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INVENTORY APPENDIX 1 – INVENTORY COUNT PLANNING

	Audit Tests – Attendance at Inventory Count – Planning Procedures Prior to Attending 

	
	
Comments/Reference

	1. Ensure that the Regulation of Auditor’s Checklist has been completed.

	
	Ac2, Ac3

	2. If available, use “rolled forward” interim financial statements to calculate materiality and performance materiality.  Otherwise assess these based on final figure for prior period.

	
	

	3. Assess inherent risk for inventories, and using an estimated inventory valuation, calculate a sample size for test counts.

	
	

	4. Identify whether any specialist knowledge is required, either by the auditor, or by the use of an expert (if the use of an expert is required, perform appropriate tests on N2).

	
	

	5. Obtain inventory count instructions for all locations whether or not they are to be visited.

	
	

	6. Consider whether there are any areas of concern (inventories where there have been significant changes, inventory over which controls are weak, inventories in remote locations etc.)

	
	

	7. Identify all locations where inventory is held, and note the actual/expected value of inventory held at each location. Decide which locations are to be visited and justify this decision. Allocate staff as appropriate.

	
	

	8. For locations that are not going to be visited, note what alternative procedures will be performed.

	
	

	9. Ensure that audit staff will be in attendance throughout the inventory count and brief staff on detailed timings, precise location, inventory count instructions etc.

	
	




Review of client’s inventory count procedures

This review should be completed before attending the client’s inventory count in conjunction with a copy of the client’s inventory count instructions.  Section 1 deals with overall controls, and sections 2 to 4 with inventory count instructions and procedures, section 5 covers inventory counts performed by independent inventory counters and section 6 covers clients that operate a cyclical inventory count system.

	Do the inventory count procedures cover:

	
	Yes/No/N/A
	
Comments/ Reference

	1. OVERALL CONTROLS

	
	
	

	· Briefing of staff and issuing of instructions beforehand?

	
	
	

	· Allocation of duties to staff?

	
	
	

	· The supervision of the inventory count by a person not generally responsible for the custody of inventories?

	
	
	

	· Overall control by management?

	
	
	

	2. ORGANISATION

· The division of inventories into properly segregated areas?

	
	
	



	· The inclusion of the organisation’s inventories at outside locations, depots etc., or in the hands of third parties?

	
	
	

	· The exclusion from listing of inventories belonging to third parties (e.g. goods sold but not delivered, goods held for repair, goods on sale or return where the risks and rewards are deemed still to rest with the third party)?

	
	
	

	· The prohibition of all internal inventory movements during the inventory count or the recording of all such movements?

	
	
	

	· The classification, identification and listing of surplus (slow moving or excess) obsolete or damaged inventory?

	
	
	

	· The inclusion in purchases of inventories received prior to the inventory count?

	
	
	

	· The inclusion in sales of goods dispatched immediately prior to the inventory count?

	
	
	

	· The correct treatment of goods in transit?

	
	
	



	
	
	Yes/No/N/A
	
Comments/ Reference

	· The segregation of goods arriving during the inventory count?

	
	
	

	· The inclusion of non-standard items, e.g. scrap inventories, by-products, spare parts for property, plant and equipment (which are minor in nature), stand-by equipment (which are minor in nature) and promotional material including catalogues etc.?

	
	
	

	· The inspection of W.I.P. and recording of degree of completion, quantity and condition?

	
	
	

	· The separate identification and listing of any goods that are subject to reservation of title (Romalpa Clause)?

	
	
	

	3. ACCOUNTING AND MEASURING

· The checking of counting and weighing devices immediately prior to the inventory count to ensure they are correctly calibrated?

	
	


	



	· Controls to ensure that all items are counted and that no items are counted twice?

	
	
	

	· Counting of inventories by one person and listing by another?

	
	
	

	· Estimation of inventory quantities not easily capable of measurement?

	
	
	

	· Boxed items are opened on a sample basis and counted?

	
	
	

	· Identification of inventories which have been counted (e.g. by permanent marking on bins, floor areas etc.)?

	
	
	

	· At least one of the counters being independent of those responsible for keeping inventory and issuing initial inventory count records?

	
	
	

	· Controls to ensure all items counted will be entered on inventory sheets?

	
	
	

	· Resolution of all differences?

	
	
	




	
	
	Yes/No/N/A
	
Comments/ Reference

	4. INVENTORY SHEETS

· The pre-numbering of inventory sheets or cards?

	
	


	



	· The obtaining of signatures for all inventory sheets / cards issued or returned?

	
	
	

	· Checks to ensure that all inventory sheets / cards issued are returned to the controller even when unused?

	
	
	

	· The initialling of inventory sheets by counters and listers?

	
	
	

	· The recording of descriptions (i.e. locations, condition and state of completion) and quantity units on the inventory sheets / cards to ensure their identification for pricing purposes, and that they can be agreed to inventory records?

	
	
	

	· Recording of all details in ink?

	
	
	

	· Retention of inventory sheets / cards for subsequent reference?

	
	
	

	5. INVENTORY COUNT TO BE PERFORMED BY INDEPENDENT INVENTORY COUNTER

· Liaise with the client / independent inventory counter prior to attendance to ensure the smooth running at the attendance?
[bookmark: _GoBack]NB: Where an independent inventory counter is used, they are a service organisation, and if inventory held at the location exceeds performance materiality, NSA 501 requires the auditor to attend the inventory count.

	
	
	

	· Prepare a Valuation Request Letter (Proforma Documents / Appendix 3) to send to the independent inventory counter.

	
	
	

	6. CYCLICAL INVENTORY CHECKS

· Verification of each inventory item once every 12 months?
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