs of completion
· Estimated costs necessary to make the sale

Components of Cost
· Cost of Purchase
· Cost of Conversion
· Other attributable costs

Exclusions
· Storage costs 
· Abnormal amount of wastage
· Selling & Distribution costs
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OTHER COST FORMULAS
· Apply Specific Identification Method for–
· Goods not ordinarily interchangeable;
· Goods/services produced and segregated for specific projects

· Apply FIFO, Weighted Average Method in other cases.

DISCLOSURE REQUIREMENTS

· Accounting policies relating to inventories

· Cost formula used

· Carrying amount of inventories with appropriate classifications


Cost Aspects



Costs of Purchase
1. Purchase price
2. Duties and taxes on purchase (net of refunds if any)
3. Freight Inwards
4. Other acquisition cost




Costs of Conversion
1. Direct Labour
2. Variable Production Overheads -based on actual use
3. Fixed Production Overheads - based on normal capacity



NRV Aspects



Estimating NRV
1. Based on reliable evidence
2. Considering price fluctuations
3. Relating to events after reporting period



Other Costs
Directly attributable to bring items to their present location and condition


Joint costs to be allocated on a consistent and rational basis


Ascertain and reduce NRV of small value by-products etc from cost of main product


Provide for contingent losses as per AS 4 -
1. On firm sales contracts in excess of inventory quantity held
2. On firm purchase contracts


Estimating NRV
1. Quantity of inventory held to satisfy firm sales - contract price
2. Excess inventory beyond contract requirement - General Selling Price


Valuation of WIP
1. Examine the value of FG
2. If expected sale value is below cost - write down WIP to NRV
























