Chapter 12 Inventory and Production Cycle

Answer 1

The audit of inventories is important as it is a significant component of the current asset in the statement of financial position.
Also, the opening and closing inventories affect the cost of goods sold, the gross profit and the profit or loss for the year.

Answer 2
(a)

The audit of inventory is important in a wholesale business because the inventory is normally a significant item under the current asset on the statement of financial position.

The overstatement or understatement of inventory will affect the amount of cost of goods sold and gross profit, which in turn will affect the decision-making of the users of financial statements.

(b)

According to HKSA 300 (Clarified), adequate planning benefits the audit of financial statements in several ways, including the following:
Helping the auditor to devote appropriate attention to important areas of the audit.

Helping the auditor to identify and resolve potential problems on a timely basis.

Helping the auditor to properly organize and manage the audit engagement so that the audit is performed in an effective and efficient manner.
Assisting in the selection of the engagement team members with appropriate levels of capabilities and competence to respond to anticipated risks, and the proper assignment of work to them.
Facilitating the direction and supervision of engagement team members and the review of their work.

Assisting, where applicable, in the coordination of work done by auditors of components and experts.

(c)

· Obtain evidence whether the management’s control activities are adequately carried out
· Perform test count over both the completeness and the accuracy of the count records by tracing items from those records

· For cut-off test, obtain necessary information of documentation regarding the details of movement of inventory just prior to, during and after the count for subsequent checking

· Consider whether the procedures for identifying obsolete, damaged or slow moving items are operated properly

· Consider whether the overall stocktaking has been properly carried out and is sufficiently reliable as a basis for determining the existence of inventories
· Follow up the matters recorded in working papers at time of count

· Test the final inventory schedules to assess whether they accurately reflect the actual inventory counts

· Obtain copies of inventory sheets with count results and use them to validate the final inventory balance
· Ensure the differences between the stock sheets and physical counts have been investigated and solved
(d)

The additional procedures are as follows:

Select samples from the inventory list (with quantity and value) and check they agree with the count sheets (with quantity only) which were prepared on the inventory count date and perform roll back test.

Select samples from count sheets and match them with the inventory list and perform roll back test.

Roll back test:

(i)
check the inventory movements between the year end date and inventory count date against goods delivery notes and invoices issued.

(ii)
check the inventory movements between the year end date and inventory count date against goods received notes and invoices received.
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