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Introduction  

1. The IFRS Interpretations Committee (the Interpretations Committee) received a 

request to clarify whether ‘core inventories’ held in an entity’s own facilities are 

accounted for as inventories or as property, plant and equipment (PP&E). 

2. The submitter defined core inventories as a minimum amount of material that: 

(a) is necessary to permit a production facility to start operating and to 

maintain subsequent production; 

(b) cannot be physically separated from other inventories; and 

(c) can be removed  only when the production facility is finally 

decommissioned or only at considerable financial charge. 

3. We performed outreach with the International Forum of Accounting 

Standard-Setters (IFASS) and securities regulators on this topic in order to find 

out whether the issue raised by the submitter is widespread and whether 

significant diversity in practice exists.  The results of this outreach are included as 

part of our analysis of this issue. 

4. The submission is reproduced in full in Appendix B to this paper. 
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Purpose of this paper 

5. The purpose of this Agenda Paper is to:  

(a) provide a summary of the outreach conducted; 

(b) provide an analysis of the issue raised in the submission; 

(c) present an assessment of the issue against the Interpretations 

Committee’s agenda criteria; 

(d) make a recommendation not to add this issue to the Interpretations 

Committee’s agenda and provide a draft of a tentative agenda decision 

(refer to Appendix A) for the consideration of the Interpretations 

Committee members; and 

(e) ask the Interpretations Committee whether it agrees with the staff 

recommendation. 

Summary of the submission received 

Definition of core inventories 

6. The submitter defined core inventories as a minimum amount of material required 

for the production process at all stages with the following common characteristics: 

(a) use: are necessary to permit a production facility to start operating and 

to maintain subsequent production; 

(b) physical form: not physically separable from other inventories and 

interchangeable with them; 

(c) removal: can be removed only when production facilities are abandoned 

or at a considerable financial charge or cannot be removed at all. 

7. The submitter provided the following specific examples of core inventories: 

cushion gas in cavern storage facilities, crude oil used as line fill, and minimum 

levels of some materials in non-ferrous metal refining. 
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The issue raised 

8. The submitter asked the Interpretations Committee to clarify whether core 

inventories should be classified as inventories (View 1 below) or property, plant 

and equipment (View 2 below).  The submitter also asks the Interpretations 

Committee to clarify how core inventories should be measured under IAS 2. 

9. The submitter is aware of the following views on core inventories classification: 

(a) View 1: classification under IAS 2 Inventories, based on the fact that 

core inventories are ordinarily interchangeable with other inventories.  

Because of this, they are consumed in the production process and used 

in less than one period. 

(b) The submitter also asks for clarification on whether core inventories 

classified under IAS 2 would be measured: 

(i) collectively with other inventories using FIFO or a weighted 

average cost formula (View 1A in the submission); or 

(ii) separately from other inventories, and consequently their value 

would not be stepped up (View 1B in the submission). 

(c) View 2: classification under IAS 16 Property, Plant and Equipment, 

based on the fact that core inventories are needed to bring the item of 

PP&E to its required operating condition.  They are therefore not held 

for sale or consumption. 

10. The arguments given for each view are presented in the section ‘Staff analyses’ 

below.  

11. The submitter also asks what unit of account should be used as a basis of the core 

inventories classification. 
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Summary of the outreach conducted 

12. We have performed outreach with the International Forum of Accounting 

Standard-Setters (IFASS) and securities regulators.  Specifically, we asked: 

(a) whether the respondents were aware of any difficulties or challenges in 

their jurisdiction in accounting for core inventories stored in facilities 

owned by an entity itself; 

(b) what the prevalent interpretation or recommended treatment of ‘core 

inventories’ would be (we also asked them to describe the rationale for 

that prevalent interpretation or treatment); and 

(c) to what extent the respondents observed diversity in practice in respect 

of the issue. 

Responses from national standard-setters and securities regulators 

13. We received 14 responses from national standard-setters.  The geographical 

breakdown of the responses received is as follows: 

Geographical region: Number of 

respondents 

Europe 5 

Americas 3 

Asia 3 

Australia and Oceania 2 

Africa 1 

Total respondents 14 

 

14. The issue is common in 9 jurisdictions, even if not widespread.  In one of them 

difficulties and challenges in accounting for core inventories were noted. 

15. The vast majority of the respondents noted that there is no recommended 

approach in their jurisdiction.  Most of the respondents based their analysis and 

conclusions on particular types of core inventories. 
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16. Diversity in practice was noted in four of the jurisdictions in which the issue is 

common.  However, we noted diverse views in different jurisdictions: 

(a) Four respondents noted that classification as inventories is the prevalent 

approach. 

(b) Two respondents supported classification as PP&E. 

(c) One respondent pointed that classification would depend on the 

particular circumstances, production process and characteristics of 

inventories. 

(d) One respondent noted that the views are mixed.  

17. One respondent also noted that the possibility of recovering assets from the 

production facility would also be considered. 

18. One of the respondents was also concerned that introducing detailed rules for 

specific industries or cases could result in a rule-based approach. 

19. We present the arguments given for each view in the section ‘Staff analysis’ 

below. 

Responses from global accounting firms 

20. We received comments from four global accounting firms. 

21. Three of them noted that classification as PP&E is the prevalent approach. 

22. One of them observed that the views are mixed, with classification as inventories 

being the prevalent approach.  The respondent also acknowledged that in the 

pipeline industry core inventories are normally accounted for as PP&E. 

23. Two of the respondents also noted that the value of core inventories is not 

material for most entities. 
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Staff analysis 

Structure of our analysis 

24. We have split our analysis into the following sections: 

(a) View 1: Accounting under IAS 2; 

(b) View 2: Accounting under IAS 16; 

(c) Staff view, including: 

(i) Basis for classification; 

(ii) Background for classification; 

(iii) Assets recoverability as an additional classification 

criterion; and 

(iv) Measurement under IAS 16. 

View 1: Accounting under IAS 2 

25. The rationale for classification as inventories is that core inventories are 

ordinarily interchangeable with other inventories, and thus core inventories held at 

a particular reporting date will be either consumed or sold in the next period.  

26. Core inventories are classified as inventories on the following basis: 

(a) Core inventories meet the definition of inventories in paragraph 6 of 

IAS 2 below: 

Inventories are assets: 

(a) held for sale in the ordinary course of business; 

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

(c) in the form of materials or supplies to be consumed in 

the production process or in the rendering of services. 

(b) Core inventories do not meet the definition of PP&E in paragraph 6 of 

IAS 16 because they are not “expected to be used during more than one 

period”.  
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(c) Some proponents of View 1 also noted that the scope of IAS 2 takes 

precedence over the scope of IAS 16, based on paragraph 2 of IAS 16  

below: 

This Standard shall be applied in accounting for property, 

plant and equipment except when another Standard 

requires or permits a different accounting treatment.  

(d) Thus they argue that assets that meet the definition of inventories are 

accounted for under IAS 2 rather than under IAS 16. 

27. The submitter described the two different views on core inventories 

measurement: 

(a) View 1A: core inventories are measured collectively with other inventories 

using FIFO or a weighted-average cost formula. 

(b) View 1B: core inventories are measured separately from other inventories.  

The rationale for this accounting treatment is that the accounting transaction 

does not take place at the time of each inventory’s swap and therefore their 

value is not stepped up. 

View 2: Accounting under IAS 16 

28. The rationale for classification as an element of a PP&E cost is that core 

inventories are not held for sale or consumption; instead their intended use is to 

ensure that a production facility is operating.  Even though core inventories are 

commingled with ordinary inventories, the characteristics and intended use of a 

particular part of the inventories remain the same at each individual reporting 

date.  Thus these core inventories need to be accounted for separately. 

29. Core inventories should be classified as an element of a PP&E cost because they 

are necessary to bring a PP&E asset to its required operating condition.  Paragraph 

35 of IAS 2 and paragraph 16(b) of IAS 16 provide the basis for this treatment: 

(a) Paragraph 35 of IAS 2 states that: 

Some inventories may be allocated to other asset 

accounts, for example, inventory used as a component of 
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self-constructed property, plant or equipment. Inventories 

allocated to another asset in this way are recognised as an 

expense during the useful life of that asset. 

(b) Paragraph 16(b) of IAS 16 states that the cost of an item of property, 

plant and equipment comprises: 

(b) any costs directly attributable to bringing the asset 

to the location and condition necessary for it to be capable 

of operating in the manner intended by management.  

30. Proponents of View 2 argue that if core inventories are carried as inventories, a 

one-time impairment loss would be recognised in most cases, because they cannot 

be sold or consumed in the production process.  They think that it would not 

properly reflect the fact that core inventories are necessary to operate another 

asset over more than one operating cycle. 

31. Some proponents of View 2 also noted that only core inventories that could not be 

substantially recovered from the production facility form an element of a PP&E 

cost.  Otherwise, they are carried as inventories. 

32. The submitter raised a concern on measurement of core inventories under 

View 2. Specifically, the submitter noted that even core inventories are physically 

substituted by ordinary inventories, their accounting value could remain 

unchanged in the case of a price increase. The submitter pointed that it could lead 

to ‘significant hidden reserves’.  

Staff view 

33. We think that core inventories’ classification should be based on their primary 

intended use for an entity, rather than on their physical form.  Core inventories as 

described in the submission are primarily held for making a production facility 

operational.  Thus, we support View 2 (classification under IAS 16).  We also 

think that assets’ recoverability should not change their classification. 
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Basis for classification 

34. We think that classification should be based on the intended primary use of  core 

inventories because: 

(a) A part of inventories of the same quantity, characteristics and use for an 

entity is always in the production facility, whether this part is 

comingled with other inventories or not.  We think these assets need to 

be accounted for separately from ordinary inventories. 

(b) We think that classification based on the intended primary use, rather 

than on their physical form, would provide more relevant information 

for the users of financial statements.  

35. The classification as described in the submission is based on the unit of account 

consideration1.  We think that core inventories should be classified based on their 

intended primary use for an entity.  Thus, we do not think that a unit of account 

should be the focus of this agenda paper. 

36. We also think that the distinction described in the submission is based more on the 

physical separability of core inventories from other assets, than on the unit of 

account notion.  As described in the paragraphs above, we do not think that 

classification should be primarily based on the physical form of assets. 

37. Having said that, we note that neither IAS 16, nor IAS 2 prescribes the unit of 

account.  Instead IAS 16 states that judgement is required in defining the unit of 

measure for recognition, ie what constitutes an item of property, plant and 

equipment (paragraph 9 of IAS 16).  

                                                 
1 On the assumption that the unit of account is the smallest unit of the material concerned (ultimately 
individual atoms), core inventories are classified as inventories because they represent materials that are 
consumed in the production process (View 1). 

On the assumption that the unit of account is the minimum amount of material as a whole, core inventories 
are classified as PP&E because they are neither held for sale nor consumed in the production process (View 
2). 
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Background for classification 

38. We think that core inventories should be accounted for as an element of a PP&E 

cost because: 

(a) Core inventories are necessary to bring a PP&E asset to its required 

operating condition and thus constitute an element of a PP&E cost in 

accordance with paragraph 16 (b) of IAS 16. 

(b) The primary use of core inventories is to be held for use in the production 

or supply of goods or services (refer to the definition of PP&E in 

paragraph 6 of IAS 16), rather than to be sold or consumed in the 

production process or in the rendering of services (refer to the definition of 

inventories in paragraph 6 of IAS 2). 

39. We also support concerns raised by the submitter in respect of the 

measurement implication of View 1.  The submitter noted that if core 

inventories are accounted for under IAS 2, an entity would in most cases need 

to recognise an immediate loss on writing off to net realisable value. 

40. We think this loss should instead be recognised as an expense over the useful life 

of a PP&E asset, based on the following: 

(a) Economic benefits associated with core inventories are consumed 

over the entire useful life of the PP&E asset in accordance with 

paragraph 4.51 of the Conceptual Framework for Financial 

Reporting. 

(b) In the case of a systematic allocation, the costs would match with 

associated revenues in accordance with paragraph 4.50 and 4.51 

of the Conceptual Framework for Financial Reporting. 

41. We think that assets with characteristics different from the ones described in the 

submission (eg  held primarily for trading or consumption in production) would 

be accounted for differently.  

42. We also think that paragraph 16 (b) of IAS 16 and paragraph 35 of IAS 2 provide 

sufficient guidance for this accounting treatment. 
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Assets recoverability as an additional classification criterion 

43. We do not think that classification of core inventories should be based on their 

recoverability, because this guidance is not explicitly stated in IFRS.  Instead, the 

depreciation mechanism described in IAS 16 addresses accounting in such cases: 

core inventories that can be recovered would be depreciated to the extent of their 

residual value according to paragraphs 52 and 53 of IAS 16. 

Measurement under IAS 16 

44. The submitter is concerned that even though core inventories are continually 

substituted, their carrying value remains unchanged in the case of a price increase.   

45. We think that historical cost measurement is a common approach for non-current 

assets.  However, if an entity believes that the current cost of core inventories 

would provide more relevant financial information to the users, a revaluation 

model in IAS 16 could be applied. 

Assessment against agenda criteria 

46. Our assessment against the Interpretations Committee agenda criteria2 is as 

follows: 

Agenda criteria 

We should address issues: 

that have widespread effect and have, or are expected to have, 
a material effect on those affected. 

Yes, the issue is widespread and 
there are divergent views on core 
inventories classification.  
However, some respondents to 
our outreach request indicate that 
the issue is not expected to have a 
material effect.  

where financial reporting would be improved through the 
elimination, or reduction, of diverse reporting methods. 

No, we think that IAS 2 and 
IAS 16 provide sufficient 
guidance. 

that can be resolved efficiently within the confines of existing 
IFRS and the Conceptual Framework for Financial Reporting. 

Not applicable. 

                                                 
2 As presented in paragraphs 5.16, 5.17 and 5.21 of the IFRS Foundation Due Process Handbook. 
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Agenda criteria 

In addition: 

Is the issue sufficiently narrow in scope so that the 
Interpretations Committee can address this issue in an efficient 
manner, but not so narrow that it is not cost-effective for the 
Interpretations Committee to undertake the due process that 
would be required when making changes to IFRS?  

Not applicable. 

Will the solution that was developed by the Interpretations 
Committee be effective for a reasonable time period?  (The 
Interpretations Committee will not add an item to its agenda if 
the issue is being addressed in a forthcoming Standard and/or 
if a short-term improvement is not justified.) 

Not applicable. 

Staff recommendation 

47. We think the appropriate accounting can be derived from IAS 2 and IAS 16 

without the need for further guidance.  Consequently we do not think that any 

changes to, or formal interpretation of, IAS 2 or IAS 16 are required.   

48. Consequently, we think that the Interpretations Committee’s agenda criteria are 

not met and we recommend that the Interpretations Committee should not take 

this issue onto its agenda.  

49. The proposed wording for a tentative agenda decision is shown in Appendix A. 

 

Questions for the Committee 

1. Does the Interpretations Committee agree with the staff’s analysis and with 

the conclusion? 

2. Does the Interpretations Committee agree with the staff’s recommendation 

that the issue should not be added to its agenda? 
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Appendix A 
Proposed wording for tentative agenda decision 

A1 The proposed wording for the tentative agenda decision is presented below. 

IAS 16 Property, Plant and Equipment/IAS 2 Inventories—‘Core inventories’ 

The IFRS Interpretations Committee (the Interpretations Committee) received a request for 

clarification on whether ‘core inventories’ held in an entity’s own facilities are accounted for 

as inventories or as property, plant and equipment. 

The submitter defined core inventories as a minimum amount of material that: 

 is necessary to permit a production facility to start operating and to maintain 

subsequent production; 

 cannot be physically separated from other inventories; and 

 can be removed only when the production facility is finally decommissioned or at 

considerable financial charge. 

The Interpretations Committee considered that core inventories would be classified taking into 

account their intended use for an entity.  It noted that core inventories, which are necessary to 

bring a property, plant and equipment asset to its required operating conditions, are recognised 

as an element of property, plant and equipment cost based on paragraph 16(b) of IAS 16 

Property, Plant and Equipment and paragraph 35 of IAS 2 Inventories. 

The Interpretations Committee considered that in the light of its analysis of the existing IFRS 

requirements an interpretation was not necessary and consequently [decided] not to add the 

issue to its agenda. 
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