
 

Accounting Standard No.(5) 

Accounting on of Inventory. its evaluation and presentation in 
the financial statements 

The board of accounting standards in the Republic of Iraq 

 ratified in its session held at 5/4/1995, the following accounting 
~ ~ 

standard about the accountancy of inventory and having it evaluated in 
the end of the accounting period, and disclosing it in the financial 
statement. 

Scope and Objectives 
1. This standard is applied by all the enterprises, companies and the 

economic units that work in different economical sectors such as 
the socialist, the mixed, the co-operative and the private sectors 
which will be named later on (the enterprise). 

2. a. The inventory for the purpose of this standard means all 
 the tangible physical assets that the enterprise possessed for 

trade, for using them within ordinary activity, those which are 
still in the production or manufacturing stages. And it means 
also the sums of documentary credits and the advance 
payments the enterprise settle to gain these assets. 
b. The concept of inventory mentioned in this standard 

doesn't include: 
(1) The inventory of works in progress in the contracts, 

 construction and services works. 
(2) The inventory of agricultural and animal inventory in 

the enterprises specialized of agricultural product. 

3. This standard does not refer to the accounting treatments of 
 inventory within the principle of inflation accountancy. 
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Accountin2: Systems of Inventory 
4. a. The productive enterprises apply the system of quantitative and 

qualitative control on inventory's accounting represents the 
raw material, goods index l11anufacturing and completely 
manufactured. 

b. System of quantitative control applied accounting on 
inventory of goods purchased. for sale, excluding goods used 
for specific uses or the high value in commercial enterprises 
that require adopting specific systel11 for the quantitative 
and qualitative control in them. 

c. The system of quantitative and qualitative control can be 
applied on the inventory of goods and materials that are not 
basic and also to control the branch stores. 

d. When applying the quantitative control system on the goods 
inventory for the purpose of sale, then the sale and purchase 
prices have to be fixed on the inventory control cards and 
enterprise has to achieve accounting the inventory at least 
once in the accounting period. 

e. When applying the quantitative and evaluative control system, 
the enterprise has to settle a program of 
accounting the inventory through the year or several years 
through sample methods or comprehensive method instead 
of achieving the comprehensive accounting at the end of 
accounting period. 

Classification of Inventory’s Items 
5. Inventory in accounting and financial statement is classified to 

the following major items: 
a. Raw materials and crude. 
b. Oil and grease. 
c. Spare parts. 
d. Packages and wrapped. 
e. Sundries. 
f. Complete and uncompleted product and works 'in 

progress. 

 29



 

g. Goods for sale. 
h. Documentary credits and payments to purchase materials. I. 
Other materials (goods possessed by others). 

When decision is taken to reserve some items of inventory for
~ 

long term periods, the enterprise has to disclosure them in the 
financial statements or disclose the enclosed the illustration 
statement. 

6. 

7. The historical cost of the goods purchased by price of 
purchase subtracting commercial discounts and other deduction 
or grants or subsidies or return takes concerned with purchase and 
added to them all taxes and fees concerned with purchase and any 
other expenses related to them until they are interred to the 
enterprise's stores. 

8. The historical cost of produced goods consists of the costs of 
direct material direct labor and the indirect costs required to 
prepare goods in their current place and position. 

9. Produced goods are undertaken to fixed expenditure according to 
power level of the utilized product power in ordinary 
circumstances, and in other cases they are undertaken to the 
income of accounting period. 

10. When enterprise share in contracts to provide goods according to 
client's qualifications, the expenses concerned with designing, 
marketing and sale costs before starting production are considered 
a part of productive good's cost. 

11. Produced goods must not be undertaken with general,
 managerial expenses. 
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12. Research and development expenses are treated according to 

 the disclosure of the board of accounting and auditing 
.. 

 standards No. (2) in 1992. 

13. Benefits and loans expenses are treated as part of the cost of 
purchased or produced goods in case that these benefits are 
basically connected with good's finance, in the opposite case they 
are added to the income of accounting period they are happened 
at. 

14. The external sums of wasted materials, wages and other 
 expenses must not added to the good's cost. 

15. Joint costs of joint products are distributed before slipt-off 
point according to ratio of sale value or weight or size of 
certain product in this point according to its nature and tax 
and custom considerations and also any other suitable basis 
can be adopted but it should be disclosures clearly and 
accurately. 

When the matter necessitates additional expenses after slipt-off 
point, the sale value of products is determined by sale value of the 
final product subtracting the additional costs. 

.. 

16. In manufacturing that have casual or minor products of little 
value and have no ability to separate their costs from costs of 
major products, goods of casual or minor products will appear 
in the fllL1I1cial statement in net releasable value subtracting 
appropriate sum of profit. 

In this case the major product costs are identified after having 
subtracted the net releasable value of casual or minor products.  

17. Except for exceptions. indicated bellow, enterprises apply 
method of weighted average costing to pricing the inventory's 
issue and add it to produced or sold goods. 
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18. A certain method of first in first out may be applied to pricing the 
inventory issuance in enterprises that are dealing with goods 
expended directly, as foods and medicines.

19. The method of specific identification of inventory costs can 
be applied in enterprises that handle the specific order costs 
product according to client's demands. 

20. Standard cost method may be applied in enterprises that deal with 
goods of stable prices, in condition that using this method will not 
cause differences of material value with weighted average costing 
method. 

Evaluating Ending Inventory 
21. The goods inventory in financial statements of accounting 

period are evaluated in historical cost or net releasable cost the 
less one. 

22. Net collect value means the sale price subtracting any other 
expenses that marketing selling and distributing necessitate plus 
the accomplishment expenses of goods under manufacturing. 

This value can be less than costs of the following basic cases:- 
   a. Increased costs and decreasing sale prices. 

b. Inventory may become expired or old. 
c. Products stagnation. 

 
d. Take a decision of manufacturing products in loss 

 according to adopted policy settled previously. 
e. Increasing efficiency level of purchasing or productive 

 process. 

23.When calculating net collect value of inventory, the effective 
elements like time-spent to inventory its movement through 
previous and current period, its movement expected in the 
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future, offences value and events subsequent to date of 
balance sheet must be taken to consideration. 

24. Net collect value must not be determined according to temporary 
or casual or season changes of prices or costs, and it is a must to 
provide subjective guide or proof in date of balance sheet in 
estimating the goods value. 
 

25. For purpose of evaluating according to the base mentioned in 
paragraph (21), cost of every item of inventory is compared 
with its net collect value, unless when that becomes not 
practical then confronting the similar items or groups of items 
is achieved. While total confronting of inventory's items must 
not achieved unless this method will not lead to make 
differences of material value in case singular confronting
method is adopted or when inventory is homogeneous very 
much. 

26. Exception of the base in (21) paragraph, inventory of raw materials 
and parts not completely manufactured that their prices become 
less in market to cost price is evaluated in cost price of the 
deference between market price and cost price and covered 
through price of selling completely - manufactured goods that 
these materials and parts interfere in them. 

27. For the purpose of evaluating last period goods: 
 a. Allowances and assistance of consumer's price are treated
 as. 
 b. Allowances and assistance of producer's price are treated
 as they are lessened from purchase or product's costs 
 whether they are immediately or postponed. 

28. Exception of the base mentioned in paragraph (21), the inventory 
of gold may be evaluated at commercial banks in price adopted by 
Iraqi central bank. 
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29. In case of commercial enterprises and co-operative association 
that sell their goods as singular, and deal with several items of 
little value, and apply quantity control system on their 
inventories, goods cost for sale purpose is calculated through 
lessened sale price of adopted ordinary profit margin or with 
adopted profit margin average, in case this method will not 
lead to create differences of high material value that effect 
the financial position and work results. 

30. The basic inventory method of historical costs can be applied 
 in two cases: 
 First: To price the strategic inventory. 
 Second: The inventory of goods that qualified of stability 
 or constancy of their quantities, as in case of oil 
 inventory in pipes. 

When this method is followed, the surplus quantities of basic 
inventory is valued according to balance cost average method. 

31. Net collect value of produced goods is determined according 
fixed sell contracts, or covered with future sell orders, 
according to prices have been agreed to them and according 
to quantity mentioned in contracts or orders, even if their 
prices of market are less than this. 

32. When evaluating goods with net collect value that are less 
than sell prices, the sums arranged according to decrease 
their prices of costs can be lessened or treated within 
decrease 
allowance of goods inventory prices, this allowance of 
financial statements will appear subtracted from inventory 
cost, with necessity of analyzing this allowance of items or 
important types of goods. 

 

 34



 

33. -Inventory number of balance sheet appear in total for every 
item except for documentary credits to purchase goods, as they 
will be indicated within independent paragraph. 

Analytical statements enclosed with financial statements are
 

prepared whenever this is necessary, and include: 
a. Analysis of inventory according. to major items. 
b. Show inventory according to important goods groups. 
c. Separate the inventory of imported goods and goods 

produced locally. 

34. 

35. When inventory's age represents a factor indicated in estimating 
inventory value, inventory is disclosed according construction's 
levels. 

36. The accountant policies adopted in evaluating goods of the end of 
period have to be disclosed, and any change of these policies of 
current accountant period from the previous period with 
indicating reasons of this change and its value effect upon current 
period income and any other necessary observations. 

37. For the purpose of national accounts, the disclosure within contra 
accounts about inventory value is achieved evaluated according to 
sell price in enterprise's inventory. 

38. Any extraordinary items or paragraphs the inventory includes 
 have to be disclosed. 

39.Any right and commitments that can determine the inventory 
propriety have to be disclosed. 

40.Events preceding the dates of balance sheet that can effect the 
inventory's attitude or value must be disclosed. 
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41. Goods being taken by others and deposit goods should be
 disclosed in detailed wav. 

42. This standard is applied since the fiscal year 1995. 

43. When a certain case that no suitable decision can be taken towards 
it within this standard,. a procedure of treating according to 
international standards provision or applications adopted and 
accepted generally can be adopted, in one condition, the disclose 
of this case must be made in a throughful way in the financial 
statements. 

44. This standard shouldn't be used for unimportant or non 
 material cases. 
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