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	GENERAL:
An efficient warehouse operation should ensure that: 
· all purchases and deliveries to schools and administration are complete and timely; 
· inventory levels are sufficient to meet requests for supplies from individual schools and administration; 
· property and equipment are accounted for properly and controlled; 
· and surplus or obsolete property is disposed of properly and removed from district records.  

This audit will concentrate on ensuring internal controls are in place to maintain the objectives stated above.  
This audit will mainly address the period over warehouse operations from January 1, 2003 through April 2003.
  
	
	

	AUDIT OBJECTIVES:
1. Comprehensive policies and procedures have been established for warehouse management, namely procedures over receiving, distribution/shipping and inventory.

2. The management of warehouse operations is in compliance with established policies and regulatory requirements;

3. Warehouse inventories are adequately secured, maintained and access is properly controlled;

4. The receipt of goods is adequately controlled and accurately recorded.  Segregation of duties should exist.
5. The distribution of goods to schools and administration is efficient, adequately controlled and accurately recorded.  

6. Warehouse personnel maintains sufficient documentation to support their activities.

	
	


	AUDIT NAME: 
Warehouse Management Audit




AUDIT NUMBER: 
300-03







AUDIT DATE: 
April 22, 2003 through 






	Program Based on Presumed or Anticipated Conditions

	
	WP Ref
	Date

	PRELIMINARY WORK:

1. Prepare an engagement memo to announce the audit.

2. Prepare Auditor’s Independence Statement.

3. Obtain an understanding of the auditee’s operations through research and interviews.

4. Perform a general overview of the internal control environment and establish the scope of the audit.
5. Develop appropriate audit tests to provide assurance that management’s objectives are being met, document in audit work program.


	
	

	AUDIT PROCEDURES & TESTING:

1. General

a. Obtain the following, where applicable:

i) Policies and Procedures

ii) Organizational Charts

iii) Prior Audit Reports

iv) External Auditor Management Reports

v) Regulatory Examination Reports

vi) Related Information Regarding Laws and Regulations

b. Review policies and procedures to determine adequacy.  Ensure the policies and procedures have been communicated to appropriate personnel.

c. Determine whether personnel responsible for shipping, receiving, and inventory control are adequately trained and knowledgeable of warehouse operations and requirements.

d. Review any prior examination reports to determine whether corrective action has been implemented for noted deficiencies.
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	2. Cycle Counting
a. Observe cycle counting.

b. Ensure that cycle counts are performed at a desired frequency and the number of items counted is adequate to give some assurance of inventory accuracy.

c. Ensure that proper cut off exists within the receiving/shipping functions to obtain an accurate count.

d. Ensure items to cycle count are generated randomly and by item priority.

e. Ensure all discrepancies are investigated by someone other than the original counter.

f. Determine whether discrepancies are just booked, or researched.

g. Verify that approval is obtained by a member of management prior to stock adjustments being made.

h. Verify that all cycle counts or stock adjustments are controlled and that proper documentation is maintained.

i. Obtain documentation of cycle counts (worksheets) within a desired date range and trace and adjustments to the system.

j. Obtain a list of all cycle count adjustments (or stock adjustments) within the desired date range and trace the adjustments referenced “cycle” to the cycle count worksheets.
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	3. Receiving Operations

a. Observe receiving process.

b. Is the receiving function independent of the purchasing, invoice processing, and shipping functions?

c. Are receiving reports prepared for all purchased goods? 

d. Is a permanent record of material received by the receiving department maintained? 

e. Are receiving reports numerically accounted for or otherwise controlled to ensure that all receipts are accessible to the accounting department (for payment)? 

f. Are copies of receiving reports sent directly to purchasing and accounting?

g. Is the receiving department advised, by copy of the purchase order, of the type of material purchased? 

h. Are quantities of material received verified by actual count, weight, or measurement by the receiving department? 

i. How are receipts of partial shipments documented and handled? 

j. What procedures are in effect to control defective and damaged material, over shipments, returned material, material received but not ordered, and claims against carriers and vendors?  Who follows up with the vendor to ensure we receive proper credit?

k. Are material returns from campuses and administration routed to the shipping department and controlled by authorized shipping documents? 
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	4. Shipping/Distribution/Drivers Operations

a. Observe shipping/distribution process.

b. Ensure the receiving and shipping functions are kept separate.  

c. Obtain a sample of shipping logs and verify with the drop-off location that the items were received by them. 

d. Verify that a purchase order existed for the shipment and that it was properly received in the system.

e. Does shipping use prenumbered documents, logs, or other means in recording all shipments? 

f. Is there an accounting for the sequence of prenumbered shipping documents/logs and follow-up of missing documents performed? 

g. Are shipping documents matched with the original purchase orders and packing list before distribution to the final destination? 

h. Is there a physical counting of goods (boxes in truck) at time of shipment by persons other than those who: a) have custody or access to inventories; b) authorize or make shipments?

i. Are high dollar goods (i.e., computers) stored in a secure location while awaiting shipment? 

j. Is the movement of such high dollar or sensitive goods adequately controlled and documented?

k. Are there security cameras installed over the secured room in which high dollar or sensitive items are stored?

l. Are shipping documents forwarded to the appropriate person for organization and retention purposes?
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	5. Inventory Analysis/ Testing
a. Inquire about all available reports for inventory analysis.

b. Obtain proper access to view and print these reports independently.

c. Make a list all available and relevant reports, determine scope (i.e., date range) and generate reports within the desired date range. 

d. Review reports and test for accuracy.

i) Adjustment Listing by Stock Item (verify cycle count documentation)

ii) Stock Status Listing by Stock Item (stock analysis)

iii) Backordered Stock Item Listing (review adequacy of stock level management)

iv) Stock Item Returns by Date (review for anomalies)


	
	

	6. Performance Evaluation
a. Determine whether Warehouse personnel are given performance measurements.  

b. If so, review what they are and determine whether they adequately motivate the Warehouse personnel to perform efficiently and without error.

c. Are the performance measurement reports known to be reviewed by a member of management higher than the immediate supervisor (i.e., Director or Asst. Director of Purchasing)?
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	7. Damaged/ Slow Moving or Outdated Stock
a. Inquire about the process for handling damaged, slow moving or outdated stock.

b. If stock is available for resale or auction, inquire about the location of such stock.

c. Determine whether this stock is adequately secured and documented.

d. Trace a sample of items on the stock listing (if any) and physically trace to actual stock item.


	
	

	8. Inventory Management

a. Obtain an independent and complete list of the contents of the warehouse.

b. Select a random sample of items from the list and perform test counts, investigate any discrepancies.

c. Determine how restocking of inventory is determined.

d. Determine whether there is an item priority (i.e., ABC Method) methodology used to determine critical stock items and reorder points.

e. Determine the inventory turnover ratio of current stock items.

f. Investigate unusually long ratios and inquire about the rationale used for determining not to sell or discard the items (i.e., possibly seasonal items), determine whether this rationale is appropriate.
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	9. General Warehouse Operations

a. Have employees been given a copy of the policies and procedures?

b. Are policies and procedures detailed enough to give adequate direction to anyone new to the operation (e.g., new employee, visitor, etc.)

c. Are staff meetings held on a regular basis so that expectations are relayed continually to staff?

d. Do employees attend training?  If so, what type?


	
	

	WORK PAPERS:
1. Organize all relevant workpapers in a clear and logical and manner and cross reference audit steps to their corresponding workpapers. 
2. Create a final index for the workpaper bundle.
3. Compile and securely store audit CYA files for reference if needed.

	
	

	AUDIT FINDINGS & REPORTING:
1. Document summaries of all audit findings as soon as exceptions are noted.
2. Recommend to auditee any appropriate adjustments, internal control or operational recommendations as a result of the review.

3. Determine whether to include each audit finding in final audit report based on the audit disposition, the overall materiality to the audit and the relative risk exposure.
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	4. Prepare the draft audit report for review by auditee.

5. Distribute tentative and preliminary audit report to auditee and request responses within two weeks.

6. Compile final audit report with auditee’s responses, review for errors, and distribute to appropriate District management.
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