Manufacturing Inventory and Cost Accounting Audit Checklist
	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]



A manufacturer’s inventory includes raw materials, work in process and finished goods, with costs built from bills of material, routings, labor and overhead. The risk lies in cost buildup as well as existence. This checklist complements the inventory audit program and the test count sheet. Inventory valuation follows ASC 330.
1. Planning and understanding the costing system
	Requirement
	Yes / No / N/A
	W/P ref
	Prepared / reviewed (initials, date)
	Comments

	1.1. The production process, plants, warehouses, consigned locations and inventory held by third parties are documented
	
	
	
	

	1.2. The costing method (actual, standard, average) and the cost flow assumption (FIFO, average, LIFO) are documented and consistent with prior years (ASC 330-10-30)
	
	
	
	

	1.3. The perpetual inventory system and its reconciliation to the general ledger are understood; reports used as evidence are tested for completeness and accuracy (AU-C 500)
	
	
	
	

	1.4. Key estimates are listed: standard cost updates, overhead rates, excess and obsolete reserves, net realizable value (AU-C 540)
	
	
	
	

	1.5. Fraud risk assessment addresses overstated counts, inflated overhead capitalization, bill and hold sales and unrecorded scrap (AU-C 240)
	
	
	
	



2. Physical inventory and existence
	Requirement
	Yes / No / N/A
	W/P ref
	Prepared / reviewed (initials, date)
	Comments

	2.1. Count instructions are reviewed in advance; the auditor attends the count or performs alternative procedures if attendance is impracticable (AU-C 501)
	
	
	
	

	2.2. Test counts are made from the floor to the count sheets and from the count sheets to the floor; differences are resolved and extrapolated if needed
	
	
	
	

	2.3. Work in process is counted with an estimate of stage of completion; completion percentages are supported by production records
	
	
	
	

	2.4. Tag control and count cutoff (last receiving, shipping and production document numbers) are recorded for later cutoff testing
	
	
	
	

	2.5. Inventory at third-party warehouses, consignees and customer sites is confirmed in writing or observed (AU-C 501, AU-C 505)
	
	
	
	

	2.6. Customer-owned materials and tooling on the floor are excluded from inventory; vendor consigned goods are excluded from inventory and payables
	
	
	
	

	2.7. If the count is not at year end, the rollforward or roll-back to the balance sheet date is tested to receiving, shipping and production records
	
	
	
	

	2.8. Book-to-physical adjustments are investigated for reasons and approvals, and are compared with prior years
	
	
	
	



3. Cost buildup and valuation
	Requirement
	Yes / No / N/A
	W/P ref
	Prepared / reviewed (initials, date)
	Comments

	3.1. Raw material costs are tested to supplier invoices for a sample of items; freight-in, duties and tariffs are included in cost as policy and ASC 330 allow
	
	
	
	

	3.2. Direct labor rates and hours are agreed to payroll records and routings for a sample of production orders
	
	
	
	

	3.3. The bill of materials and routing for a sample of products are compared with engineering or production records for yield, scrap and standard hours
	
	
	
	

	3.4. The overhead pool is analyzed: included costs are production-related; fixed overhead is allocated on the basis of normal capacity, and unallocated overhead from abnormally low production is expensed (ASC 330-10-30-3 and 30-7)
	
	
	
	

	3.5. Overhead absorption rate is recomputed and variances are analyzed; capitalized variances are allocated between inventory and cost of sales as required
	
	
	
	

	3.6. Standard costs are compared with actual costs for a sample of items; the standard cost update date is noted and the effect on year-end inventory is evaluated
	
	
	
	

	3.7. Purchase price variances and unabsorbed variances at year end are investigated and cleared to the right accounts
	
	
	
	

	3.8. Intercompany inventory profit is eliminated in consolidated statements
	
	
	
	

	3.9. LIFO reserves and layers are recomputed and any liquidation of layers is evaluated; the disclosure is prepared (ASC 330-10-50)
	
	
	
	



4. Lower of cost and net realizable value, excess and obsolete
	Requirement
	Yes / No / N/A
	W/P ref
	Prepared / reviewed (initials, date)
	Comments

	4.1. An inventory aging or usage analysis by item is obtained; slow-moving, obsolete and excess items are identified using a documented policy
	
	
	
	

	4.2. The reserve for excess and obsolete items is recomputed and compared with subsequent sales, scrap and disposals (AU-C 540)
	
	
	
	

	4.3. Net realizable value is tested for finished goods using post-year-end selling prices less cost to complete and sell; items with negative margin are written down (ASC 330-10-35-1B)
	
	
	
	

	4.4. For LIFO or retail inventory, lower of cost or market is applied and tested (ASC 330-10-35-1C through 35-7)
	
	
	
	

	4.5. Loss on firm purchase commitments for materials above market is evaluated and accrued where required (ASC 330-10-35-17)
	
	
	
	

	4.6. Obsolescence risk tied to product discontinuation, customer program cancellations or regulatory change is discussed with operations and sales
	
	
	
	



5. Cutoff, purchasing and related payables
	Requirement
	Yes / No / N/A
	W/P ref
	Prepared / reviewed (initials, date)
	Comments

	5.1. Receiving cutoff: a sample of receipts before and after year end is traced to the correct period inventory and payable (AU-C 330)
	
	
	
	

	5.2. Shipping cutoff: the last shipments before and first shipments after year end are traced to revenue and the relief of inventory
	
	
	
	

	5.3. Goods in transit with title passing at shipping point or destination are evaluated against shipping terms
	
	
	
	

	5.4. Unrecorded liabilities and accrued receipts (goods received not invoiced) are tested using the search for unrecorded liabilities workpaper
	
	
	
	

	5.5. Bill and hold arrangements are tested against the criteria in ASC 606-10-55-83
	
	
	
	



6. Presentation and disclosure
	Requirement
	Yes / No / N/A
	W/P ref
	Prepared / reviewed (initials, date)
	Comments

	6.1. Inventory is presented in major classes (raw materials, work in process, finished goods) with the basis of measurement and the cost flow method disclosed (ASC 330-10-50, ASC 235)
	
	
	
	

	6.2. Concentrations of suppliers and customers, purchase commitments and significant estimates are disclosed (ASC 275, ASC 440)
	
	
	
	

	6.3. Inventory pledged as collateral and borrowing base reporting to the lender are agreed to the audited balance (ASC 470)
	
	
	
	



Conclusion and sign-off
Inventory quantities, costing, valuation and related disclosures [are / are not] fairly stated, except for: ______
Exceptions and follow-up items: ______________________________________________
	Role
	Name / initials
	Date (MM/DD/YYYY)

	Prepared by
	
	

	Reviewed by (manager)
	
	

	Engagement partner or firm owner
	
	



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.
