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Section 2

Definition of stock in 
trade

Raw material

Finished goods WIP

“Property of any description, 
whether moveable or 
immoveable which is sold in 
the ordinary course of 
business” It covers property 
which is ready for sale as well 
as that which is partly 
completed or matured, 
materials for use in 
manufacture or preparation 
and WIP”
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Distinction between trading 
stock & capital asset
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Particular item 
part of 

Trading 
Stock

Fixed 
capital

Cost=deductible
Sales=trade receipt

Cost  x deductible
Sales=capital receipt

Valuation of stock-in-trade
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Trading Stock
Year end valuation 

(Section 35(3))

Market value
at  that time

Physically tangible, an 
amount = total cost to 

him in acquiring that item

(in line with MFRS 102)
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Valuation of stock-in-trade
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Trading Stock
- Immoveable properties 

,stocks, shares or marketable 
securities 

Market value
- to accept net realisable
value to be equivalent to 
market value( based on 
accounting standards)

Cost
- include purchase cost, 

conversion cost and 
transport cost to bring it 

to its condition and 
location

Whichever is 
lower

Applies to 
property 
developers, 
financial 
institution,
insurance 
companies & 
investment 
dealing 
companies

Valuation of stock-in-trade
• For tax purposes –

(i) Market value of an inventory (stock in trade) would be equal

to the fair value or estimated selling price. 

(ii) Net realizable value is not acceptable

• Where NRV<than the cost

(i) The value of the inventory from net realizable value has to

be reinstated to its market value; and 

(ii) The estimated cost to sell or estimated selling cost which

has been deducted from the estimated selling price has to

be added back in the tax computation. 
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Eg 3 PR2/2020
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Total cost or historical cost
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Manufacturing 
biz

Retail biz

•Direct cost of material +labour 
used in the manufacture of the 
finished products
•A proportion of production 
overhead costs that relate to the 
manufacture of the finished 
products
•Any other cost of putting the 
stock in trade in its present 
location and condition

• Cost of acquiring the 
stock in trade 

• Cost of bringing it to its 
location and condition ( 
such as custom duties, 
transportation costs and 
packaging costs)

Consistency

• Any acceptable method used in the valuation of 
stock in trade or WIP should be applied 
consistently

• Valid reason for a change -> details of the 
change should be appropriately documented 

Example 4 PR2/2020
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Stock withdrawn without any 
consideration Section 24

9

Gross Income = 
Market value=Stock in 

trade

Private 
purpose Other 

reasons

Non 
business 
activity

Consideration
=cash+debt No 

considern

Consdn =
Not cash , not debt

Gross income=mkt 
value-trade debt 

(S24(1)-cash(S28))

Gross income=mkt
value of the stock 

withdrawn except for 
compulsory acqnEg 5.15

Eg 5.16
Jun 07 Q5(a)(i)

Eg 1-4 PR3/2020PR 3/2020

Eg 7 , 
PR3/2020

Eg 6 , 
PR3/2020

Valuation of stock in trade on cessation 
of operations S35(5)

1
0

Permanently ceased 
operations

Stock sold/transferred for 
consideration at the time of cessation

Transfer / sold to another co. to be 
used as stock in trade

Transfer price =Selling price/value of 
consideration received

Yes

Mkt value 
at the 
time of 

cessation

Yes

No

No

Eg 5.18, Jun 2010 QI1)(a)(ii), 
EG 5 ,6,7, PR2/2020

Eg 5.19,5.20
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