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	PRIVATE 

	Assertions addressed

(Refer to Section 12.3 of the Manual)
	W/P Ref
	Work completed initials and date
	Satisfactory


	PLANNING CONSIDERATIONS

Refer to Forms 5.09, 5.10 and 5.11 on key controls identified, risks (including fraud risks) identified and the approach to assessed risk.

	1. LEAD SCHEDULE

Obtain or prepare a lead schedule setting out the movement in the period for each category of inventories.
	AV,CU
	F.01
	MK 15/04/07
	Yes 

	2. ACCOUNTING POLICIES

Confirm that the accounting policies applied to Inventories comply with IFRS, particularly IAS 2.
	AV,CU
	6.03/10


	MK 15/04/07
	Yes 

	3. TESTING OF CONTROLS

Test the key controls identified on Forms 5.09, 5.10 and 5.11 and conclude on the effectiveness of their design and effectiveness of operation throughout the period. Identify the assertions for which they contribute significant assurance.
	C
	T.05/3 U.02/2
	MK 15/04/07
	Yes 

	4. SUBSTANTIVE PROCEDURES

Based on the above, and on our understanding of the entity and its accounting systems, tailor the substantive audit tests below to provide sufficient assurance to enable us to conclude on the validity of each of the assertions.
4.1. PHYSICAL ATTENDENCE AT INVENTORY COUNT

· Obtain counting instructions for all counts whether or not we are proposing to visit all locations.
	E, C
	F.04


	AP 23/12/2006
	Yes 

	· Evaluate the counting instructions for all principal locations.
	E, C
	F.04
	AP

23/12/2006
	Yes 

	· Consider the likely areas of concern (inventories where there have been significant changes, areas where controls are weak).
	E, C
	F.04
	AP

23/12/2006
	Yes

	· Decide on the principal locations to visit, and also any involvement of internal audit / experts / valuers (visit on a cyclical basis if analytical evidence is available, but include an element of unpredictability).
	E, C
	F.04
	AP

23/12/2006
	Yes

	4.2. TESTS AT THE INVENTORY COUNT

· Count physical inventory and compare with the clients’ count records to ensure accuracy.
	E, C
	F.04
	FT 23/12/2006
	Yes 

	· Select items from the clients’ count records and count the physical inventory they represent (DO NOT mark the client's copies with quantities).
	E, C
	F.04
	FT 23/12/2006
	Yes

	· Inspect the count control record, to determine whether all pre-numbered count sheets have been accounted for, including unused and spoiled documents. Obtain explanations for alterations and other unusual items.
	E, C
	F.04
	FT 23/12/2006
	Yes 

	· If count sheets / cards are numerically controlled, note the numbers used and numbers not used. In other cases, initial all sheets.
	E, C
	F.04
	FT 23/12/2006
	Yes 

	· Prepare an inventory count report for each location visited and obtain count sheets for locations not visited.
	E, C
	F.04
	FT 23/12/2006
	Yes 

	4.3. CUT OFF TESTS (ALSO TO BE CARRIED OUT WHEN RELYING ON BOOK RECORDS)
· Select items from the goods inwards and goods outwards documents each side of the balance sheet date, and trace to inventory records (sample to include the last goods inwards, outwards and goods returned documents noted during the count) to ensure they are included in the correct period.
	CO
	F.04/4


	AP 23/12/2006
	Yes 

	· Select items from the inventory records either side of the balance sheet date and trace to relevant goods inwards and outwards records to ensure they are included in the correct period.
	CO
	F.04/4T.05/2 U.02/3.1 
	AP 23/12/2006
	Yes 

	· Check that the last dispatches, prior to the count, have been excluded from final inventory and included in sales.
	CO
	F.04/4
	AP 23/12/2006
	Yes 

	· Check that goods-in-transit and internal movements of inventory (especially inter-group items) have been properly identified.
	CO
	N/A
	
	

	4.4. AFTER THE INVENTORY COUNT

· Verify final count sheets with rough count sheets used at the count and ensure that all count records have been incorporated in the final inventory records.
	E,C
	F.03/2
	AP

16/04/07
	Yes



	· Trace items we test counted to the final inventory sheets.
	E,C
	F.03/2
	AP

16/04/07
	Yes

	· Check the additions of the inventory sheets and summary.
	E,C
	F.03/1
	AP

16/04/07
	Yes

	· Verify if the book inventory records (if kept) have been adjusted to the amounts physically counted or measured, and that all significant differences have been investigated.
	E,C
	F.03/2
	AP

16/04/07
	Yes

	· Check subsequent receipt of goods-in-transit at the year-end.
	E,C,CO
	U.02/3
	AP 16/04/07
	 Yes 

	· Scrutinise inventory sheets for unusual items.
	E,C,RO
	F.01
	AP 16/04/07
	 Yes 

	4.5. VALUATION
· Ensure valuation policies have been consistently applied, are appropriate to the business and are in accordance with IAS 2 - Inventories.
	VA
	F.03/3
	AP 16/04/07
	Yes 

	· Verify material prices / standard costs with invoices and price lists.
	VA
	F.03/3
	AP 16/04/07
	Yes 

	· Check whether the following costs have been treated correctly:


-
Transport costs and duties have been included.


-
Trade discounts have been excluded.


-
Selling and distribution overheads have been excluded.

· Inter-company profit has been excluded.
	VA
	F.03/3
	AP 16/04/07
	Yes 

	· Consider, if standard costs are used, whether actual cost would be more appropriate by:

· Comparing actual and standard costs of specific items; and

· Investigating variances to see if these are significant.
	VA
	F.03/3


	
	

	· Verify if inventory is stated at lower of cost and net realisable value by:


-
Confirming current selling prices are not below the carrying amounts;


-
Checking adequate provision has been made for all anticipated losses;


-
Confirming adequate provision has been made against items which have been identified as obsolete or surplus to requirements;


-
Reviewing other indicators that inventory holding might be excessive (sales projections, new products, shelf-lives of perishable goods).
	VA


	
	
	 This is the first year of audit and there are no obsolete stocks. The stocks are valued at the last invoice value

	5. SCRUTINY
· Scrutinise inventory records for unusual items.
	E, RO, C, VA
	F.01
	
	

	6. PRESENTATION AND DISCLOSURE
· Ensure that disclosure of Inventories in the draft financial statements complies with IFRS, particularly IAS 2.
	CU, AV
	6.03/15
	AP 16/04/07
	Yes 

	7. ADDITIONAL TESTS

· Consider whether any additional tests are required to achieve the audit objectives.
	 N/A
	
	
	


  F.02
































