
 AS2 Inventories

Definition
Heldforsale in ordinarycourseof
Business FinishedGoods

Inventories Assets which are used in the process ofproductionforsuch sale work in Progress

In theformofmaterialsto be
consumed in productionprocess
Rawmaterials

2 Scope

Following are excluded from the scopeof As2
If Bldg ready flatsready F
AS2 Bush hona chatriy

i work in progress arising under construction contracts
coveredunderAS7

ii Share Debentures otherfinancial instrumentsheld as stock in trade
covered under AS 13

IndAs41
iii Producers of livestock agricultural forestproducts MOAS

iv mineral oils ores 2gases II s

3 Measurement

lower of
e

COST or NetRealisable
Value

Boolls
eg Inventory cost 100

NetSpf MRI 90



Kanufactoring4 Cost of Inventories Bun
TradingBush

Cost of Purchase ofRawMaterials FinishedGoods

Purchase Price less Tradediscounts

Duties Non RefundableTaxes If taxes are refundablethey will notform
partof cost of Inventory

All Directly Attributable Expenses eg Handlingcost FreightTransportFxp
Basically all directexpenses Insurance of Purchase Brokerage
which are necessary to bringing Commissionpaid to BuyingAgentetc

inventory in present location a condition

RM se FG main conventKarne Ka Kharcha

Costof Conversion
Direct cost Direct Material Direct labor Direct Expenses 1ˢᵗ
Variable Overheads Based of Actual capacity eg Book sticker
Fixed Overheads Based on Normalcapacity

Akhabaagor Actual capacity whichever sahaats
eg FactoryRent I 100,000 It ishigher
Ptroduction Kitnabhikaro This is to

calculate Fixed
rent will be still 100,000 cost p.ae

19 deer
2000Boots 800sticker

Eg Fixedoverheads Allocation to costof Inventory

O Jatin Itd Moomalcapacity 100,000units

Actualcapacity 75.000units

Based on

11388ufacturing Moomal capacity

Fixed cost incurrent I 150000

FactoryRent



ep Fixedcostp.us 150000

100000 units

15p.m

220 Total Fixed cost 150000

C

BalancingInventory
Actual 75000 units figure

He
I 1.5 p a

1 12.500
37500

unabsorbed cost

plofit lossAlc Exp
Add tocostof
inventory

FactoryRent FixedOH 150000 BasedonMoomalcapacity

Normal capacity 100,000units

Actual capacity 100,000units

Fixed cost p a 2150000 1.5p.cl
100000Units

Fixed Cost 150000

c

Inventory Balfig
Actual 100,000units I 1 5 NIL

150000



FixedOH 2150000 Basedon Normalcapacity
ActualNormal capacity 1.00.000units

Actual capacity 1.20.000units

Fixed cost p.ae 150000

100000units

5 PU F1.25p.m

120000units

FixedCost 150000

C

Inventory Baefig
Actual 120000units 1.55 P Hi

7180000
2150000

920Q B Pg4.16

FixedOH 18 lakhs

Normalcapacity 1,00000units

case Actual capacity 1.00.000units

Fixed costp.us 181
Tunits
18p u

Total Fixed Cost 18lakhs

Allocate to Inventory ActualProd 100000units 18 181

ii Bal trf to PIL



Case Actual capacity 90,000units

Fixed costp.us 181
1 Lunits

718p.m

Total fixedcostp u 1800,000

Allocate of Inventory ActualProduct 90000units 18 16.20.000

i Bal tot to PIL 180000 Exp
181 1624

dec Actual Production 1.21 units

Fixed costp.us 1
15 p.ae

Divide bynormal or actualwhichever
is higher

1.2Lunits

Total fixedcostp u 1800,000

i Allocate of Inventory ActualProduct 1.21units 15 18,00000

ii Bal tot to PIL NIL



Exclusions from costof Inventories
i Abnormal wastage

ii Storagecost But if storage is a part of production then we will
Inventory Banne ke
Baad ka cost consider storagecost in cost of Inventories eg IIff.LYiii AdministrativeOverheadtegsalary toemployeeswho are not in facturing
in Selling Distribution Overheads eg Anduta markets

Pantanofufactun

i Addtocost
Interestcharges eg laptop ofInvento

Cooma

Day 1 lakh 10laptop 101

payment
111

lakh forInterest
After 1Year

InventoryCost FIOL

F1 For 1 year creditperiod
Interest PIL

Do Not add to

cost of Inventor
1000 5 8013000

Abnormal wastage
Eg 1000 Bookspurchased 150p u 150000

Normal loss 5

Out of 1000 Books only 920 were in goodcondition
ooo 5

Total loss 80 Books
Nomad loss 50 Books Koi diktat nahihai

Abnormal loss 30 Books PIL

step

We have to compute revised p.ie costofBooksafter considering normal loss
Total cost 150000 157.89p u
Total units Normal 950units

loss

step



Actual units 920 units 157.89p.ie 145259 Add to cost to Inventory
Abnormal loss

fg
157.89p a 4737 Abnormal loss PIL

units 149995
or

www
150000

approx

Eg Milk 5000 litres I 50 per litre

Normal loss 2

Milkactually receive is only4750 litres
Calculate Aut to be allocated to cost of Inventory alsocalculateAult of
Abnormal loss tof to PIL

total 100MY
Son Revisedcostp.us 250000

4900litres
P fff.pt150Aggs

Can of Aut to beallocated to Inventory ATL 4750litres 5.02pm 242347

P
Abnormal loss 150 litres 57 02pm 7653

4900litres 250000

1 Fixed OH allocation 2 Abnormal loss calculation Are2 diff concepts

2 If there is no abnormal loss then no need to do above calculation full Amoun

paid will be allocated to cost of Inventory



illus 3 Pg4 1

Total units 5000 MT E1000p.ie
5000 51

Moamal loss 5 total loss300Mt is si ij
Total wastage 300Mt

Revised costp.us 50,00000
4750Mt 5000 5 normalloss

1052.63p.ee

Amountallocated to cost of Inventory ActualProd 4700Mt 1052.63p.us494736
ii Abnormal loss 50Mt 1052.63pA 52632

4750Mt 5000,00
appro

s Costsfoamala twitter.lihgsubject
v

FIFO WAM specific standard Retail
First in weightedAvg Identification cost method

first out method method method thism'ethodis

t oftenused

archas'd It is used when
usedwhen when items

eg 1 4 10086 20 inventory are not
actualcost are rapidly

Eg incurred changing4
cannot be

116 70units 25
Below interchangeable identifiedeasily ar

notrelevant eg Jewellery It takesinto grohangaccountnormal
are Gouuits 0 levelsofmaterials hugprice

114 1Ring 10k labours capacity ofInvent

oos counts 20 1200 1Chain 50k utilization less

cesshe 40units 1sttot 20 800 Bangle 75k

tounits 2ⁿᵈ 1017825 1750
we

ftf man2550 75k Here which item is sold can be
clearly identifiedalongwithcos



m g
In exam always checkwhat is asked Colts or CU Stk

COGS Jo inventory becha uska cost
as stk To inventorypada huahai aska cost

cg on weightedAvg

iodonts 20 2000

116 70units 25 1750

3750 Avg costp a 3750 22.06p a
sale Gouuits 30 170units

COGS 60units 22.06 1324

custk 110units x 22.06 2426

Note LIFO isprohibited under AS 2

s FG

6 MRV NetRealisable value WIP
Rawmate

AJ FG NIV
Estimatedselling Price

Estimated cost tomake the saleCegCommissionBrokerage PackagingDeliverycost
ofsellingetcMRUofFG

3 WIP MRN

EstimatedsellingPrice of FG xx

E Estimate costofcompletion xx

Estimated cost tomake the sale xx

NRVof welp



Eg WI
costincurred till date 150

selling price of FG 250

selling cost 20

Costyet to beincurredforcompletion 100

WIP lower of cost 150

NRV 130

5 of FG 250
a costofcompletion 100

selling cost 20

130

RawMaterial MRN we havepurchasedRawmaterial to consume in FG notto
sale

u

Valuationof Raw material is Dependenton FG

If FGissold atcostorabovecost If FG is sold Below Cost

MeasureRM cost Measure Rin at Replacement cost
a

Replacementcost is theamount that an

entity would have topay to replace the

asset atpresenttimeaccording to its current worth

eg FG Cost 100eg FG fit 1,98 MAY 90

Rid s Cost 20 Rin s cost 20

Replacement 18 Replacement 18cost cost
G issoldabovecost Rin cost I20 FG issold Belowcost Rin replagggenty



7 Allocationofcost of JointProducts Byproducts
c In case of JointProducts
when cost of conversion of each main products cannot be identifiedseparately

they need to beallocatedin sales ratio total units x sellingpricep a

In case of Byproduct
MostByproducts are immaterialthereforethey are measured at NRY
NRY of Byproduct will bedeductedfrom total cost of conversion
after deducting Net costof conversion will be allocated to main products

In ques sometimes ProfitfromByproductscrapwill also begiven But remember
that we dont need Profit we needMRY IgnoreProfit

eg AmulCo Byproduct Scrap
Additional Chaas Buttedmilk

c
wastage

Butter cheese
eesea
Buttes Irv scrapvalueFfintPok sells Price 1L

is to be allocated in sellscost 10k

total sales ratio Noofunits packagingCost

produced selling may

loodoounits

e

off
75000units

I 15p.ee SP given Dgiven total cost 101

otal 15.00.000 MRffreduce90k
ales
value Netcost 9.11

Costallocation 6,06,667 303,333 Buttedcheese
91
2 5



2BPI.skapCDI
O

Be

outferfullinInventoryasnormalprodcapacitynogiven

CBY
MNRY Ignore we want

crap NRV

Total cost of Main Products

Raw material 150000

wages 90000
ModmalProd capacitynotgiven

FixedOH 65000 full fixed0H added to cost

Var OH 50000

Total cost 355000

less NRVofByproducts
BP 30000 2000units 20 8000 2000

scrap Given 5000

Net cost 320000

MPI MPI

5000units 760 4000units 50

300000 200000



location 192000 128000

of cost 32000034 320000 34

No of 5000 units 4000units
units

costperp.u.F38.4p.ee cost 32 p.ie
URY 60 p.ee NRV I 50 p n

value of Cls Stk Qty Rate Total

MP I 250 38 4 9600

MPI 100 32 3200

12800

X x x

AS2 7hr0 Revise 3 5hm

He

Bhuegaye
µ
Ion Revisionvi.de

4oytuheCAAakashKandoi



Illus 2

Purchase 40 lakhs 100

Sold 30lakhs 75

Castle cost 10 lakhs 25
NPV 9.9 lakhs

selling
Frice11 lakhs

a sell8cost 101 11lakhs

9.9lakh

is stk value 9.9 lakhs

1164 ReferQ B

Illus 8

welp

Cost 530

MRI
sellingprice of FG 750

C1Cost of completion 310

cost of sale Brokerage 30 750 4

NRV 410

WIP cost or NRY whichever is lower i e I 410



Quest LDR

Calculation of material costperkg F
includes9ˢᵗ

Purchase Price 20000Kgs 110 22.00.000

less GST InputTax credit 20000Kgs 12 240000

19,60000

Add Freight 1,17600
2 7819Total cost 20,77600

NoofKgs afternormal loss 20,9 0 987 19600Kgs
Revisedcostp.ae

Material costperkg 106 kg
2901921

Allocation of Material cost total loss _Nor
loss
400kg

ActualUnits 19500 500195
Aplossconsumed 18000 106 19.08.000
100kg

cis stk 1500 106 1590000

Ab loss 1001191 I 106 710600 Trf toPIL

dues3

Cost weightedAvgmethod

E 108 20units 2160
I 107 15units 1605

2109 30units 3270

I 107 15units t

Total cost

No ofunits 80 units

Avgcostp.ee 108



Cls Sk units 80purchase CI 60 issued

20 units

Cls Stk
i cost 20 units x 108 2160

ii NRV 20units 107.75 2155

Cls stk will be valued at 2155

Owes4

value of closingstock Qty Rate value Amount E

i Raw material 1000 440 440000

ii Finished GoodsY 2400 660 1584000

2024000

working note
i Raw Material FinishedGoods

Cost material consumed 440
Cost Price 380 Direct labour 120

Freight 40
variableOH 80

unloading 20 Fixed 0H 4 89units 20

Total cost 440 Total cost 660

Replacemegt 300 NRV Given 800 v
i

FG is sold above cost
i Rra cost



duesLUR
Case When NRYof FG is 450

Qty Rate Aunt E

Raw Material P 600 275 cost 165000

Fin Goods Q 1500 360 Cost 540000

Value of CUSMC 705000

Case When NRYof FG is F 340

Qty Rate Aunt E
180 Replacement 108000Raw Material P 600 cost

Fin Goods Q 1500 340 MRN 570000

value of ClsSHC 618000

Wed

Raw Material includes list FG
Cost Price 250 Material consumed 280

GST InputTaxcredit 20 Direct labour 70

230 VariableOH 30

Freight 30 Fixed0H 342 10

Handling 15 cost 360

Cost 275 i MRN 450

Replacement 180 ii MRV 340
cost

formalcapacity30k

Actual 25K

p.at nikalnekeliye
we divide by
whichever is

higher



Lifading to As 2 Inventories inventory shall be valued at cost or MRY

whichever is lower

value of closingstock

Qty Rate Amount

ProductA FG 200 90 18000

ProductB CFG 800 70 56000

74000

WI
i Product a

ProfffaMaterial 40 45

wages
30

wages 35

OH 20 cost 80

Cost 90 NRY 150 70

NRY 99 110 10

Ques9 9 10 Refer QB



Ques 11 VOR

value of closing stock cost Given 450000

less Adjustmentfor 100 coats Uni 20000

shirts

Value of clsshe 430000

were

100 Coats

Cost 100 2200 220000

MRV 100 2000 200000

Adjustment to be 20000
450000 alreadyincludes inventory cost

of 220000 But as MRI is lower wemade in castle
will reduce the stk by E 20000

Shirts
studentmistake 55000 ncorrect 550001Cost 50000 not sell9price butcomm

4 0 eaynrnisgi.in
NRV 55000

Noadjustment required in as stk as cost is lower than NRN 2 in
our

Cls stk we have included at cost only



Ques 12 CDR

As per AS 2 Inventories Inventories of FG will be valued at cost or MRV

whichever is lower

Inventories of WIP will be valued of cost or NRV whichever is lower

But to find NRY of WIP we take SP of FG costof completion f the
Inventories of Rtn will bevalued at cost if FG is soldabove or at cost
RM will be valued at replacement cost if FG is soldbelow cost

Qty Rate Total

Raw Materials 900 80 Replay 72000

WIP 400 216 MRD 86400

FinishedGoods P 800 266 MRN 212800

371200

Rawmaterial FG

Cost 100 cost 295

Replacecost 80
as FG issold
Belowcost MRI

SPof FG 280

WI 17costofsale 14 266

Cost 245

MRY

Pof FG 280
Costofcomp 50

Cost of sale 14 280 5

NRVofWIP 216



Ques7 LDR OP Porch Insumed
Stle

Particulars

AtRaw materials consumed Opn Purch f Cls 100,000

1100kg 10000Kgs f 900Kgs 10200Kgs 10p.ae 102000

100000110000kg purchased

2 Labood 76500

3 Fixed 0H ceres 51000

Total Costof FG 229500

FGprod and 10200Kgs

whichever is Costp.ieofFG 22.5 p u
lowed MRI of FG 20p u

THE
ctual Prod of FG Kgs

Opn
Purchake acts COGS

1000kg
P

A 1200kg 10000Kgs

prod 10000Kgs 1000Kgs 1200Kgs

10200Kgs

FixedOH 75000 ActualProd 10200 5 51000

Divideby 15000k 75000 Baefig 24000 PIL
normal 15000 whichever
ActualProd 10200 ishigher



value of cis stk Qty Rate Total

D Finished Goods 1200 20 MN 24000

2 RawMaterials 900 9.5 Repel 8550

Ffis sold Belowcost 32550
1 Rrn Replae.cost

Ques14 LPR Cofollows FIFO

Given Op s 10,000 litres 92perlitre s lot I

Purch 1ˢJtune 20000litres 90perlitre lot2

Porch 30ᵗJhune 10000litres E 95perlitre lot3

Clsshe 13000 litres
lot 3 10000 litres

1012 3000litres

value of Cls Inventory as on30ᵗ Jhune

10000 litres 95 litre 950000

3000 litres 90 litre 270000

12.20.000

1 Cost of Goodssold op Porche Cls COGS

Opn 10000litres 92 920000

Purchase 20000litres 90 18,00000

10000 litres 95 950000

Cls computedabove 12.20.000

COGS 2450,000



iii Profit lossfor the month
Sales Given 30140,000

lots computedabove 2 50,000

Gross Profit 590000

C Gen OH 400000

Net Profit 190000

Ques 16

value of ca site of patron is costs

Opn stock 20000

Purchases 147000 C T P S

CostofGoodssold 140000 100 10 110

154000Cls Inventory 27000 140000

1 Value of its stk chairs

Cost 250chairs 300 75000

NRY 250 chairs 280 70000

1.40 707
lowerof cost or NRU ie 70,000



Ques 17

value of computer perunit Fin lakhs

Materials 400

4 Direct labour 250

t Variable Production Overheads 150

FixedProd OH 290

total cost 990
No of computers 550

Costpercomputer 1.8per computer


