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New Zealand Equivalent to International AccountBtgndard 2nventories(NZ IAS 2)is set
out in paragraphs 1-42 and the Appendix. NZ IAS Based on International Accounting
Standard 2Inventories (IAS 2) (2003) initially issued by the InternatidnAccounting
Standards Committee (IASC) and subsequently revisedhe International Accounting
Standards Board (IASB). All the paragraphs havweakguthority but retain the IASC format
of the Standard. NZ IAS 2 should be read in th@ed of its objective and the IASB’s Basis
for Conclusions on IAS 2 and the New Zeala@dnceptual Framework for Financial
Reporting (NZ Frameworf.  NZ IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errorgrovides a basis for selecting and applying acéogmolicies in the
absence of explicit guidance.

Any additional material is shown with grey shadingheTparagraphs are denoted with
“NZ” and identify the types of entities to which tharagraphs apply.

This Standard uses the terminology adopted innatenal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdratlements. NZ IAS Bresentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatiestother than
profit-oriented entities seeking to apply the Stmddmay need to amend the descriptions
used for particular line items in the financialtetaents and for the financial statements
themselves. For example, profit/loss may be reteto as surplus/deficit and capital or
share capital may be referred to as equity.
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Introduction to NZ IAS 2

This Standard:

(a) prescribes the accounting treatment for invéeso

(b) provides guidance on the determination of emst its subsequent recognition as an
expense;

(c) requires inventory to be measured at the lo@&oset and net realisable value, or, in
relation to public benefit entities that hold intery for distribution at no or for
nominal consideration, at cost, adjusted when aglpliéc for any loss of service
potential; and

(d) prescribes disclosures required in relatiomw@ntories.

In adopting IAS 2 for application as NZ IAS 2 the €oling changes have been made.
NZ IAS 2:

(a) includes a definition of public benefit entitiparagraph NZ 6.1);
(b) includes a definition of “inventories held fdistribution” (paragraph NZ 6.1);

(c) introduces requirements, in relation to pubkmefit entities, to measure inventories
held for distribution at cost, adjusted when apille for any loss of service
potential (paragraph NZ 9.1);

(d) introduces requirements, in relation to pubienefit entities, that inventories
acquired at no cost or for nominal value shall beognised initially at current
replacement cost (paragraph NZ 10.1); and

(e) introduces requirements, in relation to puldienefit entities, that the carrying
amount of inventories held for distribution shak lbecognised as an expense
in the period in which the goods are distributed eervices rendered
(paragraph NZ 34.1).

Profit-oriented entities, other than qualifying iBes applying any differential reporting

concessions, that comply with NZ IAS 2 will simultansly be in compliance with IAS 2.

Public benefit entities using the “NZ” paragraphsthe Standard that specifically apply to

public benefit entities may not simultaneouslydeampliance with IAS 2. Whether a public

benefit entity will be in compliance with 1AS 2 willepend on whether the “NZ” paragraphs
provide additional guidance for public benefit 8et or contain requirements that are
inconsistent with the corresponding IASB Standard will be applied by the public benefit
entity.

Differential Reporting

Qualifying entities are given several concessiongh® requirements of the Standard
(as identified in the Standard).
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New Zealand Equivalent to International
Accounting Standard 2

Inventories (NZ IAS 2)

Objective

1 The objective of this Standard is to prescribe #tcounting treatment for
inventories. A primary issue in accounting forentories is the amount of cost
to be recognised as an asset and carried forwaidthetrelated revenues are
recognised. This Standard provides guidance odetermination of cost and its
subsequent recognition as an expense, includingvaits-down to net realisable
value. It also provides guidance on the cost féasithat are used to assign costs
to inventories.

Scope

2 This Standard applies to all inventories, except:

(a) work in progress arising under construction cofracts, including
directly related service contracts (see NZIAS 11Construction
Contracts);

(b)  financial instruments (see NZIAS 32 Financial Instruments:
Presentation and NZ IAS 39 Financial Instruments. Recognition and
Measurement); and

(c) biological assets related to agricultural actily and agricultural
produce at the point of harvest (see NZ IAS 4Agriculture).

3 This Standard does not apply to the measurement mventories held by:

(a) producers of agricultural and forest products, agricultural produce
after harvest, and minerals and mineral products, & the extent that
they are measured at net realisable value in accoadice with well-
established practices in those industries. When eh inventories are
measured at net realisable value, changes in thahle are recognised
in profit or loss in the period of the change.

(b) commodity broker-traders who measure their invatories at fair
value less costs to sell. When such inventorieseameasured at fair
value less costs to sell, changes in fair value desosts to sell are
recognised in profit or loss in the period of the lsange.

4 The inventories referred to in paragraph 3(a)naeasured at net realisable value
at certain stages of production. This occursgf@mple, when agricultural crops
have been harvested or minerals have been extrantkdale is assured under a
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forward contract or a government guarantee, or wineactive market exists and
there is a negligible risk of failure to sell. Heeinventories are excluded from
only the measurement requirements of this Standard.

Broker-traders are those who buy or sell commeslitdr others or on their own
account. The inventories referred to in paragrafi#) are principally acquired

with the purpose of selling in the near future arehegating a profit from

fluctuations in price or broker-traders’ margin. hév these inventories are
measured at fair value less costs to sell, they exaduded from only the

measurement requirements of this Standard.

Qualifying Entities

NZ 5.1

NZ 5.2

Entities which qualify for differential reporting concessions in accordance
with the Framework for Differential Reporting for Entities Applying the
New Zealand Equivalents to International Financial Reporting Standards
Reporting Regime (2005) are not required to comply with the disclasre
requirements in this Standard denoted with an astesk (*).

Qualifying entities are not required to distose the carrying amount of
inventories in classifications appropriate to the m,tity as required in
paragraph 36(b). Qualifying entities are still reqiired to disclose the total
carrying amount of inventories in accordance with aragraph 36(b) and
NZ IAS 1 paragraph 54(g).

Definitions

6

The following terms are used in this Standard wit the meanings specified:

Inventories are assets:

(a) held for sale in the ordinary course of busines

(b) in the process of production for such sale; or

(c) in the form of materials or supplies to be consned in the production
process or in the rendering of services.

Net realisable value is the estimated selling price in the ordinary corse of
business less the estimated costs of completion atlie estimated costs
necessary to make the sale.

Fair value is the amount for which an asset could be exchandjeor a liability
settled, between knowledgeable, willing parties inan arm’s length
transaction.

9 © Copyright
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Public Benefit Entities

NZ 6.1 The following terms are used in this Standat with the meanings specified:
Current replacement cost is the cost the entity would incur to acquire the|
asset on the reporting date.
Inventories held for distribution are assets

@) held for distribution at no or nominal consideation in the ordinary
course of operations;

(b) in the process of production for distribution at no or nominal
consideration in the ordinary course of operationspr

(c) in the form of material or supplies to be conamed in the production
process or in the rendering of services at no or meinal consideration.

Public benefit entities are reporting entities whose primary objective isto

provide goods or services for the community or soai benefit and where any

equity has been provided with a view to supportinghat primary objective

rather than for a financial return to equity holders.

7 Net realisable value refers to the net amountahantity expects to realise from
the sale of inventory in the ordinary course ofibess. Fair value reflects the
amount for which the same inventory could be exchdngbetween
knowledgeable and willing buyers and sellers in tlaketplace. The former is
an entity-specific value; the latter is not. Naetligable value for inventories may
not equal fair value less costs to sell.

8 Inventories encompass goods purchased and haldsfale including, for example,
merchandise purchased by a retailer and held $ateeor land and other property
held for resale. Inventories also encompass fuisfipods produced, or work in
progress being produced, by the entity and inchadeerials and supplies awaiting
use in the production process. In the case ofvécseprovider, inventories include
the costs of the service, as described in paragt@plfor which the entity has not
yet recognised the related revenue (see NZ IAR&3=NUe

Public Benefit Entities
NZ 8.1 Inventories held by public benefits entitieay include:

(a) ammunition;

(b) strategic stockpiles (for example, energy mess);

(c) stocks of unissued currency; and

(d) postal service supplies held for sale (fomepke, stamps).

NZ 8.2 Where a public benefit entity controls thghts to create and issue various assets,
including postal stamps and currency, these itefrisventory are recognised as
inventories for the purposes of this Standard. yTdre not reported at face valu

o

Paragraphs 10 to 27 in this Standard apply tb ibeentories (as defined in paragraph 6) and itorées
held for distribution (as defined in paragraph NZ)6
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but measured in accordance with paragraph 13,ishéteir printing or minting
cost.

Measurement of inventories

9 Inventories shall be measured at the lower of cband net realisable value.

Public Benefit Entities

NZ 9.1 Notwithstanding paragraph 9, each public berf@ entity shall measure
inventories held for distribution at cost, adjusted when applicable for any loss
of service potential.

NZ 9.2 A public benefit entity may hold inventories agle future economic benefits pr
service potential are not directly related to thelility to generate net cash
inflows. These types of inventories may arise wheretity has determined to
distribute certain goods at no charge or for a maim@mount. In these cases, th
future economic benefits or service potential oé timventory for financial
reporting purposes is reflected by the amount thiyewould need to pay to
acquire the economic benefits or service poteiftiis was necessary to achieve
the objectives of the entity. Where the econoneadfits or service potential
cannot be acquired in the market, an estimate mécement cost will need to e
made. If the purpose for which the inventory isdhelanges, then the inventory|is
valued using the provisions of paragraph 9.

NZ 9.3 The replacement cost that an entity would tepared to incur in respect of an
item of inventory would reflect any obsolescencarmy other impairment.

NZ 9.4 Public benefit entities would need to usegpment in determining the factofs
relevant to the circumstances in assessing whettere tis a loss of service
potential for inventories held for distribution. o=many inventories held for
distribution, a loss of service potential would Heritified and measured based [on
the existence of aurrent replacement costhat is lower than the original
acquisition cost or other subsequent carrying armotor other inventories held
for distribution, a loss of service potential midde identified and measured based
on a loss of operating capacity due to obsolescen&ifferent bases fo
determining whether there has been a loss of serpctntial and the
measurement of that loss may apply to differenemeries held for distributio
within the same entity. T

Cost of inventories

10 The cost of inventories shall comprise all costef purchase, costs of
conversion and other costs incurred in bringing theinventories to their
present location and condition.

Public Benefit Entities
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NZ 10.1 In respect of public benefit entities, wher inventories are acquired at no cost
or for nominal consideration, the cost shall be theurrent replacement cost as
at the date of acquisition.

Costs of purchase

11 The costs of purchase of inventories comprigepilrchase price, import duties
and other taxes (other than those subsequentlyeesiole by the entity from the
taxing authorities), and transport, handling arfteotosts directly attributable to
the acquisition of finished goods, materials amtises. Trade discounts, rebates
and other similar items are deducted in determitfiggcosts of purchase.

Costs of conversion

12 The costs of conversion of inventories includstg directly related to the units of
production, such as direct labour. They also idela systematic allocation of
fixed and variable production overheads that acerired in converting materials
into finished goods. Fixed production overheads #mose indirect costs of
production that remain relatively constant regasllef the volume of production,
such as depreciation and maintenance of factofgibgs and equipment, and the
cost of factory management and administration.iaé production overheads are
those indirect costs of production that vary disgcdr nearly directly, with the
volume of production, such as indirect materials iawirect labour.

13 The allocation of fixed production overheadshe costs of conversion is based
on the normal capacity of the production facilitiesNormal capacity is the
production expected to be achieved on average aveumber of periods or
seasons under normal circumstances, taking intouatcthe loss of capacity
resulting from planned maintenance. The actualle¥ production may be used
if it approximates normal capacity. The amountieéd overhead allocated to
each unit of production is not increased as a apresgce of low production or
idle plant. Unallocated overheads are recognisednaexpense in the period in
which they are incurred. In periods of abnormalbhhproduction, the amount of
fixed overhead allocated to each unit of productisndecreased so that
inventories are not measured above cost. Varialddugtion overheads are
allocated to each unit of production on the badisthe actual use of the
production facilities.

14 A production process may result in more than preduct being produced
simultaneously. This is the case, for example, wjbant products are produced
or when there is a main product and a by-produchemthe costs of conversion
of each product are not separately identifiableythre allocated between the
products on a rational and consistent basis. Tioeation may be based, for
example, on the relative sales value of each prtoditicer at the stage in the
production process when the products become selyardémtifiable, or at the
completion of production. Most by-products, byitheature, are immaterial.
When this is the case, they are often measurecetatealisable value and this

© Copyright 12



15

16

17

18

19

20

NZ IAS 2

value is deducted from the cost of the main praduks a result, the carrying
amount of the main product is not materially difetr from its cost.

Other costs

Other costs are included in the cost of inveagodnly to the extent that they are
incurred in bringing the inventories to their pretskocation and condition. For
example, it may be appropriate to include non-petidn overheads or the costs
of designing products for specific customers indbst of inventories.

Examples of costs excluded from the cost of nimées and recognised as
expenses in the period in which they are incurred ar

(@) abnormal amounts of wasted materials, laboothar production costs;

(b) storage costs, unless those costs are neceasstry production process
before a further production stage;

(c) administrative overheads that do not contriiatéringing inventories to
their present location and condition; and

(d) selling costs.

NZ IAS 23Borrowing Costsidentifies limited circumstances where borrowing
costs are included in the cost of inventories.

An entity may purchase inventories on deferretlepgent terms. When the
arrangement effectively contains a financing eleinirat element, for example a
difference between the purchase price for normalicterms and the amount
paid, is recognised as interest expense over ttiedpef the financing.

Cost of inventories of a service provider

To the extent that service providers have irvées, they measure them at the
costs of their production. These costs consishanily of the labour and other
costs of personnel directly engaged in providing tkervice, including
supervisory personnel, and attributable overheadsbour and other costs
relating to sales and general administrative persbare not included but are
recognised as expenses in the period in which #reyincurred. The cost of
inventories of a service provider does not inclygefit margins or non-
attributable overheads that are often factored prices charged by service
providers.

Cost of agricultural produce harvested from biologi cal
assets

In accordance with NZ IAS 4Agriculture, inventories comprising agricultural
produce that an entity has harvested from its giokd assets are measured on
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21

22

23

24

25

26

27

initial recognition at their fair value less costssell at the point of harvest. This
is the cost of the inventories at that date foliappion of this Standard.

Techniques for the measurement of cost

Techniques for the measurement of the costwahitories, such as the standard
cost method or the retail method, may be used émvenience if the results
approximate cost. Standard costs take into acamambal levels of materials and
supplies, labour, efficiency and capacity utilieati They are regularly reviewed
and, if necessary, revised in the light of cureanditions.

The retail method is often used in the retallistry for measuring inventories of
large numbers of rapidly changing items with simitaargins for which it is

impracticable to use other costing methods. Thst aj the inventory is

determined by reducing the sales value of the imrgnby the appropriate
percentage gross margin. The percentage useditd@esnsideration inventory
that has been marked down to below its original regliprice. An average
percentage for each retail department is often.used

Cost formulas

The cost of inventories of items that are not dinarily interchangeable and
goods or services produced and segregated for sdéciprojects shall be
assigned by using specific identification of theimdividual costs.

Specific identification of cost means that sfiedosts are attributed to identified
items of inventory. This is the appropriate treatinfor items that are segregated
for a specific project, regardless of whether thayehbeen bought or produced.
However, specific identification of costs is inappiafe when there are large
numbers of items of inventory that are ordinarihterchangeable. In such
circumstances, the method of selecting those itdras remain in inventories
could be used to obtain predetermined effects ofitfr loss.

The cost of inventories, other than those dealtith in paragraph 23, shall be
assigned by using the first-in, first-out (FIFO) or weighted average cost
formula. An entity shall use the same cost formul#or all inventories having
a similar nature and use to the entity. For inverdries with a different
nature or use, different cost formulas may be jusfied.

For example, inventories used in one operateggnent may have a use to the
entity different from the same type of inventoriesed in another operating
segment. However, a difference in geographical locaif inventories (or in the
respective tax rules), by itself, is not sufficiéatjustify the use of different cost
formulas.

The FIFO formula assumes that the items of irorgnthat were purchased or
produced first are sold first, and consequentlyitdrms remaining in inventory at
the end of the period are those most recently @mseth or produced. Under the
weighted average cost formula, the cost of each itemetermined from the
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weighted average of the cost of similar items atibginning of a period and the
cost of similar items purchased or produced dutirgperiod. The average may
be calculated on a periodic basis, or as each iadditshipment is received,

depending upon the circumstances of the entity.

Net realisable value

The cost of inventories may not be recoverdhlieoise inventories are damaged,
if they have become wholly or partially obsolete,ifotheir selling prices have
declined. The cost of inventories may also nordmoverable if the estimated
costs of completion or the estimated costs to baried to make the sale have
increased. The practice of writing inventories ddvefow cost to net realisable
value is consistent with the view that assets shaoldbe carried in excess of
amounts expected to be realised from their saleser

Inventories are usually written down to net reddis value item by item. In
some circumstances, however, it may be appropratgdup similar or related
items. This may be the case with items of inventefsting to the same product
line that have similar purposes or end uses, avdysed and marketed in the
same geographical area, and cannot be practicalsllyiaed separately from
other items in that product line. It is not apptafe to write inventories down on
the basis of a classification of inventory, for exde, finished goods, or all the
inventories in a particular operating segment. viSer providers generally
accumulate costs in respect of each service fortwaiseparate selling price is
charged. Therefore, each such service is treatedsaparate item.

Estimates of net realisable value are baseti@mbst reliable evidence available
at the time the estimates are made, of the ambeninventories are expected to
realise. These estimates take into considerafioctuations of price or cost
directly relating to events occurring after the exidhe period to the extent that
such events confirm conditions existing at the efthe period.

Estimates of net realisable value also take gaosideration the purpose for
which the inventory is held. For example, the eetisable value of the quantity
of inventory held to satisfy firm sales or servomntracts is based on the contract
price. If the sales contracts are for less thanitkientory quantities held, the net
realisable value of the excess is based on geseltaig prices. Provisions may
arise from firm sales contracts in excess of inegnguantities held or from firm
purchase contracts. Such provisions are dealtwritter NZ IAS 37Provisions,
Contingent Liabilities and Contingent Assets.

Materials and other supplies held for use ingtweluction of inventories are not
written down below cost if the finished products in ebhithey will be
incorporated are expected to be sold at or abost ddowever, when a decline
in the price of materials indicates that the cdsthe finished products exceeds
net realisable value, the materials are written deovmet realisable value. In
such circumstances, the replacement cost of theriakst may be the best
available measure of their net realisable value.
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33 A new assessment is made of net realisable valleaéh subsequent period.
When the circumstances that previously caused tovies to be written down
below cost no longer exist or when there is cleadewie of an increase in net
realisable value because of changed economic cgtaunes, the amount of the
write-down is reversed (ie the reversal is limitedthe amount of the original
write-down) so that the new carrying amount is the loafethe cost and the
revised net realisable value. This occurs, fongla, when an item of inventory
that is carried at net realisable value, becassselling price has declined, is still
on hand in a subsequent period and its sellingeprés increased.

Recognition as an expense

34 When inventories are sold, the carrying amountfathose inventories shall be
recognised as an expense in the period in which thelated revenue is
recognised. The amount of any write-down of invemties to net realisable
value and all losses of inventories shall be recoged as an expense in the
period the write-down or loss occurs. The amountfoany reversal of any
write-down of inventories, arising from an increasein net realisable value,
shall be recognised as a reduction in the amount @fventories recognised as
an expense in the period in which the reversal occsr

Public Benefit Entities

NZ 34.1 In respect of inventories held for distribtion by public benefit entities, the
carrying amount shall be recognised as an expense the period in which the
goods are distributed or the services rendered. TEhamount of any write-
down of inventories for loss of service potentialrad all losses of inventories
shall be recognised as an expense in the periodwhich the write-down or
loss occurs. The amount of any reversal of any we-down of inventories
arising from a reversal of the circumstances that gve rise to the loss of
service potential shall be recognised as a reductioin the amount of
inventories recognised as an expense in the periad which the reversal
occurs.

35 Some inventories may be allocated to other aasebunts, for example,
inventory used as a component of self-constructegepty, plant or equipment.
Inventories allocated to another asset in this wayracognised as an expense
during the useful life of that asset.

Disclosure

36 The financial statements shalilisclose:

(a) the accounting policies adopted in measuring wentories, including
the cost formula used;
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(b)  the total carrying amount of inventories and tte carrying amount in

classifications appropriate to the entity;

*(c) the carrying amount of inventories carried atfair value less costs to

sell;

*(d) the amount of inventories recognised as an egpse during the period;
*(e) the amount of any write-down of inventories reognised as an expense

in the period in accordance with paragraph 34;

*(f) the amount of any reversal of any write-down hat is recognised as a

reduction in the amount of inventories recognised @ expense in the
period in accordance with paragraph 34;

*(9) the circumstances or events that led to the versal of a write-down of

inventories in accordance with paragraph 34; and
(h)  the carrying amount of inventories pledged asezurity for liabilities.

Public Benefit Entities

NZ 36.1

In respect of public benefit entities, théinancial report shall disclose:

(@) the carrying amount of inventories held for dstribution carried at
current replacement cost;

(b)  the amount of any write-down of inventories hel for distribution
recognised as an expense in the period in accordancwith
paragraph NZ 34.1;

(c) the amount of any reversal of any write-downhat is recognised as
a reduction in the amount of inventories held for dstribution
recognised as expense in the period in accordance itlw
paragraph NZ 34.1;

(d)  the circumstances or events that led to the versal of a write-down
of inventories held for distribution in accordance with
paragraph NZ 34.1; and

(e) the basis on which any loss of service potedtiof inventories held
for distribution is assessed, or the bases when n®than one basis
is used.

37

38

Information about the carrying amounts held iffetent classifications of
inventories and the extent of the changes in tlesets is useful to financial
statement users. Common classifications of inv@&goare merchandise,
production supplies, materials, work in progress dinished goods. The
inventories of a service provider may be descriémed/ork in progress.

The amount of inventories recognised as an esepdaring the period, which is
often referred to as cost of sales, consists afetomsts previously included in the
measurement of inventory that has now been soldusmadlocated production
overheads and abnormal amounts of production coktgwventories. The
circumstances of the entity may also warrant theigion of other amounts, such
as distribution costs.
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39 Some entities adopt a format for profit or Idkat results in amounts being
disclosed other than the cost of inventories reisgghas an expense during the
period. Under this format, an entity presents aalysis of expenses using a
classification based on the nature of expenseshisncase, the entity discloses
the costs recognised as an expense for raw matarnalsconsumables, labour
costs and other costs together with the amounteohét change in inventories for
the period.

Effective date

40 This Standard becomes operative for an entity’arfaial statements that cover
annual accounting periods beginning on or afterariudry 2007. Early
adoption of this Standard is permitted only when ariity complies with
NZ IFRS 1First-time Adoption of New Zealand Equivalents tdetnational
Financial Reporting Standarder an annual accounting period beginning on or
after 1 January 2005.

Withdrawal of other pronouncements

41-42  [Paragraphs 41 and 42 are not reproducec withdrawal of previous IASB
pronouncements is not relevant to this Standard.]

Transition

Public Benefit Entities

NZ 42.1 Public benefit entities shall apply paragrph NZ 9.1 and measure inventorieg
held for distribution at cost, adjusted when appli@able for any loss of service
potential, on a prospective basis for annual pericgl beginning on or after
1 January 2008. Early application is permitted ony when an entity complies,
or has complied with, NZIFRS 1 in its annual finan@l statements for a
period beginning on or after 1 January 2005.

NZ 42.2 Under paragraph NZ 42.1, public benefit esditishall make any necessary
adjustment to the opening balance of inventoridd fag distribution, previously
carried at the lower of cost and current replacemest, against opening retained
earnings for the current annual accounting perioficcordingly, comparative
information is not adjusted.
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Appendix
Amendments to other pronouncements

The amendments in this appendix shall be appliedrioual periods beginning on or after
1 January 2005. If an entity applies this Standémdan earlier period, these amendments
shall be applied for that earlier period.

*kkkk

The amendments contained in this appendix when thigl&d was revised in 2003 have
been incorporated into the relevant pronouncemeuldighed in this volume.
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