Date: [Insert Date]

To: [Management Name/Board of Directors]
From: [Auditor Name/Firm Name]
Subject: Audit Recommendation: Inventory Valuation Accuracy

Dear [Recipient Name],

During our recent audit of [Company Name] for the period ending [Date], we reviewed the
internal controls and accounting procedures related to inventory valuation. While the financial
statements are presented fairly in all material respects, we identified specific areas where
improvements are necessary to ensure the continued accuracy of inventory reporting.

Observation:

We noted inconsistencies in the application of the [FIFO/LIFO/Weighted Average] cost method.
Additionally, there were instances where the Net Realizable Value (NRV) was not properly
assessed for slow-moving or obsolete stock, leading to a risk of overstating asset values.

Risk:

Failure to accurately value inventory can result in material misstatements in the balance sheet
and cost of goods sold (COGS), impacting the overall integrity of financial reporting and tax
compliance.

Recommendation:
We recommend that management implements the following actions:

o Establish a formal quarterly review process to identify and write down obsolete or
damaged inventory.

o Enhance the integration between the warehouse management system and the accounting
ledger to ensure real-time cost updates.

e Conduct regular training for staff on the specific valuation methodologies required by
[GAAP/IFRS].

Management Response:
[Space for Management to provide comments and action plan]

We appreciate the cooperation provided by your team during this audit. Please contact us if you
require further clarification on these recommendations.

Sincerely,

[Your Signature]
[Your Title]



