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SA-501(R) 

 

 

 

Q.1. What is objective of Auditor under this 

SA? 

According to SA-501, the objective of the Auditor is to 

obtain sufficient and appropriate Audit Evidence 

regarding the: 

 Existence and condition of inventory; 

 Completeness of Litigation and Claims involving 

the Entity; and 

 Presentation and disclosure of segment 

information in accordance with the applicable 

Financial Reporting Framework. 

It should be noted that in the revised edition of this 

Long Term Investments are missing. 

SA-501- Audit Evidence - Specific 

Considerations For Selected Items –  

[Effective Date 01.04.2010] 
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Q.2. What are the considerations required for 

an Auditor while obtaining Audit 

Evidence regarding Inventory? 

According to SA-501, When Inventory is material to 

the Financial Statements; the Auditor shall obtain 

Sufficient and Appropriate Audit Evidence regarding 

the existence and condition of inventory by: 

 Attendance at physical inventory counting, unless 

impracticable, to: 

 Evaluate management's instructions and 

procedures for recording and controlling the 

results of the entity's physical inventory 

counting; 

 Observe the performance of management's 

count procedures; 

 Inspect the inventory; and 

 Perform test counts; and 

 Performing Audit procedures over the entity's final 

inventory records to determine whether the 

accurately reflect actual inventory count results. 

It should be noted that, if physical inventory counting 

is conducted at a date other than the date of the 
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Financial Statements, the Auditor shall, in addition to 

the above procedures perform additional Audit 

procedures to obtain Audit Evidence about whether 

changes in inventory between the count date and the 

date of the Financial Statements are properly 

recorded. 

Q.3. What if the Auditor is unable to attend the 

physical verification? 

If the Auditor is unable to attend physical inventory 

counting due to unforeseen circumstances, the Auditor 

should perform some physical counts on an alternative 

date and should reconcile the issues and receipts of 

items up to yearend balance. 

Q.4. What if, looking to nature of the inventory 

it is impracticable to conduct the 

inventory counting? 

In such case Auditor shall perform alternative Audit 

procedures to obtain Sufficient and Appropriate Audit 

Evidence regarding the Existence and Condition of 

Inventory. If it is not possible to do so, the Auditor 
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shall modify the opinion in the Auditor's report in 

accordance with SA-705. 

Q.5.  What if the inventory in Custody of Third 

Parties? 

When inventory under the custody and control of a 

third party and Auditor considers it material to the 

Financial Statements, the Auditor should obtain 

sufficient appropriate Audit Evidence regarding the 

existence and condition of that inventory by 

performing one or both of the following: 

 Request confirmation from the third party 

regarding quantities and condition of inventory 

held with them. 

 Perform inspection (if possible) or other Audit 

procedures appropriate in the circumstances. 

Q.6. What are consideration required for an 

Auditor while obtaining Audit Evidence 

regarding litigation and claims? 

Step-1: The Auditor shall design and perform Audit 

procedures in to obtain sufficient and appropriate 
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Audit Evidence about existence of litigation and claims 

involving the entity which may give rise to a Risk of 

Material Misstatement, including: 

 Inquiry of management and, where applicable, 

others within the entity, including in- house legal 

counsel; 

 Reviewing minutes of meetings of those charged 

with Governance and correspondence between 

the entity and its external legal counsel; and 

 Reviewing legal expense accounts. 

Step-2: When Audit procedures performed indicate 

that other material litigation or claims may exist, the 

Auditor shall, seek direct communication with the 

entity's external legal counsel. If: 

 Management refuses to give the Auditor 

permission to communicate or meet with the 

entity's external legal counsel, or the entity's 

external legal counsel refuses to respond 

appropriately to the letter of inquiry, or is 

prohibited from responding; and 

 The Auditor is unable to obtain sufficient 

appropriate Audit Evidence by performing 

alternative Audit procedures; the Auditor shall 
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modify the opinion in the Auditor's report in 

accordance with SA-705. 

Step-3: The Auditor shall request management and, 

where appropriate, those charged with 

Governance to provide written representations that: 

 All known actual or possible litigation and claims 

whose effects should be considered by them in 

preparing and presenting the financial Statement 

and; 

 Have been disclosed to the Auditor. 

Q.7. What are considerations required for an 

Auditor while obtaining Audit Evidence 

regarding segment information? 

The Auditor shall obtain sufficient appropriate Audit 

Evidence regarding the presentation and disclosure of 

segment information in accordance with the applicable 

Financial Reporting Framework by (In India in case of 

Big Companies and Level I entities we have AS-17) : 

 Obtaining an understanding of the methods used 

by management in determining segment 

information; 
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 Evaluating whether disclosure in accordance with 

the applicable Financial Reporting Framework; 

and 

 Performing analytical procedures or other Audit 

procedures appropriate in the circumstances. 
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CASE STUDY 

Q.8. You have been appointed as Auditor of Z 

LTD. During the physical verification of 

inventory. You come to know that some 

of the inventories having mark on them as 

“sold” and lying with the entity, and 

hence not included in inventory. Your 

article is of opinion that there is no further 

procedure is required over this inventory. 

Further you noticed that some of the 

inventories shown in the list are not with 

the entity they are with job work Rs. What 

additional procedure you will suggest to 

your articles in above case. 

According to SA- 501, Audit Evidence: Specific 

consideration for selected items. It is Auditor's duty to 

obtain Sufficient and Appropriate Audit Evidence 

about the Existence and Conditions of Inventory. 

In the given case, we found sold mark lying with the 

entity and not in records as delivery is not taken by 

the customer. Here the Auditor should reconcile sold 
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mark stock with the related sales invoice, and further 

he should also take external confirmation from the 

third party, that whether this stock is sales or sales 

return. 

Further it was also noticed that some of the 

inventories are with job work Rs. Here Auditor should 

obtain external confirmation from the third party and 

if it is possible for him, he should visit the place of 

third party for verification of inventories. 

Q.9. During the Audit of Z LTD. You come to 

know that the food alteration act case 

has been filed against the company for 

RS. 50 crores. And according to 

management this is highly frivolous and 

will not even stand the 1 hearing. Hence, 

no disclosure of the same has been 

made in Financial Statement. Suggest 

further Audit procedure. 

According to SA-501, Audit Evidence: specific 

consideration for selected items, it is Auditor's duty 

that whether all litigation and claim against entity have 

been identified and their presentation and disclosure in 
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Financial Statement is appropriate as per Financial 

Reporting Framework (i.e. AS-29). 

In the above situation, Z LTD. Is in a view that the 

claim which is filed against them is weak and will not 

stand even in 1 hearing and due to this reason they 

have not disclosed the same in Financial Statement. 

The Auditor should discuss the seriousness of the case 

with the legal consultant of the entity, and should 

check the existence, chances of winning and losing the 

claim and estimated amount of liability. 

Further, Auditor should check that whether AS-29, 

provisions, contingent liability and contingent asset is 

compiled or not. If the chances of winning is more 

than that of losing then disclosure is a contingent 

liability and if chances of losing is more than that of 

winning then the provision will be required. 

Auditor should ask management to disclose it as 

contingent liability. If management discloses he should 

give unqualified opinion and if does not disclose then 

Auditor should give qualified opinion. 
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PRACTICE PROBLEMS 

Q.10. Is it mandatory as per SA-501 for the 

Auditor to attend physical inventory 

counting? 

Yes, unless it is impracticable to do so. 

Q.11. If an Auditor attends the physical 

inventory counting of the client, is it 

necessary that he himself makes the 

physical count of the inventory of 

observes the physical count. Answer 

considering SA-501? 

Yes, but not for all items he should re-perform 

verification on certain items to get an Audit evidence 

that those methods were adequate. 
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THIS SA IN EXAM 

Q.12. “If Inventory is material to the Financial 

Statements, the Auditor shall obtain 

sufficient appropriate audit evidence 

regarding the existence of Inventory by 

attending the physical inventory counting 

unless impracticable.” Discuss     

           (Nov 15/ 5 Marks) 

According to SA 501, when the inventory is material to 

the financial statements, the auditor should obtain 

sufficient and appropriate audit evidence regarding the 

existence and condition of inventory by: 

 Attending the physical verification of inventory, 

to: 

 Evaluate management's instructions and 

methods for recording and controlling the 

results of the entity's physical verification; 

 Observe the performance of management's 

counting procedures; 

 Inspect the inventory; 

 Perform test counts; 
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 Performing audit procedures on the entity's 

inventory records to ensure whether they reflect 

the physical stock taking accurately or not. 

 If the physical stock taking is done on a date other 

than, the closing date of financial statements, then 

he should perform the additional audit procedures 

to obtain the audit evidences, confirming that the 

changes in inventory from the closing date to the 

counting date is properly recorded. 

If it is impracticable for the auditor to attend the 

physical verification, he should conduct a sample 

physical verification on some other date and reconcile 

the balances between the dates of physical verification 

by the management and his, by verifying the issues 

and receipts between these dates. 

If looking at the nature of the inventory, it is 

impracticable to perform physical counting, then 

auditor should perform alternative audit procedures to 

obtain sufficient and appropriate audit evidence to 

confirm the condition and valuation of the inventory. 

On failing to do so, he should modify his opinion in 

his report in accordance with SA 705. For the 

inventories which are in custody of a third party, he 
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should request confirmations form them regarding the 

quantity and condition of the inventory items and 

perform inspections, if practicable to do so. 

Q.13. You are the Auditor of Easy 

Communications Ltd. for the year 2007-

08. The inventory as at the end of the year 

i.e. 31.03.08 was Rs.2.25 crores. Due to 

unavoidable circumstances, you could 

not be present at the time of annual 

physical verification. Under the above 

circumstances how would you ensure 

that the physical verification conducted 

by the management was in order?    

           (Nov 08/ 5 Marks) 

According to SA 501, "If the Auditor is unable to 

attend physical inventory counting due to unforeseen 

circumstances, the Auditor shall make or observe some 

physical counts on an alternative date, and perform 

Audit procedures on intervening transactions" perform 

alternative Audit procedures may include following: 
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 Reconciling the changes in inventory between the 

date of physical count and the period end date are 

correctly recorded. 

 The Auditor would also verify the procedure 

adopted by management for physical verification 

and treatment given for the discrepancies noticed 

during the physical count. 

 He should ensure that appropriate cut off 

procedures were followed by the management. 

 He should obtain written representation from 

management about: 

 The completeness of information provided 

regarding the inventory and 

 Assurance with regard to adherence to laid 

down procedures for physical inventory. 
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