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AS-02: INVENTORY  
 

MEANING OF INVENTORIES 
 
Inventories are the assets: 
✓ Held for sale in the ordinary course of business (Finished Goods/Stock-in-Trade) 
✓ In the process of production for such sale (Work-in-progress) 
✓ In the form of material or supplies to be consumed in the process or in the rendering of 

services (Raw material) 
 

Note: Inventories do not include  
a) spare parts 
b) servicing equipment and  
c) standby equipment  
which meet the definition of PPE as per AS 10.  
Accounting treatment of such items shall be done in accordance with AS 10. 
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NON-APPLICABILITY OF AS 02 
 
This standard does not apply to  
✓ WIP arising under construction contracts (AS 07) 
✓ WIP of service providers 
✓ Shares, debentures and other Financial instruments held as stock in trade  
✓ Producers’ inventories of Livestock, agricultural and Forest products and Mineral oils, 

ores and gases to the extent that they are measured at NRV. 
 
 
 
 
 
 
 
 
 
 
 
 
 

VALUATION OF INVENTORY 
 
✓ Inventory should be valued at cost or NRV whichever is lower 
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COMPUTATION OF COST OF INVENTORIES 
 
 
 
 
 
 
 
 
 
 
 
 
Cost of Purchase 

Basic Purchase Price - 

+ Duties and Taxes (Non-refundable) - 

+ Freight Inward - 

+ other directly attributable expenditure - 

- Trade Discount and Rebates - 

Cost of Purchase  - 

 
Note: Directly Attributable Expenditure includes: 
✓ Buying commission where purchase of material is possible only through Buying agents 
✓ Cost of containers  
✓ Transit Insurance 
  

Cost of Purchase

Conversion Cost

Other costs incurred in Bringing the 
inventory to their present location and 

Condition
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Cost of Conversion 
 
 
 
 
 
 
 
 
 
 
 
AP = Actual Production 
NC = Normal Capacity  
  

Cost of 
Conversion

Direct Costs
Use Actual 

Values

Indirect Cost

Fixed 
Production 
Overheads

If AP>NC, use 
AP

If AP<NC, use 
NC

Variable 
Production 
Overheads

Use Actual 
Values
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Cost of Conversion (Residual Cases) 
 
CASE 1: When Joint Product is formed and cost of conversion of each product are not 
separately identifiable 
 
Treatment: Allocate cost of conversion on a rational & consistent Basis (i.e. allocate in the 
ratio of their relative sales value of each product either at the stage of production or at the 
stage of completion of production. 
 
CASE 2: When By-Product (scrap or waste materials) is formed along with Main Product 
 
Treatment:  
Step 1: Measure such scrap at NRV 
Step 2: Deduct its value from the cost of main product 
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Other Costs 
 
Include only if incurred in bringing the inventory to their present location and condition 
Example: Cost of designing products for specific customers 
 
 
 
 
 
 
 
 
 
 
 

Exclusions from the cost of Inventories (PARA 13) 
 

✓ Abnormal Loss 
✓ Storage Cost 
✓ Administrative overheads 
✓ Selling and Distribution Overheads 
✓ Interest and other borrowing costs 
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Cost Formulas 
 
a) Specific Cost Identification Method: Specific costs are attributed to identified items of 

Inventory for items that are not ordinarily interchangeable 
b) FIFO or Weighted Average Method: used in other cases 
 
 
 
 
 
 
 
 
 
 
 
 
 

Net Realisable Value (NRV) 
 

Computation of NRV 

Estimated Selling Price - 

Less: Estimated Selling Expenses - 

Less: Estimated Cost of Completion - 

Net Realisable Value - 

 
Notes: 
a) Value Inventories at NRV on Individual Basis and not on Global Basis 
b) NRV = Contract Price, in case of Firm/Committed Contract of Sale 
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Valuation of Materials and Other supplies (PARA 24) 
 
a) If SP of FG ≥ CP of FG: Value Raw Materials at CP 
b) If SP of FG < CP of FG: Value Raw Materials at Lower of CP or RP 
 
SP = Selling Price 
CP = Cost Price 
RP = Replacement Price 
FG = Finished Goods 
 
 
 

Disclosure Requirement 
 

Kya राजा ! Ab Disclose कर ले ? 
✓ Formula used to Find Cost 
✓ Accounting Policies used 
✓ Total Carrying amount of inventories 
✓ Classification of amount of inventories 
 
 
 

 
 












