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INTRODUCTION

INVENTORY OBSERVATION IS A CRITICAL COMPONENT OF THE AUDIT PROCESS, SERVING TO VERIFY THE EXISTENCE, ACCURACY,
AND COMPLETENESS OF A COMPANY'S INVENTORY RECORDS. ONE OF THE CORE TECHNIQUES USED BY AUDITORS DURING THIS
PROCESS IS PERFORMING TEST COUNTS, WHICH INVOLVES PHYSICALLY COUNTING INVENTORY ITEMS TO CORROBORATE THE
QUANTITIES RECORDED IN THE CLIENT’S BOOKS. THE EFFECTIVENESS OF THESE TEST COUNTS SIGNIFICANTLY DEPENDS ON THE
AUDITOR'S STRATEGY, WITH RANDOM SELECTION BEING A FUNDAMENTAL APPROACH. RANDOMLY SELECTING ITEMS FOR TESTING
HELPS MITIGATE BIAS, ENHANCES THE REPRESENTATIVENESS OF THE SAMPLE, AND PROVIDES A MORE RELIABLE BASIS FOR FORMING
AUDIT OPINIONS. THIS ARTICLE EXPLORES THE RATIONALE, METHODOLOGY, ADVANTAGES, AND BEST PRACTICES ASSOCIATED
WITH THE AUDITOR’S STRATEGY OF RANDOM SELECTION DURING INVENTORY TEST COUNTS.

THE RATIONALE BEHIND RANDOM SELECTION IN TEST COUNTS

ENSURING UNBIASED SAMPLING

RANDOM SELECTION ELIMINATES THE POTENTIAL FOR CONSCIOUS OR UNCONSCIOUS BIAS THAT MIGHT OCCUR IF AUDITORS
CHOOSE ITEMS BASED ON FAMILIARITY, EASE OF ACCESS, OR OTHER SUBJECTIVE CRITERIA. BY SELECTING ITEMS RANDOMLY,
AUDITORS ENSURE THAT EVERY INVENTORY ITEM HAS AN EQUAL CHANCE OF BEING INCLUDED, LEADING TO A MORE OBJECTIVE AND
REPRESENTATIVE SAMPLE.

ENHANCING THE REPRESENTATIVENESS OF THE SAMPLE

SINCE INVENTORY RECORDS CAN VARY WIDELY IN TERMS OF VALUE, VOLUME, AND LOCATION, RANDOM SAMPLING INCREASES THE
LIKELIHOOD THAT THE TEST COUNTS REFLECT THE OVERALL INVENTORY. THIS APPROACH HELPS AUDITORS DETECT
DISCREPANCIES THAT COULD BE WIDESPREAD RATHER THAN LIMITED TO SPECIFIC, EASILY ACCESSIBLE ITEMS.

DETECTING SYSTEMATIC ERRORS AND FRAUD

RANDOM TESTING CAN UNCOVER ERRORS OR IRREGULARITIES THAT MIGHT BE CONCEALED IF SELECTION IS BIASED. FOR EXAMPLE,
IF MANAGEMENT INTENTIONALLY MISSTATES INVENTORY FIGURES, A RANDOM SAMPLE MAY REVEAL INCONSISTENCIES THAT
TARGETED OR NON-RANDOM SAMPLING MIGHT MISS.

COMPLIANCE WITH AUDIT STANDARDS

INTERNATIONAL STANDARDS, SUCH AS THOSE ISSUED BY THE INTERNATIONAL AUDITING AND ASSURANCE STANDARDS BOARD
<|AASB>, EMPHASIZE THE IMPORTANCE OF REPRESENTATIVE SAMPLING AND APPROPRIATE TESTING TECHNIQUES. RANDOM



SELECTION ALIGNS WITH THESE STANDARDS BY PROVIDING A RATIONAL BASIS FOR SAMPLE SELECTION THAT SUPPORTS
SUFFICIENT AND APPROPRIATE AUDIT EVIDENCE.

MeTHODOLOGY OF RANDOM SELECTION DURING INVENTORY OBSERVATION

PREPARATION PHASE

BEFORE CONDUCTING TEST COUNTS, AUDITORS SHOULD:

® REVIEW THE CLIENT’S INVENTORY DOCUMENTATION TO UNDERSTAND THE INVENTORY LAYOUT AND RECORDING
PROCEDURES.

® |DENTIFY THE SCOPE OF THE TEST COUNTS, INCLUDING THE LOCATIONS, TYPES OF INVENTORY, AND VOLUME OF ITEMS.

® DEVELOP A SAMPLING PLAN THAT SPECIFIES THE SAMPLING METHOD, SAMPLE SIZE, AND DOCUMENTATION PROCEDURES.

CHOOSING THE RANDOM SAMPLE

SEVERAL TECHNIQUES CAN BE EMPLOYED FOR RANDOM SELECTION:

1. RANDOM NUMBER GENERATION

- USE COMPUTER SOFTWARE OR RANDOM NUMBER TABLES TO SELECT INVENTORY ITEMS BASED ON THEIR RECORD NUMBERS OR
SERIAL NUMBERS.
- MAP THE GENERATED NUMBERS TO SPECIFIC INVENTORY ITEMS OR LOCATIONS.

2. SYSTEMATIC RANDOM SAMPLING

- SELECT A STARTING POINT RANDOMLY WITHIN THE INVENTORY LIST.

- CHOOSE EVERY NTH ITEM THEREAFTER, WHERE N IS DETERMINED BY DIVIDING THE TOTAL NUMBER OF ITEMS BY THE DESIRED
SAMPLE SIZE.

- THIS COMBINES SYSTEMATIC SAMPLING WITH RANDOMNESS AT THE STARTING POINT.

3. PHYSICAL RANDOMIZATION

- RANDOMLY ASSIGN NUMBERS TO PHYSICAL INVENTORY LOCATIONS OR ITEMS.
- USE RANDOM DRAWS, SUCH AS DRAWING SLIPS FROM A CONTAINER, TO DETERMINE WHICH ITEMS OR LOCATIONS TO COUNT.

ExecUTING THE TesT COUNTS
ONCE THE SAMPLE ITEMS ARE SELECTED, AUDITORS SHOULD:
- PHYSICALLY COUNT THE ITEMS, ENSURING PROPER DOCUMENTATION.

- COMPARE THE COUNTED QUANTITIES WITH THE RECORDED AMOUNTS.
- RECORD ANY DISCREPANCIES AND INVESTIGATE THEIR CAUSES.



DOCUMENTATION AND REVIEW

PROPER DOCUMENTATION OF THE SELECTION PROCESS, COUNTS, AND FINDINGS IS ESSENTIAL FOR AUDIT QUALITY AND FUTURE
REVIEW. THIS INCLUDES:

- MAINTAINING DETAILED RECORDS OF THE RANDOM SELECTION METHOD USED.
- RECORDING THE SPECIFIC ITEMS COUNTED AND THEIR RESULTS.
- SUMMARIZING DISCREPANCIES AND DISCUSSING THEM WITH MANAGEMENT OR THOSE RESPONSIBLE FOR INVENTORY.

ADVANTAGES OF RANDOM SELECTION IN TEST COUNTS

OBJECTIVITY AND FAIRNESS

RANDOM SELECTION REMOVES SUBJECTIVE BIAS, PROVIDING A FAIR AND UNBIASED BASIS FOR TESTING.

IMPROVED DETECTION OF ERRORS

BY COVERING A DIVERSE AND REPRESENTATIVE SAMPLE, AUDITORS INCREASE THE LIKELIHOOD OF DETECTING MATERIAL
MISSTATEMENTS, ERRORS, OR FRAUD.

EFFICIENCY IN SAMPLING

RANDOM SAMPLING ALLOWS AUDITORS TO DRAW MEANINGFUL CONCLUSIONS WITHOUT NECESSARILY EXAMINING EVERY ITEM,
SAVING TIME AND RESOURCES.

LeGAL AND REGULATORY COMPLIANCE

ADHERING TO STANDARDIZED SAMPLING TECHNIQUES SUPPORTS COMPLIANCE WITH AUDITING STANDARDS AND ENHANCES THE
CREDIBILITY OF THE AUDIT REPORT.

FACILITATING STATISTICAL INFERENCE

RANDOM SAMPLES PROVIDE A BASIS FOR APPLYING STATISTICAL METHODS TO ESTIMATE THE TOTAL INVENTORY ERROR RATE,
IMPROVING AUDIT CONFIDENCE.

BesST PRACTICES FOR IMPLEMENTING RANDOM SELECTION DURING INVENTORY
TesTs

DeveLop A CLEAR SAMPLING PLAN

- DEFINE OBJECTIVES, SCOPE, AND CRITERIA FOR SAMPLE SELECTION.
- DETERMINE THE APPROPRIATE SAMPLE SIZE BASED ON MATERIALITY, INVENTORY VOLUME, AND RISK ASSESSMENT.



UTiLize ReLiABLE TooLs AND TECHNIQUES

- EMPLOY COMPUTER SOFTWARE FOR RANDOM NUMBER GENERATION.
- USE STANDARDIZED PROCEDURES TO ENSURE CONSISTENCY.

MAINTAIN TRANSPARENCY AND DOCUMENTATION

- DOCUMENT THE SELECTION PROCESS THOROUGHLY.
- RECORD REASONS FOR ANY DEVIATIONS FROM THE PLAN.

CoMBINE RANDOM AND JUDGMENTAL SAMPLING \WHEN APPROPRIATE

- USE JUDGMENTAL SAMPLING FOR HIGH-VALUE OR HIGH-RISK ITEMS, SUPPLEMENTED BY RANDOM SAMPLING FOR OVERALL
COVERAGE.

CoNTINUOUS ReVIEW AND ADJUSTMENT

- MONITOR THE EFFECTIVENESS OF THE SAMPLING APPROACH.
- ADJUST THE SAMPLE SIZE OR SELECTION METHOD IF INITIAL RESULTS INDICATE POTENTIAL ISSUES.

CHALLENGES AND CONSIDERATIONS IN RANDOM TesT COUNTS

OPERATIONAL CONSTRAINTS

- PHYSICAL ACCESS TO ALL INVENTORY LOCATIONS MAY BE LIMITED, AFFECTING THE ABILITY TO PERFORM PURE RANDOM
SAMPLING.

TiME AND RESOURCE LIMITATIONS

- LARGE INVENTORIES MAY REQUIRE SIGNIFICANT EFFORT TO IMPLEMENT RANDOM SELECTION EFFECTIVELY.

DATA QUALITY AND RECORD ACCURACY

- INACCURATE OR INCOMPLETE RECORDS CAN HINDER RANDOM SELECTION PROCESSES.

MITIGATING BIAS IN PRACTICE

- COMBINE RANDOM SAMPLING WITH OTHER TECHNIQUES TO ENSURE COMPREHENSIVE COVERAGE.
- USE STRATIFIED SAMPLING TO FOCUS ON HIGH-RISK AREAS WHILE MAINTAINING RANDOMNESS WITHIN STRATA.

CoNCLUSION

THE STRATEGY OF RANDOMLY SELECTING ITEMS FOR TEST COUNTS DURING INVENTORY OBSERVATION IS A CORNERSTONE OF



EFFECTIVE AUDITING. |T UPHOLDS PRINCIPLES OF OBJECTIVITY, REPRESENTATIVENESS, AND COMPLIANCE WITH PROFESSIONAL
STANDARDS. BY CAREFULLY PLANNING AND EXECUTING RANDOM SAMPLING TECHNIQUES, AUDITORS ENHANCE THE RELIABILITY OF
THEIR FINDINGS, IMPROVE DETECTION OF ERRORS OR IRREGULARITIES, AND ULTIMATELY STRENGTHEN THE CREDIBILITY OF THEIR
AUDIT OPINION. W/HILE CHALLENGES EXIST, ADHERENCE TO BEST PRACTICES AND THOUGHTFUL IMPLEMENTATION OF RANDOM
SELECTION METHODS ENSURE THAT INVENTORY TESTING IS BOTH EFFICIENT AND EFFECTIVE, PROVIDING A SOLID FOUNDATION FOR
A ROBUST AUDIT PROCESS.

FREQUENTLY ASkeD QUESTIONS

WHAT IS THE PRIMARY GOAL OF AUDITORS WHEN PERFORMING TEST COUNTS DURING
INVENTORY OBSERVATION?

THE PRIMARY GOAL IS TO VERIFY THE ACCURACY OF INVENTORY RECORDS BY SELECTING A REPRESENTATIVE SAMPLE OF ITEMS
TO CONFIRM THEIR EXISTENCE AND QUANTITIES.

W/HY DO AUDITORS CHOOSE TO RANDOMLY SELECT ITEMS FOR TEST COUNTS DURING
INVENTORY OBSERVATION?

RANDOM SELECTION HELPS ENSURE AN UNBIASED SAMPLE, INCREASING THE LIKELIHOOD THAT THE TEST COUNTS ACCURATELY
REFLECT THE ENTIRE INVENTORY'S CONDITION AND REDUCE THE RISK OF SELECTION BIAS.

How DOES RANDOM SAMPLING DURING TEST COUNTS ENHANCE THE RELIABILITY OF THE
AUDIT?

RANDOM SAMPLING MINIMIZES THE RISK OF OVERLOOKING DISCREPANCIES AND PROVIDES A MORE STATISTICALLY VALID BASIS FOR
CONCLUDING ON THE INVENTORY'S ACCURACY.

\WHAT FACTORS INFLUENCE THE AUDITOR'S DECISION TO PERFORM TEST COUNTS
RANDOMLY DURING INVENTORY OBSERVATION?

FACTORS INCLUDE THE SIZE AND COMPLEXITY OF THE INVENTORY, PRIOR AUDIT FINDINGS, RISK ASSESSMENT LEVELS, AND THE
NEED FOR REPRESENTATIVE SAMPLING TO ENSURE AUDIT EFFECTIVENESS.

ARE THERE SITUATIONS WHERE AUDITORS MIGHT DEVIATE FROM RANDOM SELECTION
WHEN PERFORMING TEST COUNTS?

YES/ IN CASES WHERE SPECIFIC ITEMS ARE SUSPECTED TO BE PROBLEMATIC OR HIGH-RISK, AUDITORS MAY CHOOSE TARGETED
SAMPLING INSTEAD OF RANDOM SELECTION.

\WHAT ARE THE BENEFITS OF INTEGRATING RANDOM TEST COUNTS INTO THE INVENTORY
AUDIT PROCESS?

INTEGRATING RANDOM TEST COUNTS PROVIDES A MORE OBJECTIVE ASSESSMENT OF INVENTORY ACCURACY, REDUCES BIAS, AND
STRENGTHENS THE OVERALL CREDIBILITY OF THE AUDIT FINDINGS.

ADDITIONAL RESOURCES

THE AUDITORS STRATEGY IN PERFORMING TEST COUNTS DURING THE INVENTORY OBSERVATION IS TO: RANDOMLY SELECT
ITEMS OR LOCATIONS TO ENSURE AN EFFECTIVE AND UNBIASED VERIFICATION OF INVENTORY QUANTITIES. THIS APPROACH IS A



CORNERSTONE OF AUDIT PROCEDURES, AIMED AT PROVIDING REASONABLE ASSURANCE THAT THE INVENTORY RECORDS
ACCURATELY REFLECT THE PHYSICAL QUANTITIES ON HAND. BY UNDERSTANDING THE RATIONALE AND METHODOLOGY BEHIND
RANDOM SELECTION, AUDITORS CAN BETTER APPRECIATE HOW THIS STRATEGY ENHANCES AUDIT QUALITY, REDUCES BIAS, AND
INCREASES THE RELIABILITY OF THE FINANCIAL STATEMENTS.

INTRODUCTION: THE IMPORTANCE OF TEST COUNTS IN INVENTORY AUDITS

INVENTORY IS OFTEN ONE OF THE LARGEST AND MOST COMPLEX ASSETS ON A COMPANY'S BALANCE SHEET. BECAUSE OF ITS
SIGNIFICANCE AND SUSCEPTIBILITY TO ERRORS—WHETHER ACCIDENTAL OR INTENTIONAL—AUDITORS MUST PERFORM
METICULOUS PROCEDURES TO VERIFY ITS EXISTENCE AND VALUATION. THE AUDITORS STRATEGY IN PERFORMING TEST COUNTS
DURING THE INVENTORY OBSERVATION IS TO: RANDOMLY SELECT ITEMS OR LOCATIONS FOR PHYSICAL VERIFICATION, ENSURING
AN UNBIASED AND REPRESENTATIVE SAMPLE.

THIS PROCESS NOT ONLY CONFIRMS THE EXISTENCE AND CONDITION OF INVENTORY BUT ALSO HELPS DETECT POTENTIAL

MISSTATEMENTS, THEFT, OR INVENTORY OBSOLESCENCE. RANDOM SELECTION STANDS OUT AS A KEY ELEMENT IN THIS PROCESS
BECAUSE IT MITIGATES THE RISK OF SELECTION BIAS, WHICH COULD OTHERWISE COMPROMISE THE AUDIT’S EFFECTIVENESS.

WHY RANDOM SELECTION MATTERS IN TEST COUNTS

1. ENHANCES REPRESENTATIVENESS OF THE SAMPLE

RANDOMLY SELECTING ITEMS ENSURES THAT THE SAMPLE IS REPRESENTATIVE OF THE ENTIRE INVENTORY. INSTEAD OF CHERRY -
PICKING ITEMS, WHICH COULD INADVERTENTLY FOCUS ON HIGH-VALUE OR EASILY ACCESSIBLE ITEMS, RANDOM SELECTION
PROVIDES AN UNBIASED CROSS-SECTION OF THE INVENTORY. THIS INCREASES CONFIDENCE THAT THE TEST COUNTS REFLECT THE
OVERALL ACCURACY OF INVENTORY RECORDS.

2. Rebuces BIAS AND AUDITOR INFLUENCE

HUMAN BIAS CAN INFLUENCE THE SELECTION PROCESS—WHETHER CONSCIOUSLY OR UNCONSCIOUSLY—LEADING TO SKEWED
RESULTS. RANDOM SELECTION MINIMIZES THIS RISK BY REMOVING SUBJECTIVE JUDGMENT FROM THE PROCESS, THEREBY INCREASING
THE OBJECTIVITY AND CREDIBILITY OF THE AUDIT FINDINGS.

3. EFFICIENTLY DETECTS ERRORS AND |RREGULARITIES

RANDOM SAMPLING CAN UNCOVER DISCREPANCIES ACROSS DIFFERENT TYPES, LOCATIONS, OR CATEGORIES OF INVENTORY. T
PREVENTS AUDITORS FROM FOCUSING SOLELY ON HIGH-RISK OR HIGH-VALUE ITEMS, WHICH MIGHT OVERLOOK PROBLEMS IN LESS
SCRUTINIZED AREAS. AS A RESULT, RANDOM SELECTION IS MORE LIKELY TO REVEAL SYSTEMIC ISSUES OR IRREGULARITIES.

4. SUPPORTS STATISTICAL AND ANALYTICAL APPROACHES

MANY AUDIT PROCEDURES RELY ON STATISTICAL SAMPLING. RANDOM SELECTION IS FUNDAMENTAL IN APPLYING STATISTICAL

METHODS, ENABLING AUDITORS TO QUANTIFY THE RISK OF MATERIAL MISSTATEMENT AND PROJECT FINDINGS FROM SAMPLES TO
THE ENTIRE INVENTORY.

How AUDITORS IMPLEMENT RANDOM SELECTION DURING INVENTORY OBSERVATION

IMPLEMENTING A RANDOM SELECTION PROCESS INVOLVES SYSTEMATIC PLANNING AND DISCIPLINED EXECUTION. HERE IS A DETAILED
GUIDE TO HOW AUDITORS PERFORM THIS CRUCIAL STEP:

STep 1: OBTAIN INVENTORY RECORDS AND PHYSICAL LAYOUT

- REVIEW THE INVENTORY LISTING, WAREHOUSE MAPS, OR LOCATION CHARTS.
- UNDERSTAND THE PHYSICAL ARRANGEMENT——AISLES, SECTIONS, STORAGE TYPES.



- DETERMINE THE SCOPE AND TIMING OF THE INVENTORY OBSERVATION.

STeP 2: DEFINE THE SAMPLING FRAME

- IDENTIFY ALL INVENTORY ITEMS OR LOCATIONS ELIGIBLE FOR SELECTION.

- ENSURE THE SAMPLING FRAME IS COMPLETE, UP-TO-DATE, AND FREE OF ERRORS.

- DECIDE ON THE CRITERIA FOR INCLUSION/EXCLUSION (E.G., DAMAGED ITEMS, SLOW-MOVING STOCK).
STep 3: DECIDE ON THE SAMPLE SizE

- USE STATISTICAL FORMULAS OR PROFESSIONAL JUDGMENT TO DETERMINE AN APPROPRIATE SAMPLE SIZE.
- CONSIDER FACTORS LIKE MATERIALITY, INVENTORY COMPLEXITY, AND RISK ASSESSMENT.

- LARGER SAMPLES INCREASE CONFIDENCE BUT REQUIRE MORE RESOURCES.

STEP 4: SELECT ITEMS OR LOCATIONS RANDOMLY

- RaNDOM NUMBER GENERATORS: USE SOFTWARE OR RANDOM NUMBER TABLES TO SELECT ITEMS OR LOCATIONS.
- SYSTEMATIC SAMPLING: FOR EXAMPLE, SELECT EVERY NTH ITEM AFTER A RANDOM START.

- LOTTERY METHOD: PHYSICALLY DRAWING LOTS OR TICKETS TIED TO INVENTORY ITEMS.

- PHYsICAL MARKING: ASSIGN NUMBERS TO ITEMS OR LOCATIONS AND DRAW RANDOMLY.

STeP 5: PerForM TEST COUNTS

- PHYSICALLY COUNT THE SELECTED ITEMS OR VERIFY QUANTITIES AT SELECTED LOCATIONS.

- CROSS-CHECK COUNTS WITH INVENTORY RECORDS.

- DOCUMENT DISCREPANCIES OR IRREGULARITIES OBSERVED DURING THE PROCESS.

STEP 6: ANALYZE AND FoLLow Up

- INVESTIGATE SIGNIFICANT DISCREPANCIES.

- EXTRAPOLATE FINDINGS TO ASSESS THE OVERALL ACCURACY OF INVENTORY RECORDS.
- ADJUST AUDIT PROCEDURES IF SYSTEMIC ISSUES ARE IDENTIFIED.

BesT PRACTICES FOR EFFECTIVE RANDOM SELECTION
To MAXIMIZE THE BENEFITS OF RANDOM SAMPLING, AUDITORS SHOULD ADHERE TO THESE BEST PRACTICES:
1. Use ReLIABLE RANDOMIZATION ToOLS

- EMPLOY SOFTWARE PROGRAMS OR ELECTRONIC RANDOM NUMBER GENERATORS TO ENSURE TRUE RANDOMNESS.
- AVOID MANUAL OR SUBJECTIVE METHODS THAT COULD INTRODUCE BIAS.

2. MAINTAIN A CLEAR AUDIT TRAIL

- DOCUMENT THE SELECTION PROCESS THOROUGHLY, INCLUDING THE SAMPLING FRAME, SELECTION METHOD, AND REASONS FOR
ANY EXCLUSIONS.

- RECORD ALL COUNTS, OBSERVATIONS, AND DISCREPANCIES SYSTEMATICALLY.

3. ENSURE PROPER TRAINING AND SUPERVISION

- TRAIN AUDIT STAFF ON THE IMPORTANCE OF RANDOMNESS AND PROPER SELECTION TECHNIQUES.
- SUPERVISE THE PROCESS TO PREVENT INADVERTENT BIASES OR ERRORS.

4. CONSIDER STRATIFICATION

- IN CASES WITH HIGHLY DIVERSE INVENTORY, STRATIFYING THE POPULATION (E.G.I BY VALUE, LOCATION, OR TYPE) BEFORE
RANDOM SAMPLING CAN IMPROVE REPRESENTATIVENESS.



5. CoMBINE WITH OTHER AUDIT PROCEDURES

- USE TEST COUNTS IN CONJUNCTION WITH OTHER AUDIT TECHNIQUES SUCH AS ANALYTICAL REVIEWS, INVENTORY
RECONCILIATION, AND CONTROL TESTING TO FORM A COMPREHENSIVE AUDIT OPINION.

LIMITATIONS AND CHALLENGES OF RANDOM SELECTION
\W/HILE RANDOM SELECTION OFFERS MANY ADVANTAGES, IT ALSO PRESENTS CERTAIN CHALLENGES:

- RESOURCE INTENSIVE: L ARGER SAMPLES REQUIRE MORE TIME AND PERSONNEL.

- POTENTIAL FOR NON-REPRESENTATIVENESS: |F THE SAMPLING FRAME IS INCOMPLETE OR IMPROPERLY DEFINED, RESULTS CAN BE
SKEWED.

- DIFFICULTY IN PHYSICAL ACCESS: CERTAIN INVENTORY LOCATIONS MIGHT BE HARD TO REACH, COMPLICATING RANDOM
SELECTION.

- Risk oF MISSING SIGNIFICANT ERRORS: SMALL SAMPLES MIGHT OVERLOOK SIGNIFICANT IRREGULARITIES IF NOT PROPERLY
DESIGNED.

To ADDRESS THESE, AUDITORS OFTEN COMBINE RANDOM SAMPLING WITH JUDGMENTAL SAMPLING, ESPECIALLY IN HIGH-RISK
AREAS.

CONCLUSION: STRATEGIC VALUE OF RANDOM SELECTION IN INVENTORY TESTING

IN THE REALM OF INVENTORY AUDITS, THE AUDITORS STRATEGY IN PERFORMING TEST COUNTS DURING THE INVENTORY
OBSERVATION IS TO: RANDOMLY SELECT ITEMS OR LOCATIONS TO ENSURE AN UNBIASED, REPRESENTATIVE, AND EFFICIENT
VERIFICATION PROCESS. THIS APPROACH UNDERPINS THE INTEGRITY AND RELIABILITY OF AUDIT FINDINGS, OFFERING ASSURANCE
TO STAKEHOLDERS THAT THE INVENTORY RECORDS ARE ACCURATE AND COMPLETE.

BY SYSTEMATICALLY IMPLEMENTING RANDOM SAMPLING TECHNIQUES, AUDITORS CAN DETECT ERRORS, IRREGULARITIES, AND
POTENTIAL FRAUD MORE EFFECTIVELY. W/HEN COMBINED WITH PROFESSIONAL JUDGMENT, THOROUGH DOCUMENTATION, AND
ROBUST PROCEDURES, RANDOM SELECTION BECOMES A POWERFUL TOOL IN ACHIEVING AUDIT OBJECTIVES AND ENHANCING THE
CREDIBILITY OF FINANCIAL STATEMENTS.

ULTIMATELY, UNDERSTANDING AND APPLYING THE PRINCIPLE OF RANDOM SELECTION DURING TEST COUNTS HELPS AUDITORS

FULFILL THEIR RESPONSIBILITY TO PROVIDE REASONABLE ASSURANCE, UPHOLD AUDIT STANDARDS, AND CONTRIBUTE TO THE
TRANSPARENCY AND TRUSTWORTHINESS OF FINANCIAL REPORTING.
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