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STOCK AUDIT

INTRODUCTION TO STOCK AUDIT

The stock audit verifies and evaluates a company's physical inventory or stock to
ensure accuracy and reliability. It involves counting and validating the quantity of
goods on hand, comparing it with the records, and identifying any discrepancies. The
purpose of a stock audit is to assess the overall stock management system, identify
potential risks like pilferage or misappropriation, and ensure compliance with
regulations. A stock audit report summarizes the findings, highlighting any
discrepancies, potential areas for improvement, and recommendations to enhance
inventory control and minimize losses. It serves as a valuable tool for management
to make informed decisions regarding stock management and optimize operational
efficiency.

OBJECTIVE OF STOCK AUDIT

The objective of a stock audit for report drafting is to provide a comprehensive
assessment of a company's inventory management system. The report should aim
to:

1. Verify Accuracy: Determine the accuracy of stock records by comparing
physical stock counts with the recorded quantities in the inventory system.

2. Ildentify Discrepancies: Highlight any discrepancies found during the stock
audit, such as shortages, excesses, or damaged goods, and investigate their
causes.

3. Assess Controls: Evaluate the effectiveness of internal controls and procedures

in place for stock management, including stock receipt, storage, issue, and
reconciliation processes.
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4. ldentify Risks: Identify potential risks related to stock management, such as
pilferage, obsolescence, stockouts, or overstocking, and assess their impact on
operations and financial performance.

5. Recommend Improvements: Provide recommendations to enhance inventory
control, mitigate risks, and optimize stock management processes, including
suggestions for implementing better controls, technologies, or training
programs.

6. Compliance Verification: Ensure compliance with legal and regulatory
requirements, such as accurate financial reporting, tax compliance, and
adherence to industry-specific regulations.

7. Management Decision-Making: Enable management to make informed
decisions based on the findings and recommendations of the stock audit
report, allowing them to improve operational efficiency, reduce costs, and
enhance profitability.

Overall, the stock audit report should provide a clear understanding of the company's
stock management practices, highlight areas for improvement, and assist in
formulating strategies to optimize inventory control and minimize risks

IMPORTANCE OF STOCK AUDIT

Stock audit holds significant importance for businesses due to the following reasons:

1. Accuracy of Inventory: Stock audit ensures that the physical stock on hand
matches the recorded quantities in the inventory system. This accuracy is
crucial for financial reporting, preventing discrepancies, and identifying
potential losses or theft.
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2. Risk Identification: Stock audit helps identify risks associated with stock
management, such as pilferage, obsolescence, stockouts, or overstocking. By
identifying these risks, businesses can take appropriate measures to mitigate
them and protect their assets.

3. Compliance and Legal Requirements: Stock audit ensures compliance with
legal and regulatory requirements, such as accurate financial reporting, tax
compliance, and adherence to industry-specific regulations. It helps businesses
avoid penalties and legal complications.

4. Cost Control: Stock audit identifies inefficiencies and discrepancies in stock
management, allowing businesses to control costs associated with excess
inventory, storage, and potential losses. It helps in optimizing stock levels,
reducing carrying costs, and improving cash flow.

5. Operational Efficiency: By assessing stock management practices and controls,
stock audit identifies areas for improvement and optimization. It enables
businesses to streamline processes, enhance operational efficiency, and
minimize stock-related disruptions in production and customer service.

6. Decision-Making: The findings and recommendations of a stock audit provide
valuable insights to management for informed decision-making. It helps in
formulating strategies for better stock management, improving supply chain
processes, and optimizing inventory levels.

7. Investor Confidence: Stock audit enhances investor confidence by ensuring
transparency and reliability in financial reporting. It assures stakeholders that
the company's stock records are accurate, reducing the risk of fraudulent
activities and providing a solid basis for investment decisions.

Page 4 of 6

——




=DPNC GLOBAXL _

In summary, a stock audit is crucial for maintaining accurate inventory records,
identifying risks, ensuring compliance, controlling costs, improving efficiency, and
supporting informed decision-making. It plays a vital role in safeguarding assets,
minimizing losses, and enhancing overall business performance.

DISCLAIMER:
The information contained herein is prepared based on the information available on the public

domains. While the information is believed to be accurate to the best of our knowledge, we do
not make any representations or warranties, express or implied, as to the accuracy or
completeness of this information. Reader should conduct and rely upon their own examination
and analysis and are advised to seek their own professional advice. We accept no responsibility
for any errors it may contain, whether caused by negligence or otherwise or for any loss,
howsoever caused or sustained, by the person who relies upon it.
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CONTACT US:

DPNC GLOBAL LLP

Q Windsor Grand, 15t Floor, Plot No.1C,
Sector-126, Noida — 201303, India

C  +91.120.6456999

% dpnc@dpncglobal.com

W https://dpncglobal.com/
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