Dalen & Jay, CPAs

Audit Program for Work In Process Inventory

Client:  Mathra Tool, Inc.
Year Ended 10/31/97
	Audit Objective
	Procedure
	Workpaper Reference

	
	FINANCIAL STATEMENT ASSERTIONS

1. Existence/Occurrence

2. Completeness

3. Rights and Obligations

4. Valuation/Allocation

5. Presentation and Disclosure

AUDIT OBJECTIVES

A. All WIP inventories actually exist and are in a state of production.

B. All WIP inventories are counted and included in the WIP inventory balance, and no other goods are included in WIP inventory.

C. WIP inventory listings are accurately compiled, extended, footed, and summarized, and the totals are properly reflected in the accounts.

D. Inventory costs and selling prices are adequately valued.

E. Defective inventory is properly removed from WIP inventory quantity on hand.


	

	
	1. Test the clerical accuracy of the company’s WIP inventory

a. Review the WIP listing for obvious data entry errors (duplicates, unreasonable items, etc.)

b. Recalculate to determine the accuracy of the WIP inventory value: QOH * (%completed/100) * Actual Cost to Date) – (Progress Billings)

c. Compare Unit Total Cost Quoted and Actual Cost to Date to Unit Selling Price for reasonableness and determine whether provisions have been made for any expected losses on completion.

d. Verify that the scheduled completion date is before the due date for each job.


	

	
	2. Observe the company’s physical WIP inventory

a. Observe the client’s physical taking of inventory and perform necessary test counts.

b. Prepare an inventory listing

c. Review the quantity on hand to determine if WIP inventory levels are accurate.

d. Verify that all jobs in WIP are in process.  Determine that raw materials, finished goods, and purchased parts are not included.

e. Generate an exception report for quantities not meeting the necessary demand for orders.

f. Perform necessary test counts.


	

	
	3. Vouch a sample of jobs in process to their corresponding P.O. and compare for accurate customer P.O. number, due date, customer part number, part description, quantity ordered, and total cost quoted.


	

	
	4. Verify that no orders have been entered twice


	

	
	5. Recalculate total WIP inventory and verify the accuracy of the general ledger balance


	

	
	6. Compare the physical inventory to WIP inventory and note significant differences in job numbers, quantity on hand, customer P.O. number, and customer part number


	

	
	7. Vouch actual costs-to-date to vendor invoices (material charges) and payroll records (labor charges) on a test basis


	

	
	8. Review the damaged parts file with quality control and verify that damaged goods are not included in WIP


	

	
	9. Test that inventory was appropriately cutoff at year-end and that no work in process inventory was included in inventory for 10/31/97 that was started after year end


	

	
	10. Test to determine the extent to which the company relies on one or two major customers


	

	
	11. Review profitability of jobs.


	


