Audit Program: Inventory
	Client: [Client Name]
	Period end: [MM/DD/YYYY]

	Prepared by: [Initials] Date: [MM/DD/YYYY]
	Reviewed by: [Initials] Date: [MM/DD/YYYY]

	W/P reference: [Ref]
	Engagement: [Audit / Review / Compilation]



Purpose: to obtain sufficient appropriate evidence that inventory exists, is complete, is owned by the entity, is valued at the lower of cost and net realizable value (or lower of cost or market for LIFO and retail methods) and is properly presented. When inventory is material, attend the physical count or perform alternative procedures (AU-C 501).
Assertion key used below: E = existence / occurrence; C = completeness; R = rights and obligations; V = valuation, allocation or accuracy; CO = cutoff; CL = classification; P = presentation and disclosure. Scale the steps to the assessed risks and add entity-specific ones. Keep the substantive procedures AU-C 330 requires for each material class of transactions, account balance and disclosure, even where the assessed risk is low.
1. Account overview
	Item
	Detail

	Trial balance accounts covered (account # and name)
	[List]

	Balance this year / prior year (USD)
	$[Amount] / $[Amount]

	Materiality / performance materiality / clearly trivial (USD)
	$[Amount] / $[Amount] / $[Amount]

	Inventory locations, including third-party warehouses and goods in transit
	[List]

	Costing method and system (FIFO, average, LIFO, standard cost, retail)
	[Method]

	Count method and date (periodic, perpetual with cycle counts) and whether it is at year end
	[Method / MM/DD/YYYY]

	Inventory categories: raw materials / WIP / finished goods / supplies
	$[Amount] / $[Amount] / $[Amount] / $[Amount]



2. Risk assessment for this area
Record the risks of material misstatement at the assertion level, the inherent risk factors behind them and whether each is a significant risk (AU-C 315, as revised by SAS 145). Link each risk to the procedures in Section 3 that respond to it (AU-C 330).
	Risk or consideration
	Assertion(s)
	Significant risk? (Y / N)
	Response (procedure refs)

	Existence: inventory recorded that is not on hand, or double counted between locations
	
	
	

	Completeness: inventory on consignment, in transit or held by third parties
	
	
	

	Valuation: obsolete, slow-moving or damaged goods; standard cost not reflecting actual cost; overhead absorption
	
	
	

	Cutoff: receipts and shipments recorded in the wrong period
	
	
	

	Perpetual records unreliable, with large book-to-physical adjustments
	
	
	

	[Entity-specific risk]
	
	
	



3. Procedures
3.1 Planning and count preparation
	Ref
	Procedure
	Assertions
	W/P ref
	Done by / date

	A-1
	Document the inventory system, the costing method, locations and controls over receiving, shipping, transfers, cycle counts and adjustments.
	E, C, V
	
	

	A-2
	Obtain and evaluate management’s count instructions: freeze of movements, tags or sheets, counter independence, handling of damaged and obsolete goods and third-party stock.
	E, C, CL
	
	

	A-3
	Decide on the extent of observation by location based on size and risk; where attendance is impracticable, plan alternative procedures and document why.
	E
	
	

	A-4
	Obtain the perpetual records or listing as of the count date and the last receiving and shipping document numbers.
	E, C, CO
	
	



3.2 Observation of the physical count
Record the details on the inventory observation and test count sheet.
	Ref
	Procedure
	Assertions
	W/P ref
	Done by / date

	B-1
	Observe that count instructions are followed and that movements are controlled during the count; note any deviations.
	E, C
	
	

	B-2
	Perform test counts from the records to the floor (existence) and from the floor to the records (completeness), including high-value items; record on the test count sheet.
	E, C
	
	

	B-3
	Observe the condition of inventory and identify damaged, obsolete, slow-moving or customer-owned items; record them for the valuation test.
	V, R
	
	

	B-4
	Obtain the last receiving, shipping and transfer document numbers and inventory in transit; copy them for cutoff testing.
	CO
	
	

	B-5
	Record the count tag or sheet sequence and obtain copies or details of the count records; account for all tags (used, unused, voided).
	C
	
	

	B-6
	Inquire of management about inventory held for others, consigned, pledged or located at third-party sites.
	R, C
	
	



3.3 Follow-up to the count and rollforward
	Ref
	Procedure
	Assertions
	W/P ref
	Done by / date

	C-1
	Trace test counts and a sample of count tags to the final inventory listing; agree quantities and descriptions.
	E, C
	
	

	C-2
	Test the compilation of the final listing: footing, extensions, unit of measure and agreement to the general ledger.
	V
	
	

	C-3
	Investigate and evaluate book-to-physical adjustments by location and item; consider the reliability of the perpetual records.
	E, V
	
	

	C-4
	If the count was not at year end, rollforward or roll back from the count date to the balance sheet date by testing purchases, production and sales in the interval.
	E, C, CO
	
	

	C-5
	Confirm inventory held by third parties (warehouses, consignees); obtain independent evidence of the custodian’s controls where the amount is significant.
	E, R
	
	



3.4 Cutoff
	Ref
	Procedure
	Assertions
	W/P ref
	Done by / date

	D-1
	Test purchase cutoff: select receiving reports before and after year end and agree to the invoice, inventory and payable records (include goods in transit, applying the shipping terms).
	CO, C, R
	
	

	D-2
	Test sales cutoff: select shipping documents before and after year end and agree to invoice date, relief of inventory and revenue.
	CO
	
	

	D-3
	Test inter-location transfers and returns near year end so that goods are not counted twice or omitted.
	CO, E
	
	



3.5 Costing and valuation
	Ref
	Procedure
	Assertions
	W/P ref
	Done by / date

	E-1
	Test unit costs for a sample of items: raw materials to vendor invoices; labor and overhead to payroll and cost records; recompute extensions.
	V
	
	

	E-2
	For standard costing, test how standards are set and updated, and the capitalization or expensing of variances; assess whether standard approximates actual cost.
	V
	
	

	E-3
	Evaluate the overhead rate and the allocation of fixed production overhead based on normal capacity; recompute and test costs capitalized.
	V
	
	

	E-4
	Test lower of cost and net realizable value (ASC 330): compare cost with recent selling prices less costs to complete and sell; evaluate the obsolescence, shrink and slow-moving reserves and recompute.
	V
	
	

	E-5
	For LIFO, test layers, indices and the reserve, and evaluate the conformity requirement and disclosure.
	V, P
	
	

	E-6
	Review purchase commitments for losses on firm commitments, and review inventory write-downs for reversal that is not permitted.
	V, P
	
	



3.6 Classification, presentation and disclosure
	Ref
	Procedure
	Assertions
	W/P ref
	Done by / date

	F-1
	Agree the classification of inventory (raw materials, work in process, finished goods) and the separate presentation of supplies and long-term stock.
	CL, P
	
	

	F-2
	Review disclosure of the costing method, significant write-downs, pledged inventory and concentrations of suppliers.
	P
	
	

	F-3
	Review for inventory pledged as collateral and agree to the debt agreements.
	R, P
	
	



4. Conclusion
Conclusion: based on the procedures above, inventory is [fairly stated / not fairly stated] in all material respects. Explain any exceptions, including any limitation on observation, and the effect on the audit approach.
Misstatements identified (carry to the summary of uncorrected misstatements at W/P [Ref]): $[Amount]
Matters for the management letter, governance communication or partner attention: [Describe or “None”].
	Role
	Name / initials
	Date (MM/DD/YYYY)

	Prepared by
	
	

	Reviewed by (manager)
	
	

	Engagement partner
	
	



Free template from CORAA (coraa.ai/us/templates). Draft for professional judgment: adapt it to the engagement and your firm’s methodology, have legal counsel review where needed, and check it against current AICPA, FASB and other applicable requirements before use.
