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STOCK-IN-TRADE (INVENTORIES) 7™/
"The correct recording and auditing of stock-in-trade or inventories are of a paramount impo

Stock-in-trade is the life-blood of a business. It comprises a variety of items including: |
-~ (a) Stores and spare parts ; :
(b) Loose tools ;
“(c¢) Raw materials ;
- (d) Work-in-progress ;
(e) Finished goods ; and
(f) Scrap or by-products.
| [f stock-in-trade is incorrectly recorded, verified or evaluated, the resultant profit or loss
period wil =ct. 1t will also_affect the Balance Sheet and the assets and the net wo

present a wrong picture.)If stock-in-trade is overstated, it may lead to payment of dividends or
expenses based on inflated profits. If it is understated, secret reserve will be created and it ma;
lead to a fall in share-values due to disclosure of low profits. Verification and valuation of st

trade should, therefore, be given utmost care and attention.
c e 4 a wmeols B L Aa A4t hao lictad tho fallnwing Six reas

Scanned with CamScanner



e i e

e auditor should proceed for the verification of stock in the following manner:
d review and be familiar with the procedure and arrangements for the maintenance
ecords and find out any discrepancy therein.
ould examine how effectively the management controls the receipts and issues of

d secure a copy of the client's physical stock- taking instructions in advance of the
aking, and see whether these contain adequate safeguards against possible

ould compare the rough original stock-sheets with the fair copies, noting any material
yn therein which should be carefully enquired into.

then, test some of the items of the stock with the stock records with regard to
and value. Material difference, if any, must be enquired into. |

d test-check the physical existence of at least 5% of the items to ascertain whether
o correctly represent the stock-in-hand. | |
Dl examine and find out that no goods which do not belong 10 the cllgnt (for
e, goods sold to customers before the date 0}‘ the Bal{mcc Sheet, guguls: received on
C t, sales or return basis etc.) have been included in the stock. Similarly, all the

_.:;__ during the year and belonging to the client though not in his possession,
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