
 

STOCKS ASSESSMENT IN AGRI BUSINESS 
 

 

Lecturer Mircea UNTARU Ph.D 
Faculty of Economics,  

„IoanSlavici” University, Timişoara, 

România 

 

 

Lecturer Vasile ROTĂRESCU Ph.D 

Faculty of Computer Sciencies, 

„IoanSlavici” University, Timişoara, 

România 

 
 

REZUMAT. Dimensiunea stocurilor unei companii are un impact semnificativ, de multe ori, peste rapoartele sale 

financiare anuale. În acest context, utilizarea unei baze de evaluare a stocurilor, care ar permite reflectarea cea mai 

reală a situației financiare a companiei reprezintă un deziderat foarte important pentru orice expert contabil. 

 

Cuvinte cheie: stoc, standard, broker, IFRS, stocuri pentru vânzare, regulament, stocuri în proces. 

 

ABSTRACT. The size of the stocks of a company has a significant impact, many times, over its annual financial 

reports. In this context, the use of an evaluation base of stocks that would allow the most real reflection of the financial 

status of the company represents a very important desideratum of any accounting expert.  
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1. INTRODUCTION 
 

When such stocks are evaluated at the net 

achievable value, the changes of those values are 

recognized in the profit or loss of the specific period 

of time when the change is made. 

The stocks referred to in paragraph 3 (a) are 

evaluated, in certain stages of production, at the net 

achievable value. These cases occur, for example, 

when crops have been harvested or ore have been 

extracted, and the sale is guaranteed by a forward 

contract or a governmental guarantee or when there is 

an active market, and the risk of remaining with 

unsold production is neglectable. 

These types of stocks are excluded, so, only from 

the evaluation requirements of this Standard. 

Also, in paragraph 3 (b) the Standards stipulates 

for this case “middlemen brokers from stock 

exchange who evaluate their stocks at the fair value 

minus sale costs”. 

When such stocks are quantified at the fair value 

minus sale costs, the changes in the fair value minus 

sale costs are recognized in the profit or loss of the 

period of time in which the change took place. 

Middlemen brokers are those whom buy or sell 

goods for others or in their own account. The stocks 

to which paragraph 3 (b) refer are achieved, mainly, 

for the purpose of sale in the nearest future and 

generate a profit by the price flows or from the 

margin of middlemen brokers. When these stocks are 

evaluated at the fair value minus sale costs, they are 

excluded only from the evaluation requirements of 

this Standard. 

IAS 2 “Stocks” stipulates that only this Standard 

doesn’t apply to the evaluation of stocks in the 

possession of manufacturers of forestry and 

agricultural goods, agricultural production after 

harvest and ore and other mineral products 

(paragraph 3a) and middlemen brokers from stock 

exchange (paragraph 3b), without indicating the 

standard/standards throughout which  practice area is 

applied in their evaluation, as indicated by paragraph 

3a for those stocks which are excluded entirely from 

the practice area of that Standard. 

 

2. CASE STUDY ON STOCKS 
 

 The fact that the revised Standard 2 (2005) expands 

stock area to which stipulated IAS 2 evaluation 

requirements do not apply (the lowest value between 

cost and net achievable value) and allows certain 

companies to evaluate stocks th net achievable value, 

therefore fair value mines sale costs, reapplies the 

methodology for stock evaluation at cost. 

Simultaneously approaches the measure in which 

motivations, arguments and reasoning for which the 

formalizers based their decision within stocks owned 

by certain companies are admitted for evaluation at net 

achievable value or net fair value, can or cannot be 

expanded also for stocks of other companies! 

 From our point of view, in our case study, IFRS 

expansion of the evaluation methodology of stocks 

based on net achievable value and net fair value is the 

reaction to the limitations of the evaluation 

methodology based on cost. The limitations of the 

“historical cost” have become more and more 

obvious and they have been felt once with the 

approval by the IFRS concept of “fair value” for the 

evaluation of financial reports’ structures. These are 

because the fair value expresses better the value 

feature of the potential cash flows and generated cash 

equivalents by the existent stocks at the date of 

financial reports and provides better achievement 

terms of the desideratum of reproducing through 



 

 

financial reports’ excellent copy over the financial 

position and economic performances of the company. 

 In this context, appears the issue of “the historical 

cost” (purchase cost, production cost) being another 

basis for the evaluation of company stocks, in the 

context in which for some companies, stocks with 

same nature and destination are admitted by IFRS to be 

evaluated at the “net achievable value” and “net fair value”. 

Beyond the fact that after within this type of 

evaluation normalization IFRS do not provide the 

consistency and the unity of the methodology, fact 

which provoques a discriminating methodology and do 

not allow the promotion of comparisons among 

companies, we stress that financial reports do not entirely 

represent the economic substance of the companies. 

 Starting from these coordinates, in our study, we 

elaborated a factor analysis based on the principles 

and evaluation requirements for the structures of 

financial reports in general and especially of stocks, 

in order to explain and ground an evaluation basis 

which would express as real as possible the economic 

value of assets and stocks at the date of financial 

reports’ elaboration. 

 The “general framework” of IFRS defines the 

evaluation as being “the process within which 

monetary values for which the structures of financial 

reports will be recognized in the balance and the 

profit and loss account are determined” and specifies 

multiple evaluation bases which can be used in the 

financial reports in various combinations and use 

degrees (historical cost, current cost, achievable 

value, fair value, updated value). 

Each evaluation base is defined and explained in 

terms of cash flows or cash equivalents of which 

assets and debts create or can create. 

Therefore, for assets, each evaluation base has its 

own feature when measuring, estimating cash flow or 

cash equivalents: 

- the historical cost is the expression of the sum in 

cash or cash equivalents payed in the moment of 

purchase of the asset; 

- current cost is the expression of the sum in cash or 

cash equivalents which should be payed if the same 

asste or a similar one would be purchased in present; 

- achievable value is the expression of a sum in 

cash or cash equivalents which can be obtained in 

present time by normally selling the assets, in terms 

of company’s specific market; 

- fair value is the expression of the sum in cash or 

cash equivalents which can be obtained in present by 

normal sale of assets, in general terms of the market; 

- the updated value is the expression of the sum in 

cash or cash equivalents of future net cash entries, 

which follow to be generated by an asset in the 

normal development of the activity. 

 According to an analysis of evaluation bases’ 

features stipulated by The General Framework, there 

are two types of evaluation bases: 

- the evaluation basis which measures the summ in 

cash or cash equivalents payed in the moment of 

asset purchase or which should be payed if the same 

asset or a similar one would be purchased in present 

(historical cost, current cost). 

- The evaluation basis which measures the sum in 

cash or cash equivalents which can be obtained in 

present by normally selling the assets (achievable 

value, fair value). 

First category is based on the exit flow 

(payments) of cash or cash equivalents from asset 

creation (stocks), and the second category on entry 

flows (cash-in) of cash or cash equivalents from asset 

sale (stocks). 

The general framework stipulates in paragraph 101 

the fact that the most frequent evaluation basis 

adopted by companies in elaborating financial reports 

is the historical cost. 

 The question made is why the historical cost 

represents “the most frequent evaluation basis 

adopted by companies in elaborating financial 

reports” since for tens of years the critics made 

emphasize its limitations. 

Why “historical cost” continues to be compulsory 

in the evaluation although in the process of the 

improvement of convergence and harmonization of 

accounting standards evaluation bases more adequate 

to the real image presentation have been approved, 

such as achievablevalue, far falue, some Standards, 

among which IAS 2 “Stocks”? 

Mainly we consider that in the logic of the 

regulations given by IFRS, which indicate that in the 

General Framework evaluation bases of asstes and 

debts – without hierarchizing and mentioning the 

agreed ones – guidelines and professional judgements 

for the election of the evaluation basis which 

guarantees the reliable estimation of assets and debt 

at the date of financial cases should be provided as in 

all IFRS and IAS. 

 In this context, from the analysis of IAS 2 

“Stocks” we understood that the standard does not 

explain or motivate the grounding of which it 

stipulated the regulation regarding the evaluation 

basis (paragraph 9) “Stocks must be evaluated at the 

lowest value between cost and net achievable value”. 

 Through this rule stocks aren’t evaluated neither 

of the “historical cost” basis nor on the “net 

achievable value”, but by the combination of these 

two bases, taking into consideration the lowest value: 

a) if the historical cost is lower than the net 

achievable value the basis of the historical cost 

evaluation is chosen; 

b) if the historical cost is higher than the net 

achievable value, the net achievable value basis is chosen 

 By applying this evaluation regulation stipulated 

by IAS 2, cases in which for the same categories 

(types) of stocks, some assortments are evaluated 

based on historical cost and others based on the net 

achievable value can occur. 

 This regulation stipulated bu IAS 2 “Stocks” is 

motivated and justified in certain literature as being 

requested by the “prudence principle” at the evaluation 



 

 

of assets and debts, principle which requires that in 

certain evaluations assets and expenses not to be 

overrated, and debts and incomes not to be undrerated. 

Based on this principle, accounting methodology 

supposes for any minus in asset value resulted from 

the estimations from the inventory, in comparison to 

the value recognized in accounting, must be registered 

in the elaboration of annual financial reports, and any 

plus of value must not be recognized in accounting. In 

other words, any constant depreciation must be also 

registered and will be a component of the costs in that 

period of time (depreciation registration is made only 

through expenses). 

 

3. STOCK EVALUATION 
 

 By analyzing the evaluation stock regulation, 

according to IAS 2, we can observe that it doesn’t 

represent a mixture of two evaluation bases, historical 

cost and net achievable value, as it is specified by the 

General Framework, but instead this regulation takes 

the “historical cost” as an evaluation basis and uses the 

“net achievable value” to estimate the depreciations of 

assets, in cases in which the level of net achievable 

value is situated under the level of stock cost. 

Therefore, the net achievable value, as a 

recoverable value of stocks presents an interest in the 

evaluation process of stocks only for their 

depreciation estimation, in the cases in which the 

levelof net achievable value is situated under the 

level of stock cost. 

 In terms of which IAS 2 “Stocks” doesn’t 

consider the “net achievable value” as a basis for 

stock evaluation, we issue the topic if this wouldn’t 

be more valuable for a better presentation in financial 

reports of economic value of stocks and of the effects 

in companies’ results. We also consider, in this logic, 

that IAS 2 version from 2005 already admitted for 

certain companies to evaluate stocks at “net 

achievable value” and “net fair value”. 

From the study elaborated resulted the idea that stock 

evaluation basis held by an entity shouldn’t and 

cannot be the same for all categories and types of 

stocks. The election of evaluation basis must be made 

depending on the purpose for which stocks have been 

made and on their destination in the economic-

productive processes’ flows through which generates 

adequate cash flows or cash equivalents. 

IAS 2 “Stocks” (2005), chapter “Definitions”, 

paragraph 6 presents the stocks as assets owned by 

the entity to be: 

- “sold during the normal development of the activity; 

- In process of production for a sale in the terms 

presented previously; 

- As raw material, materials and other intakes which 

will be used in the production process or for services” 

Previously we presented the structure and content 

of stocks, according to IAS 2 “Stocks”, in order to 

emphasize that depending on their use in the 

expoitation activity and destination, stocks at the date 

of financial reports’ elaboration can be asessed by 

chosing an evaluation basis capable of estimating in a 

reasonable way the value size of the cash flow or 

cash equivalents that an institution can generate after 

the destination, at the date of financial situations. 

Regarding the use criterium and destination of stocks, 

specific in the Regulations of the National Accounting, 

we re-categorized stocks in three main groups: 
 

1. Stocks owned for the achievement of the own 

capitalization activities: 

a. Raw material, which participate directly to 

product manufacturing and are found entirely or 

partially in the final product, either in their initial 

state or transformed; 

b. Intake (additional materials, fuels, packaging 

materials, spare parts, seeds and planting materials, 

forage and other intake), which participate or help in 

the production or exploitation process without being 

found, usually, in the final product; 

c. Materials such as inventory objects; 

d. Animals and birds, animals born and the young 

ones in an state (calves, lambs, pigs, poneys and 

others) raised and used for reproduction, 

e. Bee colonies as well as animals for production – 

wool, milk and fur; 

f. Packages, which include reusable packages, 

purchased or manufactured, destined for sold 

products, and which, temporarily, can be kept by 

third parties, being obliged to return them in the 

terms stipulated by the contracts. 
 

2. Stocks in process: 

a. Semi-manufactured, products which technological 

process has finished in a department (manufacturing 

stage) and which pass in forward in the technological 

process of another department (manufacturing stage) 

or are delivered to third parties; 

b. Production in process, representing the production 

which did not pass all stages of process, established 

in the technological process, as well as the products 

that are not subjected to the tests and technical 

reception or unfilled entirely. 

 Processing production also includes works and 

services, as well as studies in course of elaboration or 

unfinished. 
 

3. Stocks for sale 

a. Merchandise, goods which the company buy for re-

sale or final products delivered to the own selling points; 

b. Final products, products which passes entirely all 

stages of production process and do not require 

subsequent processes within the company, being 

ready to be stored for delivery or shipped directly to 

the customers; 

c. Semi-manufactured for sale; 

d. Animals and birds to be fatten in order to be 

capitalized. 

 The three categories of stocks correspond to the 

main stages described by them in the flows of the 

exploitation stage of the company: 



 

 

- stage I, in which stocks required for exploitation 

activities are formed (purchase, by other means); 

- stage II, in which stocks are processed, manufac-

tured according to the activity sector of each company; 

- stage III, in which stocks for sale are made. 

 Value is added to stocks made in stage I, 

evaluated at the purchase cost, after their process in 

the production process, stage II, being changed into 

semi-manufactured, final products and so on, and 

evaluated at the production cost (purchase cost + 

process cost). The last ones, in stage III, together 

with purchased merchandise are ready to be sent on 

the market, shipped to customers, at selling prices 

agreed within the contracts signed with clients or at 

market prices. 

At the date of financial reports’ elaboration stocks 

are in different stages and are presented and reported 

according to ste state in which these are found. 

From our opinion, for stock evaluation in 

financial reports, depending on the stage in which the 

exploitation stage of the company is found and their 

destination, there is a need for an evaluation basis 

which would allow a credible estimation of stock 

value, according to their economic value, of the sum 

of cash flows or cash equivalents entries possible to 

be obtained from their use and exploitation.  

 

4. CONCLUSIONS 
 

As a consequence of this fact presented it can be 

concluded that when evaluating stocks a single 

evaluation basis is not enough (for all types of stocks) 

and consequently the “historical cost” in order to 

provide a credible evaluation, other evaluation bases 

being necessary and in accordance with the various 

types of stocks. 

Basically, stock evaluation in financial reports is 

just the monetary expression of value of stocks 

determined on the basis of cash flow entries 

achievable at the date of balance and profit and loss 

account elaboration. 

Knowing stock features for sale and their 

economic potential appears the question of which 

will be the evaluation basis which should be chosen 

(historical cost or net achievable value) for the 

estimation and presentation of these stocks in the 

financial reports. 

  The resolution of this issue implies the elaboration     

of grounded judgment on the basis of economic 

theory of value in the context of the informative 

functions kept for the financial reports by the General 

Framework, which defined the basic concepts, 

qualitative characteristics of information and the 

requirement of the real image. This way we estimate 

that the election of an adequate evaluation basis 

which would provide a credible evaluation can be 

justified and motivated. 

We consider that the presentation of stocks for 

sale at an inferior level than the net achievable value 

doesn’t lead to the objective achievement of financial 

reports’ purpose; the presentation of an actual state 

which would truly, clearly and completely express 

the financial states and performances of the company. 

This fact is due to the presentation of certain 

information less relevant and current for users “how 

much we spent with the merchandise stocks and how 

much costed the achievement of the final products” 

and the representation of the truly interesting data for 

external users and not only “which are the benefits 

these stocks will generate” or “what net cash will 

obtain the company after their sale”. We estimate that 

this information is truly relevant for the users of these 

financial situations in the evaluation of the financial 

potential of the company. 

We also take into consideration the fact that the 

financial situations are the basis in the elaboration of 

the economic and financial analyses. In the terms of 

historical cost use as an evaluation basis of stocks for 

sale, liquidity indicators and not only are incapable of 

reflecting the economic reality. For example, the 

capacity of final products of covering short term 

debts is relevant only by using the achievable value, 

the historical cost reflecting the cash exits and not in 

any case what would be gained from their sale. 

To sum up, we plead for the use of the 

achievable value as an evaluation basis for sale 

stocks, estimating that by these the information given 

by the financial reports is truly relevant and 

according to the needs of companies’ management 

and of the other users of the financial reports. 
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