




INVENTORIES 
 
Inventory can be defined as assets held  
♦ for sale in the ordinary course of business, or  
♦ in the process of production for such sale, or  
♦ for consumption in the production of goods or services for sale, including maintenance supplies and 
consumables other than machinery spares, servicing equipment and standby equipment. 
 
Inventories should be generally valued at the lower of cost or net realizable value 
 
Cost of inventories should comprise  
1. all cost of purchase, 
 2. costs of conversion (primarily for finished goods and work - in progress) and  
3. other costs incurred in bringing the inventories to their present location and condition. 
 
Exclusions from cost of inventories: Following expenses are generally not included in the costs of 
inventories:  
(a) abnormal amounts of wasted materials, labour or other production overheads:  
(b) storage costs, unless those costs are necessary in the production process prior to further 
production stage;  
(c) administrative overheads that do not contribute to bringing the inventories to their present location 
and condition; 
(d) selling and distribution costs 
(e) Interest and Finance costs  
 
Net realizable value: This is the estimated selling price in the ordinary course of business less the 
estimated costs of completion and the estimated costs necessary to make the sale.  
 
 
INVENTORY RECORD SYSTEMS 
 
Periodic inventory system is a method of ascertaining inventory by taking an actual physical count (or 
measure or weight) of all the inventory items on hand at a particular date on which inventory is valued. 
 
Perpetual inventory system is a system of recording inventory balances after each receipt and issue. 
 

S. 
No. 

Periodic Inventory System Perpetual Inventory System 

1 This system is based on physical 
verification. 

It is based on book records. 



2 This system provides information about 
inventory and cost of goods sold at a 
particular date. 

It provides continuous information about 
inventory and cost of sales. 

3 This system determines inventory and 
takes cost of goods sold as residual figure. 

It directly determines cost of goods sold and 
computes inventory as balancing figure. 

4 Cost of goods sold includes loss of goods as 
goods not in inventory are assumed to be 
sold. 

Closing inventory includes loss of goods as all 
unsold goods are assumed to be in Inventory. 

5 Under this method, inventory control is not 
possible. 

Inventory control can be exercised under this 
system. 

6 This system is simple and less expensive. It is costlier method. 

7 Periodic system requires closure of 
business for counting of inventory. 

Inventory can be determined without affecting 
the operations of the business.    

 
FIFO / LIFO / Simple Average / Weighted Average  
 
A manufacturer has the following record of purchases of a condenser, which he uses while manufacturing 
radio sets: 

Date Quantity (units) Price per unit 
Dec. 4 900 50 
Dec. 10 400 55 
Dec. 11 300 55 
Dec. 19 200 60 
Dec. 28 800 47 

Total Quantity 2,600 
 

   

Date Quantity (units) 
 

Dec. 5 500 
 

Dec. 20 600 
 

Dec. 29 500 
 

Total 1,600 
 

 
Adjusted selling price method 
 
M/s X, Y and Z are in retail business, following information are obtained from their records for the year ended 

31st March, 2022: 
Goods received from suppliers (subject to trade discount and taxes) ₹ 15,75,500 
Trade discount 3% and GST 11% 
Packaging and transportation charges ₹ 87,500 



Sales during the year ₹ 22,45,500 
Sales price of closing inventories ₹ 2,35,000 
Find out the non-historical cost of inventories using adjusted selling price method. 

Determination of cost of purchases: 
 

  

Goods received from suppliers 15,75,500 
Less: Trade discount 3% -47,265  

15,28,235 
Add: GST 11% 1,68,106  

16,96,341 
Add: Packaging and transportation charges 87,500  

17,83,841   

Determination of estimated gross profit margin: 
 

  

Sales during the year 22,45,500 
Closing inventory at the selling price 2,35,000  

24,80,500 
Less: Purchases -17,83,841  

6,96,659 
Gross profit margin 28.09%   

Inventory valuation: 
 

  

Selling price of closing inventories 2,35,000 
Less: Gross profit margin 28.09% -66,012  

1,68,988 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
INVENTORIES TAKING 
 

 
 
 
 
 

 
 
 
 



 
 

 

 
 
 
 
 
 
 
 
 



 

 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
 



 


