Inventories – stocktaking observation checklist


This is part of the audit programme where auditors are required to be present at the time of stocktaking.

One of the problems faced at the time of annual audits is that 31st March (the usual date for closing of accounts in most cases) is usually a crisis point in terms of manpower resources and therefore personnel who are present at the time of stocktaking would not have had familiarity with the auditee and nor they likely to be present at the time of finalization of audit. The procedure therefore requires a very high degree of communication from the staff.

It is our experience that most clients do not have stocktaking procedures in written form. The normal procedure is to have a discussion with the clients and understand the procedure. It is vital now that the procedure is now documented in association with the management.

The procedure prescribed under this programme is expected to bridge that gap and communicate to the audit personnel the various aspects of observation at stocktaking.

Needless to say, the reason why auditors have to be present at the time of verification of stocks is 

to ascertain the nature and quantity of stocks; and 

to ascertain the condition (i.e. useability and saleability) of stocks.

While the first is relatively easier to carry out, the second is more difficult. Most often, auditors have to rely on the representation made by the management and other evidence such as actual movements of stocks. The problem would present itself when stocks have not moved for a considerable length of time.

The checklist is prepared in such a manner as to form part of permanent file as part of audit programme. In actual practice, a copy of the checklist duly filled every year will have to be filed in the current file.  

Name of the client:

Names of audit staff who performed the task:

Names of company officials who organized the exercise:

List stocks the company is carrying in the following table.

Note:
All stocks have to be dealt with in this programme irrespective of whether they are in the company’s premises or not. Also to include finished goods rejected by customers and the treatment thereof.

	Nature of stock
	Official responsible
	Locations / departments where stocks are.
	Procedures / Instructions for verification

	
	
	
	


Date and time of stocktaking:

This checklist should be completed in all cases where stocktaking is to be observed. In other cases where stocktaking is not observed i.e. cases where stocks are not on the company premises i.e. located at C & F agents, Depots, and third parties, it should nevertheless be completed in order to present a complete record of procedures adopted by us.

The checklist is prepared in two parts. Part 1 relates to record of the procedure adopted by the auditee.  Part 2 relates to auditors observations. Ideally, the checklist should to bring out the following aspects.

· Methodology / description of verification procedures;

· Quantum of verification;

· Comparison of book balances with physical balances and the deviations;

· Problems and weaknesses encountered; and 

· Recommendations for the future.

All questions should be answered. Questions that are inappropriate should be marked “n/a” (not applicable). Questions that are positively answered without reservation should be marked “yes” and those that require further explanations and / or negative remarks should be answered “no”.

Part 1 - Evaluation of auditee’s stocktaking instructions

Consider whether the following factors are dealt with when considering client’s stocktaking instructions:

	Nature of procedure 
	Details /Comment

	1.
	Departments or locations to be counted
	

	
	
	

	2.
	Plans for determining quantities and condition of stocks at outside locations.
	

	
	
	

	3.
	Provisions for control of receiving, dispatching and movement of items during the count. If the plant is not shut down, arrangements and segregation of stocks (including treatment of items in goods inward or dispatch and precautions taken to clear materials and the cut-off procedures)
	

	
	
	

	4.
	Specific responsibilities of all counters / checkers / co-ordinators and their independence from the physical custody of stocks.
	

	
	
	

	5.
	Use of count-sheets / tags including distribution, collection and control.
	

	
	
	

	6. 
	Identification and treatment of obsolete, damaged and slow moving items.
	

	
	
	

	7.
	Counting and recording procedures (eg. Recording description of items and how quantities are to be determined)
	

	
	
	

	8.
	Identification and treatment of items held on behalf of third parties (for eg. Materials received on consignments, goods awaiting receipt into stores if not accepted by the client etc.) 
	

	
	
	

	9.
	Method of transcribing and compiling from original counts to final sheets or summaries
	

	
	
	

	10.
	Supervision, review and approval of counts by department heads or other supervisory personnel.
	


Prepare a report of if one of the items is a “no”.

Part 2 – Auditor’s observation procedures 

	Environmental conditions
	Details /Comment 

	1.
	Stocks are arranged in orderly manner to facilitate counting.
	

	
	
	

	2.
	Stocks are readily identifiable and items not the property of the client are segregated and not included in stocks.
	

	
	
	

	3.
	Company’s storage arrangements provide protection against:
	

	
	deterioration

access by unauthorized personnel
	

	
	
	

	4.
	Production was suspended during the count. (if not describe the procedure to control movements of materials)
	

	
	
	

	5.
	WIP was identifiable as to stage of completion and condition and quality of goods.
	

	
	
	

	6.
	Movements of stocks (including WIP) between locations and / or departments and to or from third parties, were suspended during the count (if not describe the procedure to control movements of materials).
	

	
	
	

	7. 
	Items in goods inwards and dispatch were properly segregated to enable proper counting of stocks.
	

	
	
	

	8.
	Obsolete, damaged and slow moving items are identified and segregated. (obtain the reporting methods forming part of MIS)
	


Attach a report even if a single item is marked “no”

	Client’s counting and recording procedures
	Details

/Comments

	1.
	Counting and measuring was performed by persons other than those normally responsible for physical custody of the stocks
	

	
	
	

	2.
	The personnel designated for counting / measuring were knowledgeable about stocks.

1. to ensure an accurate counting;

2. to identify obsolete or damaged items.
	

	
	
	

	3.
	The personnel were denied access to stock records during the stocktaking procedure.
	

	
	
	

	4.
	Differences between books and physical counts were investigated.
	

	
	
	

	5.
	Counting / measuring – adequately supervised.
	

	
	
	

	6.
	The counting procedure ensured that there was no double counting or items missed.
	

	
	
	

	7. 
	All quantities were determined by actual physical count or measurement.
	

	
	
	

	8.
	Subsequent receipts and issues from physical stocks of items which were counted prior to our observation were effectively controlled. Describe the system.
	

	
	
	

	9. 
	Proper numerical control was exercised over pre-numbered tags / sheets. (if tag sheets are not used, describe how the client determined that all items were listed)
	

	
	
	

	10.
	Tags / sheets were reviewed for reasonableness of quantities listed.
	

	
	
	

	11.
	Tags / sheets clearly identified:

· location

· quantity

· description of item

· unit of measurement

· status of item (good condition, obsolete, damaged etc.)
	

	
	
	

	12.
	Tags / sheets were properly approved.
	

	
	
	

	13.
	Changes to tags / sheets were properly approved.
	

	
	
	

	14.
	The counts / measurement as recorded are the final quantities to be used in stock listing / valuation. (if not explain the anticipated changes for subsequent dispatches, receipts, combinations and how we will be able to trace our test counts to the final listing)
	

	Counting and recording procedures


	Details/ Comment

	1.
	Client personnel were observed performing the counting and measurement and recording procedures.
	

	
	
	

	2.
	Client personnel followed the stocktaking instructions (eg. Counting and recording procedures, identifying obsolete or slow-moving items)
	

	
	
	

	3.
	a) test counts, including proper recording of stocks description, stage of completion, condition, location and unit of measurement were made and listed in the working papers attached.
	

	
	b)  some of the test counts were selected from the floor and some from the count sheets.
	

	
	c) in addition to the test counts listed in the working papers in accordance with 3(a) above for later testing of stock compilation, further counts were made where necessary to help determine the accuracy of the quantity procedures.
	

	
	
	

	4.
	Sufficient information was obtained to test the conversion of those quantities to be recorded in a different unit of measurement on the final stocks listing.
	

	
	
	

	5.
	Where all or part of our observation represents a test of client’s perpetual records, complete the following:

a) some of the test counts were selected from the floor and some from the perpetual records;
	

	
	b) all our test counts were reconciled to the perpetual records. If not, obtain sufficient information to enable this to be done at a later date.
	

	
	c) the perpetual records were reviewed and large quantity of adjustments were investigated.
	

	
	d) the cut off information listed herein was traced to the perpetual records to ensure proper recording in the perpetual records.
	

	
	
	

	6.
	a)  Errors noted during the test counts were corrected.
	

	
	b)  client personnel recounted the areas where numerous errors were noted
	

	
	c)  the areas recounted were reviewed for final clearance.
	

	
	
	

	7.
	A review was made to ascertain that all stocks items had been correctly tagged or otherwise accounted for. 
	

	
	
	

	8.
	Stocks in sealed packages and other items of significant value were opened (on a test basis if appropriate) and / or examined for condition and test counted. 
	

	
	
	

	9.
	For significant stock items held at outside locations for which this location has accounting responsibility:

obtain an estimate of the amounts and 

determine whether the items will be covered by a separate count to be observed by or confirmed to us.
	

	
	
	

	10.
	Record all tags / sheets issued and used during the count ensuring that blank lines were crossed through. If sheets were not pre-numbered, obtain a copy of sheets used or list the number of items on each sheet used.
	

	
	
	

	11.
	Quantity summaries or tags were perused for reasonableness of quantities and description.
	

	
	
	

	12.
	Obsolete, slow-moving and un-saleable items were discussed with the client.
	

	
	
	

	13.
	All significant obsolete and / or slow-moving items noted during our observation have been listed in our working papers.
	

	
	
	

	14.
	For significant stock items held by the client on consignment basis, test counts were made and listed in the working papers for tracing to the client’s consignment records.
	

	
	
	

	15.
	Cut-off information was obtained and recorded separately in the working papers and the cut-off procedures were being followed.
	

	
	
	

	16.
	Items warranting special attention identified were appropriately considered.
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