AS-2: VALUATION OF INVENTORY L‘I
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AS-2: INVENTORY VALUATION
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QUESTION 9 NRV = 240 XSDO NOTES

Mr. Nana Patekar gives the following information relating to items forming
part of inventory as on 31-3-2018. His factory produces Product X using Raw
material A.

(i) 600 units of Raw material A (purchased @ X 120). Replacement cost of raw
material A as on 31-3- 2018 is ¥ ﬂfwr unit.

(i) 500 units of Eartlz tinished goods in the process of producing X and cost
incurred till date X260 per unit. These units can be finished next year by
incurring additional cost ofE 60 per unit. Zra mmplehbn wost

(iii) 1500 units of finished Product X and total cost incurred X 320 per unit.
Expected selling price of Product X is X 300 per unit.

Determine how each item of inventory will be valued as on 31-3-2018. Also
calculate the value of total inventory as on 31 -3-2018.

Answer:

Quote: As per AS-2: Inventory Valuation, inventory should be valued at cost or
NRV which ever is lower.

However, raw materials and other supplies held for use in the production of
inventories are not written down below cost if the finished products in which
they will be incorporated are expected to be sold at cost or above cost.

If however, when there has been a decline in the price of materials and it is
estimated that the cost of the finished products will exceed net realizable value,
the materials are written down to net realizable value. In such circumstances,
the replacement cost of the materials may be the best available measure of
their net realizable value.

Analysis: In the given case, selling price of product X is X 300 and total cost per
unit for production is X 320. This means that the NRV of finished goods is below
cost.

Conclusion: Hence the valuation will be done as under.-

(i) 600 units of raw material will be written down to replacement cost as market
value of finished product is less than its cost, hence valued at X 90 per unit.

| (ii) 500 units of partly finished goods will be valued at 240 per unit i.e. lower of
| cost X 320 (X 260 + additional cost X 60) or Net estimated selling price I 240
: (Estimated selling price X 300 per unit less additional cost ofX 60).

| (iii) 1,500 units of finished product X will be valued at NRV ofX 300 per unit since

: it is lower than cost X320 of product X.
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