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Inventory Valuation

Technique
—_—

—

Inventory not ordinarily

Inventory ordinarily
interchangeable interchangeable
-
Historical Cost Non Historical L
Methods Cost Methods
Specific Identification Method
I l (applicable when individual items
be clearly identified and specific
FIFO Retail Inventory / cn
tandard Cost i
Adjusted selling price E a;[:hogos costs are attributed)
method \/
It takes into account normal
Weighted levels of consumption (and are
Average It is used when large reviewed regularly)
numbers of rapidly ~
changing items with Materials
similar margins are R
involved
Supplies
~__
Cost is determined by Labour
reducing sales value of efficiency
the inventory by the
appropriate percentage [
gross margin Capacity
utilisation
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i Information about the carrying amounts held in different
i classification of inventories and the extent of changes in these assets
i must be disclosed in financial statements.

Finished goods, I */ Stores and spares,

Work in progress, Loose tools,

(e D [ Net Realisable
i Raw materials and
mponen

Realisable Value less Selling Expenses less
estimated cost of completion
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AS 9 “REVENUE RECOGNITION”
AS 9 explains the timing for recognition of revenue in the Sale of Goods
financial statements and also state the circumstances under  Revenue from sale of goods should be recognised when the

which revenue recognition should be postponed. requirements as to performance as set out in the standard are
satisfied.

.-. [ lnmdmimomvoéﬁwbemedn ]

Revenue is the gross inflow of cash, receivables

or other consideration arising from

Seller of goods has
transferred to the buyer the - .
: No significant uncertainty
property in the goods for a exists regarding the amount
price or all significant risks P
and of o i of the consideration that
AS 9 does not deal with reveue arising from have m‘““““'m"s " ‘“’;‘: e will be derived from the

buyer and the seller retains sale of the goods.

no effective control of the
goods transferred.

A

Construction contracts

Hire-purchase, lease agreements
Government grants and other similar subsidies

Rendering of Services

Revenue from service transactions is usually recognised as the
service is performed.

Methods of recognition of Revenue

Proportionate W [ Completed service ]

completion method contract method

L

() Recognition of revenuein | ' (i) Recognition of revenue

the disposal

n-c

the statement of profit and in the statement of profit
loss proportionately and loss only when the
the degree of completion rendering of services
of services under a under a contract is
contract. completed or substantially
i) ists of ed.
Items not eva > the execution of more (ii) Services become

cluded

thin the chargeable.

definition of (iii) Performance consists of

) “revenue” roportionatel the execution of a single

Realised gains hold propo ly e exec sing]
resulting from i by reference to the act.

the dischar e performance of each act.
of an obligation value t L
at less than its =
carrying amount Realised or
unreali in herds and
resulting fro. ricultural and
changes in foreign rest products
exchange rates

nd adjustments
to translation
of foreign
currency financial
statements
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Use of Enterprise Resources by Other Parties Effect of Uncertainties on Revenue Recognition

Use of enterprise resources by others may yield revenue in the =~ Where the ability to assess the ultimate collection with reasonable

form of Interest, Royalties and Dividends. certainty is lacking at the time of raising any claim, revenue
recognition is postponed to the extent of uncertainty involved.

Recognition of Revenue when enterprise When the uncertainty relating to collectability arises subsequent

[ resources are used by others to the time of sale or the rendering of the service, it is more

appropriate to make a separate provision to reflect the uncertainty
rather than to adjust the amount of revenue originally recorded.

Royalties - “z::':::;:: ;o In addition to the disclosures required by AS 1 “Disclosure

Ill(ﬂ’eS(j ACC{'“‘]"““S receive the payment of Accounting Policies’, an enterprise should disclose the

Time basis dependjfng upon the is establil:h); d circumstances in which revenue recognition has been postponed
terms of agreement. -

pending the resolution of significant uncertainties.
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AS 1 “DISCLOSURE OF AGGOUNTING POLICIES”

Introduction

AS 1 deals with the disclosure of significant accounting policies

followed in preparation and presentation of financial statements.

[ AS1covers D

( Fundamental Accounting
Assumptions

]
Accounting Policies

These assumptions
underlie the preparation
and presentation of
financial statements.

Accounting policies refer
to the specific accountin
principles and the methods
of applying those principles
adopted by the enterprise
in the preparation and

presentation of financial
statements.

[ I 1

Going Concern Consistency i Accrual

The enterprise Accounting Revenues

is normally policies are and costs are
viewed as a considered to accrued, that is,
going concern, be consistent recognised as
that is, as from one they are earned
continuing in period to or incurred

operation for another. and recorded

the foreseeable in the financial
future. statements of
the periods
to which they

relate.

—

Prudence i SUbSt?r;el OYER Materiality i

Provision is made for all known liabilities and losses even though
the amount cannot be determined with certainty and represents
only a best estimate in the light of available information.

Not required
to be
disclosed

If followed

Fundamental
Accounting
Assumptions

If not $peciﬁc
Tyl disclosure
required
in financial

statements.
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Accountant has to make decisions from various permitted

alternative methods for recording or disclosing various items in :

the books of accounts for example:

Disclosure of Accounting Policies

All significant accounting policies adopted in the preparation and
presentation of financial statements should be disclosed.

Balance  Method,  Units  of
Production Method etc.

This list is not exhaustive.

Considerations in Selection of Accounting

Policies

True and fair view of the state
of affairs of the enterprise as
at the balance sheet date;

Correct determination of
profit or loss for the period.

Inventories FIFO, Weighted Average etc.
8 S Disclosure should form part of the financial statements.
Cash Flow Statement Direct Method, Indirect Method
Depreciation Straight Line Method, Reducing Disclosure of accounting policies or of changes therein cannot

remedy a wrong or inappropriate treatment of the item in the
accounts.

Disclosure of Changes in Accounting Policies
|
[

|
Not
ascertained

| Fact of such change to be
disclosed in current period.
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AS 2 “VALUATION OF INVENTORIES”

Introduction Definition of Inventories

AS 2 (Revised) ‘Valuation of Inventories; provides complete :
guidance for determining the value at which inventories, are :
carried in the financial statements until related revenues are ;
recognised. It also provides guidance on the cost formulas that :
are used to assign costs to inventories and any write-down }
thereof to net realisable value. H

Scope of AS 2

Ll

Held for In the
sale in process.of In the form of
the production materials* or supplies*
ordinary for such to be consumed in
course sale
of business
It includes It includes Production
goods Finished process
purchased goods or
and held work in
for resale progress,
produced,
or deri
materials R;" cring
] of services
supplies
awaiting
use in the
production
process
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[ When more than one product is produced in the process )

Outcome - Joint products

Main product with a

Outcome -
By-product

When the cost of conversion
of each product is separately
identifiable

Cost of each product
is calculated on the
basis of separate cost
incurred.

‘When the cost of conversion
of each product is not
separately identifiable

( When the by-product is
immaterial

Allocation of cost is based on
relative sales value of each product
either at the stage in the productio:
process when the products become

separately identifiable, or at the
completion of production.

By-product is
measured at NRV and
this value is deducted
from the cost of the
main product.

[ When the by-product is
material

By-product is treated
as joint product

and accordingly, the
accounting is done.
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Determination of Cost of Inventories

Duties and other taxes (non-
recoverable from the taxing authorities)

_( Other expenditure directly attributable D

Trade discounts, rebates, duty
drawbacks and other similar items are
deducted in determining the costs of
urchase

Fixed production
overheads (remains
relatively constant
regardless of the volume
of production)

* Variable groduction

overheads (It vary
direcc';l?', or nearly
directly, with the
volume of production)
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NRYV is deducted
from cost of main /
joint products

Sale value at
Separation

Sale value at
Completion

At Actual
Production

At Actual
Production**

At Normal
Capacity*

*When actual production is almost equal or lower than normal capacity.
** When actual production is higher than normal capacity.
*** Allocation at reasonable and consistent basis.

«  Abnormal amounts of wasted materials, labour, or other production costs;

«  Storage costs, unless the production process requires such storage;

«  Administrative overheads that do not contribute to bringing the inventories
to their present location and condition;

+ Selling and distribution costs.

Costs excluded from
the cost of inventories
and recognised as
expenses





