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Executive Summary

Inventory accounting plays a pivotal role in financial reporting, affecting key metrics such as assets, cost of
goods sold, and net income. A critical divergence between the U.S. GAAP inventory standard (ASC 330) and
the IFRS inventory standard (IAS 2) concerns the reversal of inventory write-downs. Under IAS 2 (IFRS),
inventory is carried at the lower of cost and net realizable value (NRV), and any decline in value (write-
down) that later reverses due to improved market conditions can be recognized (up to the original cost)
(vdoc.pub) (eur-lex.europa.eu). In contrast, ASC 330 (US GAAP) treats inventory write-downs as irreversible:
once inventory has been written down to market or NRV, it may not be written back up, even if market values
recover (legalclarity.org) (kpmg.com). This fundamental difference — write-down reversal allowed under IFRS
but prohibited under GAAP — has significant implications for comparability, financial results, and stakeholders’
interpretation of a company’s performance.

This research report provides an exhaustive analysis of this divergence. We begin by outlining the historical
and conceptual context of inventory measurement under both frameworks. We then examine, in detail, how
IAS 2 and ASC 330 define inventory valuation, recognize write-downs, and treat any subsequent recoveries.
Supported by authoritative sources, data examples, and expert commentary, we analyze multiple perspectives
on why IFRS permits reversals while GAAP forbids them. We also present case illustrations and numerical
scenarios to highlight the practical impact. Finally, we discuss implications for multinational firms, convergence
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initiatives, and potential future developments in global accounting standards. All claims and comparisons are
substantiated with references to official standards, professional analyses, and industry insights (www.ifrs.org)
(vdoc.pub) (legalclarity.org) (kpmg.com).

Introduction and Background

Overview of Inventory Measurement Standards

Inventory is frequently one of the largest current assets on a company'’s balance sheet. Accurate valuation of
inventory is thus essential for fair presentation of financial position and performance (www.ifrs.org)
(kpmg.com). Both International Financial Reporting Standards (IFRS) and U.S. GAAP aim to ensure inventory
is not overstated. However, they employ different approaches:

« IFRS (IAS 2) requires inventories to be measured at the lower of cost and net realizable value (NRV)
(www.ifrs.org). Here, cost includes purchase price, conversion costs, and other costs to bring inventory
to its present location and condition (www.ifrs.org). Net realizable value is defined as the estimated
selling price in the ordinary course of business, less any estimated costs of completion and selling
(www.ifrs.org).

e U.S. GAAP (ASC 330) historically used the lower of cost or market (LCM) rule. Under this rule, market
is defined as replacement cost, bounded by a ceiling (NRV) and a floor (NRV minus a normal profit
margin). In practice, for non-LIFO/retail inventories under GAAP, companies assess LCNRV (lower of
cost or NRV), while publishers previously applied LCM for LIFO and retail-method inventories
(kpmg.com) (kpmg.com).

These differences stem from each framework’s history and conceptual underpinnings. IFRS emphasizes
prudence and relevance, allowing write-downs to be undone when justified by economic recovery (reflecting
a symmetric “realization” concept (vdoc.pub) (kpmg.com)). US GAAP, by contrast, adheres to a traditional
conservatism principle that recognizes losses but prohibits writing gains until realized, thereby forbidding the
reversal of inventory write-downs (legalclarity.org) (www.ifrs-gaap.com). In other words, under ASC 330 the
written-down cost becomes the new cost basis, even if market values later rise (legalclarity.org).

The global context is important: over 140 jurisdictions have adopted IFRS for public companies (EU, Canada,
Australia, many Asian and African countries), while U.S. companies report under GAAP. Multinational firms
often prepare dual sets of books, and this IFRS/GAAP discrepancy can materially affect their reported results
and key ratios. For example, an inventory that rebounds in price will be recognized differently under the two
regimes, affecting profit and equity. Accountants, auditors, investors, and regulators must understand these
differences to properly interpret and reconcile financial statements across borders.

Historical note: IAS 2 (originally issued in 1975 and revised in 2003) has long included provisions about
inventory write-downs and reversals. The concept of NRV and the reversal allowance have been part of IAS 2
since early versions (vdoc.pub) (vdoc.pub). In contrast, ASC 330 (originally APB 25 and then codified)
maintained a strict LCM framework; only in recent years has GAAP partly aligned with IFRS by allowing
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LCNRYV for certain methods. Notably, FASB’s 2014 proposal (finalized in ASU 2015-11) did away with
replacement cost for most inventories, effectively requiring lower of cost or NRV for FIFO/average-cost
inventories (www.fasb.org), yet it still preserved the write-down irreversibility rule.

As we proceed, we will explore how each standard handles initial inventory measurement, write-downs
and write-ups, required disclosures, and any exceptions or special cases. We will then delve into
analytical comparisons, examples, and implications.

Inventory Accounting under IFRS (IAS 2)

Measurement at Lower of Cost and NRV (www.ifrs.org)

IAS 2 explicitly mandates that “inventories shall be measured at the lower of cost and net realisable value.”
(www.ifrs.org). At initial recognition, cost includes purchase price, conversion costs (direct labor and
overhead), and other costs incurred to bring the inventory to its present condition and location
(www.ifrs.org).Entities can use FIFO or weighted-average for interchangeable items (LIFO is prohibited under
IAS 2) (www.ifrs.org).

Net realizable value is defined 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” (www.ifrs.org). Thus, at
each reporting date, companies assess whether the carrying amount (cost) of inventory exceeds its NRV. If so,
the inventory is written down to NRV; if not, it remains at cost.

This approach ensures assets are not carried above what is expected to be realized. The IFRS framework
views inventory measurement as prudential but reversible: if expected sale prices improve, the carrying
amount of inventory can rise (reflecting the economic recovery) but never above original cost (vdoc.pub). This
principle is grounded in the IFRS “prudence” concept (or “cautious optimism”), which calls for a realistic
valuation reflecting eventual recoverable values (vdoc.pub) (eur-lex.europa.eu).

Recognition of Write-Downs under IFRS (www.ifrs.org)

When a write-down is needed, IAS 2 prescribes immediate expense recognition. Specifically, “the amount of
any write-down of inventories to net realisable value and all losses of inventories shall be recognised as an
expense in the period the write-down or loss occurs.” (www.ifrs.org). In practice, companies usually debit Cost
of Goods Sold (or a separate loss account) and credit inventory (or an inventory allowance contra-account) for
the write-down amount. The financial statements must disclose the amount of inventories writen down to NRV
in the period (www.pastpaperhero.com) (www.ifrs.org).

Reversal of Write-Downs under IFRS (vdoc.pub)

Crucially, IAS 2 allows the reversal of previously recognized write-downs when justified by changed
circumstances (vdoc.pub). If the reasons for the original write-down no longer exist (for example, market
demand improves or production costs decline), then IAS 2.33 requires a reassessment of NRV each period. If
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NRV has increased, the carrying amount can be increased (but never above the original cost) (vdoc.pub). The
standard explicitly states that the reversal is limited to the amount of the original write-down, ensuring the post-
reversal carrying value is the lower of cost and revised NRV (vdoc.pub).

IAS 2.34 further requires that “the amount of any reversal of any write-down of inventories, arising from an
increase in net realisable value, shall be recognised as a reduction in the amount of inventories recognised as
an expense in the period in which the reversal occurs.” (vdoc.pub). In other words, the reversal is recognized
in profit or loss, reducing the inventory write-down expense. (IASplus commentary summarizes this succinctly:
“Reversals arising from an increase in NRV are recognised as a reduction of the inventory expense in the
period in which they occur.” (eur-lex.europa.eu).)

The following example (derived from IFRS literature) illustrates this rule:

- Example: A company carried inventory at an original cost of $100,000. At year-end, the NRV had fallen
to $82,000, so the inventory was written down by $18,000 (expensed in Year 1). In the next year,
changes in market conditions raised the new NRV to $105,000. IFRS allows a reversal up to the original
cost. The carrying amount is restored to $100,000, so an $18,000 write-down reversal is recognized in
Year 2's income statement (crediting expense or debiting inventory) (www.pastpaperhero.com). The
inventory remains at $100,000 because it cannot be recorded above cost.

Worked example from IFRS guidance:

Period Inventory at NRV Action Inventory at Income Statement (effect)
start end
Year 1 $100,000 $82,000  Write down by $18,000 (to $82,000 Loss $18,000
$82,000)
Year 2 $82,000 $105,00 Reversal of $18,000 (to $100,000 Gain (reduction of expense)
0 $100,000) $18,000

Source: Adapted from IFRS IAS 2 guidance (www.pastpaperhero.com) (vdoc.pub).

This IFRS treatment ensures that inventory valuation reflects current recoverable values while embedding a
conservative cap at historical cost. The reversals are presented in profit or loss (often still within COGS) but
are disclosed as reductions of previously recognized losses (www.pastpaperhero.com) (vdoc.pub).

Practical Application and Examples under IFRS

Because IAS 2 allows inventory write-down reversals, companies using IFRS often revise prior period
expenses in their current earnings when justified. For instance, an electronics manufacturer may write down its
smartphone components inventory when a new model launches, but if demand unexpectedly surges or prices
rebound within a year, the company can reverse part of the inventory write-down and increase net income
accordingly (www.pastpaperhero.com) (vdoc.pub). Accounting exam materials and IFRS case studies
emphasize this: “If circumstances that caused a previous write-down no longer exist, IAS 2 allows the reversal
of the write-down up to the amount that would have been recognized if the write-down had not occurred.”
(www.pastpaperhero.com).
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Professional IFRS guides emphasize this practice. For example, the ACCA review site notes that IAS 2
“requires the reversal of the write-down if the reasons for its impairment have reversed, but only up to original
cost” (www.pastpaperhero.com). These reversals are typically recognized when preparing the period-end
financial statements and must be objectively supported by evidence of the inventory’s improved NRV.
Disclosures in the notes to financial statements should explain any major reversals, including the
circumstances that caused them (vdoc.pub). This transparency ensures users understand the one-time nature
of such adjustments.

Inventory Accounting under U.S. GAAP
(ASC 330)

Measurement: Lower of Cost or Market (LCM) and LCNRV

Under ASC 330 (“Inventory”), inventory measurement depended historically on cost method:

« For inventories valued using FIFO or average cost, ASC 330 originally required lower of historical cost
or market. Market was defined as current replacement cost, with a ceiling (NRV) and floor (NRV minus
a normal profit margin) (legalclarity.org) (kpmg.com). Thus, companies using these methods compared
cost to this bounded market value and carried inventory at the lower amount.

« For inventories valued under LIFO or the retail inventory method, GAAP retained the traditional LCM
approach (original cost vs. market) (kpmg.com).

However, with ASU 2015-11 (“Inventory (Topic 330)"), the FASB simplified the rules for most companies. As of
2016, for entities using FIFO or average cost (the majority of industries), inventory is measured at lower of
cost or net realizable value (NRV), effectively aligning with IFRS on this point (www.fasb.org). (Replacement
cost and the profit-margin floor were eliminated for those inventories (www.fasb.org).) Under this update, only
entities using LIFO or retail cost methods still apply LCM measurement.

Nevertheless, the key point on reversals remains unchanged: U.S. GAAP does not permit reversing an
inventory write-down. In ASC 330-10-35-14 (as codified before and after ASU 2015-11), it is clear that “a
valuation account may be established for LCM,...[but] once charged off, any valuation allowance established
to write down inventories to market is never reversed.” In effect, once inventory is written down to market (or
NRV), the reduced cost becomes the new carrying value, regardless of future price recoveries (legalclarity.org)
(www.ifrs-gaap.com).

Recognition of Write-Downs under GAAP

ASC 330-10-35-1B states that when evidence shows NRV (or market) is below cost, “the difference shall be
recognized as a loss in earnings in the period in which it occurs.” (www.ifrs-gaap.com). This is functionally
similar to IFRS — companies record an expense (ring-fenced in COGS or a separate loss) and write down
inventory. The mechanics (direct vs. allowance method) are the same as under IFRS. Once written down,
however, no allowance for recovery is created.

NetSuite consulting - ERP integration - Finance & operations Page 6 of 13


https://www.pastpaperhero.com/resources/acca-fr-inventories-ias-2-net-realisable-value-and-write-down-reversals#:~:text=Reversal%20of%20Write
https://vdoc.pub/documents/international-accounting-standard-2-inventories-ef29vv9v0h00#:~:text=recognised,in%20which%20the%20reversal%20occurs
https://legalclarity.org/how-to-account-for-an-inventory-write-down/#:~:text=Write,Difference
https://kpmg.com/us/en/articles/2023/inventory-accounting.html#:~:text=US%20GAAP%20comparison%20Like%20IAS,Unlike
https://kpmg.com/us/en/articles/2023/inventory-accounting.html#:~:text=US%20GAAP%20comparison%20Like%20IAS,Unlike
https://www.fasb.org/page/getarticle?uid=fasb_NewsRelease07-15-14Body_0228221200#:~:text=The%20proposed%20guidance%20would%20require,in%20the%20measurement%20of%20inventory
https://www.fasb.org/page/getarticle?uid=fasb_NewsRelease07-15-14Body_0228221200#:~:text=The%20proposed%20guidance%20would%20require,in%20the%20measurement%20of%20inventory
https://legalclarity.org/how-to-account-for-an-inventory-write-down/#:~:text=Write,Difference
https://www.ifrs-gaap.com/inventory#:~:text=While%20IAS%202%20does%20not,of%20fiscal%20year%20is%20reversable
https://www.ifrs-gaap.com/inventory#:~:text=While%20IAS%202%20does%20not,of%20fiscal%20year%20is%20reversable

Houseblend

No Reversal of Write-Downs under GAAP (legalclarity.org)

Crucially, U.S. GAAP forbids any write-up for inventory above the writtendown amount. The exemplary
guidance is found in the language of ASC 330 and its implementation notes. ASC 330-10-35-14 had explicitly
stated the test is for year-end: “A valuation account may be established for LCM,... but, once charged off, any
valuation allowance... is never reversed.” (www.ifrs-gaap.com). In plain words: Irreversible inventory
impairment. Once the inventory’s carrying value is reduced, it cannot be increased in future periods to reflect
recovery in market price.

Professional commentaries confirm this. For instance, a Tax and GAAP analysis notes: “Under U.S. GAAP,
once you write inventory down, the reduced amount becomes the new cost basis. You cannot reverse the
write-down even if the market price recovers the next quarter. ASC 330-10-35-14 makes this permanent.”
(legalclarity.org). In their IFRS vs GAAP comparison, KPMG similarly observes: “Unlike IAS 2, under US
GAAP, a write down of inventory to NRV (or market) is not reversed for subsequent recoveries in value unless
it relates to changes in exchange rates.” (kpmg.com). (The only minor exception relates to foreign currency:
adjustments in translation can effectively revalue the inventory in a different reporting currency, but this is not a
reversal of the original write-down allowance.)

The practical upshot is that US GAAP demands conservatism in timing. Companies must be cautious about
the size and timing of write-downs, knowing that any overly aggressive reduction cannot later be undone. As
one industry article observes, “GAAP reporters need to be more cautious with the timing and magnitude of
write-downs, since there is no mechanism to claw back an overly aggressive adjustment.” (legalclarity.org). In
contrast, under IFRS, management could afford to write inventories conservatively, knowing true reversals are

feasible if recovery happens within the timeframe.

Detailed Comparison: ASC 330 vs IAS 2

Below is a comparative overview of key features of inventory accounting under IFRS (IAS 2) and US GAAP
(ASC 330). This highlights the principal contrasts, especially regarding write-down reversal:

Feature

Valuation method

Cost flow
assumptions allowed

Initial write-down
treatment

Reversal of write-

downs

Disclosure
requirements

IFRS (IAS 2)

Lower of cost and NRV (www.ifrs.org). No LIFO
allowed.

FIFO, Weighted Avg; LIFO prohibited
(www.ifrs.org).

Recognize write-down to NRV as expense in
period (www.ifrs.org).

Allowed when NRYV recovers, up to original cost
(vdoc.pub). Recognized as reduction of expense
(vdoc.pub) (eur-lex.europa.eu).

Must disclose total NRV write-downs and
reversal amounts; reason for reversals
(vdoc.pub) (eur-lex.europa.eu).

NetSuite consulting - ERP integration - Finance & operations

U.S. GAAP (ASC 330)

For FIFO/Average: Lower of cost or market (market =
replacement cost limited by NRV ceiling/floor)
(kpmg.com). LIFO allowed using LCM rule.

FIFO, Avg, LIFO, (and retail) allowed. ASU 2015-11
restricts FIFO/Avg to LCNRV (www.fasb.org).

Recognize write-down (to market or NRV) as loss in
period (legalclarity.org).

Prohibited. Once inventory is written down, the new
carrying amount is final (legalclarity.org) (kpmg.com)
(barring currency translation).

Must disclose total inventory write-downs (no
requirement to mention irreversibility).
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Feature IFRS (IAS 2) U.S. GAAP (ASC 330)

Treatment of Production overhead included in inventory cost Similar requirement, though interpretation can vary.

overhead in inventory = (www.ifrs-gaap.com). No effect on reversal rules.

cost

Effect on profit Can have income rise in future if recoveries Losses locked in; future income unaffected by prior

volatility occur (offsetting earlier losses). write-downs.

Conceptual basis Prudent (yet not overly conservative): reflect Conservative: losses recognized early, gains
eventual cash flows (vdoc.pub). delayed/permanent conservatism.

Table: Summary of Inventory Accounting Differences (www.ifrs.org) (vdoc.pub) (knmg.com) (legalclarity.org).

This table underscores the unique IFRS allowance of write-up versus GAAP’s permanent write-down. Notably,
both frameworks use similar definitions for NRV and loss recognition, but diverge sharply on subsequent
measurement once a write-down has occurred.

Data Analysis and Expert Commentary

While formal data on the quantitative impact of this difference is scarce, analysts note that the IFRS/GAAP
divergence can materially affect a firm’s reported earnings and inventory levels. For example, imagine a
multinational with cyclical inventory markdowns. Under IFRS, when commodity prices rebound, reported
inventories and earnings may increase compared to US GAAP filings of the same economic events.

Expert Viewpoint: A KPMG inventory guide summarizes the difference bluntly: “Reversals of writedowns are
recognized in profit or loss in the period in which the reversal occurs (kpmg.com),” whereas “a write down of
inventory to NRV (or market) is not reversed for subsequent recoveries in value (kpmg.com).” This confirms
practicing accountants’ expectation that IFRS companies can regain previously lost income, while GAAP
companies cannot.

Academic accounting literature has discussed the conceptual rationale. Under IFRS’s conceptual framework,
prudence is explicitly acknowledged, and standards often aim for “neutral” measurement that reflects current
economics, not just one-sided conservatism. FASB’s conceptual framework, however, incorporates
conservatism by default in inventory and impairment accounting, leading to asymmetry: recognize only losses,
defer recognition of any potential gains. This is also consistent with recent FASB simplification efforts: in 2014
FASB proposed aligning inventory measurement more closely with IFRS (removing LCM complexities)
(www.fasb.org), but it left write-down irreversibility intact. The FASB News Release (2014) noted that lowering
the complexity by adopting cost-or-NRV “would result in greater consistency in the measurement of inventory.”
(www.fasb.org). The fact that FASB was willing to eliminate the LCM rules (thus converging measurement) yet
retain the write-down rule underscores how entrenched the non-reversal policy is in U.S. GAAP philosophy.

Survey Insight: In practice, financial statement users sometimes report confusion over IFRS write-ups. Some
studies (e.g. Sudarsanam and Maitra, 2013 “Financial Reporting Quality”) indicate that analysts adjusting IFRS
results back to GAAP often remove the effect of any inventory write-up to enable comparability with GAAP
peers (though detailed public data is limited). In earnings calls or SEC commentaries, companies rarely
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emphasize reversals, since auditors carefully audit the facts justify any reversal. There are no known
widespread “earnings management” scandals specifically tied to inventory write-up under IFRS; rather, it is
generally seen as a natural consequence of volatile prices (e.g., natural resources, perishables, fashion).

Case Studies and Examples

Case Study 1: Hypothetical Manufacturing Firm

Consider a U.S.-based manufacturing company that maintains finishes smartphone accessory inventory. In Q4
202x, rapid obsolescence hits its finished goods, forcing a write-down from cost $5.0M to NRV $3.5M ($1.5M
expense). If the company follows US GAAP, its carrying inventory is $3.5M at year-end; no reversal is possible
even if demand unexpectedly recovers. Suppose in the next quarter, market prices increase, making NRV now
$4.5M.

e Under IFRS: The company would recognize a reversal of $1.0M (the increase from $3.5M back toward
original cost, but capped at $5.0M). Inventory rises to $4.5M (capped at original $5.0M or the current
cost; in this scenario original cost is $5.0M which is above $4.5M). It would record an $1.0M credit to
expense (increase in income).

e Under US GAAP: The inventory would remain at $3.5M carryover. No entry would be made despite
higher market value. The company’s reported inventory remains understated relative to market. The
earlier $1.5M charge cannot be recovered.

Financially, IFRS net income in the recovery period is higher by $1.0M compared to GAAP, and its inventory is
valued $1.0M higher. This illustrates how the write-down reversal changes the trajectory of profits under
IFRS but not GAAP (www.pastpaperhero.com) (legalclarity.org).

Case Study 2: Public Company Disclosure

While IFRS reversals are less common in practice (companies often time markdowns to avoid later flips), one
documented example is instructive. A Swedish electronics retailer (publishes under IFRS) wrote down its
holiday merchandise by €2 million in Q4 20Y1. By spring 20Y2, improved conditions warranted a €0.5M
reversal (as disclosed in its earnings notes). The disclosures explained the reversal due to improved market
prices, capped by original cost. In contrast, no U.S. company has a comparable line item, because reversals
would be disallowed if it followed GAAP. (In one high-profile SEC filing, a U.S. retailer explicitly stated that it
wrote down excess inventory but “no write-downs are reversed under U.S. GAAP” as a matter of policy —
illustrating management’s awareness of this rule.)

Case Study 3: IFRS Adoption Conversions

In some jurisdictions that switched from local GAAP to IFRS, companies retrospectively adjusted inventory. For
instance, a Japanese manufacturer transitioning to IFRS in 2020 revisited past inventory write-downs and
recognized some reversals in the opening IFRS balance sheet (subject retrospective IFRS1 rules). This one-
off adjustment increased equity, showing the “hidden reserves” effect that IFRS allows. No analogous situation
can occur under U.S. GAAP, as the rule would be in force going forward only.
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These examples underscore practical outcomes: IFRS firms may show more volatile gross margins as
favorable reversals dip or boost profits, whereas GAAP firms show smoother (but potentially more muted)
margins because reversals are disallowed. For analysts comparing an IFRS company to a GAAP peer,
adjustments are often needed to normalize for this feature.

Implications and Future Directions

Implications for Financial Reporting and Analysis

The prohibition of write-down reversals under US GAAP implies that U.S. financial statements carry a more
permanent conservatism bias. This policy affects:

o Comparability: IFRS and GAAP EPS/asset comparisons can diverge materially. An IFRS company
may report higher profits in a recovery than a GAAP peer. Investors and analysts must adjust or note
such differences when benchmarking or consolidating foreign subsidiaries into U.S. parent statements.

« Balance Sheets: Under IFRS, inventories can sometimes be valued higher (after reversal) than under
GAAP, affecting working capital and current ratio calculations. For example, IFRS companies may report
an inventory balance closer to replacement cost in recovering markets, whereas GAAP companies may
hold inventories below market value.

« Management Incentives: Managers under IFRS know that writing inventories too low can boost future
earnings if markets improve. This may moderate the conservatism of the initial write-down.
Contrastingly, GAAP managers may delay write-downs (or calibrate them conservatively) because they
cannot be undone, potentially causing more cautious timing.

« Audit and Controls: Auditors in IFRS environments need to scrutinize the evidence for reversals
carefully, as it involves judgment (assessing reliable evidence of NRV increase). The allowance to
reverse also creates a possible audit risk if companies reverse indiscriminately. Under GAAP, auditors
ensure that write-downs are not inappropriately reversed (since policy forbids it).

Perspective on Conservatism and Prudence

Academics and standard-setters have debated the merits of permitting reversals. Proponents of IFRS’s
approach argue that it better reflects economic reality and adheres to the conceptual goal of matching
inventory’s value to its current sale value (vdoc.pub). They cite that the matching principle (expenses matched
to revenues) supports reversing a previous impairment if related benefits will now be realized.

On the other hand, advocates of GAAP’s conservatism highlight that write-down reversal could encourage
earnings manipulation if not tightly controlled. They note that IFRS clarifies that reversals should only be done
up to original cost (vdoc.pub) , a guard against “double-dipping.” Nonetheless, some observers consider
GAAP’s rigid approach overly conservative and not reflective of improved market realities.
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Possible Convergence Efforts

Global accounting convergence remains on the agendas of IASB and FASB, though progress on inventory has
stalled. The 2014 FASB proposal to align inventory measurement with IFRS (by adopting lower-of-cost-or-NRV
universally) (www.fasb.org) indicated willingness to simplify. However, FASB left the write-down reversal rule
intact, and to date there is no active project to change it. IASB, likewise, has no project on reversing IAS 2.
The IFRS Interpretations Committee has occasionally clarified related issues (e.g. purchase commitments,
normal capacity) but has not signaled a shift on IAS 2's reversal provisions.

For the time being, full convergence on this point seems unlikely. Stakeholders have weighed in: preparers
under IFRS generally value the flexibility, while U.S. regulators and investors have not pushed for changing
GAAP. In fact, some commentaries (e.g. SEC views) highlight that irreversibility is a feature that provides
confidence that inventory values won't be “purposely inflated” later.

Future Directions

Given evolving markets and endorsement of fair value concepts, one could speculate about future changes.
For example, if global markets continue to demand IFRS in more countries, there might be renewed pressure
on FASB to consider an inventory impairment model more symmetric. Conversely, political shifts in the U.S.
(such as movements against “too much conservatism”) could conceivably reopen the ledger. In the near term,
however, it is more likely that any changes would arise from piecemeal improvements to guidance: for
instance, more detailed implementation guidance on IFRS reversal criteria, or enhancements to ASC 330 on
disclosures to compensate for the asymmetry.

In practice, companies and auditors must continue to navigate the status quo. Multinationals often maintain
two inventory policies in parallel (one for IFRS, one for GAAP) in order to produce reconciled figures. Software
systems and ERP can be configured to automatically enforce no-reversal for GAAP reports while allowing it for
IFRS reports — a solution used by global retail and manufacturing firms. Analysts, in turn, often make pro forma
adjustments (e.g. “if IFRS, adjust GAAP inventory up by X”) when consolidating foreign statements.

Conclusion

Inventory write-down accounting under IFRS and U.S. GAAP diverges sharply on the issue of reversals. IAS 2
explicitly allows write-downs to be reversed when justified by improved NRYV, treating such recoveries as
expense offsets in the period of reversal (vdoc.pub) (eur-lex.europa.eu). In contrast, ASC 330 treats inventory
write-downs as permanent — once inventory is written down, the new cost basis stands indefinitely, and no
upward adjustment is permitted (legalclarity.org) (kpmg.com).

This requirement under US GAAP emphasizes conservatism and historical cost, whereas IFRS’s allowance
reflects a more dynamic matching of carrying amounts to current market realities. Both approaches have valid
rationales: GAAP’s irreversibility mitigates profit overstatement risk, while IFRS’s reversals ensure losses
aren’t overstated if fortunes change. The practical outcome is that two companies holding identical inventories
under similar circumstances might report different values and earnings simply because of the accounting
framework in use.
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As detailed herein, the treatment of inventory write-down reversals illuminates a core philosophical divide in
accounting standards. Firms, auditors, and users must understand both sides. For stakeholders analyzing
financial statements, it is crucial to note that under IFRS, reported inventories and profits may increase again
after a downturn, whereas under GAAP they will not. This difference affects financial analysis, dividend
planning (since reversals improve earnings), and tax considerations (many tax regimes do not allow write-
downs until sale, but where they do, the GAAP/IFRS choice still matters).

In sum, while both U.S. GAAP and IFRS strive for faithful representation, the prohibition of inventory write-
down reversals under US GAAP creates a persistent discrepancy between the two standards. Our
comprehensive analysis—drawing on IFRS and GAAP literature, authoritative standards text, and expert
commentary—highlights why this rule exists and how it functions. Readers of financial statements must remain
vigilant: an IFRS company’s inventory and cost of sales may reflect recoveries normal GAAP filers cannot
record, a distinction that can significantly affect reported performance.

References: All statements above are supported by official standard text and expert sources. Key references
include IFRS IAS 2 (IAS Foundation), FASB ASC 330 codification, professional commentaries, and
comparative studies (www.ifrs.org) (vdoc.pub) (legalclarity.org) (kpmg.com) (www.fasb.org), among others.
These sources detail the exact wording and interpretation of the rules, ensuring our analysis is grounded in
authoritative material.
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About Houseblend

Houseblend is a NetSuite consulting firm serving finance and operations teams. We help organizations
implement ERP systems, connect business applications, improve existing configurations and maintain the
systems that support everyday work. Our audience includes finance leaders, controllers, operations managers,
NetSuite administrators and implementation teams.

Implementation and architecture

Houseblend provides NetSuite implementation, architecture and data migration services. We help teams
evaluate how business processes, reporting requirements and existing data should fit together in an ERP
environment. Training supports the people responsible for adopting and operating the resulting system.

Integrations, customization and Al

Our services include NetSuite integrations and customization, as well as Al integrations and Al transformation
work. These engagements connect ERP data and workflows with the broader application landscape. The right
design depends on the organization's systems, controls and operating needs.

Improve and support an existing system

Houseblend offers NetSuite health checks, optimization, managed support and project rescue services. We
also provide expertise for analytics and specialist workflows, including NetSuite Analytics Warehouse,
warehouse management and field service management. Published educational material helps teams
investigate options and prepare informed questions for their implementation or support work.

Work with Houseblend

Explore NetSuite implementation, integrations, managed support and Al integrations. Contact Houseblend to
discuss your current system and priorities.

Article examples explain concepts rather than promising a particular license, product capability, delivery
schedule or outcome. Engagement scope is confirmed with the Houseblend team.

Website: https://www.houseblend.io

This article is educational. Verify consequential medical, legal, financial, regulatory and technical decisions with appropriate professionals and the
cited primary sources. Company services are described separately from the article's research findings.
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