AS 2

CONCEPT 1 : INTRODUCTION

Provides Guidance
Determining Value Presentation in FS
]

h Y

Until revenue is recognised

«» Guidance on cost & Formulae

< Written down to NRV

CONCEPT 2 : SCOPE

Production - Rendering

process services

(Excludes Machinery spare parts, servicing equipment’'s & Stand by equipment's)
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AS 2 Excludes

' WIP / FG

WIP under WIP arising l Shares -

construction from service debentures held I

contract (AS 7) provider as stock in trade I

Current Guideline |

1
Lower of cost or

Fair Value

CONCEPT 3 : VALUATION OF INVENTORY / MEASUREMENT OF INVENTORY

Reason : Prudence Concept

If Closing stock is overstated, profit is overstated

CONCEPT 4 : COST

e
e

I
|
1
Raw Material

(Exception : if FG are sold below cost | Lower of

then replacement price) NRV

Realisable Value

Cost of Cost of Other Cost

Purchase Conversion

(-) Selling price

Labour + Overhead
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[a] Cost of Purchase)

Purchase Price

(+) Non recoverable duties & Other Taxes

(+) Other expenditure directly attributable to the acquisition

(-) Trade Discount

(-) Rebates

(-) Duty Drawbacks

[b] Cost of Conversion

Absorbed in

A] Actual capacity

Or

A] Normal capacity

Whichever is higher
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18,00,000 out of pocket

Normal capacity

Actual capacity

90,000 units

Actual capacity

1,00,000 units

1,20,000 units

Rs.18 per unit

Option I Option I
18,00,000 18,00,000
90,000 1,20,000

= Rs.20 per unit

= Rs.15 per unit

Option II Option II
90,000 * 18 18,00,000
= Rs.16,20,000 1,00,000

Closing stock

= Rs.18 per unit

Paid Reason
18,00,000 1,20,000 * 18
A,A\b
16,20,000 * 1,80,000 = 21,60,000
Cl. Stock Exp. Out of pocket 18,00,000
Conclusion : Conclusion :

Divide by normal capacity

Consider actual capacity

Under

Over

Absorption

Absorption
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[c] Other cost

[i] Cost incurred to bring inventory to its present location & condition

e.g. Cost of design

[ii] Interest on borrowing

Qualifying Asset — Takes substantial time to get ready for use

[iii] Amortisation of intangible asset related to production

e.g. Patent rights of production

Cost of Production 4 .
Units Produced Units left

< Exclusions (of cost) :

[1] Exchange difference

[2] Abnormal Amounts

Rs.90,000

1,000 Units Rs.90 / Unit

Suppose normal loss = 10%

In hand 850 units

Rate / Unit

[a] Rs.90 / unit [b] Rs.100 / Unit [c] Rs.105.88 / unit [d] None of above

Total Cost—Scrap Value

Cost per Unit = Total Units—Normal Loss

_ 90,000-0

T 1,000-10%

Rs.100 per unit
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1,000 Units

Good Units

850 * 100
= 85,000 Normal

Cost of Production 100 “
|

1
Absorbed by good units
entry @ scrap value

[3] Storage Cost

Storage Cost
1

Already produced Production process

requires such storage

[4] Administration OH (other than cost of bringing inventory to their present location & condition)

[5] Selling Exp. & Distribution

If immaterial deducted from cost

[d] Joint cost & By Produc <

v v
Sales value @ Always recorded If material by product treated as joint product

split off @ NRV
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CONCEPT 5 : COST FORMULAE

Storage Cost

Interchangeable Not Interchangeable

Specific identification method

Historical Cost Non Historical
Method Cost Method

(Price tag: Inventory valuation easily possible)

1. FIFO
2. Weighted Avg.

Retail Inventory /

Adj. selling price

Large no. of items having

similar margin

(Sales Value - % of Margin)
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CONCEPT 6 : NRV

FG WIP

Selling price - Cost make FG - Selling Exp.

Selling price - Selling Exp.

-

| |
Don't use word Use
NRV Replacement price

e.g. RM purchase price Rs.10

RM current price Rs.9

FG

RM + Conversion cost = FG (Cost)

10 + 20 = 30 Cost

opent o

FG NRV = 32 FG NRV = 27
As FG cost < NRV FG cost > NRV
RM = Cost = Rs.10 RM = Replacement Price = Rs.9
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CONCEPT 7 : DISCLOSURES

[1] Accounting policy adopted (Cost Formulae)

[2] Carrying amount (together with classification)

] S Loose
Stock in l pares l Others I

trade & stores tools

For retailers
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