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Division IV
Tax Accounting

Stock In Trade <l Jla
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35(7) Definition: Stock in Trade

“stock-in-trade” means anything produced, manufactured,
purchased, or otherwise acquired for manufacture, sale or
exchange, and any materials or supplies to be consumed in
the production or manufacturing process, but does not
include stocks or shares; and




35. Stock-in-trade.— (1) For the purposes of determining a person’s income chargeable to tax under the
head “Income from Business” for a tax year, the cost of stock-in-trade disposed of by the person in the
year shall be computed in accordance with the following formula, namely:—

(A+B)-C
where —
A is the opening value of the person’s stock-in-trade for the year;
B is cost of stock-in-trade acquired by the person in the year; and
C is the closing value of stock-in-trade for the year.

(2) The opening value of stock-in-trade of a person for a tax year shall be —
(a) the closing value of the person’s stock-in-trade at the end of the previous year; or
(b) where the person commenced to carry on business in the year, the fair market value of any
stock-in-trade acquired by the person prior to the commencement of the business.

(3) The fair market value of stock-in-trade referred to in clause (b) of sub-section (2) shall be determined
at the time the stock-in-trade is ventured in the business.
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(3) The fair market value of stock-in-trade referred to in clause (b) of sub-
section (2) shall be determined at the time the stock-in-trade is ventured in the

business.

(4) The closing value of a person’s stock-in-trade for a tax year shall be
the lower of cost or '[net realisable]value of the person's stock-in-trade on hand at
the end of the year.

(5) A person accounting for income chargeable to tax under the head
“Income from Business” on a cash basis may compute the person’s cost of stock-
in-trade on the prime-cost method or absorption-cost method, and a person
accounting for such income on an accrual basis shall compute the person’s cost
of stock-in-trade on the absorption-cost method.

(6) Where particular items of stock-in-trade are not readily identifiable, a
person may account for that stock on the first-in-first-out method or the average-
cost method but, once chosen, a stock valuation method may be changed only
with the written permission of the Commissioner and in accordance with any
conditions that the Commissioner may impose.
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International Accounting Standards
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(7) In this section, —
“direct labour costs” means labour costs directly related to the manufacture or production of stock-in-
trade;
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(7) In this section, —
direct material costs” means the cost of materials that become an integral part of the stock-in-trade
manufactured or produced, or which are consumed in the manufacturing or production process;




(7) In this section, —
“factory overhead costs” means the total costs of manufacturing or producing stock-in-trade, other

than direct l[abour and direct material costs;

FaCtory (+) Depreciation Expenses on Equipment used in Production

Overhead (+) Rent of the factory building

Cost

(+) Salaries of manufacturing managers

(+) Wages / Salaries of material managing staff
==s (+) Utilities of the factory




oFaCtr?ryd _ [ FixedFactory Overhead Cost
VCEFO seta = |*.Variable Overhaed Cost

Fixed overhead costs are costs that do not change even while the volume of
production of goods changes. For Example Rents, Salaries of Managers

Variable overhead Cost, is changes & fluctuates according to levels of production.

*Wages for those handling and shipping the product,
*No of Logistic/Transport Vehicles
*Utilities to run equipment and the facility




(7) In this section, —
“variable factory overhead costs” means those factory overhead costs which vary
directly with changes in volume of stock-in-trade manufactured or produced.

Variable overhead Cost, is changes & fluctuates according to levels of production.

*Wages for those handling and shipping the product,
*No of Logistic/Transport Vehicles
*Utilities to run equipment and the facility




(7) In this section, —

“absorption-cost method” means the generally accepted accounting principle under which the cost of
an item of stock-in-trade is the sum of direct material costs, direct labour costs, and factory overhead
costs;

(Direct Labor Cost + Direct Material Cost +
Absorption Factory Overhead Cost

Cost Formula No. of Units Produced
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(7) In this section, —
“prime-cost method” means the generally accepted accounting principle under which the cost of stock-
in-trade is the sum of direct material costs, direct labour costs, and variable factory overhead costs:

(Direct Labor Cost + Direct Material Cost +

P rirme 3 Variable Factory Overhead Cost
COSt No. of Units Produced
V4




(7) In this section, —
“first-in-first-out method” means the generally accepted accounting principle under which the valuation
of stock-in-trade is based on the assumption that stock is sold in the order of its acquisition;




(7) In this section, —

Last in, first out (LIFO) is a method used to account for inventory that records the most recently
produced items as sold first. Under LIFO, the cost of the most recent products purchased (or produced)
are the first to be expensed as cost of goods sold



https://www.investopedia.com/terms/i/inventory.asp
https://www.investopedia.com/terms/c/cogs.asp

Average Cost Method or (Weighted Average Cost Method
The average cost inventory method assigns the same cost to each item. The average cost method is

calculated by dividing the cost of goods in inventory by the total number of items available for sale.
This results in net income and ending inventory balances between FIFO and LIFO.0

(7) In this section, —
“‘average-cost method” means the generally accepted accounting principle under which the valuation of
stock-in-trade is based on a weighted average cost of units on hand;
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