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INVENTORIES

	Audit tests

	
	Extent

	Reference

	Initials / Date

	1. Obtain a schedule of inventories. (P)

	
	
	
	

	2. Agree the totals on the lead schedule to the trial balance and final inventory lists. (E)

	
	
	E1
	

	3. Agree comparative figures to the previous period’s statutory financial statements. (V)

	
	
	E1
	

	4. Review inventories for reasonableness and consistency. (C)

	
	
	
	

	5. Revisit the risk assessment, materiality calculation and assignment plan and update as appropriate where matters have been identified during the assignment.

	
	
	Ac11,
Ac13,
Ac14
	

	6. Ensure key findings from this section are included in the draft letter of representation, points for the management letter and points for A.E.P.’s attention.

	
	
	Aa4,
Aa5b,
Aa7
	

	7. Ensure that the conclusion is appropriate. (P)

	
	
	Annual file divider
	

	8. If inventory is a material figure, before the inventory count, undertake appropriate audit planning procedures and review the client’s inventory count procedures (Inventory Appendix 1). (E)

	
	
	E2/1
	

	9. If inventory is a material figure, attend the inventory count and complete the attendance at inventory count tests (Inventory Appendix 2). (E)

	
	
	E2/2
	

	10. If the inventory valuation has been prepared by a professional inventory counter, complete the tests relating to service organisations. (E, C, V)

	
	
	N2
	

	11. Verify final inventory sheets with the rough sheets produced at the count, checking that no unauthorised alterations have been made. (C & E)

	
	
	
	

	12. Review inventory sheets and aged inventory printouts for potentially obsolete items and discuss with management. (E, R & O)

	
	
	
	



	Audit tests (continued)

	
	Extent

	Reference

	Initials / Date

	13. Verify the value of a sample of inventory items to purchase invoices or costing records. (V)

	
	
	
	

	14. Where inventory is valued by reference to costing records, test the accuracy of the costing records by reviewing the appropriateness of the allocation of material costs, labour costs and overhead absorption rates. (V)

	
	
	
	

	15. Ensure that ‘traded’ inventories are valued at the lower of cost and net realisable value by reviewing post period-end sales invoices for a sample of inventory items. (V)

	
	
	
	

	16. Many entities provide their clients and potential clients promotional and advertising material without charge.  This might include:-
· Brochures and catalogues;
· Samples;
· Information sheets;
· Logo merchandising, pens, mouse mats etc.
Ensure that these items are expensed unless they are deemed to have a net realisable value (in which case, should be valued in accordance with 15 above). (V)

	
	
	
	

	17. For self-constructed items of stock that are qualifying assets, ensure that the cost includes, if appropriate, attributable borrowing costs. (V)
“Qualifying assets” are those which necessarily take a substantial period of time to get ready for intended use or sale.

	
	
	
	

	18. Test the cut-off for inventory by checking that goods received and goods dispatched around the period-end are included in the correct period. (C, V)

	
	
	
	

	19. Consider whether third parties hold any inventory and ensure it is included in the client’s inventory figure. (C, R & O)

	
	
	
	

	20. If third parties hold inventory (and the amount processed by the third party during the period has been material), complete the tests relating to service organisations. (E, C, V)

	
	
	N2
	

	21. Where the entity has written down specific items of inventory or has a general inventory write down policy, review its appropriateness. (C, V)

	
	
	
	





	Audit tests (continued)

	
	Extent

	Reference

	Initials / Date

	22. Ensure that inventory subject to reservation of title (Romalpa Clause) is identified and an appropriate security note is included in the financial statements. (P)

	
	
	
	

	23. List and perform any additional tests considered necessary.





	
	
	
	


Assertion Key:
E=	Existence;
R&O=	Rights and Obligations;
C=	Completeness;
V=	Accuracy, Valuation and Allocation;
P=	Presentation;
O=	Occurrence;
A=	Accuracy;
CO=	Cut-off;
CL=	Classification.
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