CURRENT AND NON CURRENT CLASSIFICATION OF INVENTORIES

The ministry of corporate affairs (MCA) has issued revised schedule VI which lays down a new format for preparation and presentation of financial statement by Indian companies for financial year commencing on or after 1 April 2011. The format prescribed as per revised schedule vi is more close as per international practice which gives edge to Indian companies to present its financial statement which is more similar to international reporting keeping in view that IFRS is near to adoption. The revised Schedule VI introduces some significant conceptual changes such as current/non-current distinction, primacy to the requirements of the accounting standards, etc. While the revised Schedule does not adopt the international standard on disclosures in financial statements fully, it brings corporate disclosures closer to international practices. Overall the attempt is largely successful in modernizing and simplifying the Schedule and making it more relevant to the present needs. One of the element of Asset side is inventory which shall be classified in following ways as per Revised schedule VI


CLASSIFICATION OF INVENTORIES

 (
Inventories
)
				

Inventories of Raw                Work in progress                  Inventories of Finished               Inventories of
       Material                            			             goods Stock-in-trade	               spares


Inventories are classified into current and non-current categories by applying:

I. Firstly, Operating cycle criteria (operating cycle is time from acquisition of an asset in the normal course of business till its consumption in processing or sale realization in cash or cash equivalents. If the operating cycle of entity is not clearly identifiable, it should be taken as 12 months)

II. Secondly, check whether such item of inventory can be realized within 12 months after the reporting date. This is not an arbitrary management assumption. To satisfy this criterion there is a need for supportive evidence.

III. Third, asset which is held primarily for the purpose of being traded: - This is applicable to inventories of finished goods of manufacturing companies, and stock-in-trade of a trading company. However, when such inventory could not be sold in the normal operating cycle and could not be realized within 12 months after the reporting date , they perhaps lost the status of held for trade. Once a held for sale asset is realizable within 12 months after the reporting date, they are classified as current asset. It is an overlapping test. 


