AUDIT OF ACCOUNTS RECEIVABLES

INTERNAL CONTROL:

· Obtain an understanding of the internal control for accounts receivables to assess control risk and determine the nature, extent and timing of substantive audit procedures.

TIMING:

· Test the sales cutoff by examining shipping documents several days prior to and after year-end and determine that the sales and related accounts receivable were recorded in the proper period.

· Test the cutoff of sales return and allowances.

REASONABLENESS:

· Compare the current accounts receivable balance to the prior year and investigate any significant fluctuations.

· Compare the accounts receivable turnover ratio to the industry average and investigate any significant fluctuation.

ACCURACY:

· Foot the accounts receivable subsidiary ledger.

· Test the accuracy of the aged accounts receivable schedule.

COMPLETENESS:

· Trace a sample of shipping documents to the sales journal to determine that shipped goods were recorded as sales and to the accounts receivable subsidiary ledger to determine that shipments were recorded as receivables.

· Account for the numerical sequence of shipping documents and sales invoices to determine that all sales were recorded.

DISCLOSURE:

· Determine that the direct write-off method is not used to recognize bad debts expense.

· Obtain a client representation letter indicating that any accounts receivables from affiliates, officers or employees are properly reported and disclosed in the financial statements.

OWNERSHIP:

· Inquire of management whether discounted or pledged accounts receivables exist and are properly disclosed in the financial statements.

· Examine bank confirmation forms to determine if accounts receivables have been pledged as collateral for a bank loan.

VALIDITY:

· Vouch a sample of accounts receivables subsidiary ledger accounts to shipping documents to determine that recorded receivables are for goods actually shipped.

· Confirm a sample of accounts receivables by direct communication with the debtors.

a) Arrange with client personnel to select all large accounts (over $XX amount) and a representative sample of other accounts (e.g., every 30th account) for confirmation.

b) Have the client print out confirmation requests and monthly statements, in triplicate, for all accounts selected.

c) Review the client selection of accounts and agree data on confirmation form with accounts receivable subsidiary ledger.

d) Mail the confirmation requests in self-addressed, stamped envelopes in the firm’s envelopes.

e) Mail second requests to those customers not replying after ten business days.

f) Retain the third copy of the confirmation requests and statements for control purposes and for use in follow up of “no replies.”

g) For all returned confirmation requests:

· Note postmark on reply envelope is appropriate.

· Investigate any discrepancies noted.

· Investigate all differences noted by customers.

· Trace any payments indicated by customers to the cash receipts journal and accounts receivable subsidiary ledger.

h) For all “no replies”

· Trace the addresses to which we mailed confirmations to D & B, trade journals, or the telephone directory.

· Substantiate the balances as described under “B” below.

VALUATION:

· Agree the accounts receivable subsidiary ledger to the general ledger and the Balance Sheet.


· Determine that accounts receivables are presented in the financial statements at net realizable value.

Review the adequacy of the Allowance for Doubtful Accounts.
