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1. (a) Internal  controls are  the  “whole system of controls  financial  and  otherwise,  
established by the management in order to carry on the business of the 

 enterprise in an orderly and efficient manner, ensure adherence to management 
 policies, safeguard the assets and secure as far as possible the completeness

 and accuracy of the records”.  
 
Examples of controls include: 

 
(i) Segregation of duties; 

(ii) Organization;     

(iii) Authorization and control;                                                                                                                                                                                                                                                   

(iv) Physical controls; 

(v) Supervision; 

(vi) Personnel; 

(vii)  Arithmetic and according; 

(viii) Management.                      

 
(b) State any six objectives of the internal control which should be exercised over 

a sales and trade debtors system are to ensure that: 
 

- Bad debts are minimized.            

- Only bona fide orders received from customers are executed.     

- Bona fide orders from the customers are executed promptly.      

- All goods dispatched or services provided are properly invoiced.  

- Credits are made to customer accounts only when properly  
authorized.             

- Sales invoice and sales credit documentation are promptly and correctly 
recorded in the books of account.           

- The books of account accurately reflect sales and trade debtors  

  information.                       
 

(c) (i) Weakness 
 

The sales director and the sales clerks have full access to all sales 

ledger files.       
 

Implication 
 
As sales department staff is responsible for the authorization and 

administration of sales transactions and for recording transaction detail 
in the company‟s accounting records, there is a high risk of fraud and 

error arising on the sales and trade debtor‟s area.  
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Recommendations 
 

The responsibilities for the authorization, administering and recording 
of sales transactions in the company‟s accounting records should be 

allocated to separate individuals. Recording of sales transactions in the 
company‟s accounting records should be carried out only by 
appropriately experienced accounts department staff.  Sales staff should 

have „read‟ access only to sales ledger files.  
 

  (ii) Weakness 
 
   The sales director is responsible for granting credit facilities to new  

customers. 
 

Implication 
 
The sales director has a vested interest in granting new credit facilities 

in order to achieve sales target.  He is also in a position to enter into 
fraudulent arrangements with customers. As a consequence CALEN 

Enterprises Limited is exposed to the increased possibilities of losses 
arising from bad debts and fraudulent transactions.  
 

Recommendations 
 

The responsibilities to grant new credit facilities to customers should be 
vested in a responsible official of the company, segregated from the 
sales department and recording of the transactions in the accounting 

records. 
 

(iii) Weakness 
 

Credit limits are not applied to customers accounts.  

 
Implication 

 
There is strong possibility that CALEN Enterprises Limited will incur 
bad debts if appropriate credit limits are not applied to customer 

accounts and strictly adhered to.  
 

Recommendations 
 
A maximum credit limit should be applied to each customer‟s account, 

based on financial strength and ability to pay.  Customer accounts 
should be closely monitored by an independent credit controller to 

ensure that credit limits are not exceeded.  
 

(iv) Weaknesses 

 
The sales director is responsible for pursuing late paying customers.  
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Implication 
 

CALEN Enterprises Limited‟s exposure to cash flow difficulties and 
bad debts could be increased.  This is because the director may have 

pre-disposition not to place undue pressure on late paying customers 
for fear of their withdrawing custom with regard to future stationery 
purchases.  Additionally the director may be exposed to beneficial 

offers from other customers, made to him in his personal capacity, to 
allow advantageous payment terms on specific customer accounts.  

 
Recommendations 
 

The responsibility for credit control should be vested in a responsible 
official of the company, who is totally segregated from the 

authorization, processing and recording of sales transactions.  
 

(v) Weakness 

 
Telephone orders are accepted for the dispatch of the company‟s 

products. 
 
Implication 

 
CALEN Enterprises Limited‟s exposure to losses is increased as a 

consequence of goods being dispatched in response to unauthorized or 
bogus orders. 
 

Recommendations 
 

CALEN Enterprises Limited should only accept written orders from 
bona fide customers.  Procedures for ordering goods from CALEN 
Enterprises Limited should be made clear to all customers, through the 

issue of terms and conditions of trading, and these should be strictly  
adhered by CALEN Enterprises Limited. Any doubts as to the 

authenticity of written orders received from customers should be 
removed before execution of those orders.  

 

(vi) Weakness 
  

Sales clerks have almost full access to product price data contained in 
the standing data file of the sales invoicing programme.      
 

Implication 
 

The sales clerks are responsible for generating sales invoices to 
customers and therefore have the opportunity to influence, either 
fraudulently or erroneously, prices charged for company‟s products.  
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Recommendations 
 

Access to standing data file containing product price should be 
restricted to the sales director and other senior responsible officials of 

the company. Strict controls should be exercised over the updating of 
this information and it should be regularly monitored to ensure that 
prices on the file equate to those on CALEN Enterprises Limited 

authorized price list. 
 

(vii)  Weakness 
 

Sales invoices are raised and forwarded to customers prior to the 

receipt of confirmation that goods have been dispatched to customers.  
 

Implication 
 
Sales invoices could be forwarded to customers in the absence of goods 

being dispatched to them.  In such circumstances CALEN Enterprises 
Limited would erroneously be recognizing the revenue from the sales 

transaction in its accounting records whilst also incorrectly recognizing 
a trade debtor. 
 

Dependant on customers‟ own internal controls, it is likely that 
relationships may become strained if customers constantly receive 

invoices in advance of the receipts of goods ordered.  
 
Recommendations 

 
Current procedures with regard to the production of sales invoices and 

goods dispatch notes should be modified. The stores department should 
generate pre-numbered goods dispatch notes to accompany all the 
goods dispatched and copies should be retained for control purposes.  

 
Sales invoices should be prepared and forwarded to customers only 

after the stores department has confirmed to the sales department that 
goods have been dispatched, by for example forwarding a copy of the 
pre-numbered dispatch note. 

 
Copy invoices should then be forwarded to the accounts department for 

posting to the accounting records by appropriately experienced 
employees, who should have no involvement in the receipt of monies 
from customers. 

 
 

(viii) Weakness 
 

The assistant accountant is responsible for dealing with customer 

invoice queries and the issue of sales credit notes.  
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Implication 
 

As sales department staff deal with the preparation and processing of 
sales invoices, it is likely that the assistant accountant will not have the 

knowledge to deal effectively with customer queries.  In addition, the 
company‟s exposure to fraud and error is increased as a consequence of 
the assistant accountant having the discretion to raise credit notes 

whilst also having authority to post into the company‟s accounting 
records. 

 
Recommendations 
 

The assistant accountant should have no connection/involvement in the 
decision to raise sales credit notes. Customer queries should be directed 

to individual‟s involvement in the preparation of sales invoices.  
 

2. (a) At the audit visit in July 2009, audit staff should have any four of the  

 following: 
 

(i) Ascertained the company‟s system of internal control recording any 
changes, as compared to the previous year, in the company‟s permanent 
audit file.              

 
(ii) Evaluate the adequacy of the systems to meet control objectives.  

 
(iii) Carried out tests of control to determine whether controls identified in 

the systems evaluation process had been operated effectively 

throughout the accounting year to the date of the audit visit.       
 

(iv) Designed and carried out tests in areas where controls were weak, to 
determine the extent to which records in these areas could be relied 
upon.               

 
(v) Formed a judgement as to the extent that the company‟s systems of 

internal control, to the date of the audit visit, could be relied upon as a 
basis for reducing the level of detailed testing at the final audit stage.  

 

 (b) Any four of the following matters should be discussed at the audit briefing 
meeting: 

 
(i) Findings from the audit visit in July, for example new systems, areas of 

weakness.                         

(ii) Areas of the audit appear to have a high audit risk, for example, stock.  
(iii) The audit approach to be adopted.          

(iv) The audit programme to be used, for example, the firm‟s standard 
programme, or a modified or specific programme.      

(v) The assignment of audit staff to specific audit areas.      

(vi) The timing of the audit areas, including the deadline date for the 
provision of audited financial statements.           
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(vii)  Any special circumstances applying to work methods when carrying 
out the audit work at the premises of the client company.      

 
 

(c) (i) Events after the balance sheet date 

  - Cash received after the year end – to verify the value of the 

  debt. 
  - Invoices received after the year end – to verify the value of an  
   accrual. 

  - Payment of an insurance premium after the year end – to verify 
  the existence of a fixed asset.  

  - Sale of stock after the end year – to verify the value of stock. 
 

 

(ii) Satisfactory internal control procedures 

- Regular reconciliation of the trade creditor‟s ledger – to verify 

  the value of trade creditors. 
 

- Issue of sequentially controlled goods dispatched notes to verify 
the completeness of sales. 

   

   - Authorization of purchase invoices – to verify the value of  
    purchases. 

 
   - Strong system of perpetual stock controls – to verify the value 
    of stocks. 

 
(iii) Written confirmation from third parties 

 
- Direct confirmation of trade debtor balance – to verify the 

existence of the trade debtors.  

 
- A bank certificate confirming the terms of charges held against 

the company‟s asset‟s to verify the existence of the charges held 
against company assets. 

 

- Letter from a loan company, confirming the balance outstanding 
on a loan –to verify the loan liability of the company. 

 
- A certificate from a specialist, confirming the value of specific 

stocks held – to verify the valuation of stocks.  

 

 

3. (a) (i) Random 
 

This is the method of selection in which items in a population have the 

same statistical probability of being selected.  The method uses random 
numbers as a basis for selection.         
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(ii) Haphazard Selection 
 

This is the method of selection in which the auditor attempts to ensure 
that all items in a population had the same statistical probability of 

being selected by choosing items haphazardly.       
 
(iii) Systematic Selection 

 
This is the method of selection in which the auditor selects items using 

a constant interval between selections.  The first item may be selected 
on a haphazard basis, there after the sampling interval is derived by the 
auditor, for example, by dividing the population by sample size.  

 
 (b) I should carry out the following tests of control in connection with the audit of 

the wages costs of Randall Limited: 
 

(i) Review a sample of the employee files to verify that all starters, leavers 

or change of status details are authorized by a responsible official.  
 

(ii) Test check master file data and amendments and verifying to 
appropriate independent document authorized by a responsible official.  

 

(iii) Examine a sample of employees‟ time records to ensure authorization 
by a responsible official.           

 
(iv) Witness master file update/amendment procedures and payroll 

preparation procedures to ensure adequate segregation of duties with 

regard to the wages function.          
 

(v) Test check correctness of calculations of the company‟s payroll 
programme.                         

 

(vi) Test check of payrolls for correct treatment of deductions from salaries 
and wages.             

 
(vii)  Review a sample of payrolls for evidence of the review and 

authorization by a responsible official.          

 
(viii) Review a sample of payroll summaries of entries to be posted to the 

nominal ledger accounts and tracing through the sample to ensure 
proper authorization and entry into appropriate accounts.           

 

(ix) Trace a sample of net payment amounts due to employees to the 
company‟s bank statements to ensure correct and timely payment of 

liability due.          
 

4. (a) A sampling approach to testing would not be appropriate in the following  

circumstances 
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(i) Where there are a statutory requirement to disclose specific items in the 
financial statements, for example directors‟ remuneration.          

(ii) Where the population is very small and the results from sampling could 
not be relied on, for example when conducting certain compliance tests.  

 
(iii) Where the population is small number but comprises material 

individual balances or transactions, for example, property additions.  

 
(iv) Where the population is not homogeneous and requires subdivision 

before sampling can be attempted, for example, purchase invoices and 
credit notes.              

 

(v) When the auditor is put „on enquiry‟ for example when testing for 
fraud.                         

 
(vi) Where the costs of sampling outweigh the benefits as compared to 

100% testing.             

 (b) (i) A positive debtors‟ circularization is the process whereby 
 

letters are sent to customers asking them to forward written 
confirmation (or to provide details of any differences) of the balance on 
their account as shown in the audit clients records.       

 
A negative circulation requests that customers should only respond 

when they do not agree the balance on their account as shown in the 
audit client‟s records.  This type of circular should be used when:  

 

- The audit client has a strong internal control system over sales 
and debtors. 

 
- Other good corroborative evidence with regard to the existence 

of the debtors has already been obtained from other tests carried 

out.          
 

(c) Whilst the main objective of the debtors‟ circularization is to confirm the 
existence of debts outstanding, a secondary objective is to test the propriety of 
controls actually exercised over the sales and debtors function.  Clearly if 

employees have been circumventing controls to conceal any (for example 
fraudulent) activity, they would have a vested interest in diverting the auditor‟s 

attention away from balances on accounts subject to such activities.     
 

(d) Accounts requiring special attention would include: 

 
- Those which have exceeded the normal credit period.         

- Those which regularly exceed the authorized credit limit.           
- Those which have credit balances.           
- Those which show higher/lower balances at the balance sheet date as 

compared to other times during the year.          
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- Those accounts whose balances have been written off as bad debts or in 
respect of which provision has been made.          

- Those on which there are regular contras with supplier accounts in the 
company‟s trade creditors‟ ledger.           

- Those on which round sum payments are constantly received.   
- Those to which credit notes have been regularly posted.            
- Those which appear to have received unusually favourable treatment 

with regard to credit limits, payment period and discounts allowed.  
- Those which apply to customers who are known to be „connected‟ to a 

client‟s company or its employees (related parties).       
 

(e) Whilst we may not have any reason to doubt the existence of zero balances on 

customer accounts, there are a variety of reasons as to why these co uld be 
stated incorrectly.  For example, as a consequence of cut-off errors (sales not 

recorded in the correct financial period), mis-posting of cash receipts 
(payments made in advance of sales transaction) or fraudulent activity 
(diversion of cash received from the customer combined with suppression of 

sales activity).  Inclusion of zero balance accounts in the circulation will test 
for the occurrence of these events.      

 

5. (a) Fundamental Principles 
 

Integrity: A professional accountant should be honest and straightforward  
 in performing professional services.                      

Objectivity: A professional accountant should be fair and not allow personal  
bias, conflict of interest or influence of others to override 

 objectivity.             

  Professional competence and due care:  When performing professional  
services, a professional accountant should show competence 

 and duty of care by keeping up-to-date with developments in 
 practice, legislation and techniques.           

  Confidentiality: A professional accountant should respect the confidentiality of  

information acquired during the course of providing 
 professional services and should not use or disclose such 

 information without obtaining clients permission.            
  Professional Behaviour :  A professional accountant should act in a manner  

consistent with the good reputation of the profession and refrain

 from any conduct which might bring discredit to the profession.  
                    

(b) (i) Audit work – going concern 
 

- Review management‟s plans for the future actions based on its 

ongoing concern assessments.           
- Gather additional sufficient and appropriate audit evidence to 

confirm or dispel whether or not material uncertainty exists 
regarding the going concern concept.           

- Seek written representations from management regarding its 

plans for future action.           
- Obtain information from company bankers regarding 

continuance of loan facilities.           
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- Receivables ageing analysis to determine whether there is an 
increase in days which may also indicate cash flow problems.  

 
- Seek written representations from those charged with 

governance that the company is a going concern and the extent 
of any disclosures in the financial statements.                

   

(ii) A company rarely ceases to carry on business without any prior 
indications, either of inability to meet debts as they fall due or of other 

problems that raise questions about the continuation of business. The 
indications may vary in importance depending upon specific 
circumstances.  They may be interdependent and some may only have 

significance as audit evidence when viewed in conjunction with others.  
Further their significance may diminish because they are mitigated by 

other audit evidence. The following lists indicate factors that may 
indicate that a company is experiencing Going Concern problems.  

 

(1) Indications that the company may be unable to meet its debts as 
they fall due include: 

 
- Recurring operating losses 
 

- Financing to a considerable extent out of overdue 
suppliers and other creditors (for example VAT, 

PAYE) 
 

- Heavy dependence on short term finance for long term 

needs 
 

- Working capital deficiencies 
 

- Low liquidity ratios 

 
- Over-gearing in the form of high or increasing debt to 

equity ratios, and under-capitalization, particularly if 
there is a deficiency of share capital and reserves 

 

- Borrowing in excess of limits imposed by debenture 
trust needs 

 
- Default on loan or similar agreements 

 

- Dividends in arrears 
 

- Restriction placed on usual trade terms 
- Excessive or obsolete stock 

 

- Long overdue debtors 
 

- Non compliance with statutory capital requirements 
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- Deterioration of relationship with banks 

 
- Necessity of seeking new sources or methods of 

obtaining finance 
 

- The continuity of use of old fixed assets because there 

are no funds to replace them 
 

- The size and content of the debtors book 
 

- Potential losses on long term contacts   

 

(2) Indications of problems that raise questions about the 

continuation of the business and which might lead to an 
inability to meet its debts include:  

 
Internal matters 
 

- Loss of key management or staff 
 

- Significantly increasing stock levels 
 

- Work stoppages or other labour difficulties 

 
- Substantial dependence on the success of a particular 

project or on a particular asset 
 

- Excessive reliance on the success of a new product 

 
- Uneconomic long term commitments 

 
External matters 
 

- Legal proceedings or similar matters that may 
jeopardize a company‟s ability to continue in business  

 
- Loss of key franchise or patent 

 

- Loss of a principal supplier or customer 
 

- The undue influence of a market dominant competitor 
 
6. (a) (i) A real time system  may  be defined  as one  in which  data is received 

and processed and results are transmitted sufficiently quickly to affect 
the  situation  giving  rise  to original data.  The master file must be  

capable of being updated by the terminal user, and there must be the 
facility for a quick response time to file interrogation (demand 
processing). 
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The response time is the time between the operator‟s completion of 
keying in and the computers reply on the terminal. As each transaction 

is processed immediately on input (rather than in batches), all batch 
processing stages of input, validation, updating and output are applied 

to the one transaction.          
 

(ii) On-line processing covers a wide range of processing systems, but the 

essential feature of on- line system is that the data is input into a 
computer from its point(s) of origin.  Normally remote terminals are 

used to transmit data to its point of use.  The speed of data collection 
and input is usually increased, but it should be noted that the batch 
processing concept may still apply.  One type of on-line system is that 

which involves demand processing for the file interrogation and later 
batch processing of master files. In such a system the programs and 

master files to enable the computer terminal to obtain all its demand 
processing requirements must always be available.  Any transaction 
items are accumulated and processed in batches at an off peak time.  

     
 

(iii) An integrated computerized Accounting system is one where two or 
more master files are updated from a common input.  The operator of 
such a system generally makes entries with immediate validation 

routines, of individual transactions with all relevant files on-line. 
Whilst the system may not be a real- time system, transactions are likely 

to be input relatively soon after occurring, either individually or as 
small batches.  As a result master files tend to be virtually up-to-date 
and have consistent cut off.  

 

This form of rapid processing does suffer from disadvantages where 

periodic management reports or control reports are required. Whilst an 
up-to-date cumulative statement is readily available cut-off problems 
may exist when allocating transactions to individual monthly periods. 

 
For example a purchase invoice for goods received in a month may still 

be received and processed in the early part of the following month.  If 
management accounts were required at the end of that month then an 
estimate would have to be made of the value of goods received not 

invoiced.  The nominal ledger software would therefore have to allow 
for accrual journal entries to be made prior to the production of 

management accounts. 
 
In however prior to the production of the month‟s management 

accounts, an early receipt of goods of the following month is followed 
by a prompt receipt of invoice then this transaction could be processed. 

This would result in both updating of nominal ledger 
expenses/purchase accounts, the nominal ledger creditors control 
account and the memorandum entry in the creditors ledger.  Such a 

transaction could thereby be included as if it were a month‟s entry 
unless  some allowance is made.            
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 (b) The general ways in which access to information and updating of files from 
remote terminals can be controlled would include:  

 
(i) Physical restriction to access to terminals and locking up of terminal 

rooms when not being used. 
 
(ii) The use of the passwords or the insertion of a special bade or key into 

the terminal itself being necessary to gain access to computer files and 
programs for processing.  

 
(iii) The terminal user being restricted to the use of certain files and 

programs. 

 
A combination above should provide reasonably effective safe guards, 

although it will always be possible for an authorized person to gain 
access to terminal keys and to acquire knowledge of passwords.  

 

In a typical purchase system it is unlikely that there will be stringent 
controls over the retrieval of  information such as ledger balances, in 

that these are not likely to be regarded as particularly confidential.  
 
The updating of standing data in the purchase system (e.g. a suppliers 

name and address should be restricted to the purchases department.  
  

 
(c) Any access to the purchase system should be recorded on a computer log 

which is periodically printed out and reviewed by a senior official of the 

company; any indication of unauthorized attempts to access the system should 
be fully investigated. 

 
In order that adequate audit trail is maintained, there should be a printout of all 
data which is input into the computer.  A purchase ledger control account 

should be maintained by somebody other than the person responsible for the 
day-to-day maintenance of either the cash book or the purchase ledger.  The 

total of the schedule of balances extracted from the ledger should be reconciled 
to the balance on the control account, with any discrepancies being fully 
investigated. 

 
Periodically, some responsible official of the company, with no other 

responsibility in the purchase area should check a sample of the balances to 
supplier statements, once again with any discrepancies being fully investigated.  
 

It is particularly important that there are strict controls over standing data, 
since if the standing data is incorrect, every transaction processed against it 

will compound the error. There should be a periodical printout of the 
outstanding data held on the purchases ledger master file and any related 
reference files in order that the standing data may be clerically checked.  

 
7. (a) (i) Reviewing his working papers for the previous year, where applicable,  

and discussing with management any significant changes in stock over  
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the year;               
 

(ii) Discussing stocktaking arrangements and instructions with management;  
         

(iii) Familiarising himself with the nature and volume of the stocks, the 
identification of high value items and the method of accounting for 
stocks;                 

(iv) Considering the location of the stock and assessing the implications of 
this for stock control and recording;           

(v) Reviewing the systems of internal control and accounting relating to 
stocks, so as to identify potential areas of difficulty (for example cut-
off);                          

(vi) Considering any internal audit involvement, with a view to deciding the 
reliance which can be placed on it;            

 
(vii)  Ensuring that a representative selection of locations, stocks and 

procedures are covered and particular attention is given to high value 

items where these form a significant proportion of the total stock value; 
 

(viii) Arranging to obtain from third parties confirmation of stocks held by 
them.  If the auditor considers such stocks to be material part of the 
enterprise‟s total stock or that the third party is not independent or 

reliable, he should arrange, where appropriate, that either he or the 
third party‟s auditor will attend a stock-take at the third party‟s 

premises;          
 

(ix) Establishing whether expert help is needed to substantiate quantities or 

identify the nature and condition of the stocks, where they are very 
specialized.          

 
(b) (i) Supervision  of  the  planning  and  execution  of  the  stock-take  by  

sufficient senior and qualified personnel drawn from various 

 departments; at least some of the officials should not be involved with 
 the custody of stocks;         

(ii) Tidying and marking stock to facilitate counting of items of stock.  
The whole of the stocktaking area should be divided into sections for 
control purposes.         

(iii) The serial numbering and control of the issue and return of a ll the 
rough count records and their retention as required by the Companies 

Act;           
(iv) Systematic carrying out of counts to ensure coverage of the whole 

stock;           

(v) Arrangements for the count to be conducted by at least two people.  
Either one should count and the other should check the count, or 

alternatively two independent counts could be carried out and any 
differences arising investigated and resolved;     

(vi) The completion of stock sheets in ink.  They should be signed by those 

who carried out and checked the count;      
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(vii)  Information to be recorded on the count records.  (Normally this will 
include the location and identity of the stock items, the unit of count, 

the quantity counted, the condition of the items and the stage reached in 
the production process).            

(viii) Restriction and control of the production process and of stock 
movements during the count;            

(ix) Co-ordination of the count with cut-off procedures so that 

documentation concerned with the flow of goods can be reconciled 
with the financial records.  For this purpose, last numbers of goods 

inwards and outward records and of internal transfer records should be 
noted.               

(x) Reconciliation with the stock records, if required and identification and 

correction of differences.            
(c) (i) During the stocktaking, the auditor should ascertain whether the  

 client‟s staff are carrying out their instructions properly so as to provide 
reasonable assurance that the stocktaking will be accurate;  

 

 (ii) He should make test counts to satisfy himself that the procedures and 
  internal controls relating to stocktaking are working properly;   

 
(iii) If the manner of carrying out the stocktaking or the results of the test 

counts are not satisfactory, the auditor should immediately draw the  

mater to the attention of the management supervising the stocktaking 
and he may have to request a recount of part or all of the stocks;  

 
(iv) The auditor should ensure that the procedures for identifying damaged, 

obsolete and slow moving stock operate properly.  He should obtain 

(from his observations and by discussion with storekeepers and similar 
personnel) information about the stocks‟ condition, age, usage and in 

the case of work in progress, its stage of completion;       
(v) He should ascertain that stock held on behalf of third parties is 

separately identified and accounted for;           

(vi) He should consider whether cut off procedures instituted by 
management are sufficient to ensure that movements into, within and 

out of stocks are properly identified and reflected in the accounting 
records.              

(vii)  He should at the end conclude whether in his opinion the stocktaking 

has been properly carried out and is sufficiently reliable as a basis for 
determining the existence of stocks;           

(viii) He should consider whether any amendment is necessary to his 
subsequent audit procedures;            

(ix) He should try to gain from his observations an overall impression of the 

levels and values of stocks held so that he may judge, in due course, 
whether the figure for stocks appearing in the financial statements is 

reasonable.              
 
 (d) (i) The  auditor  must  make  follow  ups  of  the  matters  recorded  in  the  

   working papers at the time of the count or measurement.   Photocopies  
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of (or extracts from) rough stock sheets, together  with details of test 
 counts and of the sequence of rough sheets, may be used to check that 

 the final stock sheets are accurate and complete.         
 

(ii) He should check replies from third parties about stocks held by or for  
them, follow up all queries and notify senior management of serious 
problems encountered during the stocktaking.         

 
 

 

E N D 


