AS PER ICDS-II “INVENTORIES”
Cost of purchase shall consist of purchase price including duties and taxes, freight inwards and other expenditure directly attributable to the acquisition. Trade discounts, rebate and other similar items shall be deducted in determining the costs of purchase. 
The requirements of para 5 of ICDS on including of duties and taxes in cost is in line with section 145A (1)(a) of the Act. 
Section 145A(1)(a) requires that the adjustments mentioned in sub-clauses (ii) thereof should be made to the valuation of purchase and sale of goods and inventory arrived at in accordance with the method of accounting regularly employed by the assessee ‘for the purposes of determining the income chargeable under the head profits and gains of business or profession’. 
Note: from the above words, it is clear that the method of accounting of the assessee need not be section 145A compliant.
As per para 23.23 of Guidance note issued by ICAI on Tax Audit under section 44AB
The adjustments envisaged by section 145A will not have any impact on the trading account of the assessee. In other words both under exclusive method of accounting and inclusive method of accounting, the gross profit in the trading account will remain the same.


The example in case where no input tax credit available at year end:

First year 

	 
	Quantity
	Rate
	GST
	Total Value (Excluding GST)
	Total Value (including GST)

	Opening stock
	
	
	
	
	

	- Raw Material
	10
	100
	5
	1000
	1050

	- Finished goods (including excise duty)
	8
	135
	17
	1080
	1216

	
	
	
	
	
	

	Purchase 
	150
	105
	5
	15750
	16500

	Sales
	110
	150
	14
	16500
	18040

	
	
	
	
	
	

	Closing stock
	
	
	
	
	

	- Raw Material
	40
	105
	5
	4200
	4400

	- Finished goods
	18
	135
	0
	2430
	2430

	
	
	
	
	6630
	6830

	
	
	
	
	
	

	
	
	GST on sales
	GST on purchase
	Duty payable
	Duty paid

	Duty payment
	
	1540
	750
	790
	790


	
	Profit & Loss Statement (Inclusive of duty)
	 

	
	
	
	
	
	

	Opening Stock
	2266
	Sale
	
	18040

	Purchase
	
	16500
	Closing Stock
	6830

	Duty difference on stock 
	14
	
	
	

	Duty payment
	790
	
	
	

	
Gross profit
	5300
	
	
	

	
	
	24870
	
	
	24870

	
	
	
	
	
	

	Profit & Loss Statement (Exclusive of duty)
	 

	
	
	
	
	
	

	Opening Stock
	2080
	Sale
	
	16500

	Purchase
	
	15750
	Closing Stock
	6630

	
Gross profit
	5300
	
	
	

	
	
	23130
	
	
	23130



Second year
	 
	Quantity
	Rate
	GST
	Total Value (Excluding GST)
	Total Value (including GST)

	Opening stock
	
	
	
	
	

	- Raw Material
	40
	105
	5
	4200
	4400

	- Finished goods
	18
	135
	0
	2430
	2430

	
	
	
	
	
	

	Purchase 
	120
	102
	5
	12240
	12840

	Sales
	110
	150
	14
	16500
	18040

	
	
	
	
	
	

	Closing stock
	
	
	
	
	

	- Raw Material
	64
	102
	5
	6528
	6848

	- Finished goods
	4
	133
	0
	532
	532

	
	
	
	
	7060
	7380

	

	
	
	
	
	

	
	
	GST on sales
	GST on purchase
	Duty payable
	Duty paid

	Duty payment
	
	1540
	600
	940
	940



	Profit & Loss Statement (Inclusive of duty)
	 

	
	
	
	
	
	

	Opening Stock
	6830
	Sale
	
	18040

	Purchase
	
	12840
	Closing Stock
	7380

	Duty difference on stock 
	120
	
	
	

	Duty payment
	940
	
	
	

	Gross profit
	4690
	
	
	

	
	
	25420
	
	
	25420

	
	
	
	
	
	

	Profit & Loss Statement (Exclusive of duty)
	 

	
	
	
	
	
	

	Opening Stock
	6630
	Sale
	
	16500

	Purchase
	
	12240
	Closing Stock
	7060

	
	
	
	
	
	

	Gross profit
	4690
	
	
	

	
	
	23560
	
	
	23560




The example in case where input tax credit available at year end:

	 
	Quantity
	Rate
	GST
	Total Value (Excluding GST)
	Total Value (including GST)

	Opening stock
	
	
	
	
	

	- Raw Material
	10
	100
	5
	1000
	1050

	- Finished goods
	8
	135
	17
	1080
	1216

	
	
	
	
	
	

	Purchase 
	150
	105
	5
	15750
	16500

	Sales
	110
	150
	14
	16500
	18040

	
	
	
	
	
	

	Closing stock
	
	
	
	
	

	- Raw Material
	40
	105
	5
	4200
	4400

	- Finished goods
	18
	135
	0
	2430
	2430

	
	
	
	
	6630
	6830

	
	
	
	
	
	

	
	
	GST on sales
	GST on purchase
	Duty payable
	Duty paid

	Duty payment
	
	1540
	750
	790
	840



ENTRY UNDER SECTION 145A FOR INPUT CREDIT BALANCE REVERSAL
	Opening balance of GST input
	01

	Closing balance of GST input
	50

	
	
	
	-50



	Profit & Loss Statement (Inclusive of duty)
	 

	
	
	
	
	
	

	Opening Stock
	2266
	Sale
	
	18040

	Purchase
	
	16500
	Closing Stock
	6830

	Duty difference on stock
	14
	
	
	

	Duty effect 145A
	-50
	
	
	

	Duty payment
	840
	
	
	

	Gross profit
	5300
	
	
	

	
	
	24870
	
	
	24870

	
	
	
	
	
	

	Profit & Loss Statement (Exclusive of duty)
	 

	
	
	
	
	
	

	Opening Stock
	2080
	Sale
	
	16500

	Purchase
	
	15750
	Closing Stock
	6630

	
Gross profit
	5300
	
	
	

	
	
	23130
	
	
	23130



Second year
	 
	Quantity
	Rate
	GST
	Total Value (Excluding GST)
	Total Value (including GST)

	Opening stock
	
	
	
	
	

	- Raw Material
	40
	105
	5
	4200
	4400

	- Finished goods
	18
	135
	0
	2430
	2430

	
	
	
	
	
	

	Purchase 
	120
	102
	5
	12240
	12840

	Sales
	110
	150
	14
	16500
	18040

	
	
	
	
	
	

	Closing stock
	
	
	
	
	

	- Raw Material
	64
	102
	5
	6528
	6848

	- Finished goods
	4
	133
	0
	532
	532

	
	
	
	
	7060
	7380

	
	
	
	
	
	

	
	
	GST on sales
	GST on purchase
	Duty payable
	Duty paid

	Duty payment
	
	1540
	600
	940
	1010



ENTRY UNDER SECTION 145A FOR INPUT CREDIT BALANCE REVERSAL
	Opening balance of GST input
	50

	Closing balance of GST input
	70

	
	
	
	-20

	Profit & Loss Statement (Inclusive of duty)
	 

	
	
	
	
	
	

	Opening Stock
	6830
	Sale
	
	18040

	Purchase
	
	12840
	Closing Stock
	7380

	Duty difference on stock
	120
	
	
	

	Duty effect 145A
	-20
	
	
	

	Reversal of op GST input 
	-50
	
	
	

	Duty payment
	1010
	
	
	

	Gross profit
	4690
	
	
	

	
	
	25420
	
	
	25420

	
	
	
	
	
	

	Profit & Loss Statement (Exclusive of duty)
	 

	
	
	
	
	
	

	Opening Stock
	6630
	Sale
	
	16500

	Purchase
	
	12240
	Closing Stock
	7060

	
	
	
	
	
	

	Gross profit
	4690
	
	
	

	
	
	23560
	
	
	23560



