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Pre-audit tasks:

Before you can audit the expenditure cycle, you need to understand the typical activities that occur and the corresponding GAAP. 

Tables 15-1 and 15-2 summarize the activities.

GAAP:

· Assets and liabilities are properly classified. 

· Meet criteria for recognizing liabilities and expenses. 

· Adjust inventory for purchase returns. 

· Disclose purchases from, and payables to, related parties. 

· Disclose material purchase commitments. Record losses on purchase commitments. 

There are no Statements on Auditing Standards specifically directed at accounts payable.

In this class, we will focus on the audit of accounts payable:
Some typical accounting records for accounts payable.
	General Ledger - Accounts Payable

	

	$10,000


	Accounts Payable Subsidiary Ledger

	Vendor Name
	Amount

	A
	1,000

	B
	2,000

	C
	3,000

	D
	500

	E
	500

	F
	1,750

	G
	250

	Total
	10,000


Approved Vendor List

· A

· B

· C

· D

· E

· F

· G

· I

· J

· K

· ETC.....

Confirmation of Accounts Payable 

This procedure is not required. If the auditor believes that evidence in the client's possession is not sufficient to evaluate the completeness of accounts payable, the auditor may decide to send out confirmations. 

Which accounts to confirm?

	Vendor
	Year-end 

A/P Balance
	Purchases during the year

	a
	0
	200,000

	b
	22,650
	46,100

	c
	65,000
	75,000

	d
	10,000
	97,000


Review Disbursements Made After Year-end

Assume the auditor is conducting an audit as of 12/31/00. The auditor obtains a list of disbursements made from 1/1/01 to the completion of the audit. The list shows check number, amount, the name of the payee, and the account that was debited.

For each disbursement, the auditor vouches disbursements and determines which accounting period the disbursement relates to.


Any disbursement related to 2000 should be charged to ______________.


Any disbursement related to 2001 should be charged to ______________.

Disbursements related to 2000 that were expensed in 2001 require adjusting entries.

Conduct a Purchasing Cutoff Test
Which of the following require adjustment?

	Terms. F.O.B:
	Price
	Date recorded in GL
	Date shipped by vendor
	Date received by client

	shipping point
	11,000
	12/27/x1
	12/27/x1
	12/31/x1

	destination
	12,000
	12/28/x1
	12/31/x1
	01/03/x2

	shipping point
	8,000
	12/31/x1
	12/31/x1
	01/03/x2

	shipping point
	7,000
	12/31/x1
	01/03/x2
	01/04/x2

	shipping point
	15,000
	01/03/x2
	12/31/x1
	12/31/x1

	destination
	16,000
	01/03/x2
	12/31/x1
	01/03/x2

	destination
	17,000
	01/04/x2
	12/31/x1
	01/03/x2

	shipping point
	18,000
	01/04/x2
	01/05/x2
	01/06/x2


Analytical Procedures
· Compare current year A/P to prior years. Is the change what you expect to see?

· Computer the A/P turnover ratio. Is the value what you expect to see?

· Compute A/P as a percentage of current liabilities. Is the value what you expect to see?

· Develop expected balances for "acquisition related" expense accounts. Any shortage in these accounts also indicates a shortage in A/P.

Other Procedures

· Ask management about the existence of unrecorded liabilities.
· Review open invoice file and vendor statements.
· Review accounts payable trial balance for unusual items.
· Balances outstanding for a long time.
· Accounts with debit balances.
· Review internal documents such as minutes.
Assertions

With regards to management's assertions about accounts payable, which of the following are of greatest concern to the auditor?

· Existence

· Completeness

· Valuation

· Obligations

· Presentation and disclosure

A - $1,000





B - $2,000





Open Invoice File





C - $3,000





Etc.








