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1. When a complete physical inventory is taken, observe the inventory as follows.

(i.) Review inventory instructions and include a copy of written instructions in the workpapers.

(ii.) Review general inventory preparations to form an opinion as to the adequacy of preparation.

(iii.) Observe the taking of the inventory to the extent possible taking independent notes.

(iv.) Compare and reconcile your inventory notes to the Plant’s compilation of the inventory.

(v.) Trace plant inventory notes to the final compilation of the inventory.

(vi.) Verify inventory cut-off.

(vii.) Verify that book inventories are adjusted to reflect the physical inventory.

2. Verify valuation of inventory at the audit date.

3.
After performing all appropriate procedures, consider the need to apply one or more additional procedures.  Attach audit program sheets to document additional procedures.

4.
Summarize review and note irregularities in work papers.
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Section 3 – Metal Inventories – Annual Physical Inventory Instructions

All Lead and Copper Smelters must take an actual physical inventory of metals on hand at the close of each month unless otherwise authorized by the Controller.  All Lead and Copper Refineries must take an actual physical inventory of metals on hand annually at dates specified by the Comptroller.  The foregoing inventories are taken not only for the purpose of determining actual metal loss or gain for the month at Smelters or for the year’s period at Refineries, but also for the purpose of verifying the Company’s metal assets as reported in its financial balance sheet.  These instructions apply to metal inventories normally preformed on an annual basis at Smelters and Refineries, but may also apply to special inventories.

1. The complete inventory taken during the Auditor’s visit should be observed; however, the observations should be independent of Plant inventory efforts – that is, under ordinary circumstances, the Auditor’s inventory work will not relieve the Plant of any responsibility for taking an accurate and complete inventory.  (Under certain unusual circumstances, the Auditors may be directed by the General Auditor to take a more active role in a physical inventory.)  Following are guidelines to be followed in inventory observation.

(i.) Inventory instructions may be written or given at pre-inventory meetings.  The Auditor should secure a copy of any written instructions and, if time permits, become familiar with them before inventory is taken; if possible, he should attend pre-inventory meetings.

(ii.) In connection with (i.) above, the Auditor should try to form an opinion as to the adequacy of inventory preparation.  The review should include a “walk-through” of the inventory areas to determine whether by-product stocks are identifiable to facilitate the inventory procedure and the documentation of inventory tag number control if a tag system is used.  If pre-prepared inventory sheets are used, the Auditor should request copies for his review and use.

(iii.) The Auditor should be present for the taking of the inventory, and should take independent inventory notes.  (The Auditor may use his copies of pre-prepared inventory sheets for this purpose.)  In large inventories, the inventory is typically taken by several different inventory groups or committees.  In these circumstances, the Auditor should accompany one or more groups as circumstances and time permit.  Often, it is possible for the Auditor to take independent inventory notes on a test basis after the inventory committee has taken the inventory.

(iv.) The Auditor’s independent inventory notes should be traced to and/or reconciled to the final compilation of the inventory.

(v.) Plant inventory notes should form part of the Plant’s inventory documentation.  At least on a test basis, the Plant’s notes should be traced to and/or reconciled to the final inventory compilation.

Section 3 – Metal Inventories – Annual Physical Inventory Instructions – Cont’d

1. Continued.

(vi.) The Auditor should examine documentation to verify that the inventory cut-off was properly established.  This usually consists of examining the last dispatch or issue documents and the last receiving documents prior to the inventory date, and the first documents after the inventory dates, to verify that the documents are booked in the proper period, i.e., before or after the physical inventory date, and consistent with respective shipment dates.

(vii.) Finally, the Auditor should verify that the inventory accounts are adjusted for inventory differences revealed by the physical inventory, and that the valuation of such adjustments is in accordance with inventory valuation policies for that inventory.

2. Generally, the Company’s policies for valuing inventories are stated in the Controller’s Manual; mine inventories are covered in Section 3, Subject 25, and smelter by-product inventories are covered in Section 5, Subject 1, Chart of Accounts.  The Auditor should be aware of the inventory valuation policy for the inventory under audit, and verify that the inventory is valued accordingly.  If the policy is not in the Controller’s Manual, the Auditor should inform himself of the policy by communication with the Corporate Office through the General Auditor.

3. The decision to apply additional procedures should be based on a consideration of whether information obtained or misstatements detected by performing substantive tests or from other sources during the audit alter your judgment about the need to obtain a further understanding of control procedures, the assessed level of risk of material misstatements, and an evaluation of whether the basic procedures have been sufficient to achieve the audit objectives.  Attach audit program sheets to document additional procedures.

4. The Auditor should write his comments, questions and subsequent resolution in a work paper for possible inclusion in the comment and disposition form (see Section 4 Subject 6) and/or the audit report.
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