
Costs Necessary to Sell Inventories (IAS 2 Inventories) 

The Committee received a request about the costs an entity includes as the ‘estimated costs necessary to 
make the sale’ when determining the net realisable value of inventories. In particular, the request asked 
whether an entity includes all costs necessary to make the sale or only those that are incremental to the 
sale. 
 
Paragraph 6 of IAS 2 defines net realisable value as ‘the estimated selling price in the ordinary course of 
business less the estimated costs of completion and the estimated costs necessary to make the sale’. 
Paragraphs 28–33 of IAS 2 include further requirements about how an entity estimates the net realisable 
value of inventories. Those paragraphs do not identify which specific costs are ‘necessary to make the sale’ 
of inventories. However, paragraph 28 of IAS 2 describes the objective of writing inventories down to 
their net realisable value—that objective is to avoid inventories being carried ‘in excess of amounts 
expected to be realised from their sale’. 
 
The Committee observed that, when determining the net realisable value of inventories, IAS 2 requires an 
entity to estimate the costs necessary to make the sale. This requirement does not allow an entity to limit 
such costs to only those that are incremental, thereby potentially excluding costs the entity must incur to 
sell its inventories but that are not incremental to a particular sale. Including only incremental costs could 
fail to achieve the objective set out in paragraph 28 of IAS 2. 
 
The Committee concluded that, when determining the net realisable value of inventories, an entity 
estimates the costs necessary to make the sale in the ordinary course of business. An entity uses its 
judgement to determine which costs are necessary to make the sale considering its specific facts and 
circumstances, including the nature of the inventories. 
 
The Committee concluded that the principles and requirements in IFRS Standards provide an adequate 
basis for an entity to determine whether the estimated costs necessary to make the sale are limited to 
incremental costs when determining the net realisable value of inventories. Consequently, the Committee 
decided not to add a standard-setting project to the work plan. 
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