PART 1 AUDIT OF STOCK SERIES

CLICK HERE

SPOTLIGHT ON

STRATEGY FOR

STOCKTAKE ATTENDANCE

U

SE THIS GUIDANCE RELATING TO THE STOCKTAKE ATTENDANCE TO:
+ Set a clear strategy for the count and record robust observations and
conclusions – internal reviews and external regulators still identify
issues.
+ Determine when you may need to consult further.
+ Clarify your role relating to the stocktake attendance.

HOW TO DEVELOP A STRATEGY

FOR STOCKTAKE ATTENDANCE
The RI ultimately concludes whether the sufficiency and appropriateness of work
effort supports the opinion in relation to stock. In practice, the strategy around the
count puts the engagement manager/senior firmly in the driving seat while the
count itself is performed by another team member who may not be part of
the year-end audit team.
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BASELINE

HOW ROBUST IS YOUR STOCKTAKE ATTENDANCE
STRATEGY - DO YOU KNOW

+ How it affects your approach for
attending the count if your client uses a
perpetual or periodic stock system?

RELEVANCE

+ That you need to attend the count
where stock is material, even if you do not
anticipate risks around stock?
+ BDO has an app that assists with both
planning for the count and documenting
count attendance?

Where stock is material, even with no
associated SRMM, you need to obtain
evidence regarding existence and the
condition of stock, resulting in two
‘non- negotiables’:
+ Attendance at the stocktake
+ Reconciliation of the final stock records
to the results obtained at the count.
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BEF
RE
THE COUNT

SPOTL GHT
ON

AT
THE COUNT

AFTER

THE COUNT

CLICK ON EACH PHASE FOR MORE INFORMATION
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1. PLAN FOR SUCCESS – WELL IN ADVANCE
It’s the engagement manager’s responsibility
to prioritise planning of the count. ‘Planning’
includes actively assessing factors that
affect your risk assessment, including fraud
considerations around stock for the count.
Refer to the resources
for examples
designed to help you assess risk.

HAVE YOU

CONSIDERED (FOR EXAMPLE):

+ Movement of stock between
locations with different count dates?
+ Misrepresentation of stock so they
seem to be of higher volume/greater
quality, etc?
+ The warehouse not closing for the
count?
DOWNLOAD
THESE RESOURCES

+ FACTORS AFFECTING RISK ASSESSMENT

SPOTLIGHT ON
BEFORE THE COUNT
PAGE 5

+ PROCEDURES PRIOR TO THE COUNT
All resources included are available from Audit Insite.

2. IT’S THE CLIENT’S COUNT
The engagement manager/senior needs
to obtain management’s instructions
and procedures for recording and
controlling the count results.

+ Reviewing the instructions is part of risk assessment,
ie is there anything from this that affects your
assessment of risk relating to the count and your audit
procedures to be adopted?
+ This will include assessing the quality of the client’s
count procedures, for example, do they address the
process for estimating quantities, movement of stock
between areas, use of independent staff to perform
count etc.

+ The team member performing the count also
needs to refer to these during the count to
determine that it’s carried out in accordance
with the client’s instructions. Conclusion to
be recorded in the working papers and any
deviations from the set procedures noted.
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3. SPECIFIC STRATEGY/APPROACH CONSIDERATIONS FOR THE COUNT
BE CLEAR – DOES THE CLIENT OPERATE A PERPETUAL OR PERIODIC STOCK SYSTEM?
WHY DOES IT MATTER?
This determines if your attendance is a test of control or substantive test or combination of both
and therefore the specific procedures for the count.
PERPETUAL SYSTEM – Lends itself to a controls
based strategy to determine reliance on the client’s
system and primarily test that controls have been
operating effectively throughout the year.

REMINDER –
MECHANICS OF A PERPETUAL VS PERIODIC
SYSTEM

PERIODIC SYSTEM – It’s likely that you’ll adopt a
substantive approach by attending the stocktake at
year-end/close to it (with appropriate reconciliation
between the count and year-end date).

PERPETUAL – The system tracks and reports
quantities and movements on a real-time basis. The
client will do
cycle counts and variance follow up to check the
accuracy of the stock records throughout the period.

Some combination is permitted, for example, counts
attended for perpetual purposes can include the
year-end count providing some substantive assurance
but primary purpose is assessment of the perpetual
system.

PERIODIC – The client relies on a full year-end
physical count to support the stock figure and it’s
therefore NOT a control.

DOWNLOAD
THIS RESOURCE

PERPETUAL AND PERIODIC CONSIDERATION
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WHAT DO YOU NEED TO DO AND DOCUMENT
CONSIDERATIONS – PERPETUAL SYSTEM
+ With a perpetual inventory system, it is the
subsequent follow up to the cycle counts that is
the ‘control activity’ and you’ll need to understand
how this works (how variances are investigated and
evidence thereof and their correction) to evaluate its
potential effectiveness as a control.
+ A controls based strategy means you test
the operating effectiveness of controls over
the perpetual records; sample sizes will be in
accordance with the TOC guidance, reflecting the
frequency of the control and number of locations.
Even where you also perform substantive tests over
existence, you cannot take assurance from this to
conclude that controls are also operating
effectively, you can only do this by testing
the relevant controls.
+ You will still need to attend a sample of counts
spread throughout the year and across locations how many is up to your professional judgement and
will be influenced, amongst other matters by the
number of line items counted in each count and total
number of counts during the year.
+ Ensure client’s approach means all stock lines are
counted at least once every year.

+ Determine that the client’s process detects and
corrects errors/discrepancies – it shows the control is
working.
+ Errors detected by you in counts indicate potential
control failures – consider implications for your
reliance on counts at other times/locations and your
assessment of risk in relation to stock not recently
counted.

CONSIDERATIONS – PERIODIC SYSTEM
As the client relies on the year-end count, your
attendance at the physical year-end count is therefore
realistically your only opportunity to perform substantive
count procedures.
DOCUMENTATION IN APT
+ Your approach relating to the count – test of control or
substantive
+ Understanding of the client’s stock system, including
CARA identification and evaluation (design and
implementation).
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A FEW WHAT IF’s AND THE IMPACT ON YOUR COUNT STRATEGY
LOCATION, LOCATION, LOCATION – your client holds
material amounts of stock at a number of locations.
Deciding which locations to visit requires professional
judgement. It’s unlikely to be appropriate just to visit
the location with the largest amount of stock or the
most convenient, but neither will it always be practical
or necessary to visit all locations.

DOWNLOAD
THIS RESOURCE

MULTIPLE LOCATIONS

Whether you are adopting a controls or a
substantive approach will drive how many
locations to visit for physical observation. Which
locations is a matter of professional judgement consider the stock value and error rates of each
location and any changes made to the cycle
counting process at the locations. Consider
rotating the locations each year so that you
cover a variety of locations over time. This will
also introduce an element of unpredictability to
assist in addressing fraud risks related to stock
quantities.
DOCUMENTATION IN APT
+ Include the explanation/justification relating
to above, linking it back to your attendance
approach.
+ Complete a copy of the checklist for each
location attended to ensure all results are
recorded clearly and any issues that relate to a
particular location is identified easily.
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YOU DETERMINE ATTENDANCE TO BE IMPRACTICABLE

Remember that general inconvenience, difficulty, time
or cost does not make it impracticable. It may be so, if
for example the stock is held in a location that poses
a safety threat.

YOU’LL NEED TO:
+ Perform alternative procedures, for example
carry out test counts on an alternative date and
carry out appropriate verification procedures on
transactions in the intervening period.
+ If it’s not possible, it’s a scope limitation and
requires you to modify the audit opinion – early
engagement with TSG is advisable.

YOU’RE APPOINTED AFTER YEAR-END
There will be various considerations depending on
the client’s stock system, your access to records,
etc that impact on what to do in this instance.
A THIRD PARTY HAS CUSTODY AND CONTROL
OF STOCK MATERIAL TO THE FINANCIALS

Consult with TSG as soon as possible.

IN THIS INSTANCE, YOU’LL NEED TO:

This does not relieve you in any way of our
+ Obtain confirmation regarding quantity and
requirement to get evidence about the condition and condition directly from the third party.
existence of this stock.
+ You may consider inspection of the stock (at the
DOWNLOAD
THIS RESOURCE
third party) yourself or obtaining another auditor’s
report or service auditor’s report.
STOCK HELD BY THIRD PARTIES

PAGE 10

YOUR CLIENT HAS STOCK IN TRANSIT
You need to understand at what point ownership
passes to/from your client from/to the supplier/
customer.

Use this information to ensure cut off is dealt with
correctly and include the appropriate supporting
documentation considerations on file.

YOU NEED TO USE THE WORK OF OTHERS

IN ORDER TO USE THEIR WORK, YOU MUST
ASSESS:

AUDITOR’S EXPERT – If the nature of the stock
is very specialised or at different stages of
completion, etc. it may necessitate you using
an expert with specialist knowledge to assist in
identifying and valuing stock.

AUDITOR’S EXPERT AND THIRD PARTY
COUNTERS - Their independence, objectivity,
competence and work performed

THIRD PARTY COUNTERS – Did your client use
external counters because they do not/cannot
perform the count themselves? In this case, they’re
regarded as a ‘management expert’.
INTERNAL AUDITORS/EQUIVALENT – If they
were involved in stock counting and the follow-up
of issues arising, you may want to consider using
their work. This is not just a consideration if the
client has stock in transit - might also be relevant if
doing a TOC.

INTERNAL AUDITORS/EQUIVALENT - The function
itself and their work
DOCUMENTATION IN APT
Each of these require separate consideration within
the appropriate APT templates/screens in Section
2.
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DOWNLOAD
THIS RESOURCE

USING THE WORK OF OTHERS

4. PLANNING FOR THE COUNT – OTHER CONSIDERATIONS
Sample considerations – how many items should you test count?
Engagement managers/seniors need to determine
this before attendance at the count and not leave it
to the person attending to decide on the day.
+ Use sensible sample sizes – Do not just default to
a sample size of 10 for example.
+ Brief the team member when selecting sample
items not to focus solely on low value/trivial items.
+ Refer to page 16 for a few practical pointers when
choosing samples items at the count and what to do
if you find errors during the count.
DOCUMENTATION IN APT

TO DETERMINE SAMPLE SIZES
Sample sizes will usually be judgemental as given
the nature of testing in this area, it’s difficult to select
a representative sample using the sample size
calculator as you’re checking quantities rather than
value. An attribute-based sample size is likely to be
more appropriate.
Refer to the resource below for factors to consider,
but include a reasonable proportion of high value
items and a random/judgemental selection of other
items. Where stock is held at different sites you may
decide to test more at the sites where larger amounts
of higher value stock are held rather than perform the
same number of tests in each location.

Although sample size determination is judgemental,
it is vital to ensure that the rationale driving your
judgement is well documented.
DOWNLOAD
THIS RESOURCE

SAMPLING CONSIDERATIONS
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CONSIDER USE OF THE BDO ‘COUNTING MADE SIMPLE’ (CMS) APP
ENGAGEMENT MANAGERS/SENIORS – you can
plan the count using a web portal and creating
count assignments to document logistics and also
the number of items to count.
COUNTER ON LOCATION – you can record the
counting of stock using a phone app that can be
used to open the created assignment, enter count
information (floor to sheet and vice versa) and
using a photo capture functionality to document
the condition of stock.

The ability to fill in the stocktake attendance checklist
within the app has not yet been developed, so this
will need to be manually completed. If you want more
information on how to use the app, refer to the guidance
below.

VISIT INSITE
FOR MORE

COUNTING MADE SIMPLE
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Document the outcome of your briefings as
relevant on APT.

BRIEF THE TEAM MEMBER PERFORMING THE
COUNT
The engagement manager/senior needs to brief team
members responsible for the count beforehand so they
understand the nature and extent of procedures; being
mindful that they may not be assigned to the year-end
audit. The extent of the briefing will vary depending on
client complexity and the ‘count’ experience of the team
member performing the count, ensure you include:
+ The matters noted above and throughout this
guidance
+ Client specific information relevant to the count,
including prior year issues
+ Encouraging them to take a hard copy of the
stocktake attendance checklist to the count as they will
not be able to carry their laptop around and it serves as
a reminder of everything to consider.

Never assume team members performing the
count know what to do. There’s an eLearning that
deals with Attending an inventory count (20 min).
Take the time to ask if they’ve completed this
before attending a count for the first time. It deals
with:
+ Why do we attend?
+ Preparing to attend; including the briefing from
the engagement manager/senior
+ Enquiries and observations to make during the
count
+ Performing tests
+ Results and conclusions in APT.
(ELEARNING)
ATTENDING AN INVENTORY COUNT
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MIND-SET REMINDERS

SPOTLIGHT ON
AT THE COUNT

+ You need to remain professionally sceptical throughout the count and also in particular when variances are
found – do the explanations really make sense?
+ The client remains responsible for the count – you are auditing aspects of this

SPECIFIC PROCEDURES TO DO AT THE COUNT
The information included as additional information (Procedures during the count)
provides a useful summary; we’ve highlighted a few of the specifics below.

DOWNLOAD
THIS RESOURCE

PROCEDURES DURING THE COUNT

1. OBSERVE HOW MANAGEMENT’S COUNT PROCEDURES ARE ACTUALLY DONE
The Stocktake Attendance Checklist (Part 1 – Organisation) guides you through the matters to consider
(refer to the checklist below). The person performing the count needs to:
+ Complete the stocktake attendance checklist by referring to the specific procedures and ensuring that
they have the necessary supporting documentation.
+ Look for evidence that the stocktake is being carried out in a proper manner by referring to The
Stocktake Attendance Checklist (Part 1 – Organisation) and client instructions, recording your
conclusions.
DOWNLOAD
THIS RESOURCE
STOCKTAKE ATTENDANCE CHECKLIST
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2. INSPECTION OF THE STOCK AND PERFORMING TEST COUNTS
THE STOCKTAKE ATTENDANCE CHECKLIST (PART 2 – TEST) - Guides you through the specific
matters to consider, but a few practical pointers:
+ When selecting items to do test counts from floor to sheet (completeness) and sheet to floor
(existence), do not just focus on low value/trivial items.
+ Prepare working papers for this in sufficient detail to allow these counted stock items to be traced
back to final stock records
+ Use the count to look for evidence of obsolete/damaged goods
+ Obtain explanations/follow up count variances/discrepancies (remain professionally sceptical), for
example:
+ Do not just dismiss count differences as trivial on the grounds of non-materiality.
+ If you identify non-trivial variances, do not merely replace the sample item(s), rather extend the 		
sample by a reasonable amount (check this with your senior/manager while you are at the count).
+ Verify any explanations that you are given, ie do not just take the client’s word for it.

3. OTHER MATTERS WHILE AT THE COUNT
While not essentially part of the count, consider obtaining a listing of fixed assets prior to the count
and perform verification (existence) and completeness (back to the listing), especially at locations
which will not be visited again as part of the audit.
DOWNLOAD
THIS RESOURCE

STOCKTAKE ATTENDANCE CHECKLIST
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SPOTLIGHT ON
AFTER THE COUNT

REVIEW OF WORK AND
CONSIDERATION OF RISK
ASSESSMENT IMPACT ON
YEAR-END AUDIT

DOCUMENTATION OF
THE COUNT
Agree a completion date (as soon as possible after the
count) with the person performing the count to complete
the stocktake attendance checklist together with the
findings, including working papers relating to the test
counts, any management letter points arising from the
count attendance.

{

+ Engagement managers/seniors – don’t leave review/
follow up until when you perform the year-end audit.
Rather review on a timely basis so you can determine the
risk assessment impact relating to stock for the year-end
audit, and in particular if the client needs to re-do any of
the stock counts.
+ It’s critical to trace sample count items into the year-end
stock records – review the documentation to determine
that enough information is recorded that will allow you to
do this at the audit.
+ The results of the count, together with the stocktake
attendance checklist, test counts and other relevant
information must be included in APT; practically this may
entail keeping it centrally until you have rolled forward/
created the current year APT file.
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This publication has been carefully prepared, but it has been written in general terms and
should be seen as containing broad statements only. This publication should not be used
or relied upon to cover specific situations and you should not act, or refrain from acting,
upon the information contained in this publication without obtaining specific professional
advice. Please contact BDO LLP to discuss these matters in the context of your particular
circumstances. BDO LLP, its partners, employees and agents do not accept or assume any
responsibility or duty of care in respect of any use of or reliance on this publication, and
will deny any liability for any loss arising from any action taken or not taken or decision
made by anyone in reliance on this publication or any part of it. Any use of this
publication or reliance on it for any purpose or in any context is therefore at your own
risk, without any right of recourse against BDO LLP or any of its partners, employees or
agents.
BDO LLP, a UK limited liability partnership registered in England and Wales under number
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W1U 7EU. BDO LLP is authorised and regulated by the Financial Conduct Authority to
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