AUDIT PROGRAM

CLIENT:
__________________________________________________________


         

PERIOD:
__________________________________________________________
   

    

SUBJECT:
STOCK-IN-TRADE


 

	Est. Hrs.
	Phase/Level
	
	Procedures
	W/P Ref.
	By
	Comments/Explanations



	
	
	AUDIT OBJECTIVES
	
	
	

	
	
	
	
	
	
	

	
	
	To determine whether:
	
	
	

	
	
	
	
	
	
	

	
	
	A.
	Stock-in-trade balances represent all products, materials and supplies to be sold or to be used in the production process, which are owned by the entity, physically exist and are properly recorded.
	
	
	

	
	
	B.
	Stock-in-trade listings include all inventory items on hand, in storage, on consignment or in transit, are accurately compiled and the totals are properly included in the inventory accounts.
	
	
	

	
	
	C.
	The ending stocks are determined as to quantities, prices, computations, excess stocks, etc., on a consistent basis.
	
	
	

	
	
	D.
	Stock-in-trade is stated at the lower of cost or market and excess, slow-moving, obsolete and defective items are reduced to net realizable values on a consistent basis.
	
	
	

	
	
	E.
	Stock-in-trade is properly described and classified, and adequate disclosures (including disclosures of amounts that have been pledged and purchase commitments) with respect to these amounts have been made.
	
	
	

	
	
	
	
	
	
	

	
	
	SUBSTANTIVE PROCEDURES
	
	
	

	
	
	
	
	
	
	

	
	
	1.  Overall Analytical Review
	
	
	

	
	
	
	
	
	
	

	
	
	1.1
	Have the client update carry forward analyses of the following data by inventory category, location and/or product line:
	
	
	

	
	
	
	· Inventory turnover rates;
	
	
	

	
	
	
	· Days' sales in inventory;
	
	
	

	
	
	
	· Gross profit rates;
	
	
	

	
	
	
	· Book-to-physical inventory adjustments; and
	
	
	

	
	
	
	· Unique client and industry statistics (_______________________). Investigate significant trends and fluctuations.
	
	
	

	
	
	1.2
	Compare the balances of the inventory accounts by major category of inventory (e.g., raw materials, work-in-process, finished goods, supplies, etc.) and/or by location with prior year balances. Investigate significant fluctuations.
	
	
	

	
	
	1.3
	Obtain and scan inventory listing to highlight items having very high quantities, negative or zero quantities, large fluctuation in cost per unit from prior period and items with significant aging etc.
	
	
	

	
	
	
	
	
	
	

	
	
	2.  Physical Observation
	
	
	

	
	
	
	
	
	
	

	
	
	2.1
	Prior to the year end physical inventory date, meet with client personnel to determine the inventory plan and time schedule and review for adequacy. Obtain a copy of the client's physical inventory procedures. Arrange FRSH & Co. staffing, including interoffice arrangements, if necessary.
	
	
	

	
	
	2.2
	Determine if it is necessary to observe or confirm inventory held at other locations. (Scope/Sample: __________, Coverage: __________%.)
	
	
	

	
	
	2.3
	Determine if it is necessary to seek expert’s help in case of specialized nature of inventory e.g., engineering products to ascertain the condition of the inventory.
	
	
	

	
	
	2.4
	Observe physical inventory count.
	
	
	

	
	
	2.5
	Complete inventory observation checklist or alternate program steps.
	
	
	

	
	
	2.6
	Perform and record the following # of test counts:
	
	
	

	
	
	
	Inventory type
	# Counts
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	Be sure to record all relevant data. Also, perform numerous unrecorded test counts.
	
	
	

	
	
	2.7
	Document the rationale for the test count scope, i.e., how the # relates to the reliance on the company's count procedures and whether certain large items were selected to provide coverage of the inventory balance.
	
	
	

	
	
	2.8
	Obtain and test client's documentation of inventory tag/sheet control. Retain copy for subsequent use.  (Scope/Sample: __________.)
	
	
	

	
	
	2.9
	Record and obtain the following cutoff data for subsequent use:
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	Before
	After
	
	
	

	
	
	
	Receiving
	
	
	
	
	

	
	
	
	Shipping
	
	
	
	
	

	
	
	
	Other
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	2.10
	Collect the sample of inventory for independent laboratory test, if unable to satisfy yourself as to the exact nature / condition of inventory e.g., chemicals and oil products, etc.
	
	
	

	
	
	2.11
	Where no inventory count is performed and the alternate procedures are not providing sufficient and appropriate audit evidence in respect of material inventory balance then consider modification of audit opinion due to scope limitation.
	
	
	

	
	
	2.12
	Document results of inventory observation, including the procedures performed by FRSH & Co for excess/obsolete inventory, other items noted and a conclusion.
	
	
	

	
	
	
	
	
	
	

	
	
	3.  Inventory held with Third Parties
	
	
	

	
	
	
	
	
	
	

	
	
	3.1
	Circularize confirmation for inventories held by third parties. 
	
	
	

	
	
	3.2
	In case of non-replies or the response is not considered reliable, if the amount of inventory is material:
	
	
	

	
	
	
	· Perform physical count at third party location, or
	
	
	

	
	
	
	· Obtain certificate from third party regarding the stock held by it through the client.
	
	
	

	
	
	4.  Inventory Count at other than Balance Sheet date
	
	
	

	
	
	
	
	
	
	

	
	
	4.1
	Perform the following procedures if inventory count is carried out other than at the balance sheet date:
	
	
	

	
	
	4.1.1
	If the stock count is before the balance sheet date, roll-forward schedule to be prepared to reconcile the quantity verified at the date of count with the quantity as at the balance sheet date. Verify reconciling items on test basis.
	
	
	

	
	
	4.1.2
	If the stock count is after the balance sheet date, roll-backward schedule to be prepared to reconcile the quantity verified at the date of count with the quantity as at the balance sheet date. Verify reconciling items on test basis.
	
	
	

	
	
	4.1.3
	Vouch purchases covering ___% of total purchases made during the intervening period between balance sheet date and the dated on which physical inventory count is made.
	
	
	

	
	
	4.1.4
	Vouch issuances made covering ___% of total issuances made during the intervening period between balance sheet date and the date on which physical count is made.
	
	
	

	
	
	4.1.5
	Obtain reconciliation between inventory listing balance appearing at balance sheet date and the balance appearing at the date on physical count of inventory by adding back all purchases and deducting all issuances made during the intervening period.
	
	
	

	
	
	4.1.6
	Scan inventory subsidiary accounts to ensure no major adjustment is made during the intervening period without any supporting.
	
	
	

	
	
	
	
	
	
	

	
	
	5.  Subsequent Tie-in of Physical Inventory Data
	
	
	

	
	
	
	
	
	
	

	
	
	5.1
	Trace the test counts recorded during the physical count to the priced-out physical inventory report and perform the following:
	
	
	

	
	
	5.1.1
	Check on sample basis items covering ___% of total inventory cost, the quantities appearing in the physical inventory count listing with priced inventory count listing.
	
	
	

	
	
	5.1.2
	Check mathematical accuracy of the priced inventory listing.
	
	
	

	
	
	5.1.3
	Review the priced inventory listings for the reasonableness of quantities, unit prices and values. Investigate any unusual fluctuations.
	
	
	

	
	
	5.1.4
	Review the priced-out inventory report for large, unusual items. Investigate accordingly.
	
	
	

	
	
	5.1.5
	Obtain the reconciliation of the physical inventory to the general ledger.
	
	
	

	
	
	5.1.6
	Tie to priced-out physical inventory report and lead schedule.  Investigate reconciling items greater than Rs. __________.
	
	
	

	
	
	5.2
	Compare book-to-physical adjustment to prior year.
	
	
	

	
	
	5.3
	Ensure that book-to-physical adjustment has been properly recorded.
	
	
	

	
	
	5.4
	Ensure that the quantities in stores were approved by the Quality Assurance/Control department.
	
	
	

	
	
	
	
	
	
	

	
	
	6.  Valuation Test
	
	
	

	
	
	
	
	
	
	

	
	
	6.1
	Ensure that the same cost formula is used for inventory items of similar nature/purpose. A different cost formula is justifiable only in the case of inventory items with different nature or use.
	
	
	

	
	
	6.2
	Also, ensure the consistent application of such formula.
	
	
	

	
	
	6.3
	Select items from the inventory listing and perform the following: (Listing Scope/Sample: __________  Coverage: __________%.)
	
	
	

	
	
	6.3.1
	Using a PBC, examine the latest vendor's invoice or a sufficient number of the most recent vendors' and freight invoices (and duty and other invoices, when applicable) to cover at least __________% of the quantities on hand.  (Note the dates on the invoices tested as a potential indication of slow-moving or obsolete inventory.)
	
	
	

	
	
	6.3.2
	For similar types of inventory items, perform an overall test by calculating an average price and reviewing it for reasonableness. (Scope/Sample: __________ Coverage: __________%.)
	
	
	

	
	
	6.3.3
	Select a sample of items from the priced inventory listing and compare the unit cost to the prior period end. For items with major price variances from the prior period end, select some of the most recent vendor invoices to check the reasonableness of prices.
	
	
	

	
	
	6.4
	Ensure that manufacturing overheads are allocated systematically to the cost of inventories and on a consistent basis.
	
	
	

	
	
	6.5
	Ensure that the cost of inventories does not include:
	
	
	

	
	
	
	i)
Abnormal cost (wastage, labour and other production overheads)
	
	
	

	
	
	
	ii)
Storage cost, if not required in the production process
	
	
	

	
	
	
	iii)
Administration and selling overheads
	
	
	

	
	
	
	iv)
Adjustable sales tax
	
	
	

	
	
	
	
	
	
	

	
	
	7.  Net Realisable Value Test
	
	
	

	
	
	
	
	
	
	

	
	
	7.1
	On a test basis obtain evidence of actual market values and compare with the cost appearing in the priced inventory listing to ensure that inventories are carried at lower of cost or net realizable value.
	
	
	

	
	
	7.2
	Obtain evidence of net realizable value and test the following:
	
	
	

	
	
	7.2.1
	Trace the estimated selling prices to recent sales invoices.
	
	
	

	
	
	7.2.2
	Compare estimated costs to complete the item.
	
	
	

	
	
	7.2.3
	Evaluate historical ability to sell or return aged products. Consider whether other means are available to sell products.
	
	
	

	
	
	7.2.4
	If appropriate, propose an adjustment to properly state inventories at the lower of cost or net realizable value.
	
	
	

	
	
	7.2.5
	Summarize the results of the above testing.
	
	
	

	
	
	7.3
	Obtain understanding of client’s method for calculating net realizability of inventory. Determine that it is reasonable and consistent between years.
	
	
	

	
	
	7.4
	Ensure that NRV is determined on an item by item basis. If not, check the basis for grouping, similar products with similar purposes or uses etc. can be grouped.
	
	
	

	
	
	7.5
	Obtain an analysis of items identified to be potentially excess or obsolete, indicating past and future usage, sales forecasts and management’s evaluation of realizability. (Scope/Sample: __________.)
	
	
	

	
	
	7.6
	Compare the NRV with cost and ensure that:
	
	
	

	
	
	7.6.1
	The NRV to be used for the said comparison should be of the period near to the consumption/sale of that inventory.
	
	
	

	
	
	7.6.2
	If the total stock includes quantities held for contracted sale, NRV of such stock should be based on that contract price and the remaining quantity should be tested under normal procedures.
	
	
	

	
	
	
	
	
	
	


	
	
	8.  Merchandise Inventory – Valuation
	
	
	

	
	
	
	
	
	
	

	
	
	8.1
	For purchased inventories priced at FIFO, select a sample of items for testing from the inventory listing and perform the following: Scope/Sample(          )
	
	
	

	
	
	8.1.1
	Examine a sufficient number of the most recent vendors’ and freight invoices (and duty and other forms, when applicable) to cover the bulk of the quantities on hand.
	
	
	

	
	
	8.1.2
	Note the dates of purchase of the items tested, as a potential indication of slow-moving or obsolete inventory.
	
	
	

	
	
	8.1.3
	For similar types of inventory items, perform an overall test by calculating an average price and reviewing it for reasonableness. (Note that, if prices are not particularly volatile, it may be adequate to test for reasonableness by referring only to the most recent invoice, the vendor’s catalogue or recent published quotations).
	
	
	

	
	
	8.2
	For purchased inventories priced at moving or weighted average, test selected cost records as follows: Scope/Sample(          )
	
	
	

	
	
	8.2.1
	Examine a sufficient number of critical forms and documents (          ) to support the calculation of the current inventory cost. Recalculate the moving or weighted average cost.
	
	
	

	
	
	8.2.2
	Note the dates of purchase of the items tested, as a potential indication of slow-moving or obsolete inventory.
	
	
	

	
	
	8.2.3
	Trace the costs tested to those costs used to price the final inventory listing.
	
	
	


	
	
	9.  Manufactured Inventory – Valuation
	
	
	

	
	
	
	
	
	
	

	
	
	9.1
	For manufactured inventories priced at standard costs, perform the following to determine that standard costs approximate actual costs. (Be sure to consider materiality of each component of manufactured cost – material, labor and overhead – to total.)
	
	
	

	
	
	9.1.1
	Have the client prepare a comparative analysis between years of the components of manufactured inventory (material, labor and overhead) in Rs. And % by location, product line, or for total inventory, as applicable.  Review for unusual fluctuations.
	
	
	

	
	
	9.1.2
	Determine the date the standards were last updated and whether the costs and allocation procedures are acceptable and consistent with those of the preceding period.
	
	
	

	
	
	9.1.3
	Review costs included in calculation of inventory for tax purposes to identify any significant differences.
	
	
	

	
	
	9.1.4
	Have the client prepare an analysis of monthly inventory variance accounts for the period by type and department. Investigate large or unusual variances. Determine if a portion of the variances should be allocated to inventories to approximate actual costs.
	
	
	

	
	
	9.1.5
	Determine how standards and variances are developed and test on a sample basis as follows:

· Computation of standard cost for sample items;

· Computation of variances on item to item/global basis; and

· Alternative of variances to inventories and charging off to cost of sales.
	
	
	

	
	
	9.2
	For manufactured inventories priced under a job-order cost system, obtain an understanding of the client’s methods for accumulating costs.
	
	
	

	
	
	9.2.1
	Select a sample of inventory items on-hand and trace costs to cost summaries and their source documents. Scope/Sample(          )
	
	
	

	
	
	9.2.2
	Be alert for any abnormal costs being charged to the job orders.
	
	
	

	
	
	9.3
	For manufactured inventories priced under a process cost system, consider the possibility of abnormal costs being charged to inventory and the propriety of the client’s method of accounting for scrap or other quantity losses during production.
	
	
	

	
	
	9.4
	Ensure that fixed overheads are loaded on inventory on the basis of normal capacity in accordance with IAS-2.  
	
	
	

	
	
	9.5
	Obtain calculation of actual overhead rate for the current year and review for consistency between years. Foot and tie to support.
	
	
	

	
	
	9.6
	Compare to standard overhead applied to inventory and determine if overhead is properly capitalized.
	
	
	

	
	
	
	
	
	
	

	
	
	10.  Work-in-process
	
	
	

	
	
	
	
	
	
	

	
	
	10.1
	Have the client prepare an analysis of work-in-process inventory items. Select items for testing, Scope/Sample:(         ) and compare (a) the estimated stage of completion as observed during the physical inventory and (b) the production stage through which costs have been recorded. Obtain explanations for significant differences.
	
	
	

	
	
	10.2
	Have the client prepare a schedule detailing the components of unit costs for a sample of work-in-process and finished goods inventory items. (Scope/Sample: ____________________________.)
	
	
	

	
	
	10.3
	Test the cost buildup schedule as follows:

· Match the material costs with source data; and

· Match standard/allocable overheads with actual overheads and check reasonableness of overheads charge out rate used for valuation of work-in-process.
	
	
	

	
	
	
	
	
	
	

	
	
	11.  Clerical Accuracy
	
	
	

	
	
	
	
	
	
	

	
	
	11.1
	Test the clerical accuracy of all the reports manually prepared. Also check the accuracy of system generated reports, either through Computer Assisted Audit Techniques (CAATs) or by manual checking.
	
	
	

	
	
	
	
	
	
	

	
	
	12.  Obsolescence/Impairment
	
	
	

	
	
	
	
	
	
	

	
	
	12.1
	Obtain a comparative roll forward of the excess/slow moving and obsolete inventory reserve and tie to supports. Investigate unusual items.
	
	
	

	
	
	12.2
	Obtain movement and details of provision made reversals accounted for during the period due to disposal of obsolete items.
	
	
	

	
	
	12.3
	Obtain details of items of inventory considered as obsolete/slow moving and compare their valuation with total provision made in this regard.
	
	
	

	
	
	12.4
	Note the date of purchase from the Invoice as a potential indication of slow moving or obsolete inventory.
	
	
	

	
	
	12.5
	Analyse on a test basis the future sales value of slow moving items and obtain client’s comments regarding expected future sales value or disposition of goods.
	
	
	

	
	
	
	
	
	
	

	
	
	13.  Pledged Inventories
	
	
	

	
	
	
	
	
	
	

	
	
	13.1
	Inquire of management as to (a) the pledging or assignment of inventories and (b) goods held on consignment or for storage, demonstration, display or processing that belong to others. Consider the following as other potential sources of indications that clear title does not rest with the company:

          - Minutes.

          - Loan agreements.

          - Bank confirmations.

          - Confirmation of liabilities.

          - Sales terms.
	
	
	

	
	
	13.2
	Confirm the details of pledged or assigned inventories with the pledgee or assignee (if not already confirmed in connection with another audit area).
	
	
	

	
	
	13.3
	Propose disclosure points for significant pledging or assignment of inventories.
	
	
	

	
	
	
	
	
	
	

	
	
	14.  Stock-in-transit
	
	
	

	
	
	
	
	
	
	

	
	
	14.1
	Have the client prepare an analysis of accrued F.O.B. inventories that had been shipped but not yet received at the end of the period.
	
	
	

	
	
	14.2
	Examine selected invoices and shipping documents to verify amounts and to determine whether title had passed to the client on or before the balance sheet date. Scope/Sample:(          )
	
	
	

	
	
	14.3
	Analyse liabilities relating to stock-in-transit and ensure completeness of cost added to stock-in-transit.
	
	
	

	
	
	14.4
	Identify any commitments with regard to stock-in-transit and ensure appropriate disclosures.
	
	
	

	
	
	
	
	
	
	

	
	
	15.  Inventories on consignment
	
	
	

	
	
	
	
	
	
	

	
	
	15.1
	Investigate management regarding the provision, if any, regarding stock sent on consignment.
	
	
	

	
	
	15.2
	Consider sale agreements regarding the using of passage of title and ensure whether any stock despatched to third parties should be considered as stock on consignment.
	
	
	

	
	
	
	
	
	
	


	
	
	Other tests as deemed necessary
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	Management Letter
	
	
	

	
	
	
	
	
	
	

	
	
	
	Prepare management letter points including:

· Internal control weaknesses;

· Business improvement opportunities;

· Legal non-compliance;

· Accounting system deficiencies; and

· Errors and irregularities not material at the financial statements level.
	
	
	

	
	
	
	
	
	
	

	
	
	Disclosure
	
	
	

	
	
	
	
	
	
	

	
	
	
	Ensure appropriate disclosure in accordance with the reporting framework and fill relevant portion of Financial Statement Disclosure Checklist (FSDCL).
	
	
	

	
	
	
	
	
	
	

	
	
	Supervision, review and conclusion
	
	
	

	
	
	
	
	
	
	

	
	
	1.
	Perform Senior review and supervision.
	
	
	

	
	
	2.
	Resolve Senior review points.
	
	
	

	
	
	3.
	Resolve Partner and Manager review points.
	
	
	

	
	
	4.
	Conclude response to the audit objectives.
	
	
	


Audit conclusion

Based on the substantive test procedures, I/we performed as outlined above, it is my/our opinion that the audit objectives set forth at the beginning of this audit program have been achieved, except as follows:

___________________________________________________________________________________________________________

___________________________________________________________________________________________________________

___________________________________________________________________________________________________________





______________

___________

________

_______

Date:____________

      Signature

Job Incharge

Manager

Partner


